     There is a non profit Down Payment Assistance (DPA) organization presenting itself as the “go to” place for mortgage financing if you need a down payment.  This organization, who I won’t name, touts itself as being legitimate and as not needing approval from HUD (Housing and Urban Development, a federal agency), and therefore, FHA (Federal Housing Administration).  Their claim is they do not need approval or endorsement from HUD under the new HUD regulations.  The new regulation states no entity with a direct or even an indirect interest in a transaction can give a down payment.  This would include seller, realtor, builder, or lender.  The key in the regulation is the indirect interest. It is, in fact, necessary to obtain HUD approval for DPA.  Government entities such as Georgia Dream program or a gift from a borrower’s relative are HUD approved. The non profit DPA approved list is easily found at HUD’s website for all consumers, www.hud.gov.

     So, what happens if a lender approves and then closes a home loan for an applicant on one of these DPA programs not approved by HUD?  First, mortgage insurance will be denied to the lender on these loans.  This means the originating lender will be stuck with the loan because it is not sellable in the secondary market. This will occur within sixty days of the loan closing.  The investor, which is the company providing money to lend, makes the lender warrant they will get the Mortgage Insurance Certificate in 60 days, or the originating lender must buy the loan back.  One or two bought back loans or loans that cannot be sold in the secondary market translates to a lender going out of business or severely hurt, financially. Now, on the front end, DPA is attractive to all parties involved, such as realtors, builders, buyers, and sellers.  Everyone gets paid and compensated at the closing.  It is after the closing when trouble begins, though no one but the lender will feel the pain.

     Due diligence is a term pertinent to this situation. This is to say, a lender who does not pursue due diligence in obtaining the proper information is going to suffer consequences. Lack of due diligence is a bad business move on any lender’s part.  Questioning the judgment of a lender operating without knowledge of HUD regulation would be wise for any consumer, realtor, builder, attorney, or caring family member, for that matter.  There is a difference in lenders, just as there is a difference in your favorite fast food restaurant.  Even though they are all supposed to be the same, they are not. Confusing and misleading real estate professionals and borrowers is unwise and plain wrong.

     There is still a bill in Congress to get legitimate DPA reinstated, albeit for borrowers with a middle credit score of 620 or above.  This bill was passed by the House Financial Services Committee but was delayed when Congress became bogged down with the bailout bill.  Congress returns mid November, after the election, and industry watchers expect them to get the DPA bill back on its way. Can’t happen soon enough.
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