LesLe

Lessons Learned: Community & Economic Development Case Studies

[image: image1.png]



Program Name: Boston Soft Second Program
Discounted loan program for low and moderate income families in the Boston area via a partnership with the state and local governments, area non-profits, and local lenders
Federal Reserve District(s):
Boston
Program Location:
Boston, MA
Program Geography:
Local

Program Start Year:
1991
Program End Year: 
On-Going
Lessons Learned Highlight:
1. Grassroots involvement is crucial

2. You can’t stand still
3. Get it in writing
4. When the agreement is signed, the work has just begun

5. Partners are essential

Project Description:

[Taken from City of Boston promotional material.]

Eligible purchasers of 1, 2, or 3 family homes through this program will save up to $30,000 over the life of their loans by virtue of the Programs features.  These include: 

· Low Interest Rates – Rates are generally ½% to 1% below the market rate. 

· Low Downpayments – Borrowers must have a 5% downpayment; however, if buying in Boston a grant from the City of up to 2% can help to help meet this requirement. 

· Reduced Closing Costs – The City of Boston provides closing cost assistance grants of $500 - $1,000 to income eligible buyers in the City who graduate from a City of Boston certified homebuyer class. 

· No Points – "Points" are fees that banks ask buyers to pay when they buy the house. 1 point = 1% of the loan amount. Banks will not charge any points if you purchase through this program. 

· No Mortgage Insurance Fees – The state and the City have set up an insurance fund for these loans that will save buyers $35 - $70 per month. 

· Credit for Rental Income – Banks will count up to 75% of rental income when they calculate how much you can pay for a mortgage compared with conventional loans that only count 25% of rental income. 

· Purchase & Rehab Option – Banks will allow borrowers to include the costs of deleading and other repairs in their Soft Second Program mortgage allowing for rehab before purchasers move in. 

How Does This Program Work?  Buyers get two mortgage loans that go together: a first mortgage loan for 75% of the house price, and a "soft second" loan for 20% of the house price. The remaining 5% must be paid in a downpayment.  Eligible buyers who have 3% of the purchase price but do not have the other 2% may receive downpayment and closing cost assistance from the City of Boston, and can receive $500 to $1,000 in closing cost assistance, depending on property type.

The banks have agreed to reduce the mortgage rate on the first loan by ½% to 1%. That means that on the first loan borrowers will pay ½% to 1% less than whatever the market interest rate is at the time of purchase.

The banks will also reduce the interest rate on the soft second loan by ½% to 1%. For buyers who need additional assistance, the city and state governments will pay most of the payments on this second loan for the first 5 years. City and state contributions will gradually decrease between years 6 and 10. That is why monthly payment will increase $15 - $30 per month in years 6, 7, 8, 9, and 10. Borrowers will gradually be taking on more responsibility for the second loan. Starting in year 11 they pay the full cost of both the first and the second loan, but the rate will remain ½ point to 1 point below the market rate for the full 30 years. That means that even after all City and state assistance has ended, monthly payments will still be below market rate.

Example:
Housing Cost = $100,000

Downpayment = $5,000


First Mortgage = $75,000


Soft Second Loan = $20,000

Monthly Payments on a $95,000 Mortgage at a 7 ¾% Interest Rate

Example Assumes Full Subsidy Is Needed on Second Loan

Years
1-5
Year 6
Year 7
Year 8
Year 9
Year 10
Years 11-30

1st Mortgage
$637
$637
$637
$637
$637
$637
$637


Buyers

contribution to

second mortgage
$32
$52
$71
$90 
$110 
$129 
$164


State

Contribution to

Second Mortgage
$97
$77
$58
$39
$19
$0
$0


Total Buyer

Payment 
$669
$689
$708
$727
$747
$766
$801

Vs.









Market Rate

Payment
$814
$814
$814
$814
$814
$814
$814



Savings over 30 years ~ $17,000

Project Results: 

· More than 2,100 loans through the first 10 years of the program and participation from a dozen banks. 

· Over half of the loans have been made to low-income families (below 50% of area median family income).

· Delinquency rates less and half those of the Massachusetts Housing Finance Agency.

· Nearly three-quarters of loans to minorities (74.3% from 1991-1999 including 44.5% to blacks, 21.0% to Hispanics, and 4.9% to Asians).  This compares to 1990 Census data showing 33.6% of Boston households are minorities (20.6% black, 8.1% Hispanic, and 4.1% Asian). 

· Program replicated beyond Boston to more than 100 cities and towns and 40 banks in Massachusetts.

Lessons Learned:

[Taken verbatim from “Boston’s Soft Second Program: Reaching Low-Income and Minority Homebuyers in a Changing Financial-services Environment” by James T. Campen (University of Massachusetts/Boston) and Thomas M. Callahan (Massachusetts Affordable Housing Alliance). Paper published in the proceedings of the 2001 Federal Reserve System Community Affairs Research Conference.]

· Grassroots involvement is crucial. From day one, the Soft Second program has benefited greatly from an extraordinary degree of involvement from low- and moderate-income members of MAHA. Members of MAHA’s Homebuyers Union were intimately involved in negotiating the details of the program, and they were the guiding force in challenging bankers and government officials to increase the affordability of these loans. Since that time, large community meetings have convinced banks that there remains a large, grassroots constituency for genuinely affordable home mortgages.

· You can’t stand still. As the financial system has changed around the program, the SSP has changed and evolved as well. It has grown from three participating banks in 1991 to nine in 2001. A homebuyer can now get a loan from Fleet, the seventh largest bank in the country, or from Hyde Park Cooperative, an $82-million two-branch bank. The program started with banks needing to retain both first and second mortgages in their portfolios. Today, Fannie Mae and insurance companies provide an outlet for the first mortgages. The growth of predatory lending has required creative responses.

· Get it in writing. Written agreements for SSP evolved from a one-page letter from the bank to a ten-page Memorandum of Understanding (MOU) that spells out many significant details. These MOUs have been useful for resolving questions that arise with the passage of time and changing bank personnel. The more formal documents have been particularly valuable in merger-related negotiations conducted by MAHA and other organizations.

· When the agreement is signed, the work has just begun. That sage advice was offered to MAHA in 1990, and the last ten years have borne it out. There have been countless hours of meetings to implement, monitor, and renegotiate the agreements. MAHA has added three new programs (homebuyer counseling, HomeSafe, and foreclosure prevention) to help support SSP. It organized large community meetings focused on the program in 1994, 1996, 1997, and 1999.

· Partners are essential. Bankers have spent numerous hours in boardrooms and community rooms discussing details of implementing the SSP. The Massachusetts Housing Partnership, Boston’s Department of Neighborhood Development, and other government agencies have expended enormous time and energy to make the program a success. Other neighborhood-based nonprofits have promoted the program through outreach and workshops. The Massachusetts Community & Banking Council has been instrumental in monitoring delinquencies. Public officials and private companies have provided financial support. The list could go on. The program has been inclusive and a wide variety of public and private organizations should share in the credit for the SSP’s achievements.
Program Lead:

Massachusetts Affordable Housing Alliance
Program Partners:

Boston Federal Savings, Boston Private Bank & Trust Co., Citizens Bank, Dedham Institute for Savings, Eastern Bank, Fleet Boston, Hyde Park Cooperative Bank, Hyde Park Savings Bank, Mellon Bank New England, and Sovereign Bank New England are offering these discounted loans in partnership with MAHA, the City of Boston, the Massachusetts Housing Partnership, and the state’s Department of Housing and Community Development.
Contact Name, Address, Phone Number and E-mail:

Tom Callahan, Executive Director
617-822-9100

Massachusetts Affordable Housing Alliance

1803 Dorchester Ave.

Dorchester, MA  02124

Project Web Link:

www.mhpfund.com (see “Home Ownership”)

Related Web Links:

www.Mahahome.org
http://www.cityofboston.gov////////dnd/C_Soft_Second.asp
Category:
Key Words:

Affordable Housing, Second Mortgage
Affordable Housing, Urban, Low-Income,


Grassroots, Home Ownership
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