BOARD AGENDA ITEM


PROGRAM 
Homeownership 

HABITAT 2% WRAP-AROUND PROGRAM 
[bookmark: _Hlk132107437]Habitat for Humanity partners with interested homebuyers in the community to help them build new or improve their own homes alongside volunteers, and to support the homebuyer in accessing an affordable mortgage.

Montana Board of Housing has been working closely with Habitat for Humanity chapters across the state since 1997 to provide first mortgages for homebuyers who credit-qualify for the program. By providing financing for these mortgages, MBOH frees up local Habitat Chapters’ funds for use in building additional homes. MBOH previously provided a 0% interest rate program, then, in 2011, a new program was implemented that provided for a 2% rate first mortgage program.  

Goal:  For the borrower to end up with an effective 0% interest rate on the amount they are borrowing to purchase the home from Habitat; to have Habitat receive funds at closing to build more homes and to have a 2% interest rate on the MBOH loan.  

Example not using MBOH:  Habitat Sale price of $125,000 - equal to appraisal

· Total “cash” loan amount is $100,000 (If Habitat were keeping the loan to the borrower, this would be the first lien loan amount at 0%)
· Habitat second lien for the $25,000 difference between the sale price and the “cash” loan
· Borrower payment at 0% on $100,000 for principal and interest = $277.78 a month

Under the MBOH program: “Cash” loan is split into two loans; the first from the MBOH and the “wrap around” second from Habitat, as follows:

· Mortgage loan in first position from MBOH for $75,153 at 2% for 30 years
· Monthly payment on this Note is $277.74/ month (approximate payment as above)
· No mortgage insurance on first mortgage as the LTV using the purchase price of $125,000 is 60%
· “Wrap-Around” mortgage loan in second position from Habitat for $24,847, at 0%
· Second mortgage is written down monthly by an amount equal to the amortized interest paid on the first mortgage, with no funds collected on the second unless the home is sold early.
· Habitat 3rd lien for the $25,000 difference between the sale price and the “cash” loan


MBOH purchases the first mortgage for $75,153. The borrower’s payment of $277.78 goes to MBOH every month. From MBOH’s and lender’s perspective, the loan is no different than any other MBOH loan, just with a lower interest rate.  

Habitat receives $75,153 of cash up front at closing to build more homes. The silent second mortgage will allow Habitat to recoup some portion of the $24,847 should the borrower sell the house and pay off the loan early. Finally, Habitat can write off or collect on the 3rd mortgage based on their agreement with the borrower.
 
From the borrower’s perspective, they are paying $277.78 on $100,000. When they sell or pay off their first and second mortgages, it looks much the same as it would if they had used the 0% rate program. 

On a $100,000 loan at 0% after 120 payments, the principal balance due would be $66,666. On the wrap around model, after 120 payments, the borrower still pays $66,666, with $54,903 due to MBOH on the first mortgage and the difference of $11,763 due to Habitat on the second.   

Board Training:  April 17, 2023
