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Introduction

INTRODUCTION TO THE
NAHASDA DEVELOPMENT MODEL PROGRAMS

The Native American Housing and Self Determination
Act (NAHASDA) of 1996 streamlines federal housing
assistance to Native Americans by replacing a range
of separate programs with a single block grant
program. The purpose of NAHASDA is to provide
federal assistance for Indian tribes in a manner that
recognizes Indian self-determination and tribal self-
governance. More than in past programs, the
NAHASDA regulations encourage tribes to act as
primary agents in shaping their own housing
programs.

NAHASDA provides funds to tribes or tribally
designated housing entities (TDHES) on a formula
basis to support locally designed affordable housing
activities. By providing assistance directly to tribes,
NAHASDA is designed to:

U Promote activities to develop, maintain, and
operate affordable housing in safe and healthy
environments on Indian reservations and in other
Indian areas for occupancy by low-income Indian
families;

O Increase tribal access to private mortgage
markets;

U Coordinate tribal housing activities with Federal,
state, and local activities to expand economic
and community development for Indian tribes and
their members;

U Plan for and integrate infrastructure resources for
Indian tribes with housing development for tribes;
and

U Promote the development of private capital
markets in Indian country and encourage market
operation and growth.

NAHASDA offers increased flexibility in the ways in
which tribes or TDHESs use federal funds on tribal
lands. The NAHASDA Development Model series

was crafted to help tribes and TDHESs design eligible
programs using NAHASDA funds. The objective of
the models is to enhance the professional skills and
abilities of tribes and TDHES to meet tribal housing
needs by developing and implementing programs that
maximize use of NAHASDA funds.

Each model publication includes, where appropriate,
an outline of new regulations and detailed guidance
on program design and implementation strategies.
Tribes and TDHES can use the models to supplement
the NAHASDA regulations. Models include examples
that showcase effective approaches. Many of the
models include sample forms that may be used for
program assessment, development, management
and ongoing operation.

The NAHASDA Development Model series includes
the following.

PLANNING AND PROGRAM DESIGN

The Planning Program and Design model describes
planning activities that result in the preparation of an
Indian Housing Plan (IHP) to access Indian Housing
Block Grant (IHBG) funds. From initial needs
assessments to program marketing, the model offers
guidance on effective housing designs and provides a
comparison of potential forms a TDHE may assume.
The model includes a glossary of common terms.

HOMEOWNERSHIP

The Homeownership model describes
homeownership program design options on tribal
lands. This model summarizes benefits and barriers
to homeownership and regulatory issues that include
income and payment guidelines. The model offers
guidance on estimating construction costs and
obtaining financing, with a section on leveraging
program funds. The model also addresses
appropriate homebuyer selection and education.
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Introduction

RENTAL HOUSING DEVELOPMENT

The Rental Housing Development model describes
expanded rental programs eligible for funding under
NAHASDA. The model explains regulatory issues,
such as the low income eligibility requirement, and
offers guidance on eligible costs, rent thresholds and
occupancy procedures. The model describes rental
projects from concept to construction to management,
and details specific programs, such as supportive
housing for special needs populations.

FINANCE

The Finance model describes options for financing
projects under NAHASDA, which include
homeownership and rental housing programs,
construction projects, and rehabilitation for
homeowners. The model explains use of revolving
loan funds, leveraged funding, and conventional
mortgage lending.

CONSTRUCTION ISSUES

The Construction Issues model helps a tribe or TDHE
plan, manage and monitor construction projects. The
model describes key steps in the construction
management process, which includes procuring
services and products, and conducting on-site
inspections. The model highlights the federal labor
standards and requirements that apply to NAHASDA
projects, with a section on Indian preference
requirements.

ASSET AND PROPERTY
MANAGEMENT

The Asset and Property Management model
describes how to maximize tribal assets by ensuring
maintenance and financial stability of tribal properties,
including rental housing. The model explains how to
analyze existing conditions of the properties and how
to prepare a budget to maintain and operate tribal
housing. The model includes detailed steps for
ongoing management of rental and owner-occupied
housing.

OWNER-OCCUPIED REHABILITATION

The Owner-Occupied Rehabilitation model describes
the increased flexibility available under NAHASDA to
develop rehabilitation programs. The model explains
the regulations governing owner occupied
rehabilitation that include housing quality standards,
property inspections, homeowner income guidelines,
eligible rehabilitation costs and activities. Finally, the
model describes how to determine program feasibility
and offers guidance on how to implement an owner-
occupied rehabilitation program.

TENANT-BASED RENTAL
ASSISTANCE

The Tenant-Based Rental Assistance (TBRA) model
explains the appropriate laws that govern this
program providing assistance to low-income renters.
The model includes chapters identifying how to
calculate tribal and renter subsidies; how to design
and implement a TBRA program; and how to comply
with ongoing TBRA activities required by the tribe.
The model includes sample forms used to help select
tenants, calculate rents, inspect rental properties and
document rental, tribal and owner participation in the
program.
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Planning and Program Design

INTRODUCTION

Creating an effective tribal housing program requires
an understanding of the housing stock and needs in
the area to be served, as well as an understanding of
the tribe’s housing priorities and preferences. The
process of gathering, analyzing and using information
to make informed decisions is called planning. Good
planning will help ensure that your tribe produces an
effective response to current and future housing
needs. To provide tribes with a framework for this
planning process, Congress enacted certain planning
requirements as a part of the Native American
Housing Assistance and Self Determination Act
(NAHASDA). In order to receive its Indian Housing
Block Grant (IHBG), each tribe or tribally designated
housing entity (TDHE) must periodically submit an
Indian Housing Plan (IHP) to HUD. In addition to the
IHP, many tribes undertake other types of planning,
including creating comprehensive plans or plans for
infrastructure or economic development.

Program design is the process of developing the
tribe’s housing assistance programs and is strongly
founded upon the choices made during the planning

process. During the design phase, the tribe develops
the specifics of the programs it will offer, including
the:

O Types of assistance;
Levels of assistance;
Qualifications for assistance;

a
a
U Waiting list and selection procedures; and
O Procedures for administration, such as rent
collection.

This model describes good practices for planning and
program design. Chapter One describes the IHP
requirements and highlights good techniques for
analyzing your housing market. Chapter Two
describes how you move from the basic planning
process into the details of program design. Finally,
Chapter Three highlights some of the options for how
tribes can operate and implement these programs.
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Planning and Program Design

Chapter One
PLANNING BASICS

WHY PLAN?

Planning is the first, and perhaps most important, step
in the housing development process. It helps to
assure that the housing your tribe creates matches
the needs of tribal member families. It also offers
housing staff guidance in the day to day operation of
programs, including providing assistance in selecting
and implementing projects.

Tribes may implement a number of plans to guide
housing and community development operations.
Perhaps the most important of these plans is the
Indian Housing Plan (IHP). Under the NAHASDA
statute and IHBG regulations, tribes must submit an
IHP in order to receive their Indian Housing Block
Grant (IHBG). The IHP has two key components —a
Five Year Plan and a One Year Plan. The One Year
Plan must be submitted (on an annual basis) for HUD
to review and find in compliance. The Five Year Plan
is submitted once every five years. The following
sections of this chapter describe the IHP
requirements.

OVERVIEW OF THE INDIAN HOUSING
PLAN

The IHP is intended to be a “forward looking” planning
document as well as the means for HUD to provide
funding to recipients under NAHASDA. It is a
combination of forms and narrative in which a tribe
articulates its current and future housing needs and
resources in order to access IHBG funds. The plan is
HUD'’s format for submission of information resulting
from planning activities already completed by the tribe
or the TDHE. Tribes are strongly encouraged to take
a comprehensive approach to planning and not limit
their planning process only to those housing efforts
and activities funded under NAHASDA.

Under NAHASDA regulations, a tribe must designate
a TDHE to receive block grant funds and operate
IHBG activities. A tribe may designate an existing
Indian Housing Authority (IHA) to serve as the TDHE.
An [HA that is not designated as the TDHE may
conduct housing activities that do not use IHBG
funds.

The TDHE may, with the consent of the tribe, prepare
and submit an IHP on behalf of the tribe. The tribe
may choose to (1) review the plan and authorize the
TDHE to submit the reviewed plan or (2) authorize the
TDHE to submit the plan without prior review by the
tribe. In each case, the tribe must include certification
with the IHP indicating either tribal review or
delegation of review to the TDHE.

THE IHP REQUIREMENTS

The Indian Housing Plan submission consists of a
Five Year Plan and a One Year Plan. The Five Year
Plan is basically a narrative on the tribe’s long range
housing goals. The One Year Plan includes the
activities to be undertaken using a given year's
funding and is based on the data collection and
analysis conducted during the planning process.

The following is a summary of the components of the
plan. It can serve as a guide to finding the
information needed to plan for development activities.

Five Year Plan
The Five Year Plan contains the following elements:

U Mission Statement. A general statement of
how the tribe will serve the housing needs of low
income families.

U Goals and Objectives. A description of how the
mission will be carried out, including long range
goals or strategies.
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Planning and Program Design

U Activities Plan. A general overview of the
activities to be undertaken in the next five years
and an analysis of how the activities will enable
the tribe to achieve its mission and accomplish
the stated goals and objectives.

General Guidance for the Five Year Plan

Mission Statement Although this is a very concise and general statement, it may be
helpful to present the comprehensive approach to meeting housing
needs by distinguishing development activities from other types of
housing assistance in the mission statement.

Goals and Objectives The IHP addresses housing in a comprehensive manner. Use the
goals and objectives section of the Five Year Plan to specifically
state what the tribe hopes to achieve over the long term.
Development activities may take longer than five years; indicate
this in the plan and discuss only the goals to be achieved in the
next five years.

Activities Plan The activities plan is the place to discuss the who, what, when and
where. Here you can discuss the specific development activities
that will take place over the next five years.

One Year Plan *  Number of elderly and near elderly
o __ Indian families;

Q Goals and Objectives. Specific goals and _ o
objectives, related to five year goals, but for the * Number of Indian families living in
one year's grant allocation. substandard and overcrowded housing

conditions;

O Statement of Needs. A description of housing
needs of low income Indian families compared to
the needs of all Indian families. A statement of
the ways in which the housing needs will be
addressed during the one year period and how * Existing housing stock by rental,
the geographical distribution of assistance is homeownership and transitional;
consistent with geographical needs.

* Any additional categories as desired
(e.g., disabled persons or youth ages
five and under);

* Housing, homeless housing, college

> This section includes a data table to report housing and supportive services
population and demographic information for housing; and
the Indian area. This table is a concise way *  Any additional categories as desired
to |dent!fy various categories of the Indian (e.g., elderly housing).
population, determine what housing
resources presenﬂy exist’ and define the O Financial Resources. A description of the
housing needs of the people that will be financial resources that will be available to carry
served. The categories include: out IHBG activities and a description of what type

of activities will be funded and how additional

¢ Total Indian population; resources will be leveraged. This section

e Number of Indian families: includes a financial resources table.
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Planning and Program Design

>

The first part of the table is where the
amount of funds anticipated from various
sources is broken down by HUD resources,
existing HUD program resources, other
federal or state resources, private
resources, and other resources.

The second part of the table is where the
resources listed in the first part of the table
are divided among IHBG activities and the
number of units and families that will be
assisted is estimated for each category.

U Affordable Housing Resources. This section
requires information on the following eleven

subsections:

1. The significant characteristics of the housing
market.

2. The structure/coordination/cooperation with
other entities in the development of the plan.

3. The manner in which housing needs will be
addressed.

4. The manner in which 1937 Act housing will
be protected/maintained.

5. Existing/anticipated homeownership/rental

programs.

6. Existing/anticipated housing rehabilitation
programs.

7. All other existing/anticipated housing
assistance.

8. 1937 Act housing to be demolished or
disposed of.

9. Coordination with tribal and state welfare
agencies.

10. The manner in which safety and resident
involvement will be promoted.

11. The organizational capacity and key
personnel that will carry out IHP activities.

»  This section also has a housing profile table
in which to compile a list of the number of
Mutual Help, Low Rent, and Turnkey Il
units under management as of the end of
the federal fiscal year. It also records the
number of units intended for demolition,
disposition or conveyance during the next
federal fiscal year and how many units are
in the development pipeline.

Other submission items. This section includes
useful life, performance objectives, model
housing activities, demolition/disposition, and
tribal and other Indian preference.
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Tips for the One Year Plan

Use the goals and objectives section here to specifically
state what the tribe hopes to achieve with the one year’s
grant allocation. The One Year Plan goals and objectives
require quantifiable statements such as “develop 10 new
homes.”

Describe the specific needs that development will alleviate
and who will be served.

What IHBG resources will be allocated to which activities
and what other resources might be available.

Affordable Housing Resources | This section of the plan requires a description of the
resources available for development including how
cooperation with other entities will be achieved. This
section also requires a description of the types of
homeownership and rental programs that will be offered
and requirements for participation.

Use this section to discuss how your development program
will comply with NAHASDA'’s useful life requirements and
remain affordable. This section of the IHP also includes a
discussion of performance objectives. Here you describe
performance objectives specifically for the next 12 month
period (program year).

Goals and Objectives

Statement of Need

Financial Resources

Other Submission Items

housing stock and the ability/desire to pay.

BEYOND THE IHP: ADDITIONAL Theee dat best be ohiined throudt.

ese data can best be obtained throug
DOCUMENTATION FOR household surveys, census reports and waiting
DEVELOPMENT PLANNING lists.

There are some issues related specifically to O New construction needs. Determining the

development that may not be covered in the tribe’s
IHP. This section discusses areas where there may
be a need to expand on the IHP data collection
requirements in order to comprehensively inform HUD
of the tribe’s development process.

Analyzing Housing Market Conditions

Housing market conditions must be analyzed before a
tribe can determine the type and scope of
development needed. To analyze an area’s housing
market conditions, a tribe will need to determine:

U Housing rehabilitation needs. This includes
the number of lower income households that
need assistance, the cost to rehabilitate the

need for new units is the crux of your
development plan. New construction is required
when there is a gap between existing and
projected affordable housing stock and housing
needs. Vacancy rates in rental housing of less
than 4 to 5 percent indicate the need for new
construction. Other signs of need include little or
no pending construction of affordable homes and
substandard conditions in existing stock.

Cost burdens of renters and owners. Cost
burdens are usually measured in terms of the
number of low income and very low income
families who pay more than 30 percent of their
income for housing. Survey and census data are
the best sources for information on this issue.
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Planning and Program Design

Assessing Local Private Lending Practices
and Availability of Credit

The financial resources section of the One Year Plan
requires a description of the available outside funding
sources. However, assessing the availability of credit
specifically for development is also important. Loans
for development are typically longer, require higher
credit, and are therefore riskier than smaller
rehabilitation loans.

Evaluating the Local Economy

U Turnover rates. How quickly do units rent or
sell? Is there a scarcity of housing for sale or
rent or do units sit vacant for many months?

U Recent sales. What have comparable units sold
for? Are units holding value, losing value or
rapidly appreciating compared to previous years?

O Construction costs. Are the costs of building or
rehabilitating units higher than other nearby
regions or lower? What is the impact of building
code requirements? What is the construction
labor market like — are contractors scarce or
readily available?

U Location of services and economic
opportunities. Are services such as schools or
healthcare available nearby or far away? What
employment opportunities are available—will
tribal members have to worry about employers
moving away or can they look forward to new
opportunities?

DATA SOURCES AND COLLECTION
METHODS

A tribe may need to consult a variety of data sources
to obtain the information it needs for the IHP. Good
sources of data include your IHA and your tribe.
Other sources might include the U.S. Census Bureau,
Bureau of Indian Affairs (BIA), Indian Health Services
(IHS) and other local, state, or nonprofit agencies.

To gather specific information for development
program design, consider conducting surveys.
Surveys are good tools to obtain current and accurate
information. Depending on tribal needs and

circumstances, surveys may include the total
population or be based upon a partial sample, and
can be conducted in person, by telephone, or by mail.
Mail surveys, however, generally have the lowest
response rates. For the purpose of collecting data,
surveys can generally be divided into two broad
categories: written, mail in or drop off surveys
(surveys that the respondent completes with pencil
and paper); or in person/telephone interviews
(surveys that the respondent completes by talking
with an interviewer).

U Mail survey. This is the simplest form of
questionnaire. The advantages are that it is low
cost, reaches many people and it can be
completed in private at the respondents’
convenience. The disadvantages are a typically
low response rate and difficulty in obtaining
detailed responses.

U Group administered questionnaire. This
method brings residents together to answer a
structured set of questions. The advantages are
a high response rate and the ability to clarify
questions if they are unclear. The disadvantages
are that it requires a high level of staff time to
organize and may produce a small sample size
due to low turnout.

U Household drop off survey. This method
blends elements of the mail and group
administered questionnaire. A survey is dropped
off and picked up at a later time. The
advantages are that it involves personal contact,
questions can be clarified and it produces a
higher response rate than mail surveys. The
disadvantages are that it is difficult to obtain a
detailed response and produces a lower
response rate than interviews or group
administered questionnaires.

U Personal interviews. The advantages of
conducting a personal interview are that the
interviewer can ask follow up questions or probe
specific issues, questions can be clarified,
opinions and impressions are easy to obtain and
personal contact is made. The disadvantages
are that it requires large amounts of time and
staff and the interviewers must be well trained.
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Planning and Program Design

U Telephone interviews. The advantages of
telephone interviews are that information is
gathered rapidly, there is some level of personal
contact with the respondent and follow up
questions can be asked. The disadvantages are
that some residents may not have a telephone,
some may not like the intrusion and it requires a
moderate amount of staff time and resources.

The most inclusive method of obtaining “soft” data
and personal input from residents is holding a
community meeting on the tribe’s housing needs and
preferences. The advantages of a community
meeting are that it offers maximum input from the
community, full community representation, exchange
of views and ideas and strong community interaction.

CAUTION: Organizing community meetings is hard
work. The disadvantages are that it requires
significant staff time and a facility, it must be
managed effectively or it can be unproductive and
allow people to drift to unrelated issues and it may not
get a strong turnout. Organizing is the key to success
of a community meeting. Remember the following
steps when planning a community meeting:

U Develop a strategy. Determine the data that
needs to be collected, design a tentative agenda
and brainstorm issues that residents will want to
discuss.

L Get the word out. Post a notice in the tribal
newspaper, mail notices, and call residents
directly.

CONSTRAINTS TO IMPLEMENTING
HOUSING PLANS

Historically, Native Americans have faced enormous
constraints in developing affordable housing. In spite
of this, many tribes have forged housing strategies
and made hard won progress. The flexibility of
NAHASDA can prove to be a great benefit in
addressing many of the traditional barriers to
affordable housing.

Among the constraints faced by tribes in
implementing the programs outlined in their IHP are a
lack of water and sewer systems, inadequate roads,
homes situated on remote sites, preferences for
traditional housing forms and status of trust lands.

U Lack of Water and Sewer Systems. Lack of
federal funding or tribal resources for new water
and sewer systems is perhaps the most serious
constraint to larger scale development on tribal
lands. Indian Community Development Block
Grant (ICDBG) funds can be used for this
purpose. An alternative strategy is to limit
development to sites where wells and onsite
septic systems can be placed. Site improvement
and development of utilities and utility services
are eligible activities under NAHASDA.

U Lack of Adequate Roads. Funding for the
construction of roads and road access has to
come from tribal resources, the BIA or ICDBG.
This should be the basis of a longer term housing
development strategy. For shorter term planning,
new construction strategies should focus on
locations with adequate road access.

U Remote Sites. Many substandard homes that
need replacement are sited in remote locations,
and many Native Americans prefer these
homesteads for reasons of livelihood or family
heritage. Federal Indian housing programs have
had difficulty replacing or building housing on
remote sites because construction related costs
are generally much higher than similar costs for
building or replacing clustered housing situated
near more populated areas. NAHASDA does not
prohibit building on remote sites. Funding for
projects at sites that are economically infeasible
for water wells or electric service would,
however, require that alternative technologies
such as cisterns and generators be employed to
meet Section 8 Housing Quality Standards
(HQS), or waivers could possibly be obtained
from HUD. (See the Construction Issues model
for a discussion of construction standards).
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U Housing Preferences. It is relatively easy to

document the need for decent, affordable
housing. The IHP does this by counting people
who have no permanent housing or live in
unsafe, overcrowded or unaffordable housing.
Determining and documenting the demand for
affordable housing and the type of housing are
more difficult tasks. The demand for affordable
housing hinges on whether people are willing to
buy a product at a specific price. Some people,
for example, would rather live in a substandard
house they own than pay rent for a home or
apartment owned by someone else. Others
would prefer to live in a substandard dwelling
with lots of open space rather than in a clustered
housing development. Others prefer traditional
housing forms, such as hogans or adobe pueblo
construction, which may differ from modern
housing construction design techniques.
NAHASDA has no restrictions on location or type
of housing design.

O Status of Trust Land. Much (but not all) Native

American tribal land is held in trust by the U.S.
Government and cannot be sold. Although long
term leases are possible, the issue of land title
has discouraged private lenders from making
loans on trust land because of the difficulties
associated with foreclosing on a property if the
loan is defaulted. This is a major barrier to new
homeownership strategies that require
conventional loans. The Section 184 Indian
Housing Loan Guarantee Program may be
helpful in this instance. Other means for
overcoming this problem include working with
secondary market lenders, obtaining private
mortgage insurance, and securing subordinated
financing to provide alternative collateral or
guarantees.

Ll sl sl llal il il lalal el K

U.S. Department of Housing and Urban Development Page 8
Office of Native American Programs July 1999



Planning and Program Design

Chapter Two
DESIGNING A HOUSING PROGRAM

NAHASDA provides a block grant for housing needs
which includes development activities. The creation
of the IHP is an important short term tool and long
range planning exercise that can be a road map for
the implementation of a successful development
program. Once the needs and resources are
documented and constraints have been assessed
through the IHP process, you can design a program.
Typical components of a program design include:

O Product specification. What exact types of
housing will be developed? What will be their
design and cost?

O Location. Where will the units be located?

U

Clients. Who will the housing serve?

O Level of assistance. How much assistance will
be offered?

U Procedures. How will projects move from
application to completion?

U Construction standards. What policies and
procedures will govern the construction process?
What tribal or other building codes will apply?

U Administration. How will the development
process be staffed?

U Timetable. How quickly will the housing be
developed and occupied?

U Operating budget. What are the management
and overhead costs?

U Capital budget. What is the budget for loans,
grants, and construction?

U Risk analysis. What are factors for success?

U Marketing. What strategies will be used for
attracting tenants or owners?

PRODUCT SPECIFICATION

As a part of your IHP process and of designing your
program, you must determine what the tribe will
develop. This decision is based on the assessment
of needs and the resulting program products we
described in the Affordable Housing Resources
section of the IHP.

U For example, if the needs assessment identifies
very low vacancy rates and the population is
primarily very low income, the development
choice might be to build rental properties.
Conversely, if the market is primarily low income
renters with good credit and some discretionary
income, the tribe may opt to develop more single
family homes and offer a first time homebuyer
program. The program could provide deferred
payment loans (DPLs) for downpayments and
closing costs, and a loan for the actual purchase.

U The needs assessment may have also
uncovered that there is a large elderly population
that is expected to increase. In this case, a
development option might be to construct special
needs housing.

Once the type of program has been identified, the
tribe must make additional decisions regarding
eligible participants, and forms and levels of
assistance. IHBG funds can be used for the
acquisition, new construction, and reconstruction of
affordable housing, which may include real property
acquisition, site improvement, development of utilities
and utility services, conversion, demolition, financing,
administration and planning, and other related
housing activities.

Determining products is also about determining the
scope of development. The following chart shows
development method considerations for determining
your product.
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Development Method Considerations

Size of Development

Whether you choose small or large scale developments depends on
your budget and capacity.

Concentration

Developing clustered housing versus scattered site depends on the
availability of land, needs and preferences of the community,
infrastructure, construction security, logistics costs and land costs.

Housing Type

Issues that arise when deciding whether to develop single family
homes versus multifamily buildings are needs and preferences of
the community, availability of land and incomes.

In determining your products you will also need to
make choices regarding construction types. Below is
a list of options. The choices will depend on tribal
preferences, incomes, availability of land, location of
services and economic opportunities and available
funds for development.

U Manufactured housing,
Modular/Panelized housing,
Stick built, wood frame construction,

Masonry construction, and

O 0 0 O

Adobe construction.

LOCATION

Some tribes will have more options for development
sites than others. Whatever the options are, it is
critical to find a site that will, at a minimum, meet
certain standards and will ultimately provide the best
and most cost efficient location for the housing.

Site selection is a process that involves many
considerations and takes time. Generally, the choice
of a site is determined by a combination of the
following considerations:

U Type of housing to be built (rental,
homeownership);

O Community preferences;

U

Estimated development and operating costs;

O Availability of land;

U Physical characteristics of the site;
O Road or street access to the site;

U Available infrastructure, facilities and utility
services; and

U Tribal codes for zoning and environmental
standards.

CLIENTS TO BE SERVED

The next step in the process is careful consideration
of who will receive assistance. First, consider who
may be assisted with IHBG funds:

O Low income families on a reservation or Indian
area;

Q Non low income Indian families under certain
circumstances; and

U Non Indian families if it is determined that they
cannot meet their housing need and that their
presence on the reservation or Indian area is
essential to the well being of Indian families.

From this eligible pool you will need to determine
additional eligibility criteria. The following questions
should be addressed in determining client eligibility:

U Based on the needs assessment, will priority be
given to a particular type of household — small
families, large families, the elderly, or disabled
people?

U Are federal Indian preferences, fair housing, and
other requirements included in tenant selection
policies for rental projects?
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LEVEL OF ASSISTANCE

Unfortunately Indian Housing Block Grant (IHBG)
funds are limited. Thus, the tribe will not be able to
offer unlimited assistance to all clients who qualify for
the program. This means that difficult decisions
about the level of assistance will have to be made.
The question of what level of assistance to provide
will largely be answered by two factors:

U The needs of clients — do clients need large
amounts of assistance or are only small
subsidies needed? Are a few families to be
assisted or an extensive portion of the tribe?

U The sources of financing available — will IHBG
funds comprise the entire financing package or
will they leverage other financing sources? Are
other subsidy sources available? What payment
burden can clients manage?

PROCEDURES

Once the basic program design is in place, operating
procedures that spell out the operational framework of
the program should be developed.

QO Eligibility/Selection. The first step is called
intake or screening. The types of information
collected during this step will depend on the
eligibility requirements established by the tribe. If
an applicant meets the preliminary eligibility
criteria, a more complete application is needed.
To obtain this information, the application
processor provides the applicant with a list of the
additional documents that are needed to process
the application. Such a list might include recent
paycheck stubs and other employment
information, other forms of income
documentation, and account numbers for savings
and checking accounts, if applicable. The tribe
should develop a written policy specifying which
kinds of information will be required as well as
procedures for selecting beneficiaries if more
qualified applicants exist than the program can
serve.

U Occupancy and Collections. The tribe needs
to have in place standards that specify the terms
under which clients may occupy properties and

Q

the responsibilities entailed with occupancy.
These standards should be reflected in lease
documents/homebuyer agreements. The tribe
should also establish rules about the process for
collecting rents and procedures and penalties for
late payment and, in extreme cases, eviction.

Maintenance. Maintenance procedures should
specify how the tribe will maintain the units that it
manages. What are resident maintenance
responsibilities? How do residents request
maintenance services (work orders)? What are
the timelines for preventive maintenance, unit
inspections, and vacant unit preparation? These
procedures should be spelled out in an annual
maintenance schedule and monitored for
performance.

Administrative/Personnel. The tribe should
develop written procedures that spell out all
administrative aspects of program operation. An
organizational chart delineating staff roles and
responsibilities should be developed and position
descriptions should be written for each slot on
the organizational chart. In addition, the tribe
should develop written personnel policies for
issues such as selecting employees,
performance expectations and disciplinary
options. Existing organizations should already
have these in place, and new organizations may
be able to model their polices after those of
existing organizations.

Financial Management. The tribe must develop
a financial management system that allows it to
track all incoming and outgoing disbursements.
Policies regarding who may authorize
expenditures should be written and procedures
for procuring services should also be specified.
To protect against mismanagement or fraud,
internal controls should be established. Many
tribes may determine that the services of an
outside accountant are needed to fully implement
an effective financial management system.

CONSTRUCTION STANDARDS

Most tribes establish and enforce their own

construction standards and building codes. If a tribe
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does not have standards in place, the program design
must address steps to establish such standards.
There are four issues to consider when developing a
plan for the construction process:

O Construction management;
U Property standards;

O Procurement; and

U Inspections.

See the Construction Issues model for more
information about these types.

ADMINISTRATION

The development plan should describe what agency
as well as which individuals will administer the
program and then explain how the administrative
structure will be created to operate the program
effectively.

Personnel Policies and Procedures

Personnel policies and procedures typically describe
the organization’s approach to hiring, firing, leave
time, other benefits, conflict of interest, grievances,
etc. Existing organizations should already have these
in place. New organizations may be able to model
their policies and procedures after those established
by other tribal organizations.

U Plan for Staff and Other Implementers. When
a new program is proposed, HUD and other
funding organizations need to know who will
carry out the program and what their
qualifications for the job are before providing
financial support. A staffing plan that addresses
these issues should, therefore, include:

»  Description of staff positions. All paid
staff positions of the program should be
listed, including proposed annual salaries,
names of staff persons already identified for
the program, and job descriptions. Part
time positions should be described in terms
of percentage of full time work devoted to
the program.

»  Description of contracted services.
Contracted services might include the
following: outside legal and accounting
services for all programs; construction
inspectors, credit reporting services, and
appraisers for loan and grant programs;
architects, outside rehabilitation specialists,
consultants, and building contractors for
construction programs; and hired services,
such as building and grounds maintenance
and janitorial work, for rental programs.

O A completed program design will identify actual
providers of these services, their qualifications,
and costs for their services. Resumes of key
staff and consultants are also essential elements
in funding applications.

TIMETABLE

The form a program timetable takes will depend on
the type of program. The tribe’s program timetable
may track the following:

U Major construction projects. For major
construction projects, elaborate “critical path” or
other scheduling techniques should be used.
These will usually take two forms:

»  Development schedule — which includes
land acquisition, planning steps, funding
milestones, bidding, contracting,
construction time, and lease ups or sales.

»  Construction schedule — which will break
construction phases down into small steps
that can be monitored for timely
performance.

U Environmental review. Allow sufficient time for
the environmental review, which must be
conducted before housing activities begin. The
tribe may assume responsibility for the
environmental review or may request that HUD
perform the review.

PROGRAM OPERATING BUDGET

Program operating budgets should be presented on a
cash flow basis; that is, revenues and disbursements
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forecast on a year to year, quarter to quarter, or
month to month basis (usually in line with the program
timetable).

For programs with ongoing staff, the budget should
include staff costs, fringe benefits, office overhead,
contract services costs, and other administrative
costs. If the program staff is part of a larger
organization and the new program is distinctly
different from other programs, the operating costs of
the program should be prorated.

CAPITAL BUDGETS

For housing development projects, capital budgets
are often called “project pro formas” or “development
pro formas.” They are generally calculated on a

month by month, cash flow basis that corresponds to
development and construction timetables.

Financial institutions make credit decisions based
upon what they believe is the operating cash flow
available to pay debt service. Cash flow from
operations, which is called “Net Operating Income”
(NQI), is the difference between the rent collected
and the cash operating expenses. It represents the
cash flow that is available to repay debt and to
provide the owners with a return on their investment.

For first time homeownership programs, costs and
proceeds of sales should be included in the
development pro forma.

Income and Expense Schedule for Rental Housing

Gross Rent
- Vacancy Factor

Rent collected as though fully occupied
Rent not collected due to vacancy

Effective Gross Rent
- Operating Expenses

Amount of rent actually collected
Cash expenses borne by the owner

Net Operating Income

Cash flow available to pay lenders

- Debt Service Cash flow return on and of investment demanded by lender
Cash Flow Cash flow available to owner
RISK ANALYSIS project comes to a halt after a predesignated phase of

Many housing program design documents fail to
include an analysis of the risks of construction and
rehabilitation programs. A risk analysis is, however, a
standard component of a business plan in for profit
ventures. Such an analysis should be included in the
program design because it can help avoid pitfalls and
adds credibility to the funding proposal.

The analysis lists potential risks such as construction
cost overruns, failure to rent or sell homes at
projected rates, and unpredictable construction cost
delays. The analysis discusses these potential risks
in terms of mitigation and drop dead scenarios.

Mitigations are strategies to overcome problems and
risks. For example, if homes sell at a slower rate than
expected, marketing can be stepped up or the
construction contract can be structured so that the

construction. Adequate contingency funds can be
budgeted to accommodate construction cost overruns
or costs resulting from construction delays - site
security costs, for example.

MARKETING STRATEGY

Many affordable housing program managers
mistakenly believe that product and service marketing
will take care of itself; if housing is affordable, people
will want it. In reality, however, lower income families
(like all other families) have very particular wants,
needs, and their own idea of what is affordable and
desirable.

A good marketing strategy starts with the design of
the products and services. Potential clients should be
consulted, either individually or in groups, to
determine if they want what is proposed. Good
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surveys are necessary to determine actual demand O Aclear, simple brochure describing the program;

for products and services. If you conducted a and

thorough needs assessment this should have been ] , ]

accomplished early in the planning phase. Q  Advertisements, radio spots, and notices.

Once the program has begun, marketing can take To be effective, marketing plans must be carefully

many forms, including; focused. Radio spots or widely circulated newspaper
advertisements may not be appropriate if the tribe is

U One on one “selling” to clients; attempting to reach a particular, limited geographic
area.
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Chapter Three

OPERATIONAL MODELS

Eligible recipients of IHBG funds include the tribe or a
tribally designated housing entity (TDHE) when
authorized by one or more Indian tribes. The TDHE

model.

can take many operational forms. The following is a
discussion of how development might happen in each

Comparison of Operational Models!

Operational Model

Advantages

Disadvantages

Tribe. A tribe can choose to develop a
housing development plan, oversee the
development and manage the
properties. In this case, a tribal council
or other elected official usually serves as
the housing program’s oversight board
and they are responsible for the day to
day operations of the housing program
from design to management.

The benefit to this model is that the tribe
can take credit for the program'’s
success or accept responsibility in
failure. In addition, the program will be
treated as any tribal program and
considered in the oversight activities and
overhead of the tribal government.

The tribe will be forced to intervene in
difficult situations involving resident
issues and contractor’s disputes.
Additionally, housing administration is
time consuming and doesn't fit well with
traditional government functions and
responsibilities.

TDHE. Under NAHASDA, the tribe can
designate a separate entity with a
separate oversight board under the
purview of the tribal government to
manage housing activities. Sometimes
this entity is the housing authority.

The advantage of designating a
separate entity or TDHE is that the
TDHE is not involved in tribal politics.
The tribal government can refer program
resident issues back to the housing
board. If the board shares the vision of
the tribal government in carrying out the
goals and objectives of the tribal housing
program, the tribal government is further
insulated from everyday housing issues.
In addition to handling contractor
disputes, administrative duties and
resident issues, the TDHE has the
power to file and respond to lawsuits,
which can be an incentive to off-
reservation, non-Indian contractors who
may seek legal action to resolve
disputes.

The danger in this model is that the tribe
can lose control of the housing program
and not meet its goals and objectives. If
this model is used, the tribal government
should continue some form of formal
liaison with the housing program and
require regular periodic briefings on
program accomplishments and progress.

1 Source: The Enterprise Foundation; Columbia, MD.
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Consortium TDHE. A tribe can join
forces with other tribal governments in
the same geographic vicinity and form a
consortium that empowers a TDHE to
act on their behalf. In this situation,
each tribe makes a financial commitment
to the TDHE and owns a share of that
organization, typically in a similar ratio to
the number of units being managed. A
consortium TDHE would probably have
an oversight board with representation
from each tribe. That representation
could be equally divided or prorated in
relation to the number of units.

The advantage of this model is that it
centralizes management responsibilities,
rather than having several small TDHES.
By pooling resources the member tribes
may also be able to conduct activities on
a scale large enough to attract additional
resources and private lenders. A
consortium also allows tribes to share
and expand expertise.

Bridging the housing needs of several
tribes can be difficult and gaining
consensus on policies can be
particularly troubling.

Free Standing TDHE. A tribe can utilize
the services of a TDHE without an up
front agreement with other tribal
governments. In this case, the TDHE is
a free standing organization that doesn’t
belong to any tribal government. The
organization’s physical assets (non
housing related) accumulated by the
TDHE remain with the TDHE even if a
tribe discontinues their relationship. The
TDHE can charge a management fee for
its services and even manage non tribal
housing developments to increase
organizational revenues.

Similar to those of a standard TDHE but
with the added advantage of
organizational revenue from
management of non tribal housing.

The tribe has even less autonomy over
the housing program. Carefully
structured management contracts with
the TDHE can help ensure that the
program is operated in a manner that
best serves the tribe.

Property Management Firm. In this
situation, the tribe may elect to develop
its own housing and turn over the
management to a property management
company or they may decide to have the
private entity develop and manage the
housing.

This model allows the tribe the flexibility
to interview and choose the company
that is right for them.

It may be difficult to generate enough
fees to attract property management
firms, and few firms are experienced in
operating in Indian country.
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GLOSSARY
AFFORDABLE HOUSING FINANCE TERMS

Amortizing Loan. A loan for which principal and
interest are due on a regular monthly basis (as
opposed to nonamortizing loan equal installments on
the deferred payment loan).

Affordable Housing Program (AHP). A competitive
subsidy program of the Federal HOME Loan Bank
Systems.

Buydown. A term for a subsidy that reduces the
monthly debt service on a home or multiunit project.

Capitalization. Has several meanings with regard to
low income housing. The most common is
“capitalizing a loan fund,” i.e., raising grants or low
interest loans for a fund from which loans are made to
third parties. Capitalization often refers to converting
present value into a series of future installments of
net income by discounting them into a present worth
using a specific desired rate of earnings.

Community Development. A term broadly used to
describe any efforts to improve housing,

infrastructure, education, services, and employment
for communities with primarily low income residents.

Community Development Corporation (CDC). A
loosely defined term for a nonprofit organization that
undertakes commercial or residential real estate
development. It usually, but not always, indicates
some targeting of efforts to a low income
neighborhood.

Community Reinvestment Act (CRA). A federal
law that encourages private lending institutions to
make loans to low income and minority households in
low income areas.

Conventional Financing. In low income housing
terms, almost any non federal loan or federally
insured loan made by a conventional lending
institution.

Debt Service. The money paid each month by a
borrower to repay a loan.

Default. The failure of a borrower to abide by the
terms of a loan agreement (usually, failing to pay
monthly payments on time). When a borrower has
defaulted, the lender has a right to foreclose on the
loan. The lender may, however, choose to negotiate
with the borrower to get the payments caught up.

Deed of Trust. See Mortgage Loan.

Deferred Payment Loan. A nonamortizing loan,
usually at 0 percent interest, on which no repayments
are due until sale or some other point in the future.
They are usually made by a public or nonprofit
agency to a low income homebuyer or a developer of
low income housing.

Downpayment Assistance. Grants or low interest
loans given to low income homebuyers to help fund
downpayment and/or closing costs.

Federal Home Loan Mortgage Corporation
(Freddie Mac). A federally chartered corporation,
established in 1970, that buys and packages
residential mortgage loans from private lending
institutions and other loan originators.

Federal National Mortgage Association (Fannie
Mae). A federally chartered corporation, founded in
1938, that buys Federal Housing Administration,
Veterans Administration and conventional residential
mortgage loans from private lending institutions and
other loan originators.

First Mortgage Loan. Also called “first deed of trust”
loan in some areas. For a NAHASDA purchase or a
real estate project, usually the largest loan and one
that gives the lender the most security. In case of
foreclosure and sale, the first mortgage lender gets its
money before other lenders are paid off.
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Foreclosure. The legal proceedings by which a
mortgage loan is foreclosed, meaning that the lender
may take possession of the mortgaged property. In
most states, foreclosed property is subject to a public
auction and sold to the highest bidder. Lenders and
other lienholders are paid off, to the extent the sale
proceeds allow.

Native American Housing Assistance and Self
Determination Act (NAHASDA). A new HUD
program that provides block grants in support of
affordable housing on a formula basis to Indian tribes.

HOPE. A series of HUD programs that provide a
HUD grant to a local government or nonprofit group to
convert unused or HUD owned rental properties to
homeownership opportunities. Properties must be
public housing, government foreclosed, or assisted
housing. The grant pays for some administration, but
requires a local match.

Housing Trust Fund. A loosely defined term
covering various types of public and nonprofit
controlled funds from which loans and grants are
made for affordable housing. These trust funds are
capitalized variously with public revenue, dedicated
taxes, grants, and contributions from high end real
estate developers rather than with direct federal
funding.

HUD. The U.S. Department of Housing and Urban
Development. See Indian Community Development
Block Grants, NAHASDA, HOPE, Low Income Public
Housing, Section 8 and Section 202.

Indian Community Development Block Grant
(ICBG). This is a HUD program that provides grants
to Indian tribes to undertake community development
efforts that will assist low income households,
eliminate blighted conditions, or meet other urgent
local needs.

Indian Housing Area. The area within which an
Indian tribe operates affordable housing programs or
the area in which a tribally designated housing entity
(TDHE) is authorized by one or more Indian tribes to
operate affordable housing programs.

Indian Housing Authority (IHA). An entity
authorized by an Indian tribe or by state law that
assists in the development or operation of low-income
housing for Indians under the 1937 Act.

Indian Tribe. Any Indian tribe, band, nation or other
organized group or community of Indians that is
recognized by the federal or state government as
eligible for the special programs and services
provided by the United States to Indians because of
their status as Indians.

Layered Financing. Federal funding at less than
market rates that is used for an affordable housing
project. The term is used when funding comes from
more than one source (for example, NAHASDA,
ICDBG, and Tax Credits used in one project). When
two or more federal sources are used, a “layering
review” must be completed to ensure that no excess
subsidy was granted.

Lien. A legal right to foreclose on a property for the
repayment of a debt. A mortgage deed is a lien.
Unpaid property taxes, where applicable, can, in time,
become a lien. Most states allow building contractors
to place liens on real estate if they are not paid for
work. See Foreclosure.

Lienholder. A lender or other party that has a lien on
a property.

Leveraged Financing. In low income housing, this
means using one source of funds, typically a public
source, in a project to encourage investment by one
or more other sources, thus permitting public funds to
assist more households.

Loan to Value ratio (LTV). The ratio between a
prospective borrower’s proposed loan amount and the
appraised value of a property he or she wishes to
purchase. For instance, if a proposed loan is 80
percent of the appraised value, the loan to value ratio
is 80 percent. See Mortgage Insurance.

Mortgage Deed. A legal document in which a
borrower (for example, a homebuyer) pledges to give
the deeded real estate to a lender in the event a loan
is not repaid in a timely manner.
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Mortgage Insurance. FHA (part of HUD) and private
companies provide NAHASDA mortgage lenders with
mortgage insurance. Lenders will often require this if
the downpayment is less than 20 percent of the
purchase price. The homebuyer pays an insurance
premium, usually with the monthly house payment, to
the insuring company. In exchange for the premium,
the insuring company guarantees a portion of the loan
if the buyer defaults on the loan.

Mortgage Loan. A loan secured by a mortgage
deed, meaning the property owner has agreed to give
the property to the lender if monthly payments are not
made, so the property can be sold to pay off the loan.
Afirst deed of trust loan functions in the same way.

Nonamortizing Loan. See deferred payment loan.

Origination. The act of processing a loan through
closing, providing the loan funds, and setting the loan
up for servicing once a loan has been underwritten.

Participation Loan. Usually, a first mortgage loan
made on a larger real estate project such as an
apartment acquisition, where two or more lenders
provide the funds. In proportion to the funds
provided, they share risk, repayments, and any
proceeds of sale in the event of a default. A common
way to get lenders to finance multifamily deals that
cannot immediately be sold to the secondary market.

Prequalification. The act of assisting a homebuyer
in determining if they qualify for conventional and/or
subsidy loans. Involves a credit check and verifying
income and asset information.

Promissory Note. A legal document in which a
borrower promises to repay a loan. The borrower
pledges assets as security.

Purchase/Rehab Program. A program that
purchases abandoned or substandard properties,
rehabilitates them, and sells them to low income
homebuyers.

Rent Subsidies. Programs that subsidize the rent of
low income tenants in privately owned apartments.
The primary HUD program is called Section 8.
Generally, tenants pay 30 percent of their income for
rent and utilities and HUD pays the remainder directly
to the landlord. This program is presently in a state of
change.

Section 8. See Rent Subsidies.

Section 202/811. A federal program under which
HUD provides a nonprofit sponsor with what amounts
to a grant to build very low rent housing for the elderly
or disabled. A long term HUD commitment for
operating subsidies comes with it — making low
occupancy rents possible.

Secondary Market. All the private companies and
government institutions that buy mortgage loans from
loan originators (lenders and mortgage companies).
A large percent of mortgage loans are sold to the
secondary market, even though originators may still
service many of the loans.

Security (for a loan). Regarding a loan, assurances
that the loan will be repaid. A mortgage deed, a
promissory note, or pledged collateral are forms of
loan security.

Servicer or Loan Servicer. A company that collects
mortgage payments from borrowers.

Servicing. The act of collecting loan payments,
accounting for them, making reports, managing
escrowed funds for taxes and insurance, and related
loan management duties.

Soft Costs. The non bricks and mortar costs of a
rental estate development project. Includes
architectural costs, surveys, appraisals, credit reports,
loan document preparation fees, and related costs.
IHBG soft costs also include financing and site utilities
[24 CFR 1000.156].
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Subordinated Loan. Any loan that has less security
than the loan “in front” of it; often called a “junior”
loan. For example, a second mortgage loan is
subordinated to a first mortgage loan that was made
before it. In the event of a foreclosure and sale of
property, subordinated loans are paid off last.

Subsidy. In housing, money put into a deal to lower
the monthly debt service on an individual affordable
housing project. Low interest second mortgage loans
are the most common source of subsidy.

Tax Credits. Most common name for the Federal
Low Income Housing Tax Credit, administered by the
Internal Revenue Service. Gives up to 90 percent
income tax credits over 10 years for qualified
affordable rental housing projects. Generally, rents
must be affordable to families with incomes that fall
bellow 60 percent of the local median. Properties
must remain affordable for 15 or more years.

Tribal Area. See Indian Housing Area.

Tribally Designated Housing Entity (TDHE). An
entity other than the tribal government that is
authorized by the Indian tribe to receive grant
amounts and provide assistance under NAHASDA for
affordable housing for Indians. An existing Indian
Housing Authority (IHA) may be designated as a
TDHE.

Underwriting. The act of determining if the personal
and real estate information provided by a prospective
borrower meets the pre established loan qualifying
criteria for a loan or grant. Includes looking at credit,
assets, income, surveys, appraisal, etc.
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Chapter One
HOMEOWNERSHIP AND PROGRAM DESIGN

Although most Native American families would like to
own their own homes, many are unable to achieve
this dream because of extreme housing shortages in
Indian country. The Native American Housing
Assistance and Self Determination Act of 1996
(NAHASDA,) offers great potential for ameliorating this
situation and expanding homeownership opportunities
for low income Native American families. Under
NAHASDA, tribes receive an Indian Housing Block
Grant (IHBG), an extremely flexible grant that can
support a variety of affordable housing activities. This
model focuses on one eligible NAHASDA activity —
homeownership.

HOMEOWNERSHIP

Who is a “homeowner”? A homeowner is an
individual who owns the housing unit, whether or not
that person owns the land on which the house stands.
By contrast, rental housing belongs to someone else
— another Native American, the tribe, the Indian
Housing Authority (IHA), or a private business.

Benefits of Homeownership

Homeownership can be a rewarding experience for
families who achieve it, and the promotion of
homeownership can have many important benefits for
tribes as well. For families, homeownership provides
control over their living environment. It also fosters a
sense of independence and self sufficiency; subject to
tribal laws/lease restrictions homeowners may sell
their homes and can leave their homes to their
children or other heirs, thus allowing the transfer of
wealth and opportunity from one generation to the
next.

As individual members become homeowners the tribe
will also benefit. Homeownership brings a sense of
control over one’s environment, and people who
develop this sense, who own and maintain their
homes, can use it to improve their skills and self

esteem. These families may see a decrease in the
social problems caused by overcrowding, and they
subsequently can share their skills to help other tribal
members achieve the same results. Finally, the
improvements in property maintenance fostered by
individual homeownership may reduce the time,
energy, and resources the tribe must devote to home
repairs so that the tribe will be able to concentrate on
other affordable housing projects.

Barriers to Homeownership

The housing shortages and overcrowding on Indian
reservations are a result of the historically insufficient
level of public and private resources that have been
devoted to housing. Federal housing programs for
Native Americans have never been funded at a level
sufficient to meet the total need for new units.
Furthermore, private financing has been almost
nonexistent due to the factors stated below.

Low Incomes

With limited economic opportunities in many Indian
areas, most Indian families do not have the resources
to borrow money at market interest rates (or even
subsidized rates) to finance the purchase or
construction of a home. In addition, because some
Indian families depend on seasonal work, their
irregular incomes make credit qualifying difficult.

Trust Ownership of Land

The U.S. Federal Government holds title to a total of
56.2 million acres of Indian lands in trust for various
tribes. The rights to use trust lands are generally held
communally by tribal members, and individual Indians
may receive, from their tribe, an “assignment,” or
license, to use a plot of land for a particular purpose,
such as building a home. Trust land may not be
conveyed to non Indians. This ownership structure
prevents the loss of Indian lands to non Indians, but
also may inhibit private housing development. Indian
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families can face bureaucratic difficulties in obtaining
rights to a plot of land to build a house if there are
many claimants to the land.

Trust ownership also discourages private mortgage
lending. Private lenders usually require that
borrowers put up collateral — generally the house and
plot of land — as a condition for receiving a mortgage
loan. Because trust ownership prevents the lender
from taking title to the land if the borrower defaults on
the loan, such land is often not used as collateral.
Lenders, therefore, may be reluctant to provide
mortgages on reservations.

Tribal Judicial Systems

Private lenders also may avoid operations on
reservations where tribal courts operate because they
may not be familiar with tribal laws, and they fear that
legal contracts will not be upheld in the tribal courts.

Scarcity of Financial Institutions

Finally, even families with sufficient income to support
mortgage payments may have difficulty locating a
financial institution. Few reservations have local
credit unions or private lenders that can make
appropriate housing loans. Moreover, the
reservations might be geographically isolated from
non Indian financial institutions.

PROGRAM DESIGN OPTIONS

Beyond the NAHASDA regulatory constraints
discussed in Chapter Two, tribes have a great deal of
flexibility in designing a program that overcomes the
barriers to homeownership and takes advantage of
the benefits. This section examines several common
program design options that tribes may consider
during the program design phase. The approaches
that tribes choose in answering these questions
should be directly related to specific housing goals
that are articulated in the Indian Housing Plan (IHP).

Target Population

As described in Chapter Two, Indian Housing Block
Grant (IHBG) funds must, for the most part, be used
to assist low income households. However, tribes
may wish to define their target population further.

Targeting could be based on geographic location,
family size, current housing situation, or on some
other nondiscriminatory criterion. For example, in
terms of income levels, a program could target either
those of very low income or those of low income.
This choice of target populations has very meaningful
implications; focusing on those of very low income
(below 50 percent of median income) will target the
most needy, but these families may not have the
financial capacity to maintain their properties and
succeed as homeowners. Focusing on families with
incomes of between 50 percent and 80 percent of the
median income may permit more families to be
served because these families will have a greater
capacity than those of very low income to help pay for
their homes.

Housing Needs

As the tribe answers the first question, it should also
see whether there is a particular housing stock
problem that the tribe as a whole needs to solve.
Many homes might be overcrowded, suggesting that
there is a shortage of housing and that new homes
should be built near the existing ones to keep families
together. The tribe might see a need to build more
houses closer to centers of employment. Perhaps the
tribe needs new housing that can better stand up to
harsh climates, or the existing stock might simply be
too dilapidated to repair. The tribe should assess
current housing stock and use the homebuyer
program as a means for planning for future housing
needs.

Property Types

The tribe should seek to match the type of housing
stock eligible for assistance with the needs of its
members. The type of housing most commonly
associated with homeownership is the single family
unit. While this type of housing offers the greatest
sense of independence and control, it also tends to
be relatively more expensive to produce than other
types of properties. For tribes whose members are
currently overcrowded but wish to keep extended
family structures intact, duplexes or triplexes may
present a promising alternative. Manufactured
housing units, homes which are delivered completely
pre assembled and simply attached to a foundation

Ll sl sl llalilslallalal el K

U.S. Department of Housing and Urban Development
Office of Native American Programs

Page 2
July 1999



Homeownership

on site, offer a low cost alternative to the construction
of new housing units.

Providing Units

Depending on the condition of existing housing stock,
tribes may simply acquire existing housing units,
acquire and rehabilitate existing units, or construct
new units. If a supply of vacant and affordable units
exists, the tribe’s program may simply involve the
acquisition of, or facilitating individual tribal members’
acquisition of these units. In other instances, existing
rental units may be converted to ownership. An
intermediate option involves the acquisition of existing
substandard housing which is then rehabilitated and
sold to a homebuying family. A third option is the
construction of new housing units which, given the
shortage of existing housing stock on most Indian
lands, may be the most commonly used technique.

If a tribe decides on new construction, it must
determine how the new housing units will be built.
One option is the turnkey method in which the tribe
solicits bids from private developers to construct the
new units and then sells these units to its members.
Some tribes may wish to maintain more control over
the development process by developing project plans
and designs and then contracting out tasks to
architects, contractors and other skilled laborers. In
some cases, tribal members may actually participate
in the development of the new units — this option can
sometimes reduce construction costs and help tribal
members gain valuable construction skills. At the far
end of this spectrum is the sweat equity option, in
which the homebuying family actually builds or helps
to build the home in which they will live. The labor
they spend constructing their home is credited to
them in the form of equity.

Forms of Ownership

NAHASDA allows the tribe to select the form of
ownership that best suits its needs. A possible form
of ownership is called fee simple title, in which the
family owns the home and the non-trust land and
there are no restrictions on the ownership of the land.
This option is uncommon in Indian country since
much of the land is held in trust by the Bureau of
Indian Affairs (BIA) for the benefit of the tribe. A more
common variation is for the tribe to permit a long term
leasehold interest be given to the family — the BIA
leases the land to the family for a long period of time
(e.g. 25-50 years), but the title for the land ultimately
rests with the U.S. government on behalf of the tribe.
Another common land ownership type — allotted for
individual trust land — may be associated with
homeownership. Under this land tenure type, BIA
holds the land in trust for the family and the family
owns their home on this land.

In instances where families lack sufficient savings to
cover the upfront costs of purchasing a home, a lease
purchase might offer a viable option. Lease
purchase programs such as the old Mutual Help
Program allow families to reside in properties as
renters with a certain percentage of their rent credited
towards their payment on the home. When sufficient
funds have accumulated from these rent credits, the
family can assume ownership of the home and begin
making monthly mortgage payments. Finally, for
multi unit structures, families can own shares in
cooperatives or condominiums.

Consideration of the above options will help the tribe
define goals, and, ultimately, design an effective
productive homeownership program.
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Chapter Two
REGULATORY ISSUES

IHBG funds are extremely flexible grant dollars which
are provided to tribes with far fewer “strings attached”
than typical federal grant programs. In deciding how
to administer a homebuyer program there are a few
common regulatory requirements that tribes must
follow regardless of which development options are
selected. These rules are designed to ensure that
funds are used in keeping with NAHASDA's goal of
providing affordable housing for low income Native
Americans. Beyond these concise regulatory
“musts”, tribes have broad flexibility in designing and
administering homebuyer programs. This section
examines the key rules affecting homeownership
programs — income guidelines, monthly payment
limits, per unit costs and resale options.

INCOME GUIDELINES

In general, homebuyers assisted with IHBG funds
must be low income, meaning that their income does
not exceed 80 percent of the median income for the
area or the nation, whichever is higher. HUD
publishes these low income category thresholds each
year, by each family size. Thus, if the median income
for a family of four in a particular location was
$20,000, the family would be eligible for assistance
with NAHASDA funds if its income did not exceed
$16,000 (80 percent of $20,000). These limits apply
only at the time of purchase; families do not become
ineligible if their income increases after they have
purchased the house.

Under the following exceptions, a tribe may assist
families over the 80 percent income threshold:

O Upto 10 percent of a recipient’s annual grant
may be used to assist families whose income
falls within 80 to 100 percent of median. Further,
if local housing market conditions warrant, tribes
may petition HUD to use more than 10 percent of
their annual grant amount for families in the 80 to
100 percent of median range.

O For families purchasing a home through a lease
purchase agreement, the 80 percent income
threshold applies only at the time the lease was
signed — they are not required to be low income
at the time that they take title to the home.

U HUD may establish income ceilings higher than
80 percent of median income if local market
conditions, such as prevailing construction costs,
warrant such variation.

O Certain “model housing activities,” that are
approved in advance by HUD, are also exempt
from the low income requirement.

Even if one of the above exceptions is invoked to
provide assistance to families whose income exceeds
the 80 percent threshold, those families cannot
receive the same level of benefits as low income
families. The amount of assistance that non low
income families are eligible to receive is determined
as outlined below.

Homebuyer Payments
Lease Purchase Agreements

Payment by non low income family =

Income of non low income family x  Rental payment of family

Income of family at 80% of median income at 80% of median income

Note that this computed monthly payment need not
exceed the fair market rent or value of the unit.

Downpayment or Other Assistance
Assistance to non low income family =

] . Present value of the
Income of non low income family assistance provided

Income of family at 80% of median income X {53 family at 80% of
median income
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MONTHLY PAYMENT LIMITS FOR
LEASE PURCHASE

In the case of lease purchase programs, monthly
homebuyer payments for units assisted with IHBG
funds cannot exceed 30 percent of a low income
family’s adjusted income. Thus, if a family’s adjusted
monthly income is $1,000, their monthly payment
cannot exceed $300. Tribes are free to establish
monthly payments below the 30 percent limit and
have discretion to decide whether monthly utility
payments are included in the monthly payment limit.
In cases involving non low income families (see
preceding section on Income Guidelines), monthly
homebuyer payments may exceed 30 percent of
adjusted income.

RESALE REQUIREMENTS

There are no resale requirements under the
NAHASDA program. However, tribes may wish to
use this type of provision to ensure the long term
affordability of housing units. For example, tribes
may want to require that only low income families are

eligible to purchase the house for 10 years,
regardless of how many times the house changes
hands. These resale requirements would not preclude
foreclosure or transfer in lieu of foreclosure to satisfy
banks or other lending entities.

PER UNIT COSTS

In the case of homeownership housing constructed or
rehabilitated using IHBG funds, there are limits on the
per unit cost of dwelling construction and dwelling
equipment (DC&E). These per unit costs are based
on the amount needed to construct a moderately
designed house and are enforced to ensure that
IHBG funds are not used to subsidize excessively
luxurious housing.

DC&E limits are published by HUD and vary by
geographic region. These limits include all
construction costs of an individual unit that fall within
five feet of the foundation. Costs for administration,
planning, financing, site acquisition, site development
more than five feet from the foundation, and utility
development or connection are not included in per
unit DC&E limits.
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Chapter Three
IMPLEMENTATION AND FEASIBILITY ANALYSIS

When a tribe has determined its housing goals and
developed a model program design, a feasibility
analysis must be conducted to determine whether the
tribe’s goals can be accomplished with the resources
it currently has available. In cases involving new
construction, the first step is to estimate the costs of
constructing new homeownership units. Next, the
tribe must decide how to underwrite the project and
consider how to match financing methods with the
needs and requirements of both individual
homebuyers and the project itself. Finally, tribes
should investigate the possibilities of leveraging other
public and private financing to complement the
investment of IHBG funds.

ESTIMATING CONSTRUCTION COSTS

Before undertaking the development of any new
homeownership units the tribe should have an
accurate estimate of the costs of the project. This
section briefly examines a few common tools for
estimating construction costs. For a more thorough
examination of the construction process, see the
model entitled Construction Issues.

Per Unit Limits for Hard Costs

As both a starting point and upper limit, tribes should
refer to the per unit costs limits as discussed in
Chapter Two. These standards, published by HUD,
limit the amount that a tribe can spend per unit. Thus,
if a tribe wants to build 10 homes and the per unit limit
is $65,000 per unit, the tribe knows that dwelling
construction and equipment costs cannot exceed
$650,000.

Interview Local Contractors and Architects

For a second source of cost estimates the tribe
should contact local architects and contractors and
provide them with preliminary data about the project.
With the experience they have acquired by working

on numerous projects, they will be able to provide a
rough cost estimate for the housing project. The
contractor or architect will usually be willing to offer
this service hoping to obtain the contract to develop
the project. In order to provide a reliable estimate
they will need to regularly engage in building projects
similar in scope to the one proposed. They should
also be familiar with any special code or standard
requirements of the tribe.

Square Footage Estimate and Comparable

Real estate developers and appraisers usually use a
cost per square foot ratio to estimate projects’
development costs in the early stage of the
development process. For example, if in your region
this ratio is $60 per square foot for new construction,
then a 1,000 square foot unit will cost roughly
$60,000. Tribes can contact real estate professionals
or contractors to ascertain this ratio. Again, tribes
must be careful interpreting these estimates, keeping
in mind any special conditions associated with
developing housing on their lands.

UNDERWRITING THE PROJECT

The next step in developing a program is determining
if potential low income homebuyers qualify for a loan.
The process of evaluating potential borrowers is
called underwriting and involves an objective analysis
of the risks associated with a loan. There are three
key variables to consider when underwriting a loan for
home purchase:

O Credit - has the borrower exhibited a willingness
to repay the dept as measured by his or her past
history of paying debts?

O Debt to income ratio — does the borrower have
the ability to repay the debt as measured by the
debt to income ratio?
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U Loan to value ratio — does the property constitute
sufficient value compared to the size of the loan
the borrower is requesting to adequately secure
the debt?

Credit

An analysis of credit is an evaluation of a borrower's
willingness to repay the loan in question, given the
buyer’s past history of paying debts. The main tool in
analyzing credit is the credit report, a detailed history
of past indebtedness, employment, and savings.
Lenders obtain credit reports from one of several
national credit reporting agencies. Among the items
that “raise flags” on a credit report are large levels of
existing debt, a poor history of past repayments, and
any outstanding judgments, garnishments or liens
against the applicant. A few derogatory items will not
automatically disqualify an applicant, but buyers
should be prepared to explain past difficulties. In
some cases the applicant may not have an
established credit history from which a credit report
can be generated. Tribes or lenders may wish to be
flexible and can work with such borrowers to find
other means of documenting situations in which the
borrower has made regular payments, such as rent
and utility payments.

Debt to Income Ratios

A tribe should compare a borrower’s monthly total
income to the costs of their monthly housing
expenses to determine if there is sufficient income to
repay their mortgage. These ratios are often
expressed as front end (housing expenses to gross
monthly income) and back end (total debt including
housing to gross monthly income). In order to apply
these ratios correctly, the lender first gathers
information on income, assets, liabilities and net
worth. In general, the higher these ratios are, the
greater the risk of the loan.

Housing Expense to Income Ratio

The monthly housing expense to income ratio (front
end) compares the amount of money a borrower pays
each month for housing with the amount of his or her
stable gross monthly income. Thus a prospective

borrower with a monthly gross income of $550 facing
a $155 monthly mortgage payment has a ratio of
approximately 28%. Acceptable housing expense to
income ratios are typically in the range of 28% to 35%
depending on the underwriting (or loan) guidelines.

Total Obligations to Income Ratio

The total obligations to income ratio (back end)
compares the sum of a borrower’s debts and housing
expenses with his or her gross monthly income. Total
obligations is the sum of the monthly housing
expense, the monthly payments on installment and
revolving debt that extend beyond ten months, and
any monthly alimony or child support payments for
which the borrower is responsible. In the example of
the borrower with a front end ratio of 28% from above,
if that borrower also owed $65 per month in alimony,
the total obligations to income ratio would be 40%.
Typical acceptable back end ratios range from 36% to
41% depending on the underwriting (or loan)
guidelines.

Loan to Value Ratios

Loan to value ratios compare the value of the
property to the amount that the applicant is borrowing
to purchase that property. The value of the property
is obtained through an appraisal — a formal evaluation
of the property by a trained professional who
considers factors such as the home’s condition and
potential resale value. Thus, if an applicant wishes
to take out a loan for $40,000 on a home appraised
for $42,000, the loan to value ratio is 95%. Typical
loan to value ratios for affordable housing lending fall
in the range of 90% to 100% depending on the
underwriting (or loan) guidelines.

MEETING HOMEBUYER NEEDS

Ultimately, the tribe needs to decide what type of
assistance it will provide to homebuying families. The
type of assistance should be tailored to meet the
needs of the families that the tribe has targeted for
participation in the program. In some instances,
families may be able to qualify for private financing
will a small amount of assistance from the tribe, while
in other cases the tribe may have to act as the
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primary lender. This section examines several
common financing methods and comments regarding
the type of buyer to which they are most suited.

Downpayment and Closing Cost Assistance

Some families have sufficient income to handle the
monthly carrying costs of owning a home, but lack
sufficient savings to cover downpayment and closing
costs of a private mortgage. Even with very small
downpayments, these upfront costs can very easily
exceed family savings. For example, consider the
purchase of a $50,000 home with a monthly payment
of $300 that is well within the family’s budget. The
family plans to make a downpayment of three percent
($1,500) but also incurs closing costs equal to two
percent of the home’s value ($1,000). If the family
does not have $2,500 readily available, it will not be
able to purchase the home. In such cases, the tribe
may use IHBG funds to help the family afford these
upfront costs by providing downpayment assistance
while a private lender provides the primary financing.
A common program used by private lenders
interested in financing homebuyers in Indian country
is the Section 184 Indian Loan Guarantee Program.
More information about this program is provided in
|later sections of this model.

Some families may lack sufficient income to afford the
full monthly payment associated with owning a home.
For example, consider a case in which a tribe
constructs a home that it will sell to a family for
$25,000. The family is able to provide a $2,000
downpayment. The family will need to take out a
$23,000 mortgage. A local bank will offer them a loan
with a 30 year term, at 8 percent interest. The
monthly payment of $169 is beyond the $140 per
month that the family can afford to pay. In such
cases, the tribe may offer the family assistance,
perhaps a $5,000 grant, which reduces the amount of
the loan that the family needs to $18,000 and lowers
the monthly payment to a more manageable $132.

Development Subsidy

Sometimes, to encourage private developers to work
on tribal land or to reduce the cost of housing units,
tribes may choose to use IHBG funds to subsidize the
development of new housing. In some instances, the

tribe may offer a developer financing at rates lower
than those available on the private market. Other
times the tribe may simply provide a grant or deferred
payment loan due on the sale of the property. This
subsidy is ultimately passed along to the homebuyer
in the form of a lower purchase price.

Direct Lending

Sometimes, due to disinterest, geographic isolation or
the low incomes of program participants, private
lender financing will be unavailable to tribal members.
In such cases, the tribe, upon obtaining approval of
the appropriate federal agency, may assume the role
of the lender and originate loans to the homebuyer.
The terms of a loan offered by a tribe under a federal
program will be set by the requirements of the federal
program. Acting as the primary lender obligates large
amounts of IHBG funds that cannot be used to assist
other families.

Matching Financing Method with Homebuyer
and Project Needs

After tribes have determined how best to meet
homebuyer needs, they need to determine how to
structure this assistance. Should funds simply be
granted or is repayment expected? If repayment is
expected will interest be charged? Listed below are
the most common forms of housing assistance.

O Direct Loan - A direct loan is a loan which the
borrower repays in monthly installments of
principal and interest until the loan’s principal is
fully paid back. For example, a $10,000 loan
with a 20 year term and a 5% interest rate has
monthly payments of $66. At the end of the 20
years, the borrower will have paid back the
$10,000, plus $5,840 in interest on the
outstanding loan.

O Principal Only Loan — This is a direct loan with a
zero percent interest rate. The borrower only has
to repay the principal. In the above example, the
borrower will pay back only $42 each month.

1 Deferred Loan — A deferred loan is a financial
obligation, like a direct loan. However, the
payments are deferred, usually until the borrower
sells the home; up to that point, the borrower
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does not have to repay any portion of the loan.
This type of loan is advantageous when the
borrower does not have the income to make any
meaningful repayments on a regular basis, but
the tribe does not want to sponsor a “give away”
program.

U Loan Forgiveness — Loan forgiveness is a feature
that can accompany direct or deferred loans.
With loan forgiveness, the lender forgives a
portion of the loan over time provided that the
borrower agrees to uphold some commitment —
for example, a promise to keep the house in
good condition. Then, as long as the household
fulfills its agreement, the lender reduces the
amount of the loan. As an example, the tribe
might lend the homebuyer $10,000 but only
require the household to pay back $5,000 in
principal provided that it follows a home
maintenance program. The remainder of the
loan effectively becomes a grant.

U Grant - The simplest form of assistance. The
tribe simply gives the homebuyer money for the
purpose of purchasing the home.

Each of these methods has their advantages and
disadvantages. While grants are the simplest to
administer, they are also the most costly because the
tribe can never reuse the IHBG funds it gives away.
On the other end of the spectrum, interest bearing
loans hold the promise of increasing program income
but can be extremely cumbersome to administer. In
choosing among these methods, tribes should also
keep in mind that they can be combined. |If, for
example, a family is offered $10,000 in downpayment
and closing cost assistance, $5,000 might be in the
form of a deferred payment loan and $5,000 in the
form of a grant.

LEVERAGING FUNDS

Leveraging — combining IHBG funds with other public
and private funds — helps IHBG funds go farther and
allows more families to be served. Leveraging is an
important concept for financing economic
development. If a tribe’s own resources are
insufficient to carry out a program, then the tribe must

leverage funds from outside sources, both public and
private, to achieve its goals.

In a sense, IHBG funds can act like a lever, moving
larger funding sources into place. Many private and
public lenders or donors will not finance a program
unless they see that the tribe is also contributing to
the process. When a tribe uses its IHBG funds as
leverage, it is signaling to outside sources that it is
committed to the program, that its judgments can
support the investment, and most importantly, that it
is willing to share the risks of failure as well as the
rewards of success.

Private Funding Sources

IHBG funds can be combined with private mortgage
financing and often made more appealing due to the
availability of a loan guarantee or secondary financing
from the tribe. Many private financial institutions
increasingly are interested in making affordable
housing loans. Although these institutions are wary of
making mortgage loans on trust held land, they are
still taking a greater interest in traditionally
undeserved areas due to greater attention to the
Community Reinvestment Act (CRA) of 1978. Under
CRA, lenders must provide financial and other forms
of support to the communities they serve. In addition,
both Fannie Mae and Freddie Mac have developed
special lending products that allow mortgages issued
on trust held land to be sold on the secondary market,
making it easier for lenders to undertake lending in
Indian country. In addition, NAHASDA authorizes
placement of Section 184 loans into Ginnie Mae loan
pools.

Lenders also may be willing to make mortgage loans
available if those loans are guaranteed under HUD’s
Section 184 Loan Guarantee Program. HUD created
Section 184 to encourage private lenders to offer
mortgages on trust land. If the borrower defaults,
HUD covers the lender’s debt and sells the house to
an Indian buyer approved by the tribe — it is this
guarantee against risk that encourages otherwise
reluctant lenders to make loans on trust held land.
Section 184 can also be used to purchase,
rehabilitate, purchase and rehabilitate, as well as for
the construction of new homes (including
manufactured and modular homes).
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Section 184 does not rely on conventional
underwriting standards. It is similar to standard FHA
underwriting guidelines but has a lower minimum
investment requirement and uses only one ratio (total
debt to gross income) to qualify borrowers. The tribe
can use IHBG funds to reduce the lender’s first
mortgage amount by making a grant or deferred
payment loan for part of the purchase price, thereby
lowering the purchaser’s monthly payment and
lender’s loan to value ratio.

Last, Indian groups may look to local philanthropies,
trusts and business groups that express an interest in
supporting housing initiatives. These organizations
will be more likely to contribute to the program if the
tribe has invested IHBG funds, because those funds
will serve as an “endorsement” of the tribe’s goals
and program design.

Public Funding Sources

There are numerous public sources of funds beyond
IHBG dollars, especially at the federal and state level.
As with private sources, public lenders will be more
willing to contribute to a tribe’s housing program if
they see that IHBG funds are being used to help
insure the program’s success.

At the federal level, tribes may apply for Rural
Housing Service (RHS) programs, such as Section
502. The U.S. Department of Agriculture sponsors
direct lending projects and makes mortgages
available on individual allotments, unlike private
lenders. Under Section 502, RHS makes loans for up
to 38 years at below market interest rates, secured by
a deed of trust or leasehold interest on the property
being assisted. Another federal source is the Federal
Home Loan Bank System’s Affordable Housing
Program (AHP). AHP funds are competitively
awarded grant funds that can be used to write down
interest rates or provide a direct subsidy to a project
for the purchase, construction or rehabilitation of
affordable housing. To learn more about the AHP
program, contact the Federal Home Loan Bank that
serves your region.

At the state level, many state housing finance
agencies (HFAs) offer mortgage credit certificates
(MCCs) to support low income homebuyers. MCCs

lower housing costs by giving homebuyers offsetting
federal tax credits that subsidize mortgage interest
expenses. Many HFAs also administer mortgage
revenue bonds, which raise funds to provide lower
mortgage rates and closing costs than conventional
mortgages. State housing and community
development agencies (HCDASs) administer a variety
of federal, state, and local initiatives, and increasingly
operate Housing Trust Funds that tribes may be able
to access as well. Interested tribes should contact
their state HFAs and HCDASs for further information.

SELECTING AND PREPARING
HOMEBUYERS

Selecting qualified homebuyers and preparing those
families to take on the responsibilities of
homeownership is crucial to the success of any
homeownership program. The first step is to ensure
that potential homebuyers meet NAHASDA program
eligibility requirements as outlined in Chapter Two.
Second, due to the high demand for such programs,
the tribe should set up a fair and open mechanism for
selecting homebuyers from the pool of eligible
families. Finally, the tribe should establish an
effective counseling program that prepares families to
assume homeownership responsibilities.

Selection Criteria

Tribes have a variety of methods available to them to
select homebuyers from the pool of NAHASDA
eligible applicants. Three common selection methods
are:

O “First come, first served,” in which potential
homebuyers are placed on a waiting list and
assisted in the order they appear on the list;

U Ranking, in which potential homebuyers are
ranked for assistance based on criteria such as
housing need, income, etc.; and

U Lottery, in which assisted families are selected at
random from a pool of eligible applicants.

First Come, First Served

Prospective homebuyers apply for assistance once
the program'’s availability is announced. All eligible
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families who apply are placed on a list, and assisted
in the order in which they apply. The tribe must keep
good records and establish a clear and open process
for notifying applicants as to their status. A clearly
defined selection process will help all applicants see
where they stand on the list. Tribes are encouraged
to avoid application procedures that cause families to
“camp out” in front of the program office so that they
can be the first in line to hand in an application.

Ranking

Ranking allows families to submit applications in a
more orderly fashion. Tribes that decide to select
homebuyers based on need or suitability for
homeownership must ensure that they design a fair,
open, and clearly defined process — homebuyers
should not be selected according to whom they know,
because this will cause resentment among those who
were not selected, damaging the program’s credibility
in the long term. A ranking system using various
public criteria could be used — for example, families
living in overcrowded or substandard conditions may
be given preference. A tribe also may wish to target
families with special needs, such as large families or
those in which a member has a disability.

Lottery

Using the lottery method, the program staff take all
eligible applicants and place their names in a visible
container. A staff member or tribal official — or better
yet, a disinterested third party — then selects names
from the container, at random, at a public ceremony.
Like the ranking method, this avoids creating the
tension over application submission that “first come,
first served,” method causes. Moreover, because the
lottery is drawn in public and at random, it also avoids
any question of the fairness of the ranking system.

Whatever the method used, the tribe must also be
sure that eligible families are qualified to be
homeowners. The tribe may wish to consider a
number of suitability factors. For example, the tribe
may assess whether the family has sufficient income
to maintain a home. If the family will be required to
take on a mortgage loan in order to purchase the
house, the tribe should assess the creditworthiness of
the family. Additionally, a tribe may wish to inspect
the family’s current residence to assess the family’s

housekeeping skills and general commitment to
maintaining their home. After selection for
participation in the program, a more thorough
examination of a family’s eligibility for homeownership
will be made during the homebuying counseling
process.

Homeownership Education and Counseling

Because many of the families served by a NAHASDA
funded program will be first time homebuyers, a key
element of any program will be the provision of
homeownership education and counseling. Effective
homeownership education and counseling can help
buyers achieve the independence and responsibilities
of homeownership, improve program performance by
reducing delinquencies and defaults, and encourage
the participation of leveraged resources.

Education and Counseling Elements

While the two terms are often lumped together,
homeownership education and homeownership
counseling actually connote different types of
activities. Homeownership education usually
involves a general overview of the homebuying
process, covers such topics as basic mortgage
finance, and takes place in a large group classroom
style environment. Homeownership counseling
usually involves one on one meetings with a
counselor that examines the particular circumstances
of the homebuying family. Typical issues discussed
in a counseling session are family budgeting and
mortgage payment that the family can afford. An
effective program will use elements of both
techniques.

Topics a tribe/TDHE should include in a
homeownership education and counseling program
should include the following topics:

U Features of the tribe/TDHE’s homebuyer
program.

Credit counseling and loan repayment.
Rights and responsibilities of homeownership.

Household budgeting.

O 000

Home maintenance skills.

U Resale affordability requirements.
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Resources

Although homebuyer education and counseling are
eligible NAHASDA activities, tribes/TDHEs may find a
number of other means of delivering these services,
including:

U HUD funded nonprofit counseling agencies.

U Courses provided by lenders or real estate
professionals in nearby towns.

O Churches or other charitable organizations.

An excellent resource for learning about programs in
your region and homebuyer education and counseling
techniques in general is HUD’s Housing Counseling
Clearinghouse, which can be reached toll free at
1-800-217-6970.

Post Purchase Counseling/Default Intervention

Many communities have found that additional
counseling is necessary to insure that families are

able to stay in their homes. Post purchase
counseling stresses maintenance to ensure that the
home is properly maintained, and budgeting to ensure
that the ongoing obligations of a mortgage are met.
Early default intervention can help prevent
delinquencies from snowballing into foreclosure.
Given the seasonal nature of many Indian families’
income this may prove an especially important
element of a homebuyer program. One common
standard used by private financial institutions to flag
potentially troubled homebuyers is two late payments
of greater than 15 days. Whatever indicator is used,
default intervention should begin early, before the
homebuying family has accumulated an
insurmountable backlog of payments and late fees.
One typical solution to delinquency problems is the
provision of additional short term assistance to help
families meet mortgages in times of temporary
hardship. Options for providing such assistance
include interest free repayment or amortization of the
repayment over the life of the loan.
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Chapter One
DEVELOPMENT OPTIONS UNDER NAHASDA

INTRODUCTION

The last four decades witnessed a phenomenon that
was unprecedented in Indian country: a boom in the
large scale construction of rental housing units. As a
result of the 1937 Housing Act, approximately 28,000
units were provided between 1962 and the end of
FY 1997. Concurrent with this, the Native American
Housing Assistance and Self Determination Act
(NAHASDA) was enacted, rescinding the 1937 Act
progams and opening up new programs.t Now, with
the implementation of NAHASDA, tribes will be able
to go even further in addressing the housing needs
for low income individuals. While adhering to the
minimal requirements outlined in NAHASDA, tribes
will take on the responsibility of developing their own
written policies governing rental housing. As a result,
the new Indian Housing Block Grant (IHBG) program
gives each tribe an opportunity to implement those
program aspects that will maximize the effectiveness
of its rental housing program. The objectives are still
primarily the same; like the 1937 Act programs,
NAHASDA aims to assist low income Indian families.
The method of doing so, however, is now up to the
tribe.

WHAT CAN NAHASDA BE USED FOR?

NAHASDA emphasizes “self determination”; more
than in past programs, tribes act as the primary
agents in shaping their own rental housing programs.
The restrictions are few. In general, as long as low
income tenants are not charged more than 30 percent
of their adjusted monthly income, more than 90
percent of the IHBG funds are used to assist low

income Indian families, and the tribe’s Indian Housing
Plan (IHP) complies with NAHASDA and other
applicable federal requirements, a rental housing
project can be funded. IHBG can thus be used for a
variety of activities, such as building or repairing a
housing unit — whether it be an isolated home for rent
or a group home for recovering substance abusers.

The following types of housing can be financed with
IHBG:

U “Clustered” single family rental housing units.
IHBG funded rental projects may be one or more
buildings on a single site that are under common
ownership, management, and financing.

U Individual single family rentals on scattered
sites. Rental projects may also be scattered on
more than one site, but still be under common
ownership, management, and financing.

O Multifamily rental housing units. Rental
projects may include a series of family housing
units grouped together in the same building
structure or complex.

O Single room occupancy (SRO) living units.
SROs are separate units that may or may not
have common facilities and sanitary and food
preparation areas. For example, an SRO may be
a rooming house with common cooking and
eating facilities for workers commuting to a
remote job site.

U Duplexes, triplexes, and garden apartments.
IHBG funds can be used for different variations of
apartment complexes.

1 Note: 1f 1937 Act funds were obligated to projects prior to NAHASDA, tribes must continue with the project. If the
development is not built, tribes will not receive formula funds under the Formula Current Assisted Stock (see 24 CFR

1000.314).
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U Group homes or other forms of transitional
housing. These units provide housing for
individuals with special needs, such as the
chronically mentally ill, recovering substance
abusers, and the homeless. A group home
usually includes separate bedrooms, but a
shared kitchen, dining and sanitary facility.

Similarly, IHBG funds can finance most costs
associated with rental housing development,
including:

U New construction. Rental homes or apartments
can be built; utilities can be developed.

U Rehabilitation of existing units. Dilapidated
homes or apartments can be rehabilitated,
converted, or demolished.

U Acquisition. Decent homes or apartments can
be bought on the market and then rented; and

O Acquisition with rehab. Homes or apartments
can be bought, repaired, and rented.

For a more detailed description of eligible and
ineligible costs, see Chapter 2.

WHO CAN DEVELOP A PROJECT?

The developer is the entity that plans and manages
the development phase of the rental project.
Potential developers include the following:

Q The tribe or TDHE which owns the units;

O For profit ventures, including sole proprietors and
corporations, can develop and operate the
housing;

U Limited partnerships are possible especially
when the Low Income Housing Tax Credit is
used as an additional subsidy;

O Nonprofit sponsors, both existing and newly
created, can be owners — tribal social service
corporations are an example of this type of
sponsor; and

O Joint ventures can put two or more entities, from
each of the ownership categories above, together
to develop, own, and operate projects.

FACTORS TO CONSIDER WHEN
DESIGNING A RENTAL HOUSING
PROGRAM

HUD no longer approves funding on the basis of
project selection criteria. As long as the project is
submitted as part of the Indian Housing Plan (IHP),
and as long as the activities comply with NAHADSA
and other federal requirements, the rental housing
project can be funded by the tribe’s IHBG.

The IHP will help a tribe decide which projects to fund
and undertake, taking into account the amount of
IHBG funds that are likely to be allocated to the tribe.
In examining a potential rental housing program, a
tribe thus may want to consider the following factors:

U Project need and design. To what extent will
the project address housing needs of the tribe?
Is the project feasible while maximizing benefits
to low income Indian families?

U Planning and implementation. What are the
financial, administrative, and legal actions
necessary to undertake the project?

U Capacity to implement project. Does the tribe
have the administrative staff necessary to carry
out the project?

U Leverage of other funds. To what degree will
the project leverage other funding?
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Chapter Two

ADMINISTRATIVE AND REGULATORY ISSUES
UNDER NAHASDA

RENTAL HOUSING UNDER NAHASDA

The old world of Indian housing authorities and
multiple HUD grant programs such as Indian HOME
or the 1937 Act development program were made
obsolete by NAHASDA. Characteristics of rental
housing under the new IHBG program include the
following:

U Rental housing units are built and managed with
IHBG funds; NAHASDA terminates the housing
assistance that was provided under the 1937 Act.

U The housing is managed by a tribe or its tribally
designated housing entity (TDHE). The tribe
may designate a TDHE to manage its housing.

U Rental housing programs can be funded with
IHBG dollars if the projects are submitted as part
of the tribe’s annual Indian Housing Plan (IHP),
and the IHP is determined by HUD to be in
compliance with all applicable requirements.

U Rental housing programs must be geared to
Indian families that are low income (less than 80
percent of median income) at the time of initial
occupancy. Certain restrictions are placed on
providing housing for non Indian families and non
Indian families.

L NAHASDA establishes maximum rents for low
income Indian tenants; monthly rents cannot
exceed 30 percent of monthly adjusted income.

Under NAHASDA, each tribe develops its own written
policies governing rent payments, including:

U How monthly rents are determined;

U Program eligibility, admission, and occupancy
requirements; and

U How NAHASDA assisted rental units will be
managed and maintained.

However, these policies must comply with the
requirements outlined in NAHASDA and the
implementing regulations of Part 1000. This chapter
presents an overview of the requirements outlined in
NAHASDA, as well as other federal requirements
governing rental housing activities assisted with [HBG
funds.

DEFINITION OF “FAMILY” UNDER
NAHASDA

Under NAHASDA, the definition of “family” is broad.
A “family” includes, but is not limited to:

O A family with or without children;
O An elderly or near elderly family;
U Adisabled family; and

U Asingle person as determined by the tribe.

LOW INCOME ELIGIBILITY
REQUIREMENT

NAHASDA aims to provide assistance primarily for
low income Indian families, but recognizes a tribe’s
need to house other persons as well.

To qualify as an affordable housing activity eligible
under NAHASDA, each dwelling unit must be made
available to an Indian family that qualifies as low
income at the time of occupancy. Under NAHASDA,
a “low income family” is one whose income does not
exceed 80 percent of the greater of:

O The median income for the Indian area; or

O The median income for the United States.
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The tribe must maintain documentation verifying that
the family is income eligible at the time of admittance
to the rental program.

WHEN LOW INCOME TENANTS’
INCOME INCREASES

If low income Indian tenants in a NAHASDA funded
rental project experience increases in income, they
are still eligible for the program. In such cases, tribes
may raise their rents when renewing their leases, as
long as the rental payments do not exceed 30 percent
of their adjusted family income. It is thus important
for a tribe to update and maintain documentation
verifying the tenants’ annual income.

TENANTS WHO ARE NOT LOW
INCOME

Families who do not qualify as “low income” at the
time of admittance can participate in a rental housing
program only if it is part of a model activity approved
by HUD.

TENANTS WHO ARE NON INDIAN

Families who are non Indian can participate in a
rental housing program only if:

O The tribe determines that the presence of the
family is essential to the well being of the tribe,
and

U The family’s housing needs cannot be met
without such assistance.

ESTABLISHING RENTS
Low Income Families

O Maximum rent: Cannot exceed 30 percent of
the family’s monthly adjusted income.

O Minimum rent: None.

Non Low Income Families

U Maximum rent: None.

O Minimum rent: Cannot pay less than:

Income of non low income family X Rental payment of family at

Tncome of family at 80% of median income 80% of median income

Non Indian Families
O Maximum rent; None.
O Minimum rent; None.

It is important to remember that the actual rents a
tribe charges may need to differ from the maximum
and minimum rents it is allowed to charge. Maximum
rents, for example, may not be affordable to those
who need housing the most, or may not be high
enough to support a project financially. Actual rents
charged should have a relationship both to what
people can afford and the income needed to make a
project financially feasible.

Exhibit 2.1 summarizes the requirements for different
types of rental participants.
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Exhibit 2.1: Requirements for Different Types of Rental Participants

Participant Maximum Rent

Secretarial Approval

Minimum Rent Required

Low income Indian Family | 30% or less of monthly

adjusted income.

Determined by the tribe. No.

Non low income Indian
Family

Determined by the tribe.

Less than:

Income of family at 80% of

(Rental payment of family at

Yes, non low income families
can be assisted with rental
housing only if part of a
model activity approved by
HUD.

(Income of family/

median income)
X

80% of median income.)

Non Indian Family

Determined by the tribe.

UTILITY COSTS

The tribe can decide whether or not to include utilities
in rental payments; however, in either case, it should
do so consistently and include the definition of utilities
in its written policies.

The tribe may thus want to ask the following
(questions:

U How much will the utility costs be for the
rental project? Utilities vary according to area
and size of home, and the differences may
substantially affect rental payments. For
example, water utilities for a four bedroom home
may cost $80 a month, but only $50 a month for
a small home. Or a propane heating system for
a four bedroom home might be $150 a month for
a unit in Alaska, but only $40 a month for unit in
Oklahoma. Forecasting utility expenses
generally requires brief contacts with utility
providers, calculation of percentage rate
changes, and then application of such rate
changes to prior year expenses for each type of
utility.

O How much does the tribe benefit from
excluding utilities from rental payments? In
some areas, the 30 percent maximum rent may
barely offset the administrative fees involved in a

Determined by the tribe.

No, if the presence of the
family is essential to the
tribe, and if housing needs
cannot be met otherwise.

project. In such cases, the tribe can at least reap
some extra needed income by charging utilities
on top of the maximum rent. Or, the tribe may
determine that efficient and environmentally
sound operation demands that tenants’ use of
utilities be disciplined by cost, meaning that utility
users should pay utility bills.

O How much does a tenant benefit from
including utilities in rental payments? In
contrast, a tribe must be careful not to impose an
undue hardship on low income tenants. In areas
where utilities are unusually large, or median
income is unusually low, including utilities in the
maximum low income rents may provide extra
housing assistance to those who need it most.

DEVELOPING OCCUPANCY,
ADMISSION AND RENT PROCEDURES

Keeping in mind the requirements outlined above, the
tribe decides on the target population it intends to
serve and establishes the occupancy, admission, and
rent payment requirements.

There are four steps in determining occupancy and
rents:

U Step One - Define and survey the target
population. Will the units be for singles, larger

LAl sl sl llalilslallalal el K

U.S. Department of Housing and Urban Development Page 5
Office of Native American Programs July 1999



Rental Housing Development

families, or persons with special needs, such as
elderly, handicapped, etc? NAHASDA funded
programs should target low income Indian
families. In a small community, all potential
renters should be known individuals and families.
Do they qualify as low income? What rents can
they afford?

Step Two - Identify available housing
resources in the area. What housing resources
are available and affordable to the targeted
population? Is there a need for the proposed
project? For NAHASDA funded projects, collect
and analyze the date required in the Indian
Housing Plan (IHP).

Step Three — Establish the rent structure.
NAHASDA specifies only maximum rents for low
income Indian families. (Refer back to

Exhibit 2 1.) Given the limit on the maximum
rents that may be paid by low income Indian
families, rents still must be low enough to be
affordable to the target population, but sufficient
to support the project financially. What actual
rents will the tribe charge?

Step Four — Establish tenant selection and
admission procedures. How does the tribe
move from marketing the project to leasing up
the first available units? Who or what groups are
in greatest need of assistance, and how should
they be prioritized? The tenant selection process
should incorporate criteria that:

*  Are consistent with the purpose of providing
housing for low income Indian families;

e Adhere to NAHASDA and other federal
requirements;

e Select tenants from a written waiting list in a
manner consistently applied by the tribe (i.e.
chronological order, elderly family, etc.); and

*  Give prompt written notification of rejection
and the grounds for that decision.

ELIGIBLE AND INELIGIBLE COSTS

NAHASDA can be used to finance most costs
associated with rental housing development,
including:

U Dwelling Construction and Equipment Costs.
The amount of construction funds that can be
spent per unit is limited by HUD. NAHASDA
defines “dwelling construction and equipment
costs” (DC&Es) to cover all construction costs of
an individual dwelling within five feet of the
foundation. This limit does not affect other
associated costs with developing the unit, such
as planning, site acquisition, water and sewer,
demolition, and financing. The DC&E amounts
are regularly published and updated by HUD.

U Administrative and planning costs.
Administrative and planning costs directly related
to carrying out the rental housing project can be
determined to be eligible costs of that activity or
considered to be administrative and planning
costs. If the tribe charges the costs to
administrative and planning costs, it may use up
to 20% of its IHBG funds for that purpose. Any
amount over 20% must be approved by HUD in
the IHP.

U Acquisition costs. These may include the cost
of purchasing land, including nontrust land
outside tribal lands, or buildings directly related to
the project.

U Relocation costs. NAHASDA can pay for
temporary or permanent relocation if individuals
and businesses must be moved to carry out the
project. Relocation payments must be made in
conformance with the Uniform Relocation Act
(URA).

O Environmental review costs. Any costs related
to the carrying out of required environmental
review and environmental assessments of rental
housing programs are eligible under NAHASDA.

Exhibit 2.2 below lists the primary eligible and
ineligible costs associated with NAHASDA funded
rental housing projects.
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Exhibit 2.2: Primary Eligible and Ineligible Costs Associated With NAHASDA

Eligible Costs:

U Rental housing assistance to low income Indian families

Up to 20 percent of IHBG funds spent on administration
and planning

a

U Staff and overhead costs directly related to the rental
housing project

a

Costs associated with performing the environmental
review and environmental assessment of rental housing
projects

Temporary and permanent relocation costs

OTHER FEDERAL REQUIREMENTS

The following is an overview of federal requirements
that are applicable to rental units assisted with
NAHASDA:

Relocation: If individuals or businesses must be
moved to carry out a NAHASDA assisted rental
project, tribes must comply with the requirements
outlined in the Uniform Relocation Assistance and
Real Property Acquisitions Policies Act of 1970 (URA)
and the implementing regulations of 49 CFR part 24.
The requirements include:

O Minimizing displacement when planning projects;

U Providing relocation assistance and services to
displaced persons, whether temporarily or
permanently relocated;

U Providing notices to tenants of imminent
relocation projects and assistance in a timely
manner;

U Notifying potential tenants of any planned
relocation projects that may affect their lease;
and

U When required, securing HUD approval on
purchase price and appraisal value before
acquiring property.

URA defines “displaced person” as any person that is
displaced as a direct result of rehabilitation,

Ineligible Costs:

Q

Q

Housing assistance to non low income families unless
part of a model activity approved by HUD

Administrative and planning costs that exceed 20 percent
of the annual grant amount unless approved by HUD

Construction costs that exceed the DC&E limits set by
HUD

demolition, or acquisition for a project assisted with
federal funds. The costs of required relocation
assistance is an eligible NAHASDA project cost. For
further guidance on relocation requirements, review
HUD Handbook 1378 (Tenant Assistance Relocation
and Real Property Acquisition.)

Davis-Bacon: The payment of Davis-Bacon wage
rates to laborers and mechanics in the development
of affordable rental housing is required under
NAHASDA. Minimum wage rates apply to
maintenance laborers and mechanics employed in
the development of rental housing.

Thus, for all general contracts that exceed $2000:

U Wage rates paid to laborers cannot be less than
the wages prevailing in the locality, as
predetermined by the Department of Labor under
the Davis-Bacon Act; and

O Contracts that exceed $100,000 must be paid in
conformance with the overtime provisions in the
Contract Work Hours and Safety Standards Act.

For more guidance on applicable labor standards,
review HUD Handbook 1344.1 (Federal Labor
Standards Compliance in Housing and Community
Development Programs).

Environmental Review: An environmental review
must be completed before any rental housing project
is begun, although it does not need to be completed
before the tribe submits its IHP outlining the activity.
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The tribe can also choose whether the tribe or HUD
will perform the review. Any related expenses are
covered under NAHASDA (subject to HUD staff and
fund availability).

Flood Insurance: NAHASDA funds cannot be
invested in a project located in a flood hazard area
unless flood hazard insurance can be obtained and
maintained. The Federal Emergency Management
Agency (FEMA) publishes maps identifying flood
hazard areas. Flood insurance requirements are
outlined under the Flood Disaster Protection Act of
1973.

Lead Based Paint: For most units constructed
before 1977, lead based paint requirements apply to
NAHASDA assisted rental housing units . For more
guidance on lead based paint requirements, review
the HUD publication, “Guidelines for the Evaluation
and Control of Lead Based Paint Hazards in
Housing.”

Conflict of Interest: In general, tribes must ensure
that no one who participates in the decision making
process regarding a rental housing program gains a
personal or financial benefit from the program, aside
from salaries or related administrative costs, unless
the person or family is eligible under low income
guidelines for the program under the tribe’s rental
policies.

Indian Preference Requirements: NAHASDA
requires that contracts and grants awarded by the
tribe must offer preference to Indians in the award of
contracts, and in training and employment
opportunities. The preference requirements are
outlined in Section 7(b) of the Indian Self
Determination and Education Act.

Local Cooperation Agreements: If the NAHASDA
assisted rental housing project will be located within
the jurisdiction of a governing body other than the
tribe, the tribe must first enter into a local cooperation
agreement with that body before expending
NAHASDA funds.

Tax Exemption: The rental housing project must be
exempt from any taxes imposed by the state, tribe,
city, county, or other political subdivision.

Non Discrimination: Activities carried out under
NAHASDA are subject to certain non discrimination
requirements:

U Age Discrimination Act of 1975 and HUD's
implementing regulations in 24 CFR Part 146;

O Section 504 of the Rehabilitation Act of 1973 and
HUD's regulations at 24 CFR Part 8;

O Title VI of the Civil Rights Act (Title Il of the Civil
Rights Act of 1968) (applies to federally
recognized Indian tribes that exercise powers of
self government); and

QO Title VI of the Civil Rights Act of 1964 and Title
VI of the Civil Rights Act of 1968 (applies to
Indian tribes not covered by the Indian Civil
Rights Act; however, Title Viand Title VIII do not
apply to actions by a tribe under Section 201(b)
of NAHASDA).
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Chapter Three
IMPLEMENTATION AND FEASIBILITY ANALYSIS

INTRODUCTION

“Make your mistakes on paper!” This is the key to
any successful rental development project. This
chapter can help a tribe to develop a project so that
the potential for mistakes later — when they count —is
lessened. The steps typically involved in developing
a rental project are listed below. They are grouped
into the five stages a project moves through when it
progresses from concept to reality. (Note: about 75
percent of the steps involve planning, not construction
or rent up):

U Development Concept Stage. Anidea for the
project is explored.

O IHP Submission Stage. Planning proceeds in
earnest. Future tenants are identified. The
project is found to be feasible and financing is
committed.

U Closing Stage. Final construction plans and
budgets are prepared. Real estate purchase (if
any) is closed.

U Construction Stage. The project is built or
rehabilitated. Rental units are leased.

U Property Management. An experienced
management agency ensures that the property is
rented in compliance with all requirements and
that the property is adequately maintained.

Housing development projects are like baseball
games. You can't say you've won until the last out.
With a development project, completion of
construction and a successful rent up are the winning
runs. But a development project can get rained out in
any inning. More than a few rental housing
developers have found a good site, made good plans,
lined up financing, and still not built their projects.

For example, what if lumber prices are 30 percent
higher than expected when the project is bid out?
What if there is not enough financing and no more
can be found? Unfortunately, the project may no

longer be feasible.

PLANNING TASKS: MANY ARE DONE
OVER AND OVER

During the project concept development stage, some
tasks are done over and over, each time with more
care. Construction plans move from simple “concept
plans” to “schematic plans” to “final working drawings”
as the project progresses from concept to the start of
construction. They are all plans of the same building
or buildings, but each is completed with additional
care and detail.

Financing is similar. Budgets move from quickly
sketched out numbers to detailed project “pro formas”
that are reworked again and again, usually on
computer spreadsheets. (Pro formas are forecasts of
sources and uses of funds, and income and
expenses.)

PLANNING CRITERIA

A tribe should answer the following questions during
the planning process and in their Indian Housing Plan
application:

U Need. Do surveys or other data indicate
overcrowding, substandard housing, and a need
for new rental units? Do the number and types of
units proposed meet the need?

U Demand. Are there long waiting lists for
adequate housing in the area? Are families with
real needs willing to move or upgrade the
property if they receive financial assistance?
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U Financial feasibility. Does a survey indicate an
ample pool of qualified people who want to rent
the units, at the rents proposed? Will the project
hold its own financially?

U Administrative capacity. Are qualified
personnel or consultants available to plan and
implement the project?

U Leverage of other funds. Do IHBG funds
leverage conventional financing, state funds,
tribal funds, private contributions, mortgage
insurance, or other financial support?

FORMING AN INITIAL CONCEPT

The idea for a tribal rental development project begins
as a general concept of what should be built,
acquired, or rehabilitated. Certain tribal members
may need housing but do not qualify for a NAHASDA
funded rental housing program or have a low priority
on the waiting list. Someone floats an idea for a
project — perhaps someone in a housing authority or
social service agency.

At this stage, funding and staffing needs are minimal.
An experienced tribe/TDHE may have staff to explore
the idea. A consultant may provide free advice over
the phone. The project's advocates can do some
basic research. A building or some empty homes
may be ideal for reuse.

There is no “right” way to get an idea for a rental
project. Inall cases, the staff will need to:

U Conduct a needs study;
U Identify and investigate a site for the project;

U Develop concept plans for construction or
rehabilitation;

O Develop an initial financing plan;

O Get community and tribal support; and
U Identify the development team.
Conduct a Needs Study

A tribe can use IHBG funds to address unmet needs
for rental housing. Most tribal leaders and housing

professionals have a sense of their tribal members’
unfulfilled housing needs. But how can this “sense”
be verified and housing needs better understood and
demonstrated? Data is required to verify needs in the
Indian Housing Plan, and may be needed to verify
needs to funders. The tribe will need to document
shelter needs, both in terms of types and sizes of
housing needed. An actual survey of what tribal
members need and want in rental housing is essential
in determining if a project concept makes sense. For
example, assume that the tribe developed a concept
for building two bedroom rental apartments and
conducted a survey. The tribe would not want to
proceed beyond the concept stage if the survey
indicated that most of the families wanted to purchase
(not rent) three and four bedroom single family
homes.

The tribe should show that housing needs translate
into housing demands. Demand is less understood
and harder to document. Demand refers to the
willingness and ability of people to buy a product at a
specified price. Thus, to measure demand, a tribe
must have a specific product in mind.

Demand for rental housing depends in large part on
location, neighbors, type of construction, layout, rents,
utility costs, and other factors — i.e. what the housing
is going to look like and cost. Potential tenants
cannot give you an informed answer without this
information.

Many people, for example, would rather live in
substandard housing they own and pay little or
nothing for, than pay rent for a new home or
apartment. Many people prefer isolation to clustered
housing.

In a large city, rental demand is determined by market
studies of rent levels, vacancy rates, desirable areas,

etc. Statistical assumptions are then based on trends
among large numbers of renters.

In smaller communities, like most tribal settings,
rental market studies cannot be statistical. Itis
essential to have a project concept, have a site in
mind, talk to people who need housing, and see if
they want to rent it.
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Identify and Investigate a Site for the Project

A cardinal rule of real estate development is: there is
no project without site control. Site control means
ensuring that the entity that proposes the
development (the tribe, TDHE or other developer)
owns or has leased the project on a long term basis,
or that the developer has an option or purchase
contract for the property.

Site control is ideal, but not mandatory, at the concept
stage. There must be, however, at least a reasonable
likelihood that the property will be available.

For any site (land or buildings), surveys should be
completed at this stage to determine:

U Legal status of the property. Who owns it or
has rights of use? Are water rights an issue? If
the property is not on tribal land, what state or
local land use controls apply? Is there a site
survey that will show whether easements have
been granted for roads, gas lines, power
transmission lines, etc. — in other words, places
where nothing can legally be built?

O Infrastructure. What road, water, sewer,
electrical, and telephone service is available or
will be available in the near future?

U Determination of historical preservation
requirements. If the proposed project is an
historic structure or in an historic district, special
rules may apply to construction and use. These
could affect the costs of rehabilitation.

Refer back to “Other Federal Requirements” on page
9 for applicable requirements to consider at the
survey stage, including:

Q Environmental review issues;

O Flood hazard issues;

U Relocation and displaced person issues; and
a

Lead, ashestos and other hazards that may
accompany the site.

Another important site related issue is: Will the
project be on or off tribal land? This affects how the

rental housing can be marketed and who can occupy
it. Tribes may use IHBG funds to acquire, build, or
rehabilitate housing off tribal lands. In some
instances, there is a great need for off site housing:
for example, many tribal members may work in an
urban area during the week, and return to their
families on the reservation for the weekends.

Develop Concept Plans for Construction or
Rehabilitation

Once a site is identified, the next step is to determine
what construction or rehabilitation will be needed in
general terms. At this stage, concept plans will be
simple. Plans for new construction, for example, may
only show floor plans and how the building is sited on
the land. These types of plans can be prepared by
design professionals at a low cost.

For repairs to an existing building, a preliminary work
write up usually suffices. If structural or major
mechanical repairs are indicated, input from a design
professional will be needed. The need for
handicapped accessibility in the units should also be
factored into design decisions.

NAHASDA does not dictate the style of architecture —
only the amount of funds that may be spent on the
construction and equipment costs of the unit. (See the
explanation of “DC&Es” on page 6.) Depending on
the tribe’s preferences, designs can emulate
traditional Indian housing or other styles.

Develop an Initial Financial Plan

Once concept plans have been prepared, site
improvement and building construction costs can be
estimated. Estimates can be obtained from
contractors or engineers, or be based on the tribe’s or
TDHE’s past construction experience. Knowing these
costs is critical to developing an initial financial plan
and getting a general idea of whether the project will
be financially feasible.

Depending on the size of the project, federal wage
requirements under the Davis-Bacon Act could affect
construction costs. (See “Davis-Bacon” on page 7.)
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The financial plan for a rental development project
consists of pro formas — estimates or forecasts of the

project’s finances. There are two types of pro formas:

U Project pro forma - lists sources and uses of
development funds. It includes hard costs (land,
construction) and soft costs (fees, interest,
holding costs, etc.) and also shows potential
funding sources for the project, which at this
stage may be far from certain; and

U Operating pro forma — shows the income
(rents) and expenses (maintenance,
management, utilities, etc.) of the project once it
is up and operating.

Get Community and Tribal Support

Many well conceived affordable housing projects are
tabled or set aside as a result of community
opposition. However, there is a general sentiment
against rental housing in many Native American
communities. Off tribal land, a perfect site for
affordable rentals may generate strong opposition by
neighbors who fear the project will reduce property
values or have other negative impacts.

These problems can sometimes be overcome by
having a good project concept and explaining that
concept, early and often, to all interested parties.

Because of the high value many Native Americans
place on homeownership, any rental housing project
by a tribe is likely to have a very specific purpose that
will be supported by tribal leaders and members.

Identify the Development Team

Once a project concept passes all the stages

described above, there is one last question to answer:

Who will carry out all the major tasks needed to
complete the project successfully? This is usually an
assemblage of organizations and individuals referred
to as the development team.

A typical development team for a rental development
project is composed of the owner/developer, an
architect/engineer or rehabilitation specialist, the
builder, a property manager, an attorney, an

accountant, the tribal government, and a project
manager.

DETERMINE SITE FEASIBILITY

By the time it completes the concept development
stage, a tribe should have a fairly firm idea for a
project. The next stage in planning is to determine
feasibility. The stakes are often high with a rental
project — hundreds of thousands or even millions of
dollars may be at risk.

The major risks are:
O Will the project get built within the budget?
O Will the project get rented up?

O Will rents forecast in the pro forma be collected?
Will the property be well managed?

O Will management maintain federal compliance?

With proper planning, financing, and management, a
tribe should be able to answer all of these questions
in the affirmative. The process of getting these
answers for a rental development project is called a
feasibility analysis. A checklist can serve as a guide
for determining whether the concept for a specific
project is feasible.

At the development concept stage, the proposed
project developer has (or has secured) site control, or
there is a reasonable likelihood of this occurring. At
this stage site control is a necessity. Evidence of site
control can include:

O An allotment of tribal property or pledge of an
allotment, conditioned on funding approvals;

U A purchase option or sales contract for nontribal
property;

U Adeed or long term lease to the property, if it is
already owned or leased by the project
developer.

At the concept stage, some site investigations should
have been performed. Now is the time to conclude
these investigations.
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U Site requirements. If there are serious
questions about whether the site is buildable, or
meets site related federal requirements,
experienced professionals should provide clear
answers, including the estimated costs of
meeting the requirements (e.g., tenant relocation
or removal of hazards).

O Infrastructure. The developer must be certain
that adequate roads, water, sewage disposal,
and electrical power will be available.

U Land survey. Unless a recent survey has been
completed for a property, it may be necessary to
contract for one now. Particularly on nontribal
land, this survey will include the exact boundaries
of the property, easements, and other factors that
could affect the building plan.

COMPLETEING SCHEMATIC
CONSTRUCTION PLANS

Schematic drawings are created at this stage. These
drawings show floor plans and enough information to
make reliable cost estimates, but they are still not
complete enough to bid out. If moderate rehabilitation
is involved, final work write ups should be completed
at this stage.

NAHASDA does not require use of a specific housing
standard. However, construction plans should
conform to:

U HUD Section 8 Housing Quality Standards (if no
other standards are available);

U Local or state land use and building
requirements, and the local cooperation
agreement, if the project is not on tribal land;

O Adtribal rehabilitation standard, if the project
involves rehab

U HUD’s Cost Effective Energy Standards, if
substantial rehabilitation is involved; and

U The CABO Model Energy Code, for any new
construction.

Other issues that should be addressed at this stage
include:

O A plan for abatement of any environmental
hazards, such as lead, radon and ashestos;

U Design features to comply with federal fair
housing (disabled access) requirements; and

O Incorporation of traditional materials, siting, and
layouts of the housing.

Input from community members and potential tenants
is also very important at this stage.

ESTIMATING CONSTRUCTION COSTS

Remember that the amount of IHBG funds that may
be spent on the construction costs of any unit is
capped by the Dwelling Construction and Equipment
Costs. (Refer back to page 6 on DC&Es.) It is thus
important that plans be sufficiently detailed by this
stage to make construction cost estimates. These
estimates can be prepared by an architect, engineer,
or professional estimator. Costs per square foot from
a recent project are a reliable basis for cost
estimates, if the proposed rental housing is identical
in design and similar in number of units.

If an all new design or rehabilitation is involved,
however, cost estimates should be based on takeoffs
from the plans. Takeoffs are the conversion of
building plans into a list of materials, quantities, and
labor hours required.

Until construction bids or final cost estimates are
received, a construction contingency line item should
be put in the estimates. This line item should amount
to at least 10 percent of construction costs.

ESTIMATING NONCONSTRUCTION
COSTS

This stage or project planning can require
expenditures for the following kinds of costs:

U Options or purchase contracts. Fees or
earnest money may be required if nontribal land
is being acquired.
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O Legal work. This may be required for
preliminary research to look for possible
problems with land title, water rights, etc.

O Architectural work. Normally, project
developers do not invest in full working drawings
until there is every likelihood that the project will
be funded and built. However, “concept” plans
will be needed in order to get good cost
estimates.

U Consultant costs. Although many consultants
will work for a fee contingent on the project being
funded, certain minimum costs for time, travel,
and other expenses may have to be paid at this
stage.

O Survey and appraisal costs.

U Land costs. May be required if nontribal land is
being acquired.

The estimated total amount of these expenditures
should be worked into a soft costs budget. In addition
to the possible costs above, this budget will typically
include:

U Developer fees. The project developer may
charge reasonable fees. If the project developer
is a tribe/TDHE, they can charge legitimate
development expenses, but cannot profit from
the NAHASDA work.

O Construction period interest. This only applies
if a construction loan is involved.

U Holding costs. These include real estate taxes
(if applicable), insurance, site utilities, site
security, etc. incurred during the construction
period.

O Real estate taxes. These include transfer taxes,
and other taxes and assessments that must be
prepaid (may apply only to nontrust land).

U Development contingency line item. Until all
soft costs are verified, an approximate 10 percent
contingency on these costs should be maintained
in the budget.

O Administrative costs. NAHASDA allows tribes
to charge administrative and planning costs
directly related to a rental project to that activity.
Alternatively, tribes may charge there costs to
administration and planning. If this option is
chosen, tribes may not exceed the 20% annual
cap on such costs, unless approval is granted by
HUD. (Refer back to “administrative costs” on

page 6.)

CALCULATING PROJECT FUNDING
NEEDS

How do the tribe and the developer determine the
IHBG funding needs of a project? These are the
steps involved:

U The net operating income and the terms of
available conventional financing determine how
much conventional financing (if any) the project
will support. For example, higher project income
and lower interest rates will allow for a larger
conventional loan, and vice versa. Little or no
net operating income will mean that the project
needs 100 percent subsidy financing from
NAHASDA and/or other sources. Lenders will
want to see net cash flow equal to 10 to 20
percent of the debt service amount, as an extra
financial “cushion” for the project.

U Once the amount of potential conventional
financing (if any) is determined, this is subtracted
from the total uses of funds on the previous pro
forma. The result is the amount of additional
funding that the project needs. The IHBG
funding or subsidy (in this method of calculating
it) is a grant or loan for which payment is
deferred at least until the conventional loan is
paid off.

There are other, more complicated ways to calculate
a subsidy amount. For example, if the tribe wanted to
invest IHBG funds in a project with a 1 percent
interest, repayable loan, some of the debt service
would go to paying off that loan. As a result, the
amount of the potential conventional financing would
be reduced.
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For tribes considering first time projects, the deferred
payment loan subsidy is recommended because of its
simplicity and high leverage of conventional financing.

IDENTIFYING POTENTIAL TENANTS

At this stage it is necessary to create a marketing
plan. For small tribal communities, it is strongly
recommended that potential tenants sign a letter of
interest in renting the housing before the tribe submits
the IHP. In addition to these letters, the marketing
plan should identify other means for recruiting tenants
— such as advertising, public service announcements,
letters to public housing tenants, etc.

Marketing, therefore, should start in earnest at this
stage. The site, the floor plans, and the rents are all
known. This is the time to sign up eligible tenants!

GETTING AN APPRAISAL

Conventional financing sources will require an
appraisal to ensure that the value of the property after
construction well exceeds the loan amount. The
appraiser will require detailed architectural plans and
financial pro formas to determine the future value of
the project.

GETTING CONDITIONAL FUNDING
COMMITMENTS

Approval of financing by outside sources is an
achievement, but it does not mean the funding
sources are necessarily ready to close their loans.
Many funding approvals are conditional commitments
of funding. Typical conditions include:

O Completion of working drawings;

O Getting construction bids that fall within the
budget; and

U Getting final legal approvals (such as building
permits).

CLOSING THE FINANCING

“Closing the financing” means performing all the tasks
necessary for the tribe to sign grant and loan
agreements, start construction, and draw down funds.

If land or buildings are being purchased, these tasks
are also necessary steps for the real estate closing.
At this closing, the project developer takes title to the
land and/or building. Financial and real estate
closings usually occur at the same time.

The tasks associated with this phase of a project fall
into two categories — closing and construction.
Closing tasks include creating working drawings for
construction, making final pro formas, getting legal
approvals, closing financing, closing the purchase of
the property, and beginning the process of leasing
units. Construction tasks, some of which will occur
simultaneously with closing tasks, include:

The start of construction:;

Site inspections;

Drawing down funds and making payments;
Completion of leasing arrangements;
Ensuring site security;

Making punch lists; and

O 000000

Completing construction.

CREATING WORKING DRAWINGS FOR
CONSTRUCTION

For new construction and substantial rehabilitation
projects, final working drawings are created during
this stage. With new construction, final working
drawings take much more time and are more
expensive to produce than the earlier schematic
plans. Thus, final working drawings are usually only
prepared once firm financial commitments for the
project have been obtained. If the project involves
only moderate levels of rehabilitation, final work write
ups must be completed by this time.

In either case, the final plans should include all the
information required for a builder to bid on the project.
If a tribal agency’s workforce will construct the units
using force account construction, the project will not
be bid out or only portions will be bid out. Working
plans will still be needed for that agency to perform
final cost estimates, to ensure that the project can be
built within budget.
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REQUESTING AND AWARDING BIDS

A decision must be made on how to bid out the
construction. Remember to take into account
NAHASDA's procurement and Indian preference
requirements. (Refer back to “Indian preference
requirements” on page 8 and 24 CFR Part 85, 24
CFR 1000.42, and 1000.48 through 1000.54.)

At a minimum, bid packages must include:

O Construction plans

U Contracting requirements

U NAHASDA and other federal requirements

U Tribal requirements

DEVELOPING FINAL PRO FORMAS

When the bids that come in are higher or lower than
expected, the project budgets/pro formas may need
to be completely reworked. If budgeted contingency
funds are insufficient, high bids can make the project
unfeasible.

At this point, it is critical to distinguish between three
kinds of budgets, how they interrelate, and who is
responsible for them.

Construction Budget

This budget usually includes construction costs and
related costs such as building permits, site security,
and construction management fees. Creating and
monitoring this budget is the responsibility of the
architect or owner’s representative.

Project Pro Forma

Typically, this budget is created by the project
manager long before this stage in the project. The
project pro forma tracks total development costs. It
may only have one line item for construction costs,
and will focus more on such soft costs as architect's
fees, construction period loan payments, legal costs,
etc. In some projects, these costs are minor and
easy to control. In others, overruns of soft costs can
ruin the financial feasibility of a project.

Operating Pro Formas or Sales Forecasts

Rental projects have operating budget forecasts for
rents and expenses. “For sale” housing will have
proceeds of sales forecasts. Both are created by the
project manager and can be affected by changes in
construction costs. For example, if higher than
expected costs require a larger loan and bigger
monthly payments for the project, rent or sales prices
may have to increase.

GETTING LEGAL APPROVALS

At this stage, all final legal approvals to build and
occupy the project must be in place. These will
include:

U Rezoning or zoning vacancies (if required and
presumably only if nontribal land is involved)

O Site plan approval, if required; and

U Building permits, water permits, and sewer
discharge permits.

CLOSING THE FINANCIAL AND REAL
ESTATE PURCHASE

Preparations for these closings may require legal
assistance, especially if conventional financing and
complex development approvals are involved. The
developer is normally responsible for costs of
preparing and recording deeds, as well as transfer
taxes, if any.

LEASING THE RENTAL UNITS

At this point, projects in smaller communities should
have lists of qualified tenants who want to live, and
afford the rents, in the new rental housing. At the
close of financing, it is advisable to sign leases with
prospective tenants, contingent on completion of
construction.

In projects in larger market areas, where demand is
known but tenants have not been identified, the
marketing plan serves as the guide to renting up the
project.
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MANAGING CONSTRUCTION TASKS

Construction usually begins when the developer/
owner issues a notice to proceed. The architect or
other construction professional employed by the
project owner will make periodic inspections to ensure
that the work conforms to the plans. If no architect is
involved, this person is sometimes called a clerk of
the works or owner’s representative.

Construction payments or “draws” and change orders
are usually made only on approval by the authorized
owner's representative — the architect or other
professionals. Most contracts allow for withholding
payment for 5 to 10 percent of the work as an
incentive for the contractor to finish the job. That
representative is responsible for maintaining
construction accounts of all funds drawn and funds
remaining, change orders, use of contingency funds,
and retainage.

The builder is usually responsible for site security,
i.e., ensuring that no damage or theft occur, and for
arranging code compliance inspections by all
appropriate agencies. If the architect or other design
professional created plans that conflict with building
or zoning ordinances, responsibility for correcting
those problems falls to that person or firm.

At this stage, the owner or project manager will have
some involvement in construction. He or she will
typically co approve change orders, constantly review
the construction budget, and help resolve dispute with
contractors.

But the owner or project manager will also have
responsibilities unrelated to construction. These
include:

U Tracking total development costs versus the
project budget;

U Ensuring that sufficient funds remain to pay all
construction and nonconstruction costs;

U Maintaining required reporting and good
communications with funders; and

U Leasing the housing — or ensuring that someone
else does.

When construction is completed, a punch list of work
items that must be completed or corrected before the
job is finished and occupancy can take place is
prepared. When these items are completed, the
owner’s representative, project manager, contractors,
and required code inspectors usually inspect the
property. In some jurisdictions a certificate of
occupancy must also be issued before the project can
be occupied. Once this certificate is issued, retainage
is released and the construction contract is closed
out.
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Chapter Four
SUPPORTIVE HOUSING

WHY SUPPORTIVE HOUSING?

An unfortunate fact of life in many Indian areas is the
lack of housing developed for people with special
needs. While many American cities and towns are
beginning to develop residential treatment and
transitional living programs for the homeless, the
substance addicted, and other groups in addition to
traditional affordable housing, rural Indian areas are
still working to provide even basic housing for their
special needs households. NAHASDA can be used
to help meet the need for supportive housing.

Most supportive housing projects will find that their
operations lend themselves more readily toward
rental housing. Even permanent supportive housing
is more easily managed if the housing is provided on
a rental basis; the project staff are better able to
control the provision of services if they act as the
landlord and building manager.

SUPPORTIVE SERVICES

Supportive housing is housing in which residents with
special needs receive social services on site.
Supportive housing offers a living environment where
residents can receive help to resolve or cope with
personal or medical problems that prevent them from
living independently. For example:

U Substance abusers need alcohol and drug free
homes, to avoid exposure to addictive
substances, and where they can receive
counseling to overcome their dependencies.

QO Elderly individuals may need assistance with
cleaning, cooking, and other everyday chores
along with better access to medical services.

U Runaway youth and victims of domestic abuse
need a safe housing environment where they can
develop their self esteem, improve their

education, and develop independent living and
job skills.

These needs can be met through supportive housing.
The housing may take the form of a group home for
five or six unrelated adults, with a live in counselor; it
may take the form of single room occupancy
buildings, where individuals have their own rooms but
are served meals in a common area and have on site
medical care. In fact, almost any housing
arrangement can be adapted to become supportive
housing through the addition of services and service
providers to meet the special needs of the residents.

By providing supportive housing, and not just
supportive services, tribes can provide a safe and
protective environment for their more vulnerable
members. While the traditional approach to caring for
special needs family members is to take the person
into the home, families are not always best equipped
to address acute needs such as substance addiction
or mental iliness. Itis often the case that supportive
housing provides the combination of access to
services and a safe, monitored environment.
Supportive housing relieves persons with special
needs from both the burden of finding their own
appropriate housing and from remaining in unhealthy
environments, so that they do get the services and
assistance they need.

Last, supportive housing fosters independent living to
the greatest extent possible. In some supportive
housing projects, residents participate in house
governance and share housekeeping duties.
Effective supportive housing should help residents
develop independent living skills to the greatest
extent feasible — the ability to shop, cook, and clean
for oneself, to manage money and pay bills, and to
cooperate with others — while attending to their
individual needs.
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TRANSITIONAL VS. PERMANENT
HOUSING

Supportive housing can be transitional or permanent.
For example, a troubled, runaway youth might move
into a supportive housing project as a transition
between an intensive counseling and education
program and permanent, independent living
arrangements. An elderly individual, on the other
hand, more likely would seek supportive housing as a
permanent living arrangement.

The distinction between transitional and permanent
housing depends on the needs of the project's clients
and on the project's mission. For example, many
recovered substance abusers require ongoing
counseling and peer support, and may have a
diminished capacity to earn income. Consequently,
even when they are recovered, they may still need
low income housing, plus an environment that
protects them from falling back into addiction. The
tribe therefore might develop permanent supportive
housing for this group instead of transitional housing,
to offer ongoing peer support and limited counseling
supervision.

SITING THE HOUSING

Supportive housing can come in many shapes and
sizes. Supportive services can be provided in group
houses with individual or shared bedrooms and
common living and dining areas, single room
occupancy (SRO) apartments with collective living
rooms and possibly kitchen facilities, or multi unit
apartment buildings. The housing development itself
can be on a single site or in several buildings on
scattered sites. There are different advantages to
each physical arrangement:

O Smaller, congregate developments allow greater
supervision and social interaction.

U Larger developments can serve more residents.

U Scattered developments allow greater privacy.

Appropriate siting depends on three issues: the
particular needs of the resident population that the
supportive housing was developed to meet, the
supportive services being provided, and the tribe's
own preference and local conditions. Two examples:

O Atribe that structures its community life around
hogans or family lodges might want to replicate
that type of building design in its supportive
housing projects.

U Ahome for single parents might be more
effective with separate apartments with common
space only for meetings and group activities, so
that the parents and children have their own
family areas.

A successful supportive housing project must resolve
issues of project design, physical design, location,
and financing. The development of supportive
housing also takes commitment; tribes cannot simply
build homes for special needs populations and then
walk away. There must be ongoing attention to
project management and service provision so that the
housing units remain healthy environments that tribal
members can enter and leave as their needs change
(and as vacancies permit).

MEETING HOUSING NEEDS

Especially among Indian families, special needs
individuals often prefer to remain at home with their
families, and use only outpatient treatment or
counseling instead of moving into a supportive
housing environment. Therefore, the project planners
should be sure that the supportive housing will meet
the needs of the people it is intended to serve. A
balanced analysis of hard numbers from Census and
tribal records, well designed and complete surveys,
and interviews with affected individuals will help the
assessment team to develop a fairly reliable picture of
the community's needs.

In addition, tribes should carefully consider the needs
of tenants with regard to accessibility. The elderly
and disabled often require units that are accessible to
them.
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COORDINATION WITH SERVICE
PROVIDERS

Effective supportive housing must coordinate housing
delivery with service delivery. If the tribe already has
an active service delivery system on the reservation,
then the project manager can meet with those service
providers to agree on ways to provide the service on
site. If the local service provider is located off the
reservation, the project manager may be able to
contract for on site service delivery for some days of
the week, with tribal peer counseling or traditional
healing methods in use on other days. Some projects
can use their board members' contacts with other
Indian organizations to develop a network of social
service providers.

The most important factor for successful service
coordination is communication. Tribal agencies often
have specialized interest and operate independently
of one another. However, to create an effective
supportive housing project, there must be a
partnership between housing developers and service
providers in all aspects of project development, from
conceptualization to implementation to day to day
operation.

Although the availability of trained or experienced
social service providers will vary with each tribe's
circumstance, clearly the service providers must be
well trained in order to give residents effective help.
Just as important, projects should use Native
American counselors whenever possible, since the
residents respond better to staff who are culturally
sensitive.
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Chapter One
FINANCING HOUSING WITH THE NAHASDA PROGRAM

U Interest rate subsidies: Under this type of
financing, the tribe uses its IHBG funds to reduce
the interest rate charged by a private lender to a
tribal borrower. For example, assume that a
lender is willing to finance a homeowner to
rehabilitate their home at an 9 percent interest

INTRODUCTION

In 1996, Congress enacted the Native American
Housing Assistance and Self Determination Act
(NAHASDA). Through this program, tribes are given
flexibility to loan or grant funds to qualified individuals,
households, developers, and nonprofit housing rate. The owner cannot afford the monthly loan
organizations for the development of affordable payments at this interest rate. The owner can
housing. afford a loan at a 3 percent interest rate. The
tribe could then make a payment to the lender to

In fact, NAHASDA offers tribes significant flexibility in s“write down” the interest to the affordable level.

determining how it will finance housing projects.

These options include: O Principal reductions: Similar to the interest rate
subsidy, the tribe works with a private lender to
make a loan more affordable to a tribal borrower.
Under this option, the tribe makes a payment to
the lender which is used to reduce the principal
amount owed by the borrower. For example, if a
tribal member needs to borrow $60,000 to build a
home but can only afford a loan at $40,000, the
tribe can give $20,000 to the lender to make the
loan affordable to the borrower.

U Direct loans: Under a direct loan program, the
tribe acts as the lender and finances the
development of housing. The tribe may lend to
individual low income tribal members for
homeownership or modernization/rehabilitation
activities or it may lend to private developers who
will in turn develop or build housing for tribal
members. The tribe is responsible for
determining how much it wants to lend and at
what interest rate. It also underwrites and U Grants: NAHASDA permits tribes to directly
services the loans. grant funds to tribal members or developers.

Under this type of financing, the tribe gives funds

to the recipient without requirement for

repayment. This option is frequently used to
assist very low income tribal members.

U Deferred payment loan: Under a deferred
payment loan program, the tribe lends funds to
individuals or developers. This loan is then
retired in one of two ways. First, it may be
forgiven over time. For example, if the tribe U Self Financing: Under this option, the tribe does
lends a tribal member $50,000 to buy a home, not fund individual members or developers, but
the tribe may elect to forgive $5,000 per year rather undertakes the development itself. For
until, at year 10, the loan is retired and the tribal example, if the tribe wants to build a series of
homebuyer no longer owes a repayment to the homes, it could simply build these homes itself
tribe. Alternately, the deferred payment loan may using either force account crews or contracting
be due only upon an event. For example, the with a licensed and bonded contractor. Thisis a
tribe may lend a homebuyer $10,000 to repay very typical method of constructing housing and

their loan and only require repayment of this loan
if and when the homeowner sells the home. The
interest rate and amount of the deferred payment

gives the tribe maximum control over the project.
However, it can be an inefficient method of
delivering housing because it does not leverage

loan is left to the discretion of the tribe. the IHBG resources.
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Which of these various financing mechanisms used is upon the types of programs included within the Indian
up to the tribe. The decision made by the tribe will Housing Plan (IHP). The following chapters in this
vary based upon the needs of the community and model highlight how these various financing

mechanisms can be used.
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Chapter Two
FINANCING HOMEOWNERSHIP WITH NAHASDA

There is no standard NAHASDA homeownership
program. Unlike the Mutual Help program, which was
administered similarly throughout the country,
NAHASDA allows tribes considerable flexibility. This
flexibility is evident in the array of financing
approaches available.

The example of Tom and Mary Greenleaf is
instructive. The tribe has determined that the
Greenleafs have an income of $15,000 a year, which
qualifies them for housing under NAHASDA. They
wish to build a modest home that costs $58,000. If
the tribe designs a lease purchase program similar to
the old Mutual Help program, the Greenleafs will pay
a percentage of their income (no more than 30% of
income) for this housing. Assuming that the tribe sets
their payment rate at 25% of income, their housing
payment will be about $300 a month. Under this
scenario the tribe would expend $58,000 (the full cost
of the home) of its IHBG.

Exhibit 2.1 illustrates how the NAHASDA program
can provide the Greenleafs with a home at
approximately the same payment using a different
type of financing and costing the tribe less money. A
lending scenario such as the one shown in this exhibit
uses a $22,000 deferred payment loan from the tribe
combined with a private loan from a financial
institution. The Greenleaf's total monthly debt would
be $315.

Under this NAHASDA example, the tribe saves
money ($58,000 - $22,000 = $36,000) and the
Greenleafs get their home at approximately the same
monthly payment as the lease-purchase model.
(Note: This assumes that the Greenleafs have
$2,500 in cash available as downpayment.)

This example also shows not only how a tribe might
approach this type of project, but also how a lender
might work with a family. On a $58,000 home, a
lender may require an $11,600 down-payment (20

percent of purchase price). The buyer will also have
to pay about $2,000 or more in closing costs. Many

(but not all) lenders will accept an applicant who has
a commitment for a second mortgage loan or a grant
to cover these cash requirements.

The Greenleaf family example implies a tailored
approach to loan making by the tribe. In other words,
each homebuyer is given just enough subsidy to
make the purchase possible. A more standardized
approach might be developed if many potential
homebuyers are in similar financial circumstances.
For example, if their incomes were similar to the
Greenleaf's, and they wanted to buy similarly priced
homes, everyone in the program could be offered a
$22,000 loan.

Exhibit 2.1: How a Tribal Loan Could Help the
Greenleafs

Use of Funds
Purchase price of home $58,000
Closing costs 2,600
Total uses of funds $60,600

Sources of Funds
Greenleaf's cash $2,500
Tribal loan with NAHASDA funds at
0% interest, due only on resale $22,000
Maximum loan lender will
make based on installment
debt ratio
Total sources of funds

Greenleaf’s Monthly Payment
Monthly payment to
conventional lender
Loan payment to tribe
Monthly payment for
taxes and insurance*
Total payment

*Taxes would normally not be paid on tribal land.
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DECIDING ON AN APPROACH

The deferred payment loan program suggested above
is a relatively simple approach to helping first time
homebuyers with subsidy funds such as IHBG - an
approach that is becoming more and more typical.
But there are other options to consider.

In creating financial programs for first time
homebuyers, tribes face three decisions:

O What will the purpose and amount of the IHBG
subsidy be?

O Will IHBG funds be leveraged? and,
O What will the form of IHBG subsidy be?

As described above, leveraged financing combines
IHBG with other sources, such as a conventional loan
from a private lender. Nonleveraged financing
consists of IHBG financing only.

Exhibit 2.2 can be a tool for making these decisions.
The first questions to answer have to do with the
purpose of the subsidy (the left side of the chart). A
more informed decision about the form of the subsidy
(right side of chart) might be made after reading the
remainder of this chapter.

CHOICES IN FORM OF SUBSIDY

A tribe has major choices in the selection of the form
of subsidies it will make. Any of these can be
leveraged with other funds. A discussion of each
follows.

Leveraged Grants

With this approach, the tribe makes a grant in the
amount of the subsidy needed. With a grant there is
no expectation of repayment. Thus, no liens are
placed on the property. Tribes/TDHES may wish to
consider whether they want to offer grants for more
than $5,000 since IHBG funds are limited. To
address this issue, grants may be limited to
downpayment and closing costs only.

Leveraged Deferred Payment Loans

This is a zero percent interest loan with no monthly
repayment required. The entire principal is due on
resale of the property, rather than in monthly
installments. The loan may be structured so that it
can be forgiven over 5 to 15 years. Forgiveness of
loans can prevent any windfall profits, which would be
likely with a generous grant.

Exhibit 2.2 — What We Want from Our First Time Homebuyer Program

Purpose of Subsidy

$500 to $2,000.

Help with cash needed to close the loan

Example: $1,500 to $4,000 to help with
downpayment and closing costs. Buyer provides

Form of Subsidy

Grants
Amortizing loans
Deferred payment loans

Reduce the monthly payment

Example: $10,000 to $25,000 in funding that reduces
the first mortgage amount or the interest rate.

Grants
Amortizing loans
Deferred payment loans

Help with loan to value ratio

The purpose here is to put money into the purchase
to reduce the lender’s risk in the event of default.
The same financing that reduces the monthly
payment can also help with this problem.

Grants
Amortizing loans
Deferred payment loans
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Leveraged, Amortized Loans

In this case, the subsidy is repaid on a monthly basis
at low or zero percent interest rates. For financial
reasons illustrated in Exhibit 2.3, amortized loans
must be at least twice as large as deferred payment
loans to achieve the same affordable monthly
payment. Typical interest rates are zero to three
percent for affordable housing.

Nonleveraged Loans

A tribe can lend a family all the funds needed to buy a
home provided the total amount of funds is within
NAHASDA dwelling cost and equipment cost limits
(as applicable). Interest rates can be as low as zero
percent, depending on the financial strength of the
borrower.

Nonleveraged Grants

NAHASDA regulations allow a tribe to completely
fund the cost of a home through a grant to a qualified
household. This approach is, however, generally
considered inefficient. Exhibit 2.4 on the following
page lists some of the pros and cons of the five
subsidy options described above.

Several other financial tools are available, but the five
described above are especially compatible with new
programs.

TYPICAL SUBSIDY OPTIONS

Comparative examples of the three most typical
subsidy options are provided in Exhibit 2.3. Each
option can assist with downpayments and closing
costs, reduce monthly payments, and solve income
ratio problems. The two leveraged options also
address lenders’ loan to value concerns.

Exhibit 2.3 assumes a purchase price of $80,000, as
might be experienced with building new homes at
remote sites with on site wells and septic systems.
However, all three exhibits reduce the monthly
payment and solve cash requirements. The
leveraged variations have the added benefit of
attracting conventional financing.

Other approaches for using IHBG funding to assist
homebuyers are also available. For example,
NAHASDA could be used only for downpayment
assistance. Once these decisions are made, there
are a number of other program design issues to be
solved, such as marketing, loan processing, and
construction management. These broader issues are
addressed in other NAHASDA models.

Exhibit 2.3 — Comparison of Three Typical Homebuyer Financing Options

Purchase price and closing costs  $80,000

Buyer Annual Income $22,500

Affordable payment

$540 (29% of monthly income)

Leveraged Deferred
NAHASDA-Funded Unleveraged Loan Leveraged Amortizing Loan Payment Loan
Purchase Financing (98% Loan at 5%, 30 yr. (44% Loan at 0%, 20 yr. Fixed) | (20% Loan due at sale)
Fixed)

Tribal loan amount $78,400 $35,000 $16,000
Conventional loan amount 0 $43,400 $62,400
Buyer downpayment $1,600 $1,600 $1,600
Total purchase cash $80,000 $80,000 $80,000
Payment to tribe $480 $145 $0
Conventional loan payment 0 $335 $480
Taxes and insurance $60 $60 $60
Total monthly payment $540 $540 $540
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Number of loans that can

be made with $200,000 2.5 5.7 125
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Exhibit 2.4 — Pros and Cons of Various Subsidy Options

Form of Subsidy Pros Cons

Leveraged grants U Solves most lending problems for Funds don’t recycle
some low income borrowers without Expensive means of leveraging (if

further subsidy more than help with downpayment)
U Easy to operate
U Maximizes size of private loan
a

Can solve loan to value problems Don't reduce monthly payments as
while returning program income much as grants or deferred —
requires at least double the funds to
create the same affordable monthly
payment

Collections

Leveraged deferred payment loans Solves most lending problems for Funds don't recycle as quickly as
low income borrowers with amortizing loans

Maximizes size of private loan More management work than

Creates some program income grants, but not as much as
. . amortizing loans
Collection easier

Leveraged amortized loans

Nonleveraged loans No need to work with other lenders Fewer families can be assisted

Program income No sharing of loan risk

Nonleveraged grants Reaches lowest income buyers — Won't score well on NAHASDA
they pay only taxes, insurance, and leveraging criteria

maintenance Serves fewest families with same
Easy to operate dollars as compared with other
options

No program income

SOLVING OTHER FINANCING Who provides construction financing? What about
PROBLEMS rental and special needs housing? Who pays the

utilities under rental housing?

Although the subsidy possibilities listed in Exhibit 2.4
can solve problems, they do not solve all the financial
problems experienced by tribal members. Where

does the $58,000 home for the Greenleafts (previous
example) come from? Who funds the infrastructure?

Chapter Three focuses on how NAHASDA can be
used for construction financing. Subsequent chapters
address financing to meet other needs - rehabilitation
of owner occupied homes, affordable rental housing,
and special needs housing.
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Chapter Three
CONSTRUCTION FINANCING

A first time homebuyer program will not be possible
unless decent, affordable homes are available for
purchase. This is a serious problem for many tribes.
Except in the case of previous IHA low rent and
Mutual Help housing, residential construction
financing is difficult to obtain on tribal lands due, in
part, to trust land issues. The NAHASDA program
solves some of these problems. The IHBG can
finance construction of homeowner, rental, and
special needs housing.

Under NAHASDA, tribes have a source of financing to
build or rebuild homes on scattered sites — one house
at a time or as clustered developments. The IHBG
can be used to finance the following construction
related costs:

U Land or building purchase. Costs for the
purchase of land, a single family home or rental
property that can be constructed on or
rehabilitated are allowable.

U Construction or rehabilitation. Hard costs of
construction or rehabilitation are eligible within
certain limits (see 24 CFR 1000.156).
(NAHASDA's primary construction standards are
established by the tribe and may be set at HUD'’s
Housing Quality Standards and/or local codes.)
Costs for site development as well as utility
development or connections related to the
housing is also eligible.

U Fees and holding costs. Design, engineering,
and other fees or costs during construction, such
as architectural/engineering, taxes, and
insurance, are all eligible. Reasonable developer
fees are also allowed.

NAHASDA does set limits on the amount of IHBG
funds that can be spent to construct or rehab housing.
Maximum per unit NAHASDA construction cost
amounts are described in the NAHASDA regulations.

These are referred to as dwelling construction and
equipment (DC&E) costs [24 CFR 1000.156].

By definition, construction financing is temporary —
loans must usually be repaid within 3 to 12 months,
depending on the size of the project. With
NAHASDA, housing construction financing cannot
occur without firm plans to complete the project, to
market the housing, and to finance the end use of the
property. Sources of permanent financing must be
clearly identified. The IHBG may constitute some or
all of the permanent financing.

If, for example, a tribe wants to acquire or build
homes for first time homebuyers or a rental project,
the following should be in place before construction
financing is committed:

U Site control. The proposed user of the funds
must have a title, long term lease, an option, or a
sales contract on the land;

U Plans and specifications. Working drawings for
infrastructure and construction (or rehabilitation)
must have been prepared;

U Legal and other approvals. All zoning
approvals, building permits, water rights, and
waste system permits must have been obtained.
Among some tribes, religious or cultural groups
may have to approve use of some land;

U Financial feasibility. There must be a plan and
budgets that show the project is feasible over the
long term;

U Marketing plan. There must be a plan that
shows there are clients who are ready, willing,
and able to buy or rent the property must be
prepared;

U Evidence of permanent financing. Written
commitments for permanent financing must be
provided; and
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U Environmental Review. An environmental
review must be performed before funds are
committed [24 CFR 1000.20].

WHO CAN RECEIVE NAHASDA
CONSTRUCTION FINANCING?

The NAHASDA program can provide construction
financing to:

QO The tribe;
O ATDHE;

U Qualified for profit and nonprofit builders or
housing developers; and

O Individuals who want to build or rehabilitate their
own homes.

EXAMPLES OF CONSTRUCTION
FINANCING

With some types of NAHASDA projects, it is essential
to separate construction financing from permanent
financing — with other types of projects they may be
combined.

Example 1: Separate Construction and
Permanent Financing

The Flat River Tribe identifies 10 families who can
afford to buy homes with partial IHBG financing. A
lender will provide the rest of the permanent
financing. The builder who will construct the homes
for the tribe has been identified. In this case, the tribe
provides IHBG construction funds to the builder to
construct the homes. The buyers receive permanent
financing from a lender for most of the purchase
price. The permanent funds are used to repay the
construction loan as each unit is sold.

Example 2: Combined Construction and
Permanent Financing

In some projects, construction and permanent
financing are one and the same. The Green
Mountain Tribe provides $500,000 in IHBG funds to
the Council on Aging to build 10 rental units for frail

elders. No other financing is involved. The IHBG
funds are used to construct the housing and the loan
is “rolled over” as permanent financing. In other
words, construction and permanent financing are one
and the same. This combined approach may be
necessary for projects unable to obtain 100 percent
financing from other sources.

Example 3: A Common Approach

Exhibit 3.1 shows a more detailed scenario of using
IHBG for construction financing of new homes at
Long Lake, as well as partial permanent financing on
the same homes. In this third example, a 100 percent
IHBG funded construction loan helped to leverage
conventional, permanent loans.

Exhibit 3.1 — Construction and Permanent
Financing at Long Lake

Project: Build 10 homes costing $70,000 each. provide
$20,000 partial permanent financing to buyers. The IHA
proposes to build and sell homes to NAHASDA qualified
families that have been identified.

Construction Phase Financing (10 homes)
IHBG construction loan $700,000

Permanent Financing (10 homes)
10 bank loans, average $50,000 $500,000
10 IHBG funded tribal loans
at $20,000 each
Total Financing

In this example, the Long Lake Tribe would “roll over”
$20,000 in construction financing to each of the 10
homebuyers. A surplus of $500,000 would remain
after the sale of the last home. The Tribe could use
this to continue the project or to fund another
NAHASDA eligible project.

In all three examples, the Tribe is permitted to charge
reasonable interest rates to a developer for the IHBG
construction loan. If interest is charged, this would
become program income that could be reused to
provide additional loans.
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POTENTIAL PITFALLS

Acquisition and construction loans for housing are
considered high risk by lenders. The major risks are
cost overruns, projects not being completed, and
housing not being fully rented or sold after
completion.

In many urban areas, private developers are eager to
use potentially low interest sources of funds like IHBG
to build rental or homeowner housing. Such
proposals are not as likely in many tribal areas,
except where the local housing market is strong. The
tribe should proceed with caution if it is approached
by a development firm that wants NAHASDA
financing to build low income housing on its behalf. In
particular, the tribe should ensure that no other
source of construction financing is available to the
developer.

The trust status of much tribal land makes it difficult to
obtain construction financing, because the land can
only be leased, not sold. Many lenders are reluctant
to provide loans for construction on leased land. In
these cases, IHBG construction financing to a
developer may be necessary.

In any case, the terms of construction loans to
developers should be negotiated with great care. The
general rule is that the for profit developer should
have some assets at risk, and thus be motivated to
successfully complete the project.

Alternatively, tribes may want to contract with a
private developer or an experienced local nonprofit
organization to serve as developer or even undertake
the construction phase themselves.
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Chapter Four
FINANCING RENTAL HOUSING

NAHASDA can fund most types of low income, addresses many, but not all, needs of housing for
affordable rental housing. New construction, tribes. NAHASDA offers the opportunity for tribes to
acquisition of housing to be rented, acquisition with help a broader spectrum of low income renters.
rehabilitation, and rehabilitation of existing rental Because 1937 Act housing provided tribes with much
housing are all eligible for funding. of the financing for housing on tribal lands, it is

important to understand the major differences
between 1937 Act programs and the NAHASDA
program.

As with construction loans, a variety of project owners
are eligible for NAHASDA financing. Owners can
include the tribe, a TDHE, for profit investors and
nonprofit organizations. Traditionally, 1937 Act programs built clustered single
family homes as rentals. There was an 80 percent of
median income limit on the incomes of occupants in
these programs. Renters (or leasing homebuyers
under Mutual Help) paid up to 30 percent of their
income for rent and utilities.

NAHASDA has detailed regulations regarding
construction funding limits per rental unit, incomes of
eligible occupants, and allowed rents. These
regulations are described in detail in the Rental
Housing model in this series, which also provides

advice on planning and implementing the various From the 1970s on, housing was also built under the
types of rental projects listed above. Mutual Help program - a lease to own program.

With regard to financing, standard techniques and Under this program, a portion of the housing payment
underwriting criteria can be used to finance all these pays off the debt on the home. When the debt is paid
activities. These techniques and criteria are the off, the family owns the home outright.

subject of this chapter. Exhibit 4.1 contrasts funding rental housing through

NAHASDA FUNDED VS. 1937 ACT NAHASDA and Indian housing programs. Note that
RENTAL HOUSING ' all the Indian housing programs authorized under the

1937 Housing Act are now repealed.
Most rental housing on tribal lands is low rent public
housing and Mutual Help lease purchase housing that

Exhibit 4.1 — Comparison of NAHASDA Funded Rentals and 1937 Act Housing

NAHASDA Rentals 1937 Act Housing
Source of funds to build Tribe gets NAHASDA grant; makes grant Grant for all costs from HUD to Indian
or loan to project developer/owner. housing authority.
Source of funds for operation Annual grants from HUD pay majority
of costs; rents pay minor portion.
Source of funds for major Rents must be sulfficient to fund reserves HUD grants are available.
repairs for replacement. IHBG funds can be used
for repairs.
Typical monthly rents Enough to cover operations and some $0-$100 — rents do not have to cover

debt service (generally greater than $250). | debt or all operating costs.
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RENTAL PROJECTS MUST OPERATE
LIKE BUSINESSES

The 1937 Act low rent housing program was
structured to provide not only funds to build housing
but also to pay for ongoing IHA administrative costs
associated with the project and long-term operating
deficits resulting from housing units in which income
was less than operating costs. NAHASDA, however,
is designed to encourage tribes to develop housing in
a more “market-driven” manner.

Projects that are funded with IHBG should be
carefully analyzed up front to determine whether or
not the income from the project, primarily from rents,
will be sufficient to at least cover expenses, including
management, maintenance, utilities, insurance,
replacement reserves and loan payments. This
analysis is referred to as underwriting, and is
discussed further below. Note that IHBG funds can
be used for pay for these expenses, as well as
operating deficit reserves, if necessary. However, the
more IHBG funds used to cover long term expenses
of housing, the less funds available to develop
additional housing.

FINDING HELP TO UNDERWRITE
RENTAL HOUSING PROJECTS

In applying for IHBG funds for rental projects, tribal
leaders may face more financial challenges and risks
than with single family programs. Projects can be
implemented by a TDHE, a for profit developer,
nonprofit developer, or a tribal agency, but the tribe is
responsible for underwriting the funding.

Whether the IHBG funding is in the form of a loan or a
grant, the tribe will have to act like a prudent lender
who wants to ensure that the project is financially
feasible. If proper underwriting is not done, the
project may get built, but still fail as a “business.”

Tribes may wish to seek assistance in setting up a
rental development project. Some of the possible
sources for help with underwriting include:

U Development consultants. Many private
consultants are experienced at “packaging” rental
development projects, often for nonprofit or
public clients.

U Conventional lenders. The potential
involvement of a conventional lender in financing
a rental project is strong assurance that financial
feasibility will be closely scrutinized. Unlike
consultants, lenders could have a financial stake
in the project being successful.

U HUD field offices. Many of these offices have
personnel experienced in reviewing rental
housing proposals. They might be called on to
review projects at the “idea” stage before an
application is made.

PRO FORMAS - TOOLS OF
UNDERWRITING

A pro forma is the basic tool of rental housing
underwriting. Budgets that forecast construction
costs and financing are usually called project pro
formas, while budgets that forecast rents and
expenses are called operating pro formas.

Exhibit 4.2 shows pro forma for an imaginary rental
project at Piney Hill. The project consists of ten one
room apartments for single individuals.
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Exhibit 4.2 — Pro Formas for Piney Hill Apartments

Project Pro Forma

Project Description: New construction of 10 studio apartments with common living, cooking, and
eating areas. Sponsor s tribe.

Total Per Unit
Source of Funds
Conventional loan (10%, 20 yrs.) $100,000 $10,000
NAHASDA deferred loan (0% interest, all
payments deferred until sale) $200.000 $20,000
Total sources of funds $300,000 $30,000
Uses of Funds
Land (donated by tribe) $0 $0
Construction $250,000 $25,000
Construction interest, fees, etc. $50,000 $5,000
Total uses of funds $300,000 $30,000
Estimated appraised value after construction $300,000
Loan to value ratio for lender 33%
Annual Operating Pro Forma
Total Per Unit
1. Annual Income
10 rental units ($320 month) $38,400 $3,840
Less vacancy and loss (8%) ($3.070) ($307)
Effective gross income $35,330 $3,533
2. Annual Expenses
Fuel and utilities $8,000 $800
Insurance $3,000 $300
Management $4,000 $400
Maintenance $5,000 $500
Replacement reserve $2,000 $200
Taxes 0 0
Total Expense $22,000 $2,200
3. Net Operating Income (NOI)
(effective gross income less expenses) $13,330 $1,333
4. Debt Service (DS) $11,580 $1,158
5. Net Cash Flow (CF) [NOI - DS = CF] $1,750 $275
6. Debt Service Ratio (DSR)
item #3 divided by item #4) [NOI / DS = DSR 1.15
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UNDERWRITING CRITERIA FOR
RENTAL PROJECTS

Under NAHASDA, the underwriting criteria for rental
housing projects is both similar to, and different from,
the criteria for homebuyer programs. Conventional
lenders look at the following major factors:

U Financial feasibility. The project’s capital and
operating pro formas must indicate that income
will exceed expenses. These pro formas must
be supported by plans and construction contracts
that verify costs, and by market studies that verify
demand for the housing at the specified rents.

U Experience and capacity of the development
team. Lenders want to ensure that the entire
development team has a track record in building
and managing this type or project. The “team”
usually consists of an architect, builder, attorney,
financial person, market analyst, property
manager and the tribe/owner.

U Sponsor’s equity. This is similar to the
downpayment required from a homebuyer. Itis
cash provided at the front end of the project, to
ensure that the sponsor or developer has a
financial stake in the project and won't walk
away. As with downpayment assistance for
homebuyers, IHBG could stand in place of equity
for tribal and nonprofit sponsors. A 10 percent
equity is considered a minimum stake from for
profit developers.

U Debt service ratio. This is similar to the debt
ratios used in homebuyer underwriting, which
ensure that the borrower has enough income to
repay the loan. In rental projects, lenders expect
the project to have enough income to repay the
loan. Typically, lenders want to see forecasts of
enough rental income to pay all operating
expenses, and enough extra cash to pay 115 to
130 percent of loan payments. In Exhibit 4.2, the
1.15 debt service ratio represented a 15 percent
surplus of cash income after paying debt service.

U Loan to value ratio. Just as with IHBG
purchase loans, lenders want to ensure that
there is a lot more value in the property than the
value of their loan, in case of foreclosure.
Currently, most lenders will not lend more than
70 percent of the appraised value of rental
properties. If the project is not yet built, lenders
look at the future value of the project, based
mostly on its projected net income from rents. In
Exhibit 4.2, the project had an excellent 33
percent debt service ratio.

A natural question from tribal leaders is: “Why do we
have to look at the same budgets and criteria as
conventional lenders?”

The answer is: careful underwriting is in the tribe’s
best interest. Underwriting criteria regarding financial
feasibility and the experience of the development
team are intended to ensure the success of any
project, whether funded with a grant or loan. The
criteria for sponsor’s equity is the ideal to obtain if
possible, and should be mandatory for profit
motivated sponsors. And, criteria regarding the debt
service and loan to value ratio apply only if there is a
loan in the project.

With rental projects, the subsidies tribes offer may be
substantially the same as what they offer for
homebuyer programs. Because the amounts of funds
in a rental project are, however, usually much higher,
tribes will want to consider much more closely the
legal form of their funding, loan security, and possible
program income.

When a tribe works with a private developer of the
rental housing, a loan is the most likely financing
approach. Even if no repayments are possible, as
with the example given, making a 0 percent interest,
no monthly payment loan due only on sale will give
the tribe long term control over the project. If the
project is mismanaged, for instance, or it is converted
to a non NAHASDA eligible use, the tribe could
foreclose on the loan and take over the project. With
a grant, the tribe would have less immediate
recourse.
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SYNDICATION OF RENTAL PROJECTS
USING TAX CREDITS

For several years, the Low Income Housing Tax
Credit program has been a major resource in raising
low cost capital for affordable rental housing projects.
It is also a potential source of leveraged funds for the
NAHASDA program.

In its simplest terms, the tax credit is available for
eligible acquisition, rehabilitation, and new
construction of rental housing. A syndication involves
setting up a legally constituted limited partnership for
each project. Typically, an experienced developer
must be a general partner, but a nonprofit
organization created by a tribe or tribal agency could
be a co-general partner.

The benefits of the syndication come from sale of
units of the partnership to investors who are attracted
by the tax benefits.

These key factors should be kept in mind when
considering syndications:

U They are complicated. The legal, financial, and
accounting responsibilities of a general partner
are substantial;

O Most syndicated projects cost $1 million or
more. The transaction costs involved in creating
the partnership and selling “units” are substantial;

U 30 to 50 percent of the project cost can be
raised — in the form of equity, which doesn’t
necessarily have to be paid back, but only for
qualified projects; and

O Incentives to donate the property to a non
profit can be built in. Although by law a limited
partnership must be profit motivated, finances
can be structured so that the profit motivated
investors have an incentive to donate the project
to a nonprofit, generally 15 years after
construction.

CHALLENGES WITH FINANCING
RENTAL PROJECTS

Most tribes have little experience in developing
market driven rental projects. The obstacles to
surmount are formidable:

Q The market for non IHA rental units is often
untested;

U Experience in financial packaging for these types
of rental properties may be lacking; and

O Conventional lending is hard for tribes to access.

NAHASDA rental housing can, however, fill definite
niches for many tribes. Where experience is lacking,
the soundest strategy is often to start small with the
most pressing needs and best opportunities.
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Chapter Five
FINANCING REHABILITATION FOR HOMEOWNERS

Financing the rehabilitation of homes for owner
occupants is a familiar activity for many tribes.
Funding sources that have been used include Indian
Community Development Block Grants (ICDBG),
Bureau of Indian Affairs (BIA) repair grants, and the
Rural Housing Service Preservation program.
NAHASDA can extend the rehabilitation of homes to
more families.

NAHASDA is an additional source of financing. In
many ways, it has more flexibly than any other federal
program. For example, where other programs have
tended to give priority to very low income families,
under NAHASDA, owners’ incomes can be as high as
80 percent of area or national median income.
Moreover, where other programs generally offer
grants, tribes can grant or loan IHBG funds for
rehabilitation.

HOMEOWNER REHABILITATION
ACTIVITIES POSSIBLE WITH
NAHASDA

NAHASDA can also be used to fund both moderate
and substantial rehabilitation for homeowners, as
follows:

U Moderate rehabilitation typically involves
$10,000 to $25,000 in assistance for partial
repairs to a home.

U Substantial rehabilitation typically costs
$25,000 or more per NAHASDA and involves
structural work, major systems replacements,
and sometimes room additions.

Some major differences exist between NAHASDA
funded rehabilitation and some ICDBG and BIA
funded programs. All NAHASDA funded rehabilitation
must be carried out in accordance with a written
rehabilitation standard created by the tribe (this may

be the HUD Housing Quality Standards [HQS]
standards). For example, emergency repairs that do
not meet these standards cannot be funded.

WHO CAN ADMINISTER A NAHASDA
FUNDED REHABILITATION PROGRAM

NAHASDA provides flexibility concerning the
administration of NAHASDA funded rehabilitation
financing. The program can be administered by
either the tribe or tribally designated housing entity
(TDHE).

FORMS OF FINANCIAL ASSISTANCE
AND LEVERAGING

Typical forms of financial assistance for rehabilitation
programs including the following.

Grants

These are provided with no expectation of repayment
and are typically deemed most appropriate for elderly
and very poor homeowners who cannot afford to
repay a loan. Grants are also used for smaller
amounts of assistance (for example, $10,000 per
property owner or less).

Deferred Payment Loans

These are typically zero percent interest loans with no
monthly payments. Repayment is due on the sale of
the property. This form of assistance can recycle
funds to the tribe. The deferred payment loan is most
appropriate when owners cannot afford monthly
payments, the home is likely to be resold someday to
someone outside the family, and there is likely to be
enough equity in the home to repay the loan.
Sometimes, these loans are forgiven over a period of
5to 10 years — the purpose, as with recoverable
grants, is to prevent windfall profits.
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Low Interest, Amortizing Loans

Amortizing loans (those that require repayment) are
generally most appropriate for owners who have the
wherewithal to repay the loan. However, the interest
rate charged may range from zero percent to market
rate. Tribes may want to consider offering grants to
owners with incomes below 50 percent of median
income because these households have less ability to
repay, and loans to those with incomes of 50 to 80
percent of median.

Leveraged Loans

Around the United States, few HUD programs that
finance moderate rehabilitation for low income
homeowners have been able to leverage
conventional loans. The loans are considered too
small or too risky to be profitable. On major

reconstruction of homes, however, the opportunities
for leveraging become much the same as described
in earlier chapters. Typically, leveraging is much
more likely to occur when project costs exceed
$25,000 per dwelling unit.

EXAMPLES OF NAHASDA FUNDED
REHABILITATION FOR HOMEOWNERS

Consider the Willow family. The Willow's have owned
their home for generations. The home needs
substantial rehabilitation. The estimated cost for this
rehabilitation is $25,000. Their household income is
$12,000 a year. They have no debt on the house,
and their only housing payments are for utilities and
maintenance. Exhibit 5.1 shows the options available
for financing the rehabilitation of the Willow's home.

Exhibit 5.1 — Financing Rehabilitation of the Willow’s Home

Options

Pros and Cons of Each Option

Option #1 — Grant

Source of funds
Grant
Repayment

$25,000
None

O Simple to administer

O Willows could afford some repayment, but are
not required to pay

U Tribe gets no income; no funds recycled

Options #2 — Deferred Payment Loan (DPL)
Source of funds
Deferred payment loan
Repayment

$25,000
Due on sale, but 2,500/year forgiven

O Simple to administer

U DPL allows some repayment if Willows sell
house in first 10 years

U Tribe gets little or no income

Option #3 — Low Interest Amortizing Loan
Source of funds

_ U Tribe gets income it can recycle to other housing
Low interest loan $25,000 projects
Repayment $222/month (22% of income) _ L
Monthly collections create administrative work
Option #4 — Leveraged Loan
Sour‘%?_g;flég‘?;red oayment loan $7000 O Uses less funds; can help more families with
I y 1
10 year bank loan at 8% interest $18,000 Same NAHAS,DA grant'
Total $25,000 | 4 Leverages private lending
Repayment $222/month (bank loan only) | L Hard to attract lenders to make small rehab loans
O Trust land status could prevent conventional loan
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Nationwide, many housing rehabilitation programs for
very low income elderly and disabled homeowners
tend to offer grants, but these grants are rarely for
more than $10,000. Deferred payment loans are
often offered to families in the same categories when
the rehabilitation cost exceeds $5,000 to $10,000. In
some programs, these loans are forgiven over 5 to 10
years, in others they are due and collected when the
property is sold or transferred. Leveraged loans are
worth considering, particularly for households
between 50 and 80 percent of median income where
a private lender may be available to participate.

Each tribe must decide which approach to use, after
considering the needs, incomes, and circumstances
of homeowners who may qualify for rehabilitation
assistance, the capacity of program administrators
and availability of private financing.

The NAHASDA model for planning and program
design provides advice on conducting needs studies
and designing NAHASDA funded rehabilitation
programs. The NAHASDA model for owner occupied
rehabilitation provides detailed guidance and model
documents for setting up a homeowner rehabilitation
finance program.
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Chapter Six
REVOLVING LOAN FUNDS

Using NAHASDA to make loans offers new
opportunities for tribes to create Revolving Loan
Funds (RLFs). Throughout this guidebook there have
been references to situations where loans, rather than
grants, are a prudent approach. Examples include:

O Construction loans. Unless the tribe is
undertaking housing construction itself with
NAHASDA, loans are a means for keeping
control of the project, and for recycling funds.

U Rehabilitation loans. Homeowners at the high
end of the low income range, and investor
owners, may have ability to repay loans, but lack
access to conventional financing.

U Rental housing loans. Some projects may be
able to support debt service, but simply lack
access to conventional loans.

As discussed here, an RLF is any housing loan
originated by a tribe and provided to a borrower who
is obligated to repay that assistance on a periodic —
usually monthly — basis.

MANAGEMENT ISSUES WITH
REVOLVING LOAN FUNDS

Starting a loan fund is a long term commitment. The
tribe or tribal agency must either hire persons who are
experienced in underwriting loans or train existing
staff to undertake these activities. Staff trained as
loan underwriters become the bankers for the tribe. If
the tribe has a loan committee, members of that
committee must also be trained. In addition, staff and
loan committee members must have the authority to
say no to ineligible loan applicants.

Staffing Issues

How much staff is needed? This can vary widely,
depending on how much extra work is needed —
construction monitoring, credit counseling, helping

raise non NAHASDA funds, etc. For basic
loanmaking, a rough rule of thumb is that one loan
officer/loan manager is needed for every $300,000 or
$400,000 in loans made in a year.

How can staff be paid? NAHASDA allows 20 percent
for administration for each grant to the tribe. But this
is a one time source of funds. To continue staffing a
revolving loan fund, from time to time the tribe would
have to obtain additional capital and new
administrative funds from NAHASDA, or other funding
sources.

Repayments of NAHASDA funded loans can be used
to make new loans, where again 15 percent of the
funds can be used for administration. This can be a
very small stream of income in the early years of a
loan fund.

One approach that simplifies loanmaking is to only
offer deferred payment loans, due only on sale of the
property. This avoids the need for monthly loan
collections and the complex accounting that goes with
it, and thus, lowers administrative costs.

Accounting Issues

The agency administering an RLF must have an
accounting system capable of fund accounting —
tracking various restricted funds that go into and out
of the RLF. In addition, it must be able to produce
amortization reports for each nondeferred payment
loan — these show the current status of principal and
interest owned to the tribe.

Loan Guidelines

Any loan fund needs policies and procedures. Loan
guidelines will spell out who is eligible, what activities
are eligible, and maximum loan amounts and terms,
such as interest rates and time allowed for
repayment. Model guidelines can be obtained from
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the many affordable housing loan programs now
operating around the country.

Loanmaking and Management Procedures

Making and managing loans requires great care.
Federal (and sometimes state) banking and truth in
lending laws apply to each transaction. Disorganized
procedures can disappoint and frustrate clients, and
result in noncompliance with HUD rules. Exhibit 6.1
lists the basic tasks in loanmaking.

Exhibit 6.1 — Lending Tasks

Program marketing - finding qualified applicants and
getting them interested in the program.

Getting lender participation - finding lenders to
make first mortgage loans, if the program involves
leveraged loans;

Prequalifying applicants — based on financial
information and credit reports;

Verifications — checking information on employment
and assets;

Training and counseling — helping applicants
understand this complicated process;

Assisting with construction — helping with plans,
estimates, bidding, and quality control;

Meeting truth in lending requirements — generally
involving proper disclosures to loan applicants;

Underwriting — determining if the loan or grant
application is eligible;
Making the loan or grant commitment — approval is

usually made by a program manager or loan
committee;

Arranging the loan or grant closing - signing of
loan documents by borrower and tribal agency; and

Escrow management — many construction funds are
put into an escrow fund after closing, and released
only after inspections.

Ongoing Management Responsibilities

If the tribe has made a 20 year loan, it is responsible
for managing that loan for up to 20 years, whether or
not administrative funds are available. Tasks
involved in loan management include:

Collections. Often, the most difficult job with a
loan fund is monthly collections. Written notices
and penalties for late payments must be
immediate, or borrowers can get so far behind
they never catch up.

Post purchase counseling. In single family
loan programs, tribes may want to offer financial
counseling to borrowers with serious late
payment problems.

Escrow funds management. If the tribe is the
only lender, it will probably want to escrow taxes
(if any) and insurance along with the loan
payment. These funds must be accounted for
separately and paid out periodically.

Foreclosures. Generally, when borrowers get
more than 90 days behind, loan foreclosure must
be initiated, which means the tribe must be
prepared to take possession of the property or a
loan forbearance — essentially a restructuring of
loan repayment terms — must be negotiated.

Fund and loan accounting. The program must
keep detailed, accurate records of all funds and
payments on each loan, including monthly
reports regarding payments received, delinquent
accounts, and reconciliation of funds.

Reporting to HUD and other funders. These
are generally financial reports, but in varying and
special formats.

Consideration of other lenders. Other lenders
may at some point ask the tribe to “subordinate”
the NAHASDA funded loan so they can advance
more funds to the borrower or request loan
payoff information.

Reporting to state lending regulatory
agencies. If applicable.

Releasing liens at loan payoffs. When loans
are fully paid, recorded liens (mortgage deeds)
must be discharged.
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DECISION POINTS FOR
ESTABLISHING LOAN FUNDS

In deciding whether to establish a revolving loan fund,
a tribe should consider these criteria:

O Types of loans to be made. Deferred payment
loans are relatively easy to administer, because
payments come only on the resale of the
properties financed. Revolving loan funds are
more difficult to administer.

O Loan volumes. A tribe should forecast how
many loans it expects to make initially with IHBG,
and how many might be made with new funds in
future years. Loan volumes should be high
enough (at least 5 to 10 loans a year) to justify
setting up management systems and maintaining
trained staff.

U Potential for future capital funding. Future
loan volumes depend on this factor. Loan
repayments will fund very few new loans in the
early years of a fund. From time to time, new
capital will be required to achieve reasonable
volumes of loans. Although IHBG is one source
of funding, it is not the only one. ICDBG funds,
State government funds, and foundation funds
have been widely used to capitalize revolving
loan funds for affordable housing.

O Staffing. The tribe should have identified
sources for funding ongoing staffing costs, or
have designated staff for this work. Itis also
ideal to have one staff person dedicated to this
work over a period of time, rather than have a
frequent turnover of staff.

U Training. Initial and ongoing training should be
available for all staff and loan committee
members involved with a loan fund.

LEVERAGING AND OTHER BENEFITS
OF LOAN FUNDS

Despite many challenges, revolving loan funds can
offer many benefits to a tribe, particularly where

conventional financing is difficult or impossible to
obtain. Managed in certain ways, a IHBG created
loan fund can become a “tribal housing bank” for
financing affordable housing for tribal members.

Revolving loan funds can help leverage other sources
of funds. Most of the leveraged financing methods
recommended in this model involve the tribe making
loans with IHBG funds. Repayments of these loans
must be deposited in the tribe’s NAHASDA account,
from which they can be loaned out again and,
therefore, potentially leverage more funds.

The NAHASDA regulations do not require that these
repayments be loaned out again — the funds could be
granted or advanced for other NAHASDA eligible
activities. But having IHBG recycle through a
revolving loan fund is prudent. It can provide a
permanent pool of tribal capital for affordable housing
that continues to attract other capital.

With some tribes, leveraging conventional financing
may not be possible in the initial stages of a revolving
loan fund. For example, with NAHASDA purchase
programs, if interested lenders cannot be found, the
tribe may have to provide nearly 100 percent
financing. This does not mean that these funds
cannot be leveraged later, through sales of loans. A
number of nonprofit organizations have started
revolving loan funds throughout the country that
initially provided virtually 100 percent financing. After
several years of experience, some have been able to
sell their loans to conventional lenders or secondary
markets. The key to their success? The loans were
performing — that is, they were being paid on time.

Selling loans is another form of leveraging. If a IHBG
funded home purchase loan for $60,000 can be sold
several years later, new private capital becomes
available to make another loan.

Although the potential benefits of a revolving loan
fund are substantial, the initial and long term
responsibilities are formidable. A tribe should give
careful consideration before committing to setting up
such a fund or for that matter, before making any
housing loans.
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Chapter Seven
OTHER SOURCES OF FUNDING

Leveraged financing is an important concept — for
both the NAHASDA program, and tribes that wish to
attract new capital for affordable housing. Leveraged
financing refers to the use of one source of funding to
attract or make feasible another source of funds. In
this instance, IHBG funds leverage other funds.

What does leveraged financing look like? Assume a
tribe wants to design a NAHASDA funded program to
help 10 families buy homes. The case of Betty and
George Walker, who want to buy a $61,000 home, is
typical. Exhibit 7.1 shows two ways the tribe could
use the NAHASDA program to help the Walkers —
one with leveraged financing, one without.

Exhibit 7.1 — Helping the Walkers Purchase a
Home

Approach #1. Leveraged Financing

Walkers' cash downpayment $1,000
Bank loan $40,000
Tribal loan from NAHASDA $20,000

Total funds used for purchase $61,000

Approach #2. Nonleveraged Financing
Tribal loan from NAHASDA funds $61,000

Under Approach #1, the Walker's cash downpayment
and a $20,000 NAHASDA funded loan leveraged a
bank loan. Under Approach #2, NAHASDA provided
all the financing.

Why is it preferable to use NAHASDA funds to
leverage financing? Approach #1 does the following:

U Makes the program application more
competitive. A NAHASDA loan using leveraged
financing will score higher.

O Stretches NAHASDA dollars. In Exhibit 7.1, a
leveraged $61,000 NAHASDA grant would help 3
families, while an unleveraged NAHASDA grant
where the tribe financed 100 percent of the costs
would help only 1 family.

O Can make monthly payments affordable.
Monthly payments can be made much more
affordable using partial NAHASDA financing. A
NAHASDA funded loan can be offered on various
terms: low interest rate, O percent interest rate,
or with no monthly payments whatsoever and
repayment due only on sale, or the financing can
be a grant.

U Itattracts private lending. For reasons
explained below, IHBG funds, particularly when
used with loan guarantees, may be essential to
attracting private lenders to tribal land.

SOURCES OF LEVERAGED
FINANCING

Exhibit 7.2 describes the major sources of leveraged
financing that are potentially available to Indian tribes
for projects that use NAHASDA. To date, some of
these sources — such as the Low Income Housing
Tax Credit and philanthropic grants — have rarely
been used by tribes for housing projects.

The potential for leveraged financing exists. Around
the country, even in small, rural communities,
nonprofit organizations have obtained many types of
leveraged funds for affordable housing. Because of
its inherent flexibility, NAHASDA may be the lever to
help tribes increase affordable housing opportunities.
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Exhibit 7.2 — Major Sources and Possible Uses of Leveraged Financing

Major Possible Sources Rental Housing | Homes for Sale | Homeowner Rehabs
Loans from banks, savings and loans, credit - - -
unions

Indian Community Development Block Grants - - -
(ICDBG)

Bureau of Indian Affairs (BIA) Housing -
Improvement Program (HIP)

Federal Home Loan Bank Board (FHLBB) grants - - -
and loans

Rural Housing Service (RHS) grants and loans u u u
Foundation and corporate grants u u

Equity investments using the Low Income -

Housing Tax Credit

State housing finance agencies — loans and - - -
grants

McKinney Act grants for the homeless (HUD) u

Tribal cash from business enterprises and other - - -
sources

Homebuyer's cash downpayments u

CHALLENGES IN LEVERAGING

Native American tribes face many challenges in using

the NAHASDA program. Some of the obstacles that
must be overcome to obtain leveraged, conventional
financing include:

Q

Lack of relationships with lenders and other
funders. Many tribes are in situations that are
similar to certain low income, inner city
neighborhoods where outside investment in new
homes and home repairs has ceased. Local
governments and nonprofit groups have had to
work hard to attract lenders, foundations,
corporations, and others to invest.

Trust land title issues. Because most tribal
land is held in trust by the Federal government,
land must be leased rather than sold. This
creates problems for lenders that seek a secure
form of collateral for financing.

Varying abilities to repay loans. Although
some Native Americans have good incomes and
credit histories, poverty is widespread. Low

incomes make it hard for homeowners to repay
loans with conventional terms. The need for low
rents makes it hard for rental projects to support
market rate loans.

U Effort required to manage loan programs.
NAHASDA can be used to create a revolving
loan fund, but the mechanics of making loans,
loan collections, and fund management are long-
term, substantial responsibilities.

U Tribal members’ expectations of grants.
Many BIA and HUD housing programs have
involved grants — at least for repair of owner
occupied homes. Selling a loan program may
have to overcome expectations based on past
history.

The remainder of this finance model describe ways
that tribes can successfully deal with these
challenges and secure additional financing from other
private and public sources.
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Chapter Eight
CONVENTIONAL MORTGAGE LENDING

Before using IHBG funds in combination with other
financing, tribal planners should understand the basic
principles of conventional mortgage lending.
Understanding these principles can help in designing
the tribe’s loan programs. Knowledge of conventional
lending is also essential in obtaining many kinds of
leveraged financing.

This chapter addresses four concepts: (1) the
definition of conventional lending, (2) the underwriting
criteria used in conventional lending, (3) how
underwriting criteria are applied to individual loan
applications for home purchases and (4) the tools
available (other than NAHASDA) to help low income
Indian families obtain loans for the purchase of
homes.

Home purchase loans are the focus on this chapter.
They are the simplest and most widespread example
of conventional real estate financing, and many of the
principles that apply to home purchase loans also
apply to rental project and rehabilitation financing.

CONVENTIONAL LENDERS

A conventional lender is an organization that is in the
lending business to make a profit. Banks, savings
and loan associations (S&Ls), and mortgage
companies are examples of conventional lenders.
Credit unions, which often make short term loans for
home improvements, also fall into this category.

Loans are sometimes packaged for conventional
lenders by mortgage brokers who ensure that the
borrower is qualified. The brokers also prepare the
required paperwork.

Interest charged for conventional loans is generally
set at market rate - i.e., a rate that provides enough
return to make the loan profitable. Lenders typically
offer interest rates that are within a few percentage
points of other lenders, based on their cost of funds,
their financial position, and perception of risk. Few

loans are made with the lender’s cash on hand. Most
lenders must borrow money or sell bonds to make
long term loans. Thus, if a lender must borrow funds
at 6 percent interest, the lender makes loans to
customers at around 8 percent. The difference
covers the cost of making and collecting the loan, and
provides a profit.

CONVENTIONAL HOUSING LOANS

Housing loans made by conventional lenders can
take several forms. Long term loans are called
permanent or end loans, as opposed to shorter term
construction or home improvement loans. The most
common types of conventional housing loans are:

O Permanent home purchase loan. These loans
are made at fixed or variable interest rates, have
repayment timeframes of up to 30 years; and
require downpayments ranging from 3 to 20
percent of the purchase price;

U Permanent rental housing loan. These are
made at fixed rate, or variable commercial loan
rates, have repayment periods of 10 to 20 years,
and typically require a 30 to 40 percent
downpayment;

O Construction loan. The rates for these loans
are about 2 to 3 percentage points higher than
home purchase loans. They must be repaid on
completion of construction. Usually, the borrower
must have a commitment for a permanent loan;
and

U Home improvement loan. Rates for these
loans are higher than purchase loans. Typically,
the borrower has 5 to 10 years to repay. No
downpayment is required, but the borrower must
have equity in the home. Home equity loans
have become popular alternatives to this loan

type.
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THE SECONDARY MARKET

First time homebuyers often have the impression
when they obtain a mortgage that the money used for
the purchase of their home comes from funds stored
by their local bank, and that the loan is held by the
lender until their note is paid off. This is usually not
the case. Many local lenders originate or make a
loan and then immediately sell it to a national
mortgage institution, such as Federal National
Mortgage Association (Fannie Mae) or Federal Home
Loan Mortgage Corporation (Freddie Mac). The
originator may still collect monthly payments (called
servicing the loan) under contract to the purchasing
entity. In this case, the originating lender makes its
money on application and origination fees (which
include fees called points) and on servicing fees (a
percentage of the monthly payment).

In the United States, the ultimate sources of most
housing loan capital are large financial institutions
that bundle loans from many loan originators and sell
securities based on these mortgages to investors.
These entities, including Fannie Mae and Freddie
Mac, engage in what is referred to as the secondary
mortgage market. Exhibit 8.1 shows how funds flow
from their original source to borrowers and sellers.

Exhibit 8.1 — Typical Flow of Funds into a Home Purchase

Investors (in public that buy loans)

l

Mortgage Institution (buys loans)

l

Local Lender or Mortgage Broker

|
‘ Borrower ‘

l

‘ Seller ‘

Although many banks still hold purchase mortgages
in their portfolios, the majority of loans are now sold in
the secondary market. Mortgage companies almost

always sell the loans they originate. Portfolio loans
are still common with so called community
reinvestment lending programs in which lenders offer
special, or relaxed, terms to low income borrowers.
These programs are described in more detail below.

LOAN UNDERWRITING CRITERIA

Underwriting is the lender’s process of deciding
whether to make a loan, and how much to lend. This
process must be understood clearly if a tribe is
developing a leveraged home purchase loan
program.

Many first time homebuyers have either been turned
down for a loan, or had difficulty finding an
understanding lender. There is often a vague
understanding of why loan denials happen — for
example, “my credit wasn't good enough,” or “the
bank wasn't flexible.” The reality is that responsible
lenders have a well defined underwriting process and
rules for making these decisions. This process is
either established by the secondary market purchaser
— if the loans are to be sold — or by the lender based
on many years experience with such lending.

Loan underwriting typically occurs in five steps. Each
of these steps involve what lenders call loan
underwriting criteria:

O Step 1. Does the borrower meet cash
(downpayment, closing costs) requirements?

O Step 2. How big a loan can the borrower afford
based on the lender’s housing payment to
income ratio?

O Step 3. How big a loan can the borrower afford
based on the lender’s total debt to income ratio?

U Step 4. How much can be lent on a particular
home based on the lender’s loan to value ratio?

U Step 5. Does the borrower meet criteria
requirements?

The following sections describe how these criteria are
applied to individual loan applicants.
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Cash Requirements

Lenders want a new homebuyer to have a financial
stake in the purchase — actual cash (equity) that is at
risk if the homebuyer fails to repay the loan and the
home must be foreclosed. Lenders also expect
homebuyers to have sufficient cash to pay closing
costs for the loan, which are often substantial.

The typical cash requirements for a loan include:

U Cash available for downpayment. Twenty
percent of the purchase price is typical. Lenders
believe that this gives borrowers a real “stake” so
that they won't stop making payments and walk
away. If the borrower has mortgage insurance
some lenders will reduce the downpayment to 3
to 5 percent.

U Cash for closing costs. Closing costs generally
range from $1,500 to $6,000 for a modestly
priced home, depending on state laws, local
costs, and lending practices. Typical closing
costs a homebuyer can expect to pay include:
fees for the loan application, an appraisal, a land
survey, a title report, mortgage insurance, title
insurance premiums, prepaid taxes and
insurance, the origination fee (“points”), and
document preparation and recording fees.

Consider imaginary homebuyers John and Mary
Greenleaf. In Step One of the underwriting process,
the lender must determine how much the Greenleafs
can pay for a home based on their available cash. To
make this determination, the lender makes the
following calculation.

Step 1: How Much Can the Greenleafs Pay for a
Home Based on Their Available Cash?

Greenleaf's available cash

Subtract: Estimated closing costs

Leaves: Amount available for downpayment
Purchase price possible with $1,000
downpayment, assuming 20% requirement

As with many low income buyers, cash requirements
are a substantial problem for the Greenleafs — no
decent homes are available anywhere in the United
States for $5,000. But there are ways that

conventional lenders can reduce their cash
requirements, thereby increasing the buying power of
families like the Greenleafs.

Part of the Greenleaf's problem can be solved with
mortgage insurance. The primary purpose of this
insurance is to reduce downpayment requirements —
typically to 5 percent of purchase price.

How does mortgage insurance work? In exchange
for a monthly insurance premium paid by the
borrower, the insurer guarantees payment of a portion
of the loan in case of default. This makes the loan
more secure for the lender, and thus the lender can
reduce its downpayment requirement.

The Section 184 Indian Loan Guarantee program is
specifically designed for use by Native Americans on
trust land. The program is described in more detail
below.

Step 1 (Option 2, with loan guarantee): How Much
Can the Greenleafs Pay Based on Their Available
Cash?

Amount available for downpayment
Purchase price possible with $1,000
downpayment, assuming 5% requirement

If the Greenleafs were to obtain mortgage insurance,
the purchase price of a home they could afford would
be calculated as shown in the example.

Mortgage insurance, even with the Section 184
program, is not widely available on tribal lands. Even
if it were available, it still would not provide the
Greenleafs enough purchasing power to buy a decent
home in the areas where most Native Americans live.

Housing Expense to Income Ratio

Lenders compare the amount of money a borrower
pays each month for housing with the amount of his
or her stable gross monthly income. This is called a
housing expense to income, or “front end” ratio. The
old rule of thumb for what people can afford to pay
monthly for housing was a week’s pay, or about 25
percent of monthly income.

Typically, lenders now use a front end ratio of 28
percent for conventional loans. Lenders developed
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the housing expense to income ratio because long
term experience showed that buyers with housing
loans in excess of this ratio tended to experience
difficulty in meeting payments and, hence, might
default on their loan. Sometimes, in special
affordable housing loan programs, conventional
lenders raise the ratio to as high as 33 percent so the
borrower can afford a bigger loan.

Step 2: How Much Can the Greenleafs Borrow Based on
the Housing Payment Ratio?

Greenleafs’ combined monthly income $1,250
Maximum percentage of income lender allows for
housing payment (the housing payment ratio) 28%

Maximum monthly mortgage payment

allowed by the ratio (28% x $1,250) $350
Subtract: Estimated monthly taxes and insurance $60
Amount left for mortgage payment ($350 - $60) $290
8%, 30 year loan affordable with a $290 payment $39,785

This discussion concerns conventional financing. It
could well be that as a tribe designs its own
homebuyer programs, it may decide that tribal
members cannot afford 28 or 33 percent of income for
a housing payment. The ratio is a maximum amount
lenders allow. Most lenders would consider it safer to
lend at a lower ratio.

The housing expense has four components:
payments to the loan principal, to loan interest, for
real estate taxes, and for property insurance.
Together these are often called PITI, for principal,
interest, taxes, and insurance.

Total Debt to Income Ratio

Lenders also have a rule of thumb for total monthly
debt payments. This is called the total debt to income
ratio (sometimes also called the “back end” ratio).
With this ratio, lenders compare total monthly
obligations, including housing payment (PITI), car
loans, ongoing credit card payments, personal loans,
and other fixed debt with total monthly income.
Lenders typically allow a back end ratio of no more
than 36 to 38 percent of income. The following chart
shows how it works.

Step 3: How Much Can the Greenleafs Borrow Based on the
Installment Debt Ratio?

Greenleafs’ combined monthly income $1,250
Greenleafs’ monthly, nonhousing installment

debt payments $125
Percentage of income paid for installment debt 10%
Lender's total debt ratio 36%
Percent of income available for housing payment

(36% - 10%) 26%
Amount available for monthly housing expenses

(26% x $1,250) $325
Subtract: Estimated monthly taxes and insurance $60
Amount left for loan mortgage payment ($325 - $60) $265
8%, 30 year loan affordable with a $265 payment $36,355

Notice that at each step of the underwriting process,
the Greenleafs have qualified for a different loan
amount — $36,355 based on the total debt to income
ratio, $39,785 based on the housing payment ratio,
and $20,000 based on cash available for
downpayment (assuming mortgage insurance). The
lowest number always applies. Therefore, if the
downpayment problem can be solved by loaning or
granting IHBG funds, $36,355 would be the most the
Greenleafs could borrow.

Loan to Value Ratio

To make this calculation, the lender needs to know
the appraised value of the home the Greenleafs want
to purchase. In case the Greenleafs ever stop paying
the loan, the value of the home is of major importance
to the lender.

The underwriting criterion that applies here is called
the loan to value ratio. Most lenders want to lend no
more than 80 percent of the value, as established by
a professional appraisal. This protects the lender in
the event of a default on the loan. If the appraisal is
correct, and property values have not gone down
since the home was purchased, the lender is very
likely to get back the money it is owed when the home
is sold.

Let's assume the Greenleafs had in mind a home that
is on the market for $37,000, and which was just
appraised for $39,000.
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The results appear discouraging. Even if the
Greenleafs could afford to pay off a $36,100 loan, the
lender would not lend that much for this house. A
problem such as this can be solved with I[HBG funds.
The tribe could finance the difference between the
$36,100 loan (what the Greenleafs can afford) and
$31,200 (what the bank will loan) with NAHASDA.

Step 4: How Much Can the Greenleafs Borrow Based on
the Lender’s Loan to Value Ratio?

Sale price of home that Greenleafs want to buy $37,000
Appraised value of home $39,000

Lender’s loan to value ratio 80%
Maximum loan from bank (80% x $39,000) $31,200
NAHASDA makes up the difference

$4,900

Credit Requirements

Housing and total debt to income ratios measure the
prospective borrower's ability to pay. Lenders also
want to ensure that borrowers have a willingness to
pay. This s often referred to as creditworthiness.
Lenders expect borrowers to have a demonstrated
reliability to meet debt obligations and a steady
source of income. Typical credit requirements call
for:

U Good credit. All home mortgage lenders require
a detailed credit report. Isolated missed
payments are usually not a problem, but a history
of overdue paymentis. Foreclosures on past
mortgages or judgments, garnishments, or recent
bankruptcies are reasons for denying a loan —
unless there is a good explanation.

O Steady income. Borrowers must show a history
of stable employment and income.

The following chart shows how credit requirements
applied to the Greenleafs.

Step 5: Do the Greenleafs Have Good Credit?

Number of bills that are currently overdue 0
Number of late payments in past year 1

Bankruptcy in past 7 years? No
Years at current job — Tom 2
Years at current job — Mary 4

Credit decision Credit acceptable

THE REALITY: SERIOUS PROBLEMS
FOR LOW INCOME BORROWERS

Conventional home mortgage lending works from sets
of rules that are intended to maintain profitability and
reduce risk. Because of these rules, many families
are denied conventional home loans simply because
they do not have enough income or cash.

Typical problems that must be resolved in designing a
NAHASDA funded first time homebuyer program
include:

O Insufficient cash for downpayment and closing
costs;

U Poor or marginal credit — unpaid bills or late
payments;

U Housing expense to income ratio — typically,
maximum 28 to 33 percent of income — limits
loan amount;

U Total debt to income ratio — typically, maximum
36 to 38 percent of income — limits loan amount;

U Loan to value ratio — conventional lenders
typically will not lend more than 80 percent of
appraised value of a property (without mortgage
insurance); and

U Discrimination — studies have documented that
some lending practices are unfair to minorities
and single women.

WILL LENDERS MAKE CONCESSIONS
FOR LOW INCOME BORROWERS?

The answer is, sometimes and in some places. The
Community Reinvestment Act (CRA) requires that
lenders make special efforts to lend to low income
borrowers, and in low income communities where
little investment is going on. But itis up to each
lender to decide what special efforts they will
undertake.
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Many conventional lenders have focused most of their
CRA housing efforts on affordable home purchase
loan programs for low income families. These
programs shave interest rates and make underwriting
ratios more liberal, and employment and credit
requirements are sometimes not as strict.

Some so called CRA programs have focused efforts
on specific target neighborhoods. Many larger
lending institutions offer programs through all their
branch offices to any borrower with a household
income that is below 80 percent of the area median.

Some of these programs are active and currently
available to low income Native Americans.

CRA has thus led many lenders to forgo a little profit
and accept a little more risk in order to make loans to
disadvantaged borrowers. Some lenders see this
type of lending not only as compliance with federal
rules, but also as a form of community service — a
long term investment in improving the communities in
which they do business.

SOLUTION FOR TRUST LAND:
SECTION 184

The Section 184 program can work well with
NAHASDA funded and other tribal lending programs
that involve conventional loans. The Section 184
Indian Loan Guarantee program not only reduces
cash requirements, but is also designed for use on
trust land. This overcomes a major barrier to
involving many lenders.

Under Section 184, the tribe must enact ordinances
that permit the leasing of trust land. The homebuyer
buys the house but leases the land. Both the house
and the land lease are security for a loan from a
conventional lender, and both can be foreclosed on if
the borrower fails to pay. If a foreclosure occurs,
HUD generally assumes control of the home and
pays what is owed to the lender.
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Chapter Nine
CHALLENGES IN CREATING NAHASDA PROGRAMS

New affordable housing financing programs for Native
Americans are badly needed, but they are complex
and difficult to design and implement. NAHASDA is
an important new resource that can fund both the
administrative and capital costs of setting up a wide
range of housing finance programs.

As described above, NAHASDA can help create the
equivalent of a tribal housing bank for tribes with the
right resources and circumstances. But the
challenges should not be minimized. Tribal planners
need to thoroughly understand the NAHASDA
program. NAHASDA offers great flexibility in
designing financing programs, but along with flexibility
comes the requirements for much analysis and
decision making.

Leveraging other funding is also challenging for many
tribes that have traditionally not had access to major
sources of funds such as conventional mortgage
loans. Other challenges include making decisions on
what form of subsidy to use, whether to make
construction loans, whether to finance rental housing,
dealing with trust land issues, and (if loans are
involved) the long term responsibilities of managing a
loan portfolio.

The first step is for tribal planners and decision
makers to understand what NAHASDA can do.

OBTAINING LEVERAGED AND
CONVENTIONAL FINANCING
Leveraged financing is important for two key reasons:

tribes have needs for housing capital that are far
greater than HUD programs can provide, and some

tribes may wish to encourage the growth of private
housing markets on tribal land.

MAKING CHOICES ON PROGRAM
ELEMENTS

In designing a NAHASDA funded program, tribes
must decide whether to make grants or loans, and if
loans are chosen, whether they should be amortized
loans (repayable) or deferred payment loans (due
only on resale of the property). Different programs
may require different methods. For example, grants
may be most appropriate for very low income elders
receiving home repair financing, but loans may be the
better choice for more expensive home purchases
when the families can afford some monthly payments.

With NAHASDA, the method used is entirely up to the
tribe.

LONG TERM RESPONSIBILITIES

One of the most important issues tribes face in
planning a NAHASDA funded program is the long
term consequences of their choices in designing
programs. Although NAHASDA is flexible in terms of
eligible activities, the program has many
administrative requirements, some of which continue
long after a project is completed.

For example, tribes must ensure low income
occupancy of a rental project for as long as 15 years.
Home purchasers using IHBG funds must abide by
restrictions on the resale of homes. IHBG funds used
by a nontribal entity or person are subject to a specific
written agreement between the tribe and that entity or
person.
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NAHASDA AS A CATALYST FOR NAHASDA is a challenging program. Under the right

circumstances, it may be a powerful tool for some
CHANGE tribes to start accessing capital for housing.

The beginning of this model described the serious
obstacles experienced by Native Americans in
obtaining capital for housing. Because of generally
low incomes and the trust status of much tribal land,
many Native Americans have been denied equal
access to conventional financing.

NAHASDA gives tribes more choices. And the results
of well planned NAHASDA programs can give tribal
members more housing choices and opportunities.
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Chapter One
CONSTRUCTION APPROACHES

INTRODUCTION

When Indian tribes produce or rehabilitate affordable
housing, they make a major investment for the
betterment of their communities. To ensure that
federal housing funds are used wisely, tribes need to
manage construction effectively. Construction
management involves the development of high quality
work specifications, the selection of competent
contractors and work crews, the inspection of work in
progress, and careful monitoring of payments against
the work completed to ensure that the final product is
of good quality.

This model describes good business practices for
construction management and explains related
procurement procedures required under the Native
American Housing Assistance and Self Determination
Act (NAHASDA). Procurement is the act of
purchasing or contracting for the acquisition of goods
and services, particularly (in this case) those related
to housing construction and rehabilitation.
NAHASDA's procurement requirements ensure that
the process tribes follow for hiring construction
contractors and professional services is both fair and
beneficial to the Indian community. The additional
practices described can help tribes monitor their
contractor’'s performance once they are hired; with
effective use, they will strengthen the tribes’ housing
delivery system.

Within this model:

O This chapter describes different construction
methods or approaches for building or
rehabilitating units which determine how the
project will be managed;

U Chapter Two discusses the creation of standards
for both new construction and rehabilitation
projects, as well as the development of a suitable
SOw;

U Chapter Three describes procedures for
procuring professional services and construction
services;

U Chapter Four discusses construction
management — contract preparation, the
preconstruction conference, contract
modifications, and contract closeout;

U Chapter Five describes Davis-Bacon wage
requirements and other applicable labor laws;
and

O Chapter Six describes the inspection process.

This model is only an introduction to the topic of
procurement and contracting under NAHASDA, and
provides recommended procedures. It is important
that all recipients of Indian Housing Block Grant
(IHBG) funds become familiar with the appropriate
federal rules and regulations regarding contracting
and procurement. Careful procurement can save
time and money by enabling tribal organizations to
put their IHBG funds to the best uses possible.
Procurement and contracting guidelines are not
obstacles to program operations. They are a means
of ensuring that IHBG funds are used to realize the
goals of the tribe’s Indian Housing Plan (IHP).
Establishing a well run system of construction
management is, in itself, a major element of
homebuilding for Indian communities.

In most instances under NAHASDA, the tribe or the
tribally designated housing entity (TDHE) will be
responsible for developing single family or multifamily
housing. However, the tribe, the TDHE or the
individual homeowner may be responsible for
procurement and contracting of rehabilitation
services. Even if an individual homeowner is
responsible for rehabilitating his or her home, the tribe
or TDHE may be responsible for performing oversight
services. In this chapter, the word “owner” is used
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when “tribe,” “TDHE” and “individual homeowner” are
interchangeable.

Procurement and Construction
Management — in Brief

The steps for successful procurement and
construction management are:

0  Decide whether to contract out for the work or to
perform it in-house with force account labor;

L Prepare a detailed SOW, based on the tribe’s
written construction standards, that explains the
services to be performed, the materials and
methods to be used, and the schedule for
completion;

Conduct an open and competitive process for
soliciting contractor's bids;

Evaluate bids on the basis of price, qualification
and Indian preference;

Conduct a preconstruction conference to ensure
that all parties understand their responsibilities;

Complete environmental review requirements;

Monitor the progress of the work through regular
on site inspections;

Resolve all disputes fairly as they arise; and

Conduct a final inspection and ensure that all
requirements of the work write up and contract
have been completed before making the final
payment to the contractor.

GETTING STARTED

Once the tribe or owner has made a decision to
embark on a construction process, there are several
key stages that take place before the actual
construction process occurs.
