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Recommendation #12

Create A Better System Of Accessing Credit At A Reasonable Cost For Borrowers In Rural Areas, Including Expansion Of RHS Direct And Guaranteed Programs.

Problem/Issue Addressed:

RHS Single Family programs have shifted from directly-financed 502 loans, to 502 guarantees of loans originated by private lenders. Funding for direct programs have been reduced by $600 million to $1.1 billion since 1994.  RHS 502 guaranteed loans, which serve a higher income population (up to 115% of AMI as opposed to the 80% maximum for the direct program) account for 40,000 out of 55,000 total 502 loans made in 1998.  In 1979, the direct program funded 93,400 units and the guaranteed program 374.  The decline in RHS loans are coupled with the fact that 20 percent of rural counties have two or fewer banking institutions.  Research (American Housing Survey) shows the median interest rate for all nonmetro owner-occupied mortgages is 0.4 percent higher than the median for suburban homeowners, and the median term is 23 years, compared to 29 years in suburbs. 

Options:  

· Expand CRA and HMDA:

Many changes could be made to HMDA and CRA including requiring lenders to report mortgage loans in rural areas in HMDA, enact regulatory changes that review lending activity in rural areas similar to urban areas, require the Federal Banking regulators to conduct training, develop special examination procedures on lending on Indian reservations, and require lenders with branches in multiple states to include Indian reservations in their assessment areas.  All of these efforts would allow for greater information, compliance and equity for rural areas but with an increased cost to lenders and the government.  Currently some non-MSA loans are reported in HMDA, but such reporting is optional.  Many lenders find the costs of removing exempt loans from national disclosure data is more difficult than including it.  HMDA and CRA regulations may be burdensome for smaller lenders, or lenders with a small volume of mortgage lending. Tightening current thresholds for lender volume and location may increase lenders willingness to offer credit in rural areas, however.  

· Expand the RHS Mutual Self-Help Housing Program.

Self-help requires homebuyers to participate in the construction of their homes, creating greater pride of ownership, facilitating home maintenance skills, and providing economic stimulus. Approximately 65 percent of the labor needed to build is the buyer’s "sweat equity," allowing them to purchase the house at a more affordable cost. Self-help borrowers have exceptional track records – default rates are lower than other 502 loans.  Others have used construction skills learned through the program to get other jobs. Administration of these projects is expensive, and buyers need extensive support.  However, Self-help homeowners have often inspired neighbors to improve their own homes and have broad benefits.


· Mandate that RHS loan funds be carried over from one fiscal year to the next.  

While the direct loan program is typically oversubscribed, at the end of this fiscal year, RHS expects to have $1 billion for the single family guaranteed loan program that will not be used and which will be recaptured.  Lenders and builders that have projects in the works are forced to accrue extra interest and carrying charges during this time between one fiscal year and the next.  Mandating carry over would eliminate the start and stop in funding cycles that drive lenders and builders away from government programs and would equate RHS and HUD, which already allows for carry over. However, having carry over funds maybe perceived as an indication of poor financial management. 

· Use recaptured 502 funds for housing purposes

Since 1977, USDA has recaptured interest subsidy funds from the sale of Section 502 properties.  These proceeds are then returned to Treasury and reallocated for purposes other than housing. Over the history of the program, approximately $1.46 billion has been returned to the government.  Recapturing these funds would provide additional monies for housing, and these are funds which have already been allocated to housing. On the downside, Treasury would no longer have this revenue.

· Expand RHS programs for home repair

The RHS Section 504 program provides loans and grants to very low-income rural homeowners to remove health and safety hazards in their homes and to make homes accessible for persons with disabilities.  RHS 504 grants could be distributed to community-based partnerships, allowing local nonprofits to allocate the RHS funds as agents of Rural Development. 

· Permit a counseling fees as an allowable cost in a Section 502 loan.

The value of homeownership counseling has been proven in recent studies. However, in many rural areas there are few counseling options available. This counseling fee would provide rural agencies with funds to counsel families they are serving, including required travel costs in sparsely populated areas. Such a program would slightly increase costs to low-income borrowers, as costs would be spread out over the term of the loan. 

Recommendations:

The Commission should encourage the expansion of federal programs to increased access to mortgage finance and homeownership in Rural Areas.  HOME, Section 8, and CDBG are very important in rural and non-metropolitan areas.  These are issues other Commission Task forces will address, but CRA, HMDA, and RHS programs related to rural mortgage markets are important policies in housing finance worthy of the Commission’s attention.
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