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Minimum Down Payment or Equity Requirements

Program regulations require a PHA to demonstrate its capacity to operate a homeown-
ership program by meeting one of three criteria. The �rst is � � establishing a minimum 
down payment requirement of at least three percent of the purchase price, and requiring 
that at least one percent come from a family�s personal resources.� This does not mean 
that the PHA is required to establish down payment or equity requirements for families 
who wish to participate in the voucher homeownership program. If a PHA elects to adopt 
any minimum down payment or equity requirements, the requirements then should be 
spelled out in the Administrative Plan.

Requirements for Financing the Purchase

A PHA may also demonstrate its capacity to operate a homeownership program by 
requiring that the loan used to �nance the purchase of a home either

Be provided, insured, or guaranteed by the State or Federal government.

Comply with secondary mortgage market underwriting requirements.

ComPly with generally accePted underwriting standards.

Again, the PHA is not required to impose these requirements, but if it chooses to do so, 
this policy should be stated in the Administrative Plan.

The Administrative Plan should state any other standards the PHA will use to review 
the families� proposed �nancing, re�nancing, or other debt secured by the home. These 
include standards relating to quali�cations of lenders or the terms of the proposed 
�nancing, such as:

Quali�cations of Lenders: The PHA may adopt policies relating to the quali�cations of 
lenders. Some PHAs, for example, have prohibited the use of seller �nancing. Others 
require case-by-case approval of lender �nancing arrangements.

Balloon mortgages, which allow payment of interest only during the term of the loan, and 
the full amount (the �balloon�) of the principal at the end of the term. Mostly associated 
with widespread defaults during the Great Depression, the balloon mortgage has been 
brought up to date in a number of variations on the original theme. Generally, the use of 
balloon �nancing is not recommended unless the borrower knows that he/she will sell 
the home before the balloon payment is due, or will be able to re�nance when the balloon 
payment is due.
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Adjustable rate mortgages that have interest rates that are subject to increase during the 
term of the loan. Adjustable rate mortgages, that frequently have lower initial interest 
rates than �xed rate loans, are generally more attractive when interest rates are especially 
high. They are less attractive when interest rates are low, because borrowers risk nega-
tive amortization if interest rates rise substantially and a larger portion of the monthly 
payment is consumed by interest charges.

The PHA may also disallow certain overly restrictive provisions in the �nancing agree
ment, such as a prohibition on prepayment of the mortgage, high prepayment penalties, 
predatory loans, or other abusive lending practices.

Affordability Restrictions on Debt Secured by the Home

The PHA may adopt policies regarding the a�ordability. The a�ordability can be placed 
on loans taken out to �nance the purchase of the home, or loans proposed subsequent 
to the purchase that are secured by the family�s equity in the home, such as �cash out� 
re�nancing and/or home equity loans that provide cash for home repairs, improvements, 
or non-housing consumer spending. Many lending institutions tout the availability of 
home equity loans as �turning your home into a checking account.� PHAs may wish to 
ensure that the checking account is not overdrawn by requiring families to secure PHA 
approval for any loans secured by the value of the family�s home, and develop standards 
for the a�ordability of these loans. These standards must be included in the PHA�s 
Administrative Plan.

Financing Affordability

Unlike the rental assistance program, voucher homeownership regulations do not impose 
an a�ordability cap on the homeownership expense of participant families. Nevertheless, 
PHAs have the option to disapprove proposed �nancing, re-�nancing, or other debt 
secured by the home (such as a home equity loan) if they determine that the debt is not 
a�ordable. The PHA�s standards for determining a�ordability must be included in the 
Administrative Plan.

Mortgage lenders generally impose limits of 36-50 percent of gross monthly income on the 
amount of �back-end� debt � the total housing and non-housing debt � that borrowers 
can assume. The PHA may wish to apply this or a similar standard when �nancing is 
provided by other than a traditional lender (e.g., seller �nancing).
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These allowances are intended to allow program families to set aside a small amount 
each month against the time when major repairs or replacements are necessary. The 
PHA must decide the appropriate levels for the allowances, based on its expectations 
concerning the cost, frequency of repairs, and system replacements to homebuyers in 
local markets. The amount allowed should not be adjusted to re�ect the age or condition 
of the unit purchased by the family or the actual cost of the speci�c repair. The PHA may 
advise families about the importance of establishing a �rainy day� fund, but it may not hold 
assistance payments aside in escrow for the family. The PHA could require the family to 
maintain a minimum balance and/or make monthly contributions to a savings account 
to be used as replacement reserve as an additional requirement for continued assistance. 
The PHA can review the account during the annual recerti�cation.

After purchasing the home, the family may �nd it necessary to pay for major repairs and/
or replacements that exceed the amount available in their reserve. If the family takes out 
a loan to �nance the cost of major repairs and/or replacements, or to make improvements 
to the home, the PHA must include debt service for the loan in the family�s homeowner-
ship expense. The PHA�s policies for determining reserve amounts must be included in 
the PHA�s Administrative Plan.

For families purchasing shares in a co-op, the PHA may also include allowances for the co-op 
charge (which includes payments for real estate taxes and public assessments) and for co-op 
maintenance fees assessed by the co-op association. Families purchasing condominiums 
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