Memorandum

TO: Economic Transformation, Stabilization & Workforce Development Advisory
Commission

FROM: Cheryl Cohen, Division Administrator, Commerce

DATE: July 15, 2021

SUBJECT: Homeowner Assistance Fund *UPDATE

Overview: Montana House Bill 632 includes $50,000,000 for Mortgage Assistance under ARPA Section
3206 (HB 632, Section 14(1)). Section 14(3) of HB 632 permits the Economic Transformation,
Stabilization, and Workforce Development Advisory Commission the opportunity to provide
recommendations to the Department of Commerce for the use of Mortgage Assistance funds. This
update is being brought to afford the commission the ability to make the recommendations. The
purpose of the Homeowner Assistance Fund (HAF), as named in ARPA Section 3206, is to prevent
homeowner mortgage delinquencies, defaults, foreclosures, loss of utilities or home energy services,
and displacements of homeowners experiencing financial hardship after January 21, 2020.

Allocation Request and Deadlines:
* To be eligible to receive Homeowner Assistance Funds, eligible grantees were required to
submit a notice of funds request to the U.S. Department of Treasury by Sunday, April 25, 2021.
¢ Commerce submitted the required notice of funds request to Treasury on Thursday, April 22,
2021.
* On May 4, 2021, the state received an initial payment in an amount equal to 10% of the total
award ($5,000,000).

No more than 50% of the initial $5M payment may be used for planning, community engagement, needs
assessment, and administrative expenses.

To receive funds beyond the 10% payment, Treasury requires grantees to develop and submit a HAF
Plan. This plan must include:

e Data-driven assessment of homeowner needs

e Evidence of public participation and community engagement (including adherence to opening
meeting or “sunshine” laws)

e Program design: descriptions; targeting; and best practices

e Performance goals

e Readiness to implement

e Budget

On June 17, 2021, Treasury informed HAF grantees that they expect to release updated guidance and
HAF Plan templates shortly and stated, “we expect to maintain flexibility and to extend this deadline.”
Treasury’s initial HAF guidance set a deadline of June 30, 2021 for grantees to either submit HAF Plans or
notify Treasury of the date by which their HAF Plan will be submitted.



On June 29, 2021, Treasury notified grantees that the deadline to either submit HAF Plans or notify
Treasury of the date by which the grantee’s HAF Plan will be submitted was extended to July 31, 2021.
Commerce is proposing we submit our HAF Plan to U.S. Treasury by September 30, 2021, to allow time
for the required needs assessment and community engagement (both underway), Advisory Commission
recommendations, formal public comment period, final program design and executive branch approval.

Structure:

Needs Assessment: On June 14, 2021, Treasury provided states with Data to Support HAF Plans
(enclosed). The Federal Reserve Bank Mortgage Dashboard (page 2), based on an active loan sample of
48,290, shows Montana’s statewide Forbearance Rate at 2.1% (compared to 3.9% national) and
statewide Delinquency rate at 1.0% (compared to 1.9% national). The Montana Federal Housing
Administration (FHA) unpaid principal balance of loans in forbearance is $195M (1,188 loans in
forbearance, indicating approx. $165K average unpaid principal balance). The average annual income of
households with FHA loans in forbearance is $54,645. In the list of Montana’s Top 20 Servicers by
Forbearance Volume (page 5), Montana Board of Housing is shown as number 4 for FHA and number 3
for USDA-RD.

The Montana Board of Housing, as of June 30, 2021, has 211 loans in COVID19 formal forbearance. This
represents 4.18% of the total mortgage servicing portfolio. Loans in COVID19 formal forbearance include
136 FHA, 20 USDA-RD, 19 VA loans, and other mortgage revenue bond (MRB) loans. Average loan
balance is $135K. The total estimated amount needed to bring the portfolio current, including estimated
payments for partial claims, is $2.514M.

Pilot Programs: U.S. Treasury encourages HAF grantees to use initial payments to create or fund pilot
programs to serve targeted populations, and to focus on programs that are most likely to deliver
resources most quickly to targeted populations, such as mortgage reinstatement programs (HAF
Guidance, April 14, 2021, Page 6). In addition, Treasury encourages HAF grantees to prioritize assistance
to homeowners who have FHA, VA, or USDA-RD mortgages and homeowners who have mortgages
made with the proceeds of MRBs or other mortgage programs that target low- and moderate-income
borrowers (HAF Guidance, April 14, 2021, Page 7). Commerce is therefore proposing an initial pilot
project to provide a mortgage workout / reinstatement loan program for Montana Board of Housing
borrowers with FHA, VA, USDA-RD and MRB loans who requested formal COVID19 forbearance and/or
have a COVID19 related mortgage delinquency.

Eligibility: Pilot program parameters for a HAF mortgage workout loan / reinstatement program
include:

* Homeowner must qualify as an eligible household under ARPA Section 3206 requirements and
subsequent Treasury guidance.

e Eligible property type is primary residence, owner-occupied homes located within the State of
Montana only;

e Eligible uses for HAF funds will be financial assistance in form of a loan, to allow a homeowner
to reinstate their mortgage or pay other housing-related costs related to a period of
forbearance, delinquency, or default;

e Maximum $25,000 loan per HAF eligible household;
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e Loantermis ten (10) years at 0% interest, payable in full upon maturity or other triggering
action (i.e., sale, refinance, or payoff of primary loan). Note: average life of loan is 7 years, but
low or no interest rates in current market appear to be extending the average life of loan;

e Required documentation will include Note and Deed of Trust, recorded as last in line lien on the
property.

Montana Board of Housing further recommends considering use of funds for the following: default and
foreclosure housing counseling; civil legal aid for qualified residential owner-occupied homeowners that
need legal representation in the non-judicial foreclosure process; support of mediation fees for eligible
homeowners; interdepartmental coordination with Department of Labor & Industries for referral of
unemployed or underemployed borrowers (excluding elderly and persons with disabilities) for existing
or potentially newly available employment and job training resources.

Montana Board of Housing staff is consulting with the state of Montana Division of Banking and
Financial Institutions to determine required banking and disclosure rules for this proposed HAF loan
product. Additional vetting of this proposed HAF workout loan product includes:

e Mortgage servicer administrative requirements for disclosures to the borrower, both up front at
time of origination of the HAF workout loan and at time of repayment (and whether repayment
is via monthly payments beginning after year 10 or balloon payment if it does not coincide with
payment of the first mortgage).

e If structure includes collections of monthly payments rather than balloon payment at time of
maturity, administrative duties such as default monitoring and foreclosure activity would be
necessary if payments are not made.

e Additionally, if structure includes monthly payments starting after year 10 rather than balloon
payment / payable in full at 10 year maturity, considerations for underwriting or qualifying the
borrower (including review of borrower’s income) would be needed.

The above program parameter recommendations may be updated based on activities under way (i.e.,
needs assessment, community engagement), Advisory Commission recommendations, further Treasury
guidance, direction from the division of banking and financial institutions, legal counsel, state budget
office and executive branch and public comment received.

Performance Metrics: Treasury guidance requires HAF grantees to establish goals and benchmarks, by
program and by target population (HAF Guidelines, April 14, 2021, Page 7). These goals must identify
how we will address homeowner needs identified in our HAF Plan, and Performance Goals must be
disaggregated by key characteristics such as mortgage type, racial and ethnic demographics, and/or
geographic area (including rural communities). Treasury further requires that we include a goal focused
on reducing mortgage delinquency among targeted populations. These metrics will be developed and
included in the draft HAF Plan submitted for Advisory Commission review at the August 2021 meeting.

HB 632 Section 27(2) states includes an exception to performance measure requirements for grant
applicants under the Mortgage Assistance Program. Commerce proposes transparency reporting for the
program to at minimum include:

(1) number of homeowner applications received;

(2) number of homeowner applications approved;

(3) total funds loaned by county — starting at $10,000 threshold;
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This is consistent with transparency reporting for the 2020 CARES Act Emergency Housing Assistance
Program and proposed transparency reporting for the 2021 Consolidated Appropriations Act Emergency
Rental Assistance Program. Additional Performance Goals required for U.S. Treasury can also be
provided.

Recommendation: Advisory Commission recommend the Montana Board of Housing to undertake the
HAF pilot program outlined above to provide financial assistance in the form of a loan to allow
homeowners to reinstate their mortgage (mortgage payment assistance to bring current) and/ or pay
other housing-related costs related to their period of forbearance, delinquency, or default. This
proposed pilot project does not include use of funds for principal reduction or facilitating mortgage
interest rate reductions.

In addition, we request Advisory Commission concurrence of the proposed timeline:

e Commerce to inform U.S. Treasury by July 31, 2021 that Montana will submit our HAF Plan to
Treasury by September 30, 2021.

e Draft HAF Plan submitted to the Advisory Commission for review and input at the August 2021
meeting.

* Release of draft HAF Plan for public comment immediately following the August 2021 meeting.

e Submission of finalize HAF Plan to U.S. Treasury by September 30, 2021, following updates to
incorporate Advisory Commission input, formal public comment, and executive branch approval.

Attached Resources:
e U.S. Treasury Homeowner Assistance Fund Guidance
e Montana Data to Support HAF Plans

This is a final copy of the memo.
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payment assistance for delinquent property taxes to prevent homeowner tax foreclosures;

measures to prevent homeowner displacement, such as home repairs to maintain the

habitability of a home or assistance to enable households to receive clear title to their
properties;

8. counseling or educational efforts by housing counseling agencies approved by HUD, or
legal services, targeted to households eligible to be served with funding from the HAF
related to foreclosure prevention or displacement, in an aggregate amount up to 5% of the
funding from the HAF received by the HAF participant;

9. reimbursement of funds expended by a state, local government, or entity described in
clause (3) or (4) of the definition above of “eligible entity” during the period beginning
on January 21, 2020, and ending on the date that the first funds are disbursed by the HAF
participant under the HAF, for a qualified expense (other than any qualified expense paid
directly or indirectly by another federal funding source, or any qualified expenses
described in clauses (6), (7), (8), or (10) of this definition); and

10. planning, community engagement, needs assessment, and administrative expenses related

to the HAF participant’s disbursement of HAF funds for qualified expenses, in an

aggregate amount not to exceed 15% of the funding from the HAF received by the HAF
participant.

>

Funding from the HAF may not be used for any use other than those provided for in this section.
Treasury will make available a form for requesting reimbursements under clause (9) above.

ELIGIBILE HOMEOWNERS

Homeowners are eligible to receive amounts allocated to a HAF participant under the HAF if
they experienced a financial hardship after January 21, 2020 and have incomes equal to or less
than 150% of the area median income. A HAF participant may provide HAF funds only to a
homeowner with respect to qualified expenses related to the dwelling that is such homeowner’s
primary residence.

HATF participants must require homeowners to attest that they experienced financial hardship
after January 21, 2020. The attestation must describe the nature of the financial hardship (for
example, job loss, reduction in income, or increased costs due to healthcare or the need to care
for a family member).

Income Determinations. With respect to each household applying for assistance, HAF
participants may use HUD’s definition of “annual income” in 24 CFR 5.609 or use adjusted
gross income as defined for purposes of reporting on Internal Revenue Service (IRS) Form 1040
series for individual federal annual income tax purposes.

HAF participants must have a reasonable basis under the circumstances for determining income
for purposes of the requirements described above under “Eligible Homeowners.” Two
approaches for income verification are permissible: (1) the household may provide a written
attestation as to household income together with supporting documentation such as paystubs, W-
2s or other wage statements, IRS Form 1099s, tax filings, depository institution statements
demonstrating regular income, or an attestation from an employer; or (2) the household may



provide a written attestation as to household income and the HAF participant may use a
reasonable fact-specific proxy for household income, such as reliance on data regarding average
incomes in the household’s geographic area.

HAF participants may provide waivers or exceptions to this documentation requirement as
reasonably necessary to accommodate extenuating circumstances, such as disabilities, practical
challenges related to the pandemic, or a lack of technological access by homeowners; in these
cases, the HAF participant is still responsible for making the required determination regarding
household income and documenting that determination.

If a HAF participant chooses to require households to provide supporting documentation for
purposes of income determination, Treasury encourages HAF participants to avoid establishing
documentation requirements that are likely to be barriers to participation for eligible households,
including those with irregular incomes such as from a small business.

TARGETING

Not less than 60% of amounts made available to each HAF participant must be used for qualified
expenses that assist homeowners having incomes equal to or less than 100% of the area median
income or equal to or less than 100% of the median income for the United States, whichever is
greater. Any amount not made available to homeowners that meet this income-targeting
requirement must be prioritized for assistance to socially disadvantaged individuals, with funds
remaining after such prioritization being made available for other eligible homeowners.

INITIAL PAYMENTS

Treasury will make initial payments from the HAF available to eligible entities that are approved
to participate in the HAF, in an amount equal to 10% of the total amount allocated to the eligible
entity. In order to receive this initial payment, the eligible entity must (1) enter into the financial
assistance agreement with Treasury described above, and (2) commit to use the funds only for
qualified expenses other than clause (9) of the “Qualified Expenses™ section above. Treasury
will make payments to the eligible entity or agency of the eligible entity identified on the eligible
entity’s notice of funds request. No more than 50% of the initial payment may be used for
planning, community engagement, needs assessment, and administrative expenses described in
clause (10) of the “Qualified Expenses™ section above. An eligible entity that elects not to
receive this initial payment may receive its allocated funds after Treasury approves its HAF plan,
as described below.

Treasury encourages HAF participants to use these initial payments to create or fund pilot
programs to serve targeted populations, and to focus on programs that are most likely to deliver
resources most quickly to targeted populations, such as mortgage reinstatement programs.

HAF PLAN

To receive HAF funds beyond the initial 10% payment described above, an eligible entity must
develop and submit a plan for its use of HAF funding. These HAF plans will describe in detail












e Readiness: The extent to which the HAF participant demonstrates readiness to
implement a program at scale, including having in place policies and procedures for the
program and an appropriate mix of staffing, contractors, and partners. Implementation of
a pilot program or pre-existing program that successfully targeted resources to the
targeted populations will be a strong indication of readiness.

e Alignment of Budget with Performance Goals: The extent to which the funding
budgeted by program reasonably supports the achievement of the performance goals.

Treasury may approve a HAF plan in whole or in part. If Treasury approves a HAF plan only in
part, the HAF participant will be provided an opportunity to address the weaknesses identified by
Treasury. Treasury may also return a HAF plan to the HAF participant with recommendations
for improvement and resubmission to Treasury for reconsideration. In addition, to enable HAF
participants to rapidly receive approval for certain HAF-funded programs that can be developed
quickly, a HAF participant may elect to submit multiple HAF plans over time regarding different
programs it proposes to implement. After Treasury approves a HAF plan in whole or in part,
Treasury will inform the HAF participant of the schedule for disbursements to the participant for
purposes of the approved portions of the plan.

In the event that the information required in the HAF plan is not available to a tribe, Treasury
will accept alternative information regarding the relevant community. In addition, a HAF plan
submitted by a tribe whose population consists largely or entirely of socially disadvantaged
individuals may be tailored to reflect the limited effort necessary to target its programs for those
individuals.

Treasury will establish a threshold amount below which a HAF participant will not require prior
approval from Treasury to reallocate funding from an approved program to be used for a
different purpose.

REPORTING AND MONITORING

HAF participants will be required to submit quarterly reports to Treasury that include financial
data, targeting data, and other information. Treasury will release additional guidance regarding
HAF reporting. HAF participants will be subject to the reporting requirements under 2 C.F.R.
Part 200, other than such provisions as Treasury may determine are inapplicable to the HAF.

HAF participants will also be required to submit an annual program report to Treasury regarding
the impact of the HAF program.

SANCTIONS

In the event of a HAF participant’s noncompliance with applicable law or HAF program
requirements or guidance, Treasury may impose additional conditions on the receipt of
additional HAF funds by the HAF participant, terminate further payments from the HAF, seek
the repayment of previous HAF payments, or take other available remedies.
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