September 1, 2002

MEMO

TO:  Habitat for Humanity Affiliates in Michigan

FROM:  Michigan Habitat for Humanity

SUBJECT:  Companion document to the Standard Mortgage & Note documents

This memo is intended to accompany a template for the Standard Mortgage and Residential Mortgage Note used by Habitat for Humanity affiliates in Michigan.  Two versions of these documents are available.  One is specifically to be used on Habitat projects that include “Links To Homeownership” assistance to Habitat homeowners (HOME funds through MSHDA), and the other version was developed for non-HOME (conventional) Habitat projects.  

The standardization of mortgage documents within the state will significantly contribute to the understanding of affiliate’s relationship with their homeowner-partners and will benefit Habitat’s mission in Michigan.  The familiarity gained through the consistent use of a standard documents will also benefit the affiliate.  This accompanying memorandum is intended to provide additional information so that your affiliate can best use these documents in an effective manner.

1.  Before your affiliate uses these documents

A.  Correct version

Verify with your Affiliate Support Manager (ASM) of HFHI’s Regional office that you are using the most current version of the documents.  As documents, such as these are developed, drafts are produced and documents are revised.  Please note that revisions are a necessary component of developing the best document for the purpose.  As of the date of this memo, the most current versions of Mortgage and Note are dated September 1, 2002 for projects involving HOME dollars from MSHDA and August 15, 2002 for conventional Habitat projects not involving HOME dollars.  Verify that the documents you are using are dated in the footer with the appropriate date.   Undated or previous versions are not to be used.

B.  Setting your affiliate policies.

While this is a standardization of documents, your affiliate continues to have choices that impact this document and your affiliate’s operation.  Below are listed several processes or policies which your affiliate will benefit from establishing prior to using this document.  The policies will be an official declaration of the position which your local Habitat affiliate takes on several key elements.  Some affiliates may already have many of these items in writing.  Others that don’t are encouraged to do so in the very near future.  Establishing these policies in writing will provide your current and future leaders with consistent guidance.

Specifically, your affiliate should establish policies as noted below.  It is not necessary that these policies be lengthy, however they should be clear for future readers to be able to understand their meaning.

House Pricing Policy- a written document that clearly states the items that will make up the “Initial Purchase Price” of the house for the Habitat family.   See HFHI’s House Pricing Guideline on Page A4.28 of the Construction volume of the  Affiliate Operations Manual (AOM) or contact your ASM from your Regional Office for the complete unabbreviated guideline.

Terms of Repurchase Policy  In the event that a homeowner wishes to sell the Habitat house prior to the satisfaction of the Note, the Habitat affiliate has the right to purchase the house.  Paragraph 8 ( 7 in the non-HOME$ version) of the Mortgage and paragraph 4 of the Note address the affiliate’s Purchase Option over a selected period of time and the affiliate’s Right of First Refusal for the balance of the agreement.  These sections contain calculations of the repurchase amount to be paid by the Habitat affiliate at these various points in time of the agreement, if it chooses to exercise this right.  

The affiliate must determine the number of years in which the affiliate will have the option to purchase the house at a special price (the accumulated principal payments).  After that time expires, the affiliate will retain a right of first refusal but would pay the same amount as an unrelated purchaser.  While HFHI suggests this transition commence at the third year after closing, the affiliate Board of Directors has the authority to establish another time period.  The results of the affiliate’s decision is made known in paragraph 8 ( 7 of the non-HOME version ) of the Mortgage document and paragraph 4 of the Note entitled “Purchase Option/ Right of First Refusal”.  

Contact your ASM to further discuss this issue.  The Business Operations volume of the AOM also provides guidance on this topic.

If your affiliate prefers the Appraisal method to establish Initial value The Standardized documents give authority to the affiliate to select one of three options to establish the Initial Value of the property.   If the affiliate selects the “Appraisal” method (paragraph 3.D.2 e of the Note), the affiliate should assure this is accomplished upon completion of the house.  It is possible for the other available methods to be performed at a future date (time of sale by homeowner).

Policy on Late Payment Fee.  This is a written decision reached by the affiliate on whether a late payment fee is to be charged.  If such a charge is to be established, the amount is to be placed in paragraph 7 (e) “Late Charge for Overdue Payments” of the Note.  As an enhanced measure for the affiliate, it is suggested a “Late Payment Policy” be established that outlines the process by which delinquent payments are addressed.  Contact your ASM for sample Late Payment procedures.

Establish the Term of the Mortgage. This is a decision to be reached by the affiliate to establish the time period over which the homeowner has to pay for the house.  As Habitat for Humanity is a provider of affordable housing, it is imperative that the affiliate establish an appropriate term which makes the house payments affordable to families meeting the affiliate’s income requirements.  Since the total incomes of the homeowners will vary (within the qualifying range), it may be necessary for the affiliate to establish terms that vary accordingly to assure that each house is affordable upon closing for that family.  Contact your ASM to further discuss this issue or review page A2.8 of the Family Selection AOM (Ability To Pay Calculator) to get a better understanding of the impact of “term” on the affordability of the Habitat house.

Terminology and definitions- Become familiar with the definitions found in paragraph 3.D (2) of the Note.   These include the definitions for:

· Gifted Equity

· Initial Purchase Price

· Applicable Percentage

· Initial Value

· Principal Reduction Amount

Contact your ASM for further clarification of these definitions.

2.  Using the Standardized Documents

Below are several explanations to guide the completion of the Standardized Mortgage and Note (HOME$ version). The standardized documents for projects not using the HOME funds from MSHDA will not have some of these clauses or will have Paragraph numbers which differ from those referenced below.

A. Mortgage

Preamble-

…consent of ____________ Habitat for Humanity- Your affiliate’s name to appear here.

Preamble- 

Borrower is purchasing the Property (described below) for_________ Dollars (U.S. $ ______________) This is the total sale price of the property.  This is also the Initial Purchase Price which is the amount BEFORE any down payment and HOME funds are applied the sale price

…and owes Habitat the principal sum of _______ Dollars ($_____).  This is the amount left owing to Habitat AFTER the HOME funds and other principal downpayment amounts have been applied to the sale price.

Paragraph 1.  Special Principal Reduction.

If the Borrower was eligible for an amount of HOME funds larger than $10,000 ($12,500), this figure is to be changed to the appropriate amount.

This period of five years is required by MSHDA and it is not permitted to be changed by the affiliate.

Paragraph 8.  Purchase Options / Right of First Refusal.

This time period is a function of the affiliate’s “Terms of Repurchase Policy” discussed earlier in this memo.
B.  Note

Preamble

US$ ______________  is the amount owed to affiliate after the HOME funds and other principal downpayment amounts have been applied to the sale price. 
…the additional sum of ________ dollars.  This is the amount of HOME dollars received by the Borrower (either $10,000 or $12,500).

Paragraph 1.  Borrower’s Promise To Pay

US $ _____________ is also the amount owed to affiliate after the HOME funds and other principal down payment amounts have been applied to the sale price.

Paragraph 3. Payments

A) The second blank will determine the maturity date.  See Term of Mortgage above.

B) U.S.$ ____________This is monthly principal only.  (total monthly house payment will be this figure plus the monthly escrow amount in C)

C) U.S.$ ____________This is monthly escrow only.  (total monthly house payment will be this figure plus the monthly principal amount in B)

D) 2. c)  $ ____________  This is the total sale price (Initial Purchase Price) of the house and corresponds to the first dollar value inserted in the Mortgage’s preamble.  The Initial Purchase Price is the amount BEFORE any down payment amounts and HOME funds are applied to the sale price.  See House Pricing Policy above.

Paragraph 4.  Purchase Option/ Right of First Refusal

In the second paragraph the affiliate will decide the time period here.  See “Terms of Repurchase Policy” above.

Paragraph 7E.  This blank is the amount charged for late payment if the affiliate has such a policy.  See policy on Late Payment Fee mentioned earlier.

NOTICE:

It is highly recommended that your affiliate and its attorney understand these documents and policies to assure your affiliate and homeowners are protected from predatory lending situations.

As of September 1, 2002, these documents have been reviewed and approved by the Michigan State Housing Development Authority (MSHDA), Michigan Habitat for Humanity (MHFH) and Habitat for Humanity International (HFHI).  These documents should not be modified (without permission) on projects involving any of the three above organizations.

Reference Documents:

HFH- Michigan Standard Mortgage-9-1-02 HOME$

HFH- Michigan Standard Note – 9-1-02 HOME$

HFH-Michigan Standard Mortgage (non-HOME$)-8-15-02

HFH-Michigan Standard Note (non-HOME$)-8-15-02
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