Ofc. of Asst. Secy., Comm. Planning, Develop., HUD
serve to further the purposes of the
HOPE 3 program.
(2) HUD Headquarters will consider
and may approve an exception under
the following circumstances:
(i) The reasonably projected net rental income will be included in the determination of the appraised value of the
property at the time of the homebuyer’s purchase;
(ii) The rent charged by the owner
will not exceed the Fair Market Rent
established by HUD for the area;
(iii) The recipient will provide the
homebuyer with counseling and training in property management, and will
approve the form of lease used by the
homebuyer; and
(iv) The recipient will include the
family’s potential net rental income in
calculating the family’s initial affordability in accordance with § 572.120 of
this part.
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[58 FR 36526, July 7, 1993, as amended at 61
FR 48797, Sept. 16, 1996]

§ 572.120 Affordability standards.
(a) Initial affordability. (1) The monthly expenditure for principal, interest,
taxes, and insurance by an eligible
family that is required under the financing both for the acquisition and
for the rehabilitation in accordance
with § 572.100(d) of a unit (whether the
required rehabilitation occurs before or
after the family takes title) must be
not less than 20 percent and not more
than 30 percent of one-twelfth of the
annual income of the family used for
the purpose of determining eligibility
under § 572.110(a). (For the purpose of
determining affordability of the family, the recipient may, at its option,
adjust downward the annual incomes of
eligible families using reasonable
standards and procedures consistently
applied.) HUD may approve a justified
request for a floor lower than 20 percent to avoid undue hardship to families, such as where the cost of utilities
is high.
(2) The 30 percent cap on monthly
payments includes closing costs only if
closing costs are included in the costs
of principal and interest, or are otherwise required to be paid by the homeowner over time after acquisition.
(3) Applicants are encouraged to consider the additional monthly costs of

§ 572.125

utilities and other monthly housing
costs, such as condominium and cooperative fees, in determining whether
the family can afford to purchase a
unit.
(b) Continued affordability. The recipient must develop a plan demonstrating
reasonable efforts to ensure continued
affordability by homeowners in the eligible property. Financing that would
impair the continued affordability of
the property for homebuyers, such as a
mortgage that is not fully amortizing
(e.g., a ‘‘balloon’’ mortgage) may not be
used. The plan should take into account such program features as longterm financing at reasonable terms, energy conservation, and improvements
that will entail low-cost maintenance.
[58 FR 36526, July 7, 1993, as amended at 60
FR 36018, July 12, 1995]

§ 572.125

Replacement reserves.

(a) Purpose. A single replacement reserve may be established for the homeownership program only if HUD determines it is necessary to prevent severe
financial hardship to families caused
by the failure of a major system or
component of the property that would
render the unit substandard. Initially,
the reserve must be justified by the applicant and approved by HUD as part of
the program budget in the application
or an amended application.
(b) Need for reserve account. In determining the need for a replacement reserve, the applicant or recipient must
demonstrate that the financial status
of eligible families is insufficient to
meet the needs for which the reserve is
established, and that the amount proposed for the reserve is reasonable,
taking into account the following factors:
(1) The size of the implementation
grant and the amount of matching contributions;
(2) The availability of insurance, and
the home maintenance and repair capabilities of the families; and
(3) The condition and age of the properties and each of their major systems
and components (including at least the
heating, plumbing, and electrical systems, the roof, foundation, windows,
exterior walls, and common area, if
any).
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