LES AuUCOIN

15T DISTRICT, OREGON

1716 FEDERAL BUILDING, 1220 SW THIRD, PORTLAND, OREGON 97204

CONGRESS OF THE UNITED STATES

HOUSE OF REPRESENTATIVES
WASHINGTON, D.C. 20515

April 4, 1979

Dear Colleague:

On March 22, John LaFalce and I introduced the Housing
Opportunity Act of 1979. This bill will open the door to
home ownership for an estimated 8.5 million families
without any impact on the federal budget.

As members of the Banking Subcommittee on Housing and
Community Development, we are familiar with the impact on
first time home buyers of rising home prices. One way to
increase affordability is to better fit financing costs to
income flows through alternative mortgage instruments.
These alternative instruments do nothing to halt inflation
in housing prices but they do provide an important means
for home owners to cope with inflation.

HUD currently offers a program through FHA which insures
Graduated Payment Mortgages (GPM)--a type of alternative
mortgage instrument. The problem with this GPM program is
that the downpayment is nearly double the downpayment
required for standard FHA insurance. And the monthly
Payments increase at a fairly Steep rate in the early
years of the mortgage.

Our legislation would amend the GPM Program by reducing
the downpayment requirement and extending the graduated
payments over a longer period.

For example, under the current GPM program, the down
payment on a $55,000 home is $4,200. Under the Housing
Opportunity Act, the down payment required is only
$2,250.

With regard to monthly payments, the current FHA Graduated
Payment Mortgage program typically provides for a 7.5%
annual increase in payments for five years, with level
payments during the balance of the mortgage. The Housing
Opportunity Act would allow 6% annual increases in
payments over 10 years.

These two steps--lower down payment requirements and more
gradual payment increases--will help make home ownership a
reality for thousands of families--at at time when
thousands are being priced out of the market. The
attached fact sheet provides additional details on the
program.

We hope you will join us in supporting this important new

legislation. If you would like to co-sponsor, or have
additional questions, call Suzanne or David at x50855.

Sincerelg,
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LES AuCOIN
Member of Congress
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Facr SHEET oN THE Housmie OFPORTUNITY
Act oF 1979
OBJECTIVE

The purpose of the Act is to bring home-
ownership within the reach of millions of
middle income families Ppresently priced out
of the market, but doing so without re-
quiring any federal expenditures,

Increasing numbers of American families
are belng priced out of the homeownership
market by the rapidly escalating costs of
housing. The median ssles price of a newly
constructed single-family home in October,
1878 was 858,400, an increase of £5,300 from
six months earlier. Using FHA Qualification
standards, & first time home buyer would
Deed an income of aimost $27,000 in order
0 purchase this home. The pu of
the Homeownership Opportunity Act is to
bring homeownershlp within the reach of
families with incomes of $15,000* to 824,000

*For & $40,000 mortgage, the Income
needed to gualify would be about $15.000.

a year.

NATURE OF THE PROGRAM

The program offers a 10 year graduated
payment mortgage, with initial monthly
mortgage payments low enough to qualify
familles with incomes between $15,000 and
£24,000. As presently structured, families
would have the option of keeping the initial
low monthly mortgage payment for two
years or five years. They would also have

the option of having thelr payments increase
at & rate of 4% per year or 6% per year,
This will assure that any family, regardiess
of its income expectations, would be able to
qualify for the program and meet future
mortgage payments.

EXAMPLES

The attached tables show how the monthly
mortgage payment for a 835,000 home
would be reduced from $459 to as low as
$333 per month. This would mean up to
8 milllon additional families would be quall-
fied to purchase & $55,000 home.

On the first table, the monthly mortgege
payment Is held constant for the first two
years of home ownership, and the payments
then increase at the rate of 6% per year for
10 years. The other three tables show the
change in monthly payments if the famiy
elects to have the Inftial monthly payment
held constant for five years and/or to have
monthly mortgage payments increase at the
rate of 4% per year for 10 years.

The fifth table shows the comparable
monthly mortgage payments and downpay-
ment under the most popular option (7%
percent increase in payments, 5 vears af
greduaced payments) of HUD's current Sec-
tion 246 GPM program.

The tables demonstrate that despite the
negative amortization in the early years of
the mortgage, an appreciation rate of only
4% in the value of the house will result in
positive equity buildup and a decreasing
loan to value ratio.

455,000 SALES PRICE—HOA GRADUATED PAYMENT MORVGAGE PLAN WITH 10 YR OF PAYMENTS INCREASING 6 PERCENT PER YEAR; CONTRACT RATE 9.5 PERCENT

[30-yr term; 2 yr of level payments: mortgage amount $52,750; downp t $2,250; i to quality, $18,000)
Annual  Amount of Loan Esti- Amount of Loan Esti-

‘mortgage principal balance  mated loanlo  Owner's princi] balence  mated Loanto  Owner's
Monthly insurancs paid in ot end value value net paid in at end value value net
Year payment premium year of year of home ! ratio equity of year of home ! ratio equity

$316.57 4266.60 —$1,266.59  $54,015.59 $57,200 94.4 §3,183.41 -56,33 750.87 78, 8
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335,57 219.9%6  —1,292.37 56,701.28 61,568 8.6 516674 705,05 59,745.69 84,670 70.6 24,320.31
355,70 28814 -1 16822 57,869.48 64,342 £3.3 §,472.52 L177.33 58,572,356 88,056 66.5 29,483.64
377.04 29168 —1017.00 58.8%5.09 66,516 830 802991 129415  57,278.21 61579 62.5 34,300.79
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1 Bated on & 4-percent appreciation valus par year,
Source; NAHB Economics Division.

§55,000 SALES PRICE—HOA GRADUATED PAYMENT MORTGAGE PLAN WITH 10 YR OF PAYMENTS INCREASING 6 PERCENT PER YEAR;

CONTRACT RATE 9.5 PERCENY

[30-yr term; 5 yr of lavel payments; mortgage amount $52,750; downpayment $2,250; income to qualify, $19,300]

Amaount of Loan Esti- Annusl Amount of Loan Esti-

miw{-gi balance meted loante  Owner's mortgage princip; balance  mated loanto  Owner's
paldin &l end velue value net - Monthly insurance paidin at end value value net
yoar of year of home! ratio equity Yoar payment premium year of yaar of home ! ratio equity

—3924.23  §53,674.23 57,200 83.8 §3,525.77 309.35 ~667.91 62, 236, 65 282 79.5
~1,015.95 54,690,18 59,488 91,9 4,797.8 312.10 —~407,62 62.644.27 8% 413 76.9 %g: 3‘6& ;g
~1,116.97 55,806.97 61,888 §0.2 6,061.03 313.45 -101.93 62, 746.20 , 870 741 21,923.80
-1,227.63 57,034.60 64,342 826 7.307.40 | 313.16 254. 86 62,451, 34 , 056 71.0 25,564.66
—~1,343. 45 58,384.05 66,916 B7.2 B,531.95 310.95 569, 10 61,822.24 91,579 E7.5 29,7%.76
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? Bassd on 4-percent appreciation value per ysar.

Source: NAHB Economics Division,
355,000 SALES PRICE—HOA GRADUATED PAYMENT MORTGAGE PLAN WITH 10 YR OF PAYMENTS INCREASING AT 4 PERCENT PER YEAR; CONTRACT RATE 9.5 PERCENT

[30-yr term; 2 yr Ievel payments; mortgage amount $52,750; downp yment $2,250; i to qualify, $19,300} !
Amount of Loan Esti- Annusi Amount of Loan Esti-

prinei balance  maled Loanto  Owner's p:incirl balanca  mated Loanto  Owner's
paid in st end value value net Monthly insurance paid in et end valug value net
year of year of home! ratio equity | Year payment premium year of yesr of home ! ratio equity

—5778. 47 528.47 357,200 93.5 67153 284.08 216.39 $6,696.93 78 282 "
~895.73 sgz:aﬂ.n 59, 488 514 ‘?:'Im.se 282,42 472,44 56, 224. 49 s%ua %; %,?%g{
~762.39 5514659 61,858 89.1 6,721.41 279.40 763.313 55,461.16 84,670 65.5 - 729,708 84
—652. 66 55,799.25 - 64,342 86.7 858275 274.84 1,092, 81 54,368.35  BB,05 61.7 33,887.55
—524.63 56,323.88 65915 B4.1 10,582.12 269.14 1,20L.27 53,167.08 91,579 58,1 38,411.92
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1 Based on a 4-percent appreciation value per year,
Source: NAHB Economics Division,

55,000 SALES PRICE—HOA GRADUATED PAYMENT MORTGAGE PLAN WITH 10 YR OF PAYMENTS INCREASING AT 4 PERCENT PER YEAR; CONTRACT RATE 9.5 PERCENT
[30-yr term; 5 yr of evel payments; mortgage amount $52,750; downpayment $2,250; intome to gualify; $20,800)

.

Annusl  Amount of Loan Esti- Annual  Amount of Loan Esti-
mortgage principal balence  mated Loanto  Owner's mortgage princi balance mated Lloanto  Owner's
Monthly insurance paid in sl snd value value net Monthly insurance paid in atend valus value n
Year payment premium year of year of homat ratio equity | Yesr payment premium year year of home! ratio aguity
L —3$519.24 269,24 57, 200 931 93576 | 9.—_... 440,08 287.5 —~182.88 57,614.85 282 73.6 20,687.15
l'"'j: %’?‘% %g szzgglg fgrg.n sssgfm. sl sse,m 50.5 %m, 76 {16 457,69 * 783.03 19.66  57,595.19 g‘,m 70,7 23 817.81
376.19  270.8) —827. & 54, 467.44 61,868 83.0 7,400.56 | M.__.__ 475.99 287,41 251. 14 5 ?: 344,05  £4,670 67.7 27,325.95
376.13 27389 ~689, 71 55, 157. 15 64, 342 85,7 9.184.85 | 12___._. 285.56 514.78 56, 829,27 3 B4 S 31,226.73
36.19 2778 ~158.15 55,915.3¢ 66,916 83.6 11,000.70 | 13...... GBl4.84 2823 814.10 §6,015.17 91,578 61.2 35,563.83
391.23 78L03 ~544. 73 58, 560. g 69,593 BL3 lé. 032.97 [ 14.___._ 53543 277.48 1,153.06 54,8211 95242 57.6 40,379,8
406.88 283,95 —512,57 52,072, 72,878 78.9 15303.40 | 15..____ 556,85 27085 1,535.98 53,326.13 99,051 53.8 45,724.87
423,16 286.17 -359.37 57,43L.97 75,271 76.3 17,839.03 ’

 Based on a 4-percent appreclation value per year.
Source: NAHB Economics Division.

$55,000 SALES PRICE—HUD GRADUATED PAYMENT MORTGAGE PLAN 111 WITH 5 YR OF PAYMENTS INCREASING AT 7.5 PERCENT PER YEAR; CONTRACT RATE 9.5 PERCENT

130-yr term mortgege agmount $50,800; dawnpayment $4,200; i to qualify, $18,400]
of Loan Esti- Annual Amount of Loan Esti-
mﬂ?z"g‘; Amlg} t balance mated loants  Owner's mortgage Brifv;lupnl balance mated loanio  Owner's
Monthly insurance psid in atend valu value net Monthly insurance paid in at and valus ue net
Year payment premium year of year of homa ! 1atio equity | Year peyment premium year of year of home! ratio equity
€256, — 3983, " 7 255,25 726.74 50, 651. 02 78,282 64.7 27,630.98
260, E% -J'T?.;% sg%: ﬁ ;g ss59: '5% 751, 798.87  29,852.15 81,413 6l.2 31.560.85
253.99 ~525.9 53,087.77 61,268 241. 29 878.13 48,974.02 24 670 57.8 135,695.98
265.95 —221.52 53,315.29 64,342 242.70 965.31 48, 008. 71 £8, 056 54.5 40,047.28
266.29 127. 53, 187.42 66, 916 237.85 1,034.10 46, 947. 61 31,579 51.3 44,631.39
264,70 547,13 52,640.30 69,593 232.11 1,193.41 45,781.20 95,242 48.1 49,460.80
26185 601.42 52,038.88 72,316 226. 1,282.19 44,499.01 99,051 44,9 34,551.99
258.71 661.12 5,716 15,41

| Based on a 4-percent app reciation value per year.
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