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Glossary of Affordable Housing Terms

[Portions of this glossary are reprinted from Affordable Housing Yearbook with permission of the publisher.]

Acquisition-Rehab Program

A colloquial term for program, usually run by a nonprofit group or local government, that purchases abandoned or substandard properties, repairs them and sells them to lower income homebuyers.

Amortization

The gradual repayment of a mortgage by installments.

Amortizing Loan

A loan for which equal payments are due on a regular periodic basis, usually monthly.  The payments include varying amounts of principal and interest.  These are sometimes called “level payment” loans, as opposed to deferred payment loans due only on resale or loans repaid with unequal periodic payments of principal and interest.

Affordable Housing Fund

A subsidy funding program of the Federal Home Loan Bank Board, the official governing body that oversees savings and loan institutions.

Area Median Income (AMI)
A term of art used by some federal programs to describe published income standards for various areas of the country that are used as benchmarks for determining households’ eligibility for federally funded programs. For example, homebuyers assisted with HOME or CDBG funds generally must have incomes at or below 80% of area median income.  AMIs are calculated and published annually by HUD.  “Median” means that half of all households in the area are estimated to have more than this amount of income.

Capacity Building

A term used to describe technical assistance (and sometimes staff grants) given to a nonprofit organization to increase their organizational and staff capacity, funding resources, and output.

Capitalize; Capitalization

Has several meanings as used in the low-income housing industry.  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.  In real estate development, the term can also mean characterizing certain expenses such as loan interest and professional fees as capital costs, not ordinary operating expenses.

Cash-to-Close

A colloquial term used in the single-family lending industry to describe the total amount of cash to be provided by the homebuyer at the real estate and loan closing.  This cash is applied to pay the down payment, appraisal fee, and other loan-related fees, recording costs, and pre-paid real estate taxes and insurance.

CHDO

Pronounced CHO-DOE.  A HUD term for a Community-Based Housing Development Organization in relation only to the federal HOME program (see “HOME”).  HOME reserves 15% of its funds for CHDOs.  A CHDO must have on its board at least one-third low-income people, their specially elected representatives, or residents of low-income census tracts.

CHDO Entitlement

The amount of money a city, state or urban county gets annually from HUD based on a formula through the Community Development Block Grant program.

Closing

The occasion where the sale of real estate and/or the making of a loan is finalized.  Sometimes called “settlement.”

Community Development

A term broadly used to describe any efforts to improve housing, infrastructure, education, social services and employment in lower income areas.

Community Development Block Grants (CDBG)
This is a HUD (federal) program that provides grants to cities and states to undertake community development efforts.  Affordable housing is a common use, and many cities subcontract with nonprofits to run the programs.

Generally rural areas and cities smaller than 50,000 population must apply on a competitive basis annually or bi-annually to be a state government agency administering the Small Cities CDBG program.

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.

Conventional Financing

In the low-income housing industry, a term often used to refer to any loan made with non-subsidy sources.  Among private, single-family lenders, a term to describe a loan that is made with a minimum 20% down payment and conventional underwriting criteria—a maximum 80% loan-to-value ratio and maximum 28/36 underwriting ratios.  See “loan-to-value ratio” and “underwriting ratios.”

CRA – The Community Reinvestment Act

A federal law that encourages lenders to make residential and commercial loans to low-income and minority people, and/or in low-income areas.

Debt Ratio

See “installment debt ratio.”

Debt Service

Principal and interest payments on a loan usually paid monthly.

Deed in Lieu of Foreclosure

The transfer of title of a mortgage property from the owner to a mortgage lender to avoid foreclosure and further collection actions.

Deed of Trust

See “mortgage loan.”

Deferred Payment Second Mortgage Loan

A non-amortizing loan, usually at 0% 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 lower income homebuyer or a developer of low-income housing.  Sometimes called a “deferred payment loan,” a “DPL,” or a “soft second mortgage.”

Down Payment Assistance

Grants or low interest loans given to lower income homebuyer’s help to fund down payment and/or closing costs—usually in the range of $2,000 to $5,000.  Less commonly, the term is used to refer to any second mortgage financing in any amount.

Entitlement Jurisdiction

In the affordable housing world, a city or county entitled to receive Community Development Block Grant funds directly from HUD—usually with a population exceeding 50,000.

Extremely Low-income Household

As widely defined by governmental and nonprofit organizations, a household with an income at or below 30% of median income.  See “area median income.”

Fannie Mae

The most common term for the Federal National Mortgage Association (FNMA), a publicly chartered corporation that buys residential mortgage loans from loan originators, typically local banks and thrift institutions.

Farmer’s Home Administration

See “Rural Housing Service.”

Fee Simple Ownership

Outright ownership of real estate, as opposed to leasing, lease-purchase arrangements, and buying a home on land leased from a land trust.

First Mortgage Loan

For a home 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 the money before any other lender is paid off.  Also called a “first deed of trust” loan in some areas of the country.

Fixed-Rate Mortgage Loan

A mortgage loan for which the interest rate does not change over time.

Forbearance Agreement

An agreement in which a lender postpones foreclosure on a mortgage loan to allow the borrower time to catch up on overdue loan payments.

Foreclosure

The process by which a mortgaged property may be sold when a mortgage is in default.

Freddie Mac

A commonly used name or the Federal Home Loan Mortgage Corporation, a publicly chartered corporation that buys residential mortgage loans from loan originators, typically local banks and thrift institutions.

HOME

The HOME Investment Partnership Program, a HUD program that grants housing subsidy funds on a formula basis to cities and states.  Smaller cities must apply to states for funding.  Funds may be used for acquisition, rehab, rent subsidies and (in some places) new construction.  Subsidies can be low interest second mortgages, “forgivable” loans, grants, interest subsidies and rent subsidies.  The program requires local nonfederal matching funds.  HOME will fund developer fees and administrative costs of programs (up to certain limits).

Home Buyer Training

Workshops conducted for groups of prospective homebuyers.  Participants receive training on the pros and cons of buying a home, credit issues, the home search, mortgage financing, special financing (if available), the loan closing, home maintenance, and other responsibilities of homeownership.

HOPE

A series of HUD programs that provide grants to local governments, housing authorities, or nonprofit organizations to convert unused or HUD-owned rental properties to homeownership opportunities.  Properties must be public housing or government foreclosed housing.  The grant pays for some administration, but requires a local match.  Applicants compete for funds in periodic requests for proposals.

Housing Payment Ratio

In single-family lending, the percentage of a borrower’s income that will be spent on the housing payment after a home purchase, refinancing, or home renovation refinancing.  This includes payments of loan principal, interest, real estate taxes, and insurance (called PITI).

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 variously capitalized with public revenue, dedicated taxes, grants and payments from market-rate developers.

HUD

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

Infill Housing

New homes or apartments built on smaller tracts of land, often in older neighborhoods, urban renewal areas or inner cities.

Installment Debt Ratio

In single-family lending, the percentage of borrower’s income that will be spent on all installment debt after a home purchase, refinancing, or home renovation financing.  The conventional ratio is 36% of income.  Some community reinvestment loan products and insured loans allow a higher ratio.

Land Trust

In the strictest sense, a nonprofit organization that sells affordable homes but retains ownership of the land under them in order to control, through the lease, the long-term affordability of the homes.  The lease ensures that the home is resold to a low-income family, sold at a below-market price, and/or sold with a share of the appreciated value going to the nonprofit.  The term is used more loosely to describe programs that subsidize fee simple homeownership for low-income families and impose similar kinds of long-term affordability controls.

Layered Financing

Financing for an affordable housing project that includes several subsidy sources (for example, HOME, CDBG, and Tax Credits).

Lien

A document recorded in public records that represents a debt owed on the property.  Examples of liens include: a recorded mortgage deed, a lien for unpaid taxes, and a mechanic’s lien representing construction work on a property that was not paid for.

Leverage

In low-income housing, this means using one source of funds in a project to encourage investment by another source.  As in “our funding was leveraged five times in that project.”

Loan-to-Value Ratio

The ratio between the proposed loan amount and the appraised value of a property that money is being borrowed for.  For instance, if a proposed loan equals 85% of appraised value, the loan-to-value ratio is 85%.  For community reinvestment programs, lenders will sometimes lend up to 95% or 97% of value, typically only if mortgage insurance is provided.  The maximum ratio for conventional loans is 80%.

Low-income Household

As widely defined by governmental and nonprofit organizations, a household with an income at or below 80% of area median income.  See “area median income.”

Median Income

See “area median income.”

Moderate-Income Household

As widely defined by governmental and nonprofit organizations, a household with an income between 80% and 120% of area median income.  See “area median income.”

Mortgage Insurance

Insurance provided by a private institution or public agency that insures a lender in whole or in part from losses due to a default on a loan.  Lenders typically require mortgage insurance only for loans that are not considered conventional (see “conventional financing”).  Borrowers pay the premiums.  The Federal Housing Administration (FHA-part of HUD) provides many kinds of mortgage insurance, as does the Veterans Administration (VA) and many private insurers, who provide what is called “private mortgage insurance (PMI).”

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.  First deed of trust loan means the same thing.

Mortgagee

The Lender of a mortgage loan.

Mortgagor

The borrower of a mortgage loan.

Non-amortizing Loan

See “deferred payment loan.”

Origination

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

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 their funds provided, the share risk, repayments and any proceeds of sale in the event of a default.  A common way to get lenders to finance multi-family deals that cannot immediately be sold to the secondary market.

PJ

Either what you wear late at night, or a Participating Jurisdiction under the HUD HOME program.  A PJ is a local or state government eligible to contract directly with HUD for HOME funds.  Smaller cities must subcontract from state government agencies.

PMI

See “mortgage insurance.”

Prequalification

The process of assisting a homebuyer in determining if they qualify for conventional and/or subsidy loans.  This typically involves a credit check, verifying income and asset information, and evaluating debt, income, and credit information in relation to lender underwriting standards.  The process typically determines: 1) if a borrower has good enough credit to borrow, and 2) approximately how much can be borrowed at certain interest rates and loan terms.

Purchase-Rehab Program

See “acquisition-rehab.”

Qualifying Ratios

See “underwriting ratios.”

RTC – Resolution Trust Corporation

A quasi-public, federally chartered corporation that was charged in the early 1990s with selling off assets acquired by the government from bailed-out lenders that were federally insured.

Rent Subsidies

Term typically used to describe HUD’s Section 8 program, which subsidize, the rent of low-income tenants in privately owned apartments and are typically administered by local housing authorities.  There are two types of subsidies with only slight technical differences—certificates and vouchers.  Generally tenants pay 30% of income for rent and utilities and HUD pays the rest directly to the landlord.  Some other HUD funding programs for supportive housing and special needs housing can be used for rent subsidies.  Some local governments sometimes provide rent subsidies or stipends with their own funds.

Rural Housing Service

A division of the U.S. Department of Agriculture that provides housing grants and loans to housing projects in small cities and rural areas, similar to programs of HUD in urban areas.

Section 8

See “rent subsidies.”

Section 502

A program of the Rural Housing Service that provides low-income borrowers with direct low-interest loans or loan guarantees to buy a new or existing home.  The guarantors are used as an incentive for private, institutional lenders to make home purchase loans at interest rates slightly below market.  Section 502 loans are also sometimes originated as low-interest second mortgage loans made in tandem with first mortgage loans from private lenders.

Secondary Market

Collectively, the companies and government institutions that buy mortgage loans from lenders that originated them.  A large number of single-family mortgage loans and some multifamily loans are sold to the secondary market, even through originators may still service many of the loans (see “servicer”).

Secondary Financing

A term used to describe any financing used in conjunction with first mortgage loans from conventional financing institutions—for example, a down payment grant, a deferred payment loan, or an amortizing second mortgage loan.

Self-Sufficiency Programs

A loosely defined term used to describe various programs that assist the homeless, people on welfare or public housing tenants in getting training, day care and employment.  HUD funds or promotes several self-sufficiency programs for public housing tenants and tenants with HUD rent subsidies.

Servicer

Or “loan servicer.”  A company that collects payments due on mortgage loan, often the lender that originated the mortgage loan, even if the lender sold the loan to another entity.

Servicing

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

Settlement

See “closing.”

Soft Costs

A jargon term for non-bricks-and-mortar costs of a real estate development project.  Includes architectural costs, surveys, appraisals, other fees, holding costs, etc.

Soft Money

A jargon term for subsidy funds from public or charitable sources used in a real estate development project.  There are degrees of “soft.”  The softest funding consists of grants and deferred payment loans.  Less soft are low interest, amortizing loans.

Soft Second Mortgage

See “deferred payment second mortgage.”

Special Needs Housing

A loosely defined term for affordable or no-cost residential facilities for people with special medical problems, the homeless or people enrolled in self-sufficiency programs.  In the broadest sense, it includes emergency shelters, longer-term shelters, transitional housing, halfway houses and group homes.

Subordinated Loan

In single-family mortgage lending, a second or third mortgage loan with a lien that is subordinate to a first or second mortgage loan.  In the event of default and foreclosure, subordinated loans are repaid only after other debts with a higher claim have been satisfied.  (See “mortgage loan” and “lien.”)

Subsidy

In housing, money put into a deal to lower the monthly debt service on an individual home or in a larger project.  Low interest second mortgage loans are the most common source of subsidy.  Tax credit investments can also act as a subsidy.  Rent subsidies are given to landlords to reduce rents paid by tenants.

Three-Two (3/2) Option

Underwriting guidelines that allow homebuyers to make a three-percent down payment with their own funds, coupled with a gift from a relative or a two-percent grant or unsecured loan from a nonprofit or government-sponsored program.  For example, Fannie Mae will purchase loans from approved lending programs that use this option, if the borrower’s income does not exceed 115% of the area median income.

Transitional Housing

A loosely defined term covering a number of housing facilities that serve the formerly homeless, people trying to get off welfare, or people released from institutions.  Usually the term of stay is restricted to one to two years.  The most common form is apartments or shared living facilities for the formerly homeless or single female parents with children.  When treatment and supervision is involved, a facility is usually called a halfway house or group home.

Underwriting

The process of evaluating a loan application to determine if it meets credit standards and any other special requirements (as with special loan products for low-income borrowers).  The underwriting process determines whether or not a loan will be approved, and on what terms and conditions.

Underwriting Ratios

Criteria used by lenders to determine how large a loan a prospective borrower can afford.  The housing payment ratio (for “front” ratio) is the maximum percentage of monthly household income that can be paid for principal, interest, taxes and insurance (PITI).  The installment debt ratio (or “back” ratio) is the maximum percentage of income that can be paid for total installment debt (including PITI, car loans, etc.).  Ratios for conventional loans are 28% for PITI, and 36% for all installment debt, often expressed as 28/36.  Many special loan products allow ratios of 33/38 or even higher increasing the amount of the monthly payment and, thus, the amount that can be borrowed.

Variable-Rate Mortgage Loan

A mortgage loan for which the interest rate may change over time in relationship to some index such as the market price of long-term U.S. Treasury obligations.

Very Low-Income Household

As widely defined by governmental and nonprofit organizations, a household with an income at or below 50% of area median income.  See “area median income.”

Vouchers

Or Housing Vouchers.  See “rent subsidies.”

Write-down

A colloquial term used to describe a grant from a public or private source used to pay for part of the costs of a real estate development project.  The grant is called a write-down because it makes the housing more affordable for tenants or homebuyers.
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