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The Housing Assistance Council (HAC), founded in 1971, is anonprofit corporation that supports the
development of housing for rurd, low-income people nationwide. HAC provides technica housing
sarvices, seed money loans, housing program and policy anadys's, research and demonstration projects,
and training and information services to public, nonprofit and private organizations. HAC isan equa
opportunity lender.

HAC wrote this document during fiscal year 1995. The Department of Housing and Urban
Development funded the work performed under Cooperative Agreement H-5971 CA. Ms. Ndeye
Jackson served as the Government Technica Representative (GTR) for this Cooperative Agreement.
The accuracy of the statements contained in this report is the respongbility of HAC. These statements
do not necessarily reflect the views of the Department of Housing and Urban Devel opment.

This paper was prepared by Susan Peck at HAC. Many people contributed considerable interview
time ether in person or by telephone, including the following: Lac du Hambeau Tribe/Firdar Bank -
Minocgua case study - Roxanne Poupart, Fern St. Germaine, Irene Messinger; Washington Mutual
case study - Barb Scott Hancock, Jill Jones; Oneida Tribe of Indians of Wisconsin/Associated Bank
(Green Bay) - Chris Doxtator, Phyllis Johnson, Bernice EIm, Loretta Skyler, Linda Hosking, John
Kroner. Craig Dougal and Kathleen Britton, Sound Development Association (WA), Judy Chaney
Ddey, Federd Home Loan Bank, Sesttle, Tom Lattimore, LISC, Terry Snyder, Centennid Bank,
Ken Goosens and Robert Cheadle, Fannie Mae, Jerry Ledie, HUD ONAP, Sesttle, Mark Ramsey,
184 Processing Center, James Berg of the Navgo Nation, and Alan Stoddard, Zions Mortgage Co.,
al provided important information and insights. 1'd dso like to thank Cheryl Red Bear, Cheyenne River
Sioux Tribe, Tonya White Mountain, Standing Rock Housing Authority, Jolene Spang and Regindd
Killsnight Sr., Northern Cheyenne Tribe, and Dani Not Help Him, The Lakota Fund (Oglda Sioux
Tribe) for the extraordinary work they have performed in helping to make the Rura Housing Service
(RHS) programs aredlity in Indian Country.
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INTRODUCTION

Inits 1993 "Supplementa Report,” the National Commission on American Indian, Alaska Native and
Native Hawalian Housng stated that "little, if any, conventiond lending is available to Native people
seeking to buy or construct homes on trust lands or other restricted areas. Consequently, many
financidly abl€ individuas have no choice but to utilize the federal housing programs designed for low-
income gpplicants™ The report concluded, "these conditions must change."  Indeed, there is evidence
that some change is occurring in some scattered outposts of Indian Country, buoyed by implementation
of the FHA 248 insured and the HUD 184 |oan guarantee programs, Fannie Mag's decision to provide
a secondary market for private loans on trust lands, and an improved dia ogue between private lenders
and Tribes over issues that traditionally have excluded mortgage loans on trust land from the private
lending portfolio.

Faced with diminishing federd resources -- House/Senate conference report figures indicate more than
a40 percent cut in funding for fisca year 1996 for the HUD Indian housing program -- there is
powerful impetus to find new housing finance resources to address the needs of Native Americansliving
in Indian Country.? The current federal resources generally are targeted to low- and very low-income
households. The lack of private mortgage credit on Indian lands, however, puts Native American
households with income probably sufficient to afford conventiond lending, were it avalable, in
competition with more income needy households for federdly subsidized housing. Some of the lending
initiatives now being pursued actudly are intended to move current residents of subsdized housing into
privately financed housing, thereby opening up the scarce subsidized housing inventory to more income
needy households.

The report that follows isintended to describe some of the partnerships now being pursued between
Tribes or their agents and primarily private lending indtitutions to increase the supply of housing loan
funds on Indian lands, and to comment on the gppropriateness of these partnerships as mode s for other
aress of Indian Country. In looking a these examples, the report also will discuss any barriersto
private lending that they may illustrate, as well as other barriers reveded in the Housing Assstance
Council's (HAC) nearly four-year-old project to improve the use of Rura Housing Service (RHS,
formerly the Farmers Home Adminigration or FmHA) programs on trust lands, including the lender-
dependent Rural Housing Guarantee Program.

Mogt of the information gathered for this report came from on-site and telephone interviews with key
playersfor each of the case sudies identified, as well asfedera agency and Fannie Mae gtaff in offices
relaing to the case studies. A formal literature search was not attempted since the Assessment of
American Indian Housing Needs and Programs Final Report prepared by the Urban Ingtitute under
contract to HUD, which identified some of the initid and fina case sudies, contains literature
references. Although the main thrust of the Assessment is on the evauation of housing needs and an
andysis of exigting federa housing programs in meeting those needs, the report aso briefly addresses
some dternatives to HUD's Native American housing programs, the predominate form of housing
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assistance found in mogt of Indian Country. It isin the context of aternative housing resources thet the
report summarizes the "barriers’ to expanding housing resources, among them dependence on HUD
housing programs; lack of locd financid indtitutions; lack of Triba government understanding of the
private market; lack of ared estate industry, fee smpletitle, title insurance, and equity build up;
inadequate infrastructure for housing development.> HAC's project, "Building Indian Housing in
Underserved Aress," has encountered mog, if not dl, of these "barriers' in its nearly four years of
attempting to bring federd (RHSFmMHA) mortgage lending to the trust land setting, as well asthe more
persona barriers of distrust and stereotyping.

Only one of the case studiesin Section 1 probably has enough experience from which to draw
comfortable conclusons, but the others provide varied approaches to asssting smilar populations and,
therefore, offer some direction to readersinterested in pursuing supplements to their current housing
assistance schemes. Following the case studies, Section 2 will briefly describe some other approaches
and will contrast these to the case sudies. Section 3 will address the barriers that the case sudies and
other examples have faced, and what obstacles il remain in the effort to bring private mortgage
lending to Indian Country. Findly, Section 4 will attempt to draw some early conclusions.

Each case study follows the same generd outline:

. The Community - providing a brief description of the Indian community being served,
including the natural environment and the economy, aswell asthe interna and externd
factors providing impetus for the lending program;

. The Program - providing details of the lending program and noting the key players,

. The Reaults - providing information available on the program beneficiaries, on whether
the program is meeting expectations, and on any anticipated changes.
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l. CASE STUDIES
Lac du Flambeau Tribe -- Firstar Bank-Minocqua (Wisconsin)

The Community

The Lac du Hambeau Indian Reservation, home to the Lac du FHambeau Band of Lake Superior
Chippewa Indians, is aland of water and forests, interlaced with cranberry bogs and wild ricefields. In
the severa county "lakdand" area, where tourism is the economic core, Triba members and their
neighbors live on or near some 2,500 lakes. Boat docks are more evident than parking spacesin this
areawhere lakefront property sdlls for about $175,000 per 100 feet of shoreline. With water sportsin
the summer, changing colorsin the fal, and snowmobile adventures in the winter, the Lac du Flambeau
Reservation and surrounding area are a magnet for second home buyers, retirees, and more seasond
vigtors.

Within the reservation boundaries, land is controlled in a checkerboard fashion: Triba and individud
trust land, aswell asfee smpleland. In 1992, the Tribe embarked on apolicy to consolidate its land
holdings. No new leases of lakefront property are being issued to non-Tribal members, and leases
currently held by non-Tribad members are not being renewed at their termination date. In addition, the
Tribe is seeking fee smple land within the reservation boundaries for purchase in order to re-establish
trust status. Asthe Tribe's economic strength is enhanced with the operation of anew casino, as well
as a pizzamaking enterprise (wild rice harvesting and the manufacturing of wooden pallets o bring
some revenue), additiona land controlled by the Tribe will be needed for housing devel opment
primarily for Triba members returning to work on the reservation. Such land currently is scarce.

A newly arrived banker at Firstar Bank-Minocqua purchased fee smple land within the reservation
boundaries prior to her move from Chicago. In the process of building her home and meeting her
neighbors and members of the nearby communities, the banker soon recognized the shortage of
affordable housing available to members of the Lac du Flambeau Tribe. Shelearned of the FHA 248
insurance program available for mortgages on Triba trust land, then attended a workshop on the newer
HUD 184 guarantee program, and began marketing the programs on the reservation with Triba
support (for example, a Triba meeting space has been provided for her marketing sessions, and the
Land Development Department processes land assgnments critical to the lending procedure). The
banker approached the partnership from severd angles. the concern of a good neighbor and a clear
opportunity for Firstar Bank to expand its market.

Neither the Lac du Flambeau Tribe nor Firstar Bank began this program with any definition of priority
participants, such astargeted income levels, current resdents of HUD assisted housing, or waiting list
households. Increasing the supply of housing gppeared to be a shared god of the "partners” while the
Tribe clearly wanted to consolidate its land holdings.

Housing Assistance Council 3



The Program

Firgar Bank - Minocqua is providing market rate mortgages to members of the Lac du Flambeau Tribe
for new or existing homes on Triba trust lands. Two vehicles are being used both to protect the status
of these lands should there be a default or foreclosure and to diminate the lender's risk should
foreclosure take place and the lender is unable, due to these protections, to take possession of the
property and sdll to any buyer to pay off the debt. These are the FHA 248 insurance program, and the
HUD 184 guarantee program authorized in 1992. Asof the interview time, Firstar had closed on six
248 insured mortgages, of which three were the refinancing of two original loans to take advantage of
lower interest rates, and one 184 loan, possibly the first closed nationwide. Six |oans nationwide had
closed at interview time, of the 100 or so packages that are in the HUD pipeline, either in the pre-
qudification or firm commitment sage.* Two of the Lac du Flambeau 248s and the 184 were for new
congtruction.

Although more of Firgtar's experience, thus far, is with the 248 insurance program, the vehicleit is
promoting now is the 184 guarantee program which Bank staff finds more flexible and suitable to the
needs of its potentid borrower. Unlike the 248 program, there is no defined mortgage limit other than
the borrower's ability to pay; the income to debt ratio is more libera in the 184 program than in the 248
program; improvements to an existing home, as wel as closng costs, may be financed; and al or part
of the downpayment (3 percent on the first $25,000 borrowed, 5 percent on anything above $25,000)
may be a gift from family members, but not from the borrower's Tribe. Financing of improvementsisan
important issue for one applicant who is purchasing a home inexpensively that will need to be stripped
to the shell to remove the effects of 50-60 cats resding there, then completely remodeled insde. Both
Fannie Mae and Freddie Mac have agreed to purchase the 184 |oans.

The 248 program does skip an approval leve required in the 184 program: HUD has a three phase
review leading to an endorsement to provide the guarantee. Any lender involved in the 184 program
first submits a package to HUD's processing center in Pasadena, Cdiforniafor "income and credit
review" and the issuance of a pre-qudification commitment. The second review comes with the
lender's submittal for afirm commitment; at this point, an gppraisal and a BIA approved lease are
submitted. HUD then issues a firm commitment indructing the bank to close the loan. The last phase
of HUD participation occurs after the loan closing when the agency completes the endorsement and
provides the guarantee. At this point, the bank may sgll the loan to Fannie Mae or Freddie Mac.
Although the lender doesits own underwriting and appraisa, HUD isinvolved in reviewing the results,
an activity that does not occur in the 248 program.

Clear cooperation in marketing the program gppears to exist between Triba staff in the Land
Management Department and Firstar Bank staff. In land assignment/lease approvd activities, their
respective roles are separate and defined. If anew house is desired, the applicant approaches the
Tribe for aland assgnment; for the purchase of existing housing, the Tribe ether is approached for an
assgnment of the current lease or for its assstance in bringing the land into trust status. Thereisno pre-
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screening of gpplicants by the Tribe, nor is homeownership counseling or other mortgage lending
related activity provided by the Tribe; these activities are solely within the purview of the bank. Firdar
Bank takes the gpplication, runs the credit report, performs any credit counseling that might be
required, submits the application to HUD, orders the gppraisal, funds the loan and, eventudly, sdlsthe
paper on the secondary market. The "partnership” is cooperative and cordid, but clearly defined
between land use and mortgage lending.

The Results

Thusfar, four Lac du Hambeau families have benefitted from implementation of the FHA 248 and
HUD 184 programs, and each of these have been two-income households carrying mortgages in the
$45,000-$75,000 range. Since there were no income targets established, nor required for
implementation of these programs, nor were priorities set for families on certain waiting ligts or currently
living in subsidized housing, the programs basically work for gpplicants with adequate income to carry
the loan, and with good credit history. From the Tribe's perspective, the god wasto consolidate its
land base. At least in one instance, a property previoudy leased to a non-Indian household was
purchased by a member of the Lac du Flambeau Tribe and is now within the long term control of the
Tribe.

Firgar Bank's |oan officer has numerous gpplications in the pipeine for eventua 184 guarantees, and
intends to begin marketing the program once again during the early fal of 1995 (amorning, afternoon
and evening session at Triba headquartersis planned for October). Slowing the loan making processis
the resolution of credit problems identified in a mini-credit report obtained when the application is
submitted to the bank. Theloan officer provides credit counsdling to the applicant, but the payment of
old debts may take months or more. In the meantime, the Tribe aready has provided along term

lease, but will alow the gpplicant up to five years to purchase or congtruct his or her home on that

property.

The Tribe anticipates that the private lending program will enable at least some of its membersto
purchase HUD assisted homes eventually, and to provide needed improvements. Additiondly, with
Triba members returning to the reservation as more jobs become available, this program may provide
much needed homeownership assstance. At this point, there does not seem to be discussion of any
additiond role the Tribe might play in the process, and Firsar Bank staff seems comfortable with its
current position. The Tribeis moving in the direction, however, of creating someinforma or, possibly,
forma committee of housing interests within Triba government to begin mapping housing srategies for
the Tribe.
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Washington Mutual Savings Bank - Northwest

The Community

Washington Mutua Savings Bank isthe largest home lender, and one of the largest banks, in terms of
assts, in the Pacific Northwest. Their lending area extends through the states of Washington, Oregon
and Idaho where numerous, mostly small Tribes are located. Severd years ago, bank staff began to
recognize both the critical housing needs of primarily reservation based Native Americans, and the
integral nature of this population in the bank's regiond community. The Community Reinvestment
Coordinator embarked on a Native American needs assessment for the bank's service area, employing
the assistance of the National Commission on Native American, Alaska Native and Native Hawalian
Housing in making contacts with Tribes within the region and identifying data. Contacts made within
task forces established to addressissuesin both the FHA 248 and the HUD 184 programs helped the
bank to further its research. The key conclusion to this assessment was that Native Americans were
looking for housing "choices™

The three State area served by the bank presents diverse environments and economies, many of the
Tribesare smdl in terms of population and land base; some are geographicaly isolated. Mogt have
some form of housing assstance entity, including the presence of intertriba housing entities. To
address the diversity of housing need, Washington Mutua Savings Bank's approach has been to offer
diverdfied products.

The Program

Washington Mutua Savings Bank currently is pursuing two programs specifically targeted to Native
Americans. Thefirg isthe FHA 248 insurance program, which is available to Sx Tribesin the
Northwest. Of these, one of the Tribes aready has a reationship with another bank and will direct 248
business to that bank, another is outside of the bank's lending area, and some of the others are dedling
with basic infrastructure issues that presently supplant housing finance congderations. Consequently,
the bank's market for 248 insured lending is somewhat limited, but Washington Mutud viewsiits
involvement over the long term. Its expectation is that volume -- when interviewed, barely nine months
after starting the 248 program, one loan had closed and nine were pending -- will improve over afive-
year period, depending on the resolution of some infrastructure issues and some vigorous
homeownership/credit counsdling to better prepare potentid gpplicants for the financia chalenge of
homeownership.

In contrast to Firstar Bank-Minocqua's assessment of the 248 insured versus the HUD 184 guarantee
programs, Washington Mutua Savings Bank has a more positive view of the 248 program. It notes
that this program offers the bank more in-house control over the approval or denid of loans. Asearlier
outlined, the HUD 184 guarantee program requires HUD review in three phases; this processis not
employed in the 248 program. Instead, abank branch office originates the loan, then sends the
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paperwork to Washington Mutual's Seettle headquarters for processing and underwriting. Once
gpproved, the loan then is sold within the Government Nationa Mortgage Association (GNMA) pool.
Although recognizing certain limitations on borrower participation in the 248 program -- the statutory
loan limits, for example, may be too low in some of the Indian areas, and the program is gpplicable only
to Triba, not individua trust land -- the bank prefers the more prominent role of the lender in this
program. Notwithstanding the fact that FHA loan limitations pertain to the 248 insured program, al of
the gpplications currently in the pipeline are for new congruction.

Washington Mutud's other product specifically for Native Americansis a pilot program with two Tribes
located in the State of Washington: the Tuldlip, located about 40 miles north of Seettle, and the
Suguamish on the Olympic Peninsula. All homeownership loans -- for new congruction or existing
housing -- made by Washington Mutua will be held in the bank's portfolio, which is not uncommon for
thislender. The bank usesits established underwriting criteria, and the two Tribesinvolved in the pilot
are providing some leved of financia assstance to the borrowers. If the Tribe's participation resultsin a
second mortgage on the home, then the Bank asks for the Tribe's criteriain making the loan; but if the
participation isin the form of agrant, no review of criteriais necessary. New and existing homes are
eligible, and the loans may be made on Tribd or individud trust lands. Of the six loans closed through
mid-1995, and of the many pending gpplications, dl are for homes on individud trust lands. The bank
does not st its own loan or income limits, dthough Tribd financid participation may establish such
limits; any bank impased loan limit results from an assessment of  the gpplicant’s ahility to pay.

At the end of November 1995, Washington Mutual converted its pilot program into afull blown
mortgage product for Native Americans on individual trust landsin the bank'slending area. Itis
reserving $25 million to be made available for an undetermined period of time. Thiswould continue as
aportfolio program, meaning that the bank will retain these loans in its own name rather than sdlling
them. There are no pre-existing notions of what the volume would or should be; rather, the bank
recognizes that the population base is small and has relatively little experience with homeownership, so
outreach and homeownership/credit counsding will be key factorsin developing volume. 1t will be up
to the participating Tribes to decide whether they will offer additiond financid assstance to enable their
lower-income members to afford market rate loans.

There are no income or loan limitsin this new program. Loanswill be written at the current fixed or
adjustable rate mortgage level. The loans may be used to construct or purchase a home, including
manufactured housing, and may aso be used for asingle unit or for the purchase of up to afourplex.
At least one unit will have to be owner-occupied. Unlike the Associated Bank program (see following
case study), the participating Tribes will not have afirgt right of refusa to purchase aborrower’s home
should there be aforeclosure; instead, according to the Bank, the property will changeto fee smple
title enabling the Bank to sdll it. This bank product istoo new to eva uate since discussions about its
implementation with various Tribes began a short time ago.

Housing Assistance Council 7



The Results

Each of Washington Mutua Savings Bank's Native American targeted effortsis yielding results (one
248 |oan closed, nine pending; six portfolio loans closed, many pending), encouraging the bank to
continue its marketing efforts for the 248 program, and to convert its pilot portfolio lending program into
afull blown product for Native American borrowers on trust land. The bank did not set any volume
expectations for ether pursuit, but expects an increase in current volume over along period of time (five
years for the 248 program). Both programs seem to satisfy the bank's desire to retain control over

both the underwriting and approva processes.

Activity in the 248 program may be hindered somewhat by the statutory loan limitations, which appear
to be low for some Indian areas, and both programs successes may ultimately be measured by the
extent to which Native American households, often with low incomes and with maostly limited exposure
to homeownership, can be brought into a private lending system that relies heavily on exemplary credit,
consgent repayment ability, and savings for repairs. Tribd involvement in screening, homeownership
counsdling and, possibly, financid assstance, may be key ingredients in this private lending initiative.

Oneida Tribe of Indians of Wisconsin - Associated Bank (Wisconsin)

The Community

The Oneida Tribe of Indians of Wisconsin, part of the Oneida Nation (Iroquois) that was mostly forced
out of New Y ork over 200 years ago, now inhabit an area of more than 65,000 acresin two counties
of eastern Wisconsin, Brown and Outgamie counties. Brown County is the more populous area. Its
largest city is Green Bay, parts of which are owned by the Tribe. 1t isin Brown County that the Oneida
Tribe reigns as the largest employer (some 3,500 jobs). The Tribeisfocused on community and
economic development that will benefit its members through the "seventh generation,” therefore
investing its resources in enterprises and services that will provide benefits over the long term.
Economic stability gppearsto be the result of adiversified economy. Tribad members who moved
away from the areain search of jobs are now returning to participate in new opportunities. Centra to
the Tribe's economic strength is alarge and attractive hotel-convention center-casno complex directly
across from the Green Bay airport. Numerous Triba busnesses abound, including a printing plant, gas
gation/mini-mart style complexes, and day care, as well as non-governmental employment in local
paper millsand in agriculture.

Although the Tribe's boundaries encompass signficant land holdings, as recently as 1980 the Tribe
controlled only 10 percent of the 65,000 acres within the reservation. Itisapriority of the Tribeto
increase its land base by restoring formerly held land to Triba or individua trust status. This priority
pervades its business decisons, aswell asits housng programs. The "misson satement” of the
Department of Land Management is clear: "to reacquire al land located within the origina 1838 Oneida
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Indian Reservation boundaries of Wisconsin, and to preserve, maintain, and distribute such lands
according to the needs of our People.'®

Associated Bank of Green Bay first became involved with the Oneida Tribe in the early 1980s when
plans were framed for the development of the Radisson Hotdl, which now includes the largest Native
American owned casino complex in the United States. It became clear to bank staff that even as
economic enterprises were pursued and became successful, the housing needs of Triba members were
not being fully satisfied. The bank began to explore how it could help further housing assistance, abide
by the Tribe's misson to reacquire former Triba lands, and be useful without compromising its own
lending guidelines. An important factor for the bank in developing its lending program was the
economic leadership of the Tribe within Brown County.

The Program

The Oneida Tribe's Department of Land Management operates four loan programsto assist in new and
exigting housing purchase and in rehabilitation. Since 1982, when its first program was begun, the
Department has processed 192 loans, of which 25 are paid in full.® A ligt of interested Tribad members
ismaintained and "open houses' are held periodically to explain the programs and encourage
paticipation. Knownas"TLC," "DREAM," "THRIL" and the less colorful title of "Onelda Veterans
Indian Loan Program,” the programs attempt to provide for avariety of needs not currently asssted
through the Tribe's HUD- and BIA-funded housing programs. Whenever housing is purchased through
TLC, DREAM or the Veteran's program (THRIL grictly isfor home repairs and the Veteran's
program may aso be used for this purpose), the housing must be on property within the reservation
boundaries that can be taken into trust status.

Associated Bank's mortgage lending istied to TLC, which stands for Tribal Loan Credit program. The
program was created in 1986 to provide low interest downpayment assistance loansto Triba members
who had sufficient income to make mortgage payments but lacked savings for a downpayment.

Initially, the Tribe loaned about $15,000, providing a 20 percent downpayment on a $75,000 home.
Housing prices have risen in the Green Bay area particularly and the loan level has increased to
$50,000. The actua amount is intended to reduce the bank's mortgage level to 80 percent of the
purchase or total development cost of housing on fee smpleland. The TLC loan may aso cover
clogng costs. Thisloan iswritten as a second mortgage a a below market financing rate over aten-
year period.

Associated Bank's participation in the TLC program began in 1990. Triba membersfirst gpply to the
Department of Land Management where staff use mostly the same guidelines provided by the bank. If
the Triba loan officer gpproves the application, the applicant is sent to Associated Bank with an
goprova certificate and the bank loan officer does the underwriting. Associated Bank closes the loan
and sarvices both loan payments. The Tribe's portion is deposited in arevolving loan fund account
which, it isintended, will some day fully fund the TLC program (currently, the Tribe makes an annud
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gppropriation to the program). In the case of a default or foreclosure -- or if the owner wants to s
the property -- the Tribe has the first option to purchase. There have been two foreclosures, out of
102 loans made through July 1995, and in each instance the Tribe purchased the properties and put
them in their DREAM program that alows afamily to rent with an option to purchase. When a
property is purchased by the Tribe for the DREAM program, it is put into trust gatus. At thetime
Associated Bank's mortgageis paid in full, the owner is required to put the land into individua trust
datus, thereby fulfilling the Tribes god of restoring and protecting prior Triba lands. The Tribe's
gpparent commitment to purchase properties has provided the Bank with the level of comfort it fedsit
needs to make these loans.

Loans from Associated Bank are "adjustable rate mortgages,” figured a market rate (2 percent annual
cap, with a 6 percent lifetime cap) with aterm of up to 30 years. Thisisthe bank's sandard ARM, no
different than what is offered to non-Native American borrowers. 1t would like to offer fixed rate
mortgages but, thus far, has not found a purchaser for such loans so it continuesto retain them in its
own portfolio. A representative from Fannie Mae reviewed the bank's product a year ago, but no
commitment was made at the time.

Neither the Oneida Tribe nor Associated Bank established any guiddines for household incomes to be
served, or maximum mortgage limits (adthough the $50,000, 20 percent downpayment cap provides
guidance here). Housing need throughout the Tribe, and for returning Tribal members, is consderable,
and locd rents are consdered high by Triba staff, so most of the TLC applicants have been on some
housing waiting list. Their incomes cover awide range, according to Triba and bank staff.

The Results

The TLC program has about 100 loans with Associated Bank, which the bank views positively asa
"performing asset." Each of these loans were made on fee smple land that eventudly will be converted
to trugt satus, fulfilling an important god of the Oneida Tribe. The requirement that the properties must
be within the reservation boundaries, and not currently in trust satus, does limit the participants
options, but there continues to be a steady stream of gpplicants anyway. As more Triba members
return to the area, increased pressure on the program may develop.

Asociated Bank aso views its working relationship with the Tribe as positive and productive. There
appears to be a good exchange of information and idess, particularly snce each party hasa
consderable stake in both the loan gpprova and loan repayment parts of the process. Some current
drawbacks are the consderable time it takes to record the loans with the Bureau of Indian Affairs-- a
process that may in the future come under the Triba government's jurisdiction -- and the need for
aggressive credit counseling to ready applicants for potentid homeownership. Associated Bank was
able to overcome one obstacle -- title insurance -- through an intensive educationd effort with two
companies that resulted in a better level of understanding and comfort with Indian land issues.
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. OTHER APPROACHES

Inidentifying potential case studies for this report, it became gpparent that the experience of some of
the better publicized lending initiatives was limited, perhaps till in the concept rather than the execution
gage. One, Sound Development Association, an offspring of the Southern Puget Sound Inter-Triba
Housing Authority, Washington, has become the first Native American seler/servicer certified by
Fannie Mae (formerly the Federal Nationd Mortgage Association), but the lending partnership ill
faces many chdlenges. What aso became apparent in the research, however, was thet there is
consderable talk between Triba representatives, private lenders, public and quasi-public agencies on
the subject of extending private mortgage credit to Indian Country. The case studies that were sdected
offered at least some practica experience in testing the gods of the playersinvolved. The Oneida
Tribe/Associated Bank partnership and the Washington Mutual Savings Bank pilot program represent
relaively homegrown responses to specific housng needs. The Firstar Bank/Lac du Flambeau
partnership reflects a more nationa awakening to the responsibility of non-governmenta entitiesto
address the housing needs of people, regardless of income or location.

There has been pressure on banks for years, particularly through Community Reinvestment Act (CRA)
mandates, to address affordable housing needs, and other government authorized ingtitutions such as
Fannie Mae and Freddie Mac are being closdly scrutinized for evidence of increased lower-income
mortgage assstance activities. Some of these inditutions have been aggressive in defining their niche
and seeking afoothold in traditiondly "underserved” areas, including Indian Country. Others have
opened their doors to proposas from these congtituencies prior to creating their own programs. The
Oneida Tribe/Associated Bank provides an example of the "somewhere in-between” approach that
gppears to be working for the parties involved.

Zions Mortgage Company (Salt Lake City, Utah) came up with alending concept for Native
Americans to complement its other affordable housing programs, and entitled it the "Good Neighbor
Homebuyer Program.” It decided to explore the concept first with the Navagjo Nation whose
boundaries extend into Utah, aswell as Arizonaand New Mexico. The mode Zionsinitialy proposed
created alease-purchase approach to homeownership, which would enable participating borrowers to
lease anew home from their Tribe for about five years. During this time the borrower would make
mortgage payments to Zions, and repay a downpayment loan from the Tribe. When the 3 percent
downpayment loan (an additiona 2 percent would come from the borrower's savings, a gift from a
blood relative, agrant, or alender -- Zions -- contribution) is repaid the borrower could exercise
his’her option to purchase the home. Since, according to Zions, the loan could be sold to Fannie Mae
under their Community Homebuyer Program, funds would be revolved and Zions would be able to
make more mortgage assstance available. Zionswould continue to service the loan, and is committed
to a comprehensve homeownership counsdling program.

Although this gpproach has eements of severd of the case studies -- the lease/option approach clearly
is different -- the main difference is that the Navgo Nation has not and probably will not commit to
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making downpayment assstance available. This part of the program did not emanate from the Tribe,
but was presented to its leaders by Zions. A Triba representative explained that with 200,000
members scattered among 25,000 square miles, and so many of them in need of an array of socid
services, the Tribe is not financialy equipped to provide downpayment assstance. Presently, the Tribe
isworking with Fannie Mae on a Memorandum of Understanding (MOU) intended to make dl of
Fannie Mag's products available on Navgo land. Zions could be one among possibly many lenders --
including some banks that have located branches on the reservation -- whose programs could become
available to Tribal members on terms agreeable to the Tribe. Fannie Mae has raised the spectre of the
Tribe providing "credit enhancements,” an unlikely outcome of the MOU negotiations.

Fannie Mae was the first secondary market to agree to purchase loans made under HUD's 184
guarantee program. Although just a handful of loans had been purchased at the time research for this
report was completed, many loans were in the pipeline. A variation of this program became effectivein
Indian Country on December 6, 1995 when the Rurd Housing Service announced its “ Rurd Housing
Native American Pilot Program.”” This program will extend the Section 502 guaranteed loan program
to ten Tribes in a partnership with Fannie Mae, who will purchase |oans made on trust lands.

Severd of the Native American housing packagers trained by the Housing Assistance Council on
reservations in South and North Dakota and Montana previoudy explored this program for applicants
whose incomes exceeded the Section 502 direct loan limits® Like the HUD 184 program, the 502
guarantee program is dependent on private lender participation. What the packagers found is that
lenders resisted the program on trust land since no secondary market to purchase these loans existed at
thetime. Discussions between RHS nationa office staff and Fannie Mae ensued and resulted in the
pilot program. RHS currently is making Section 502 direct loans on trust land and accepts Triba lease
restrictions on resde or transfer should a foreclosure be necessary, but had not previoudy accepted
such redtrictions under the guarantee program. This agreement will open another opportunity for
moderate income Native Americans to purchase or build their own housing on trust land using private
mortgage Sources.
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1. BARRIERS

Extending to Indian Country private credit initigtives for housing is an effort mogdtly in itsinfancy, but
some of the mgor barriers are being removed. From the lender's perspective, obtaining comfortable
security for aloan on land held in trust has been a mgor barrier for which various solutions are being
gpplied. For Associated Bank, the Oneida Tribe's financid assstance reduces the amount of funds the
lender has at risk, and the Tribe's option to purchase property at foreclosure (which it exercised in both
ingtances that foreclosure became an issue) creeted the necessary “comfort level™ for the bank to extend
itscredit. The FHA 248 insurance and the HUD 184 guarantee programs each remove lender risk in
case of foreclosure even though the property may not be removed from trust status. It is expected that
the RHS Section 502 guarantee program soon will offer amilar protections both to the prospective
lender and to the participating Tribe. 1n the past, Tribes, too, have been reluctant to encourage private
home mortgage activity because of the fear that trust land might lose its protected status in the event of
aforeclosure.

Remaining barriers perhgps are not as significant as the " security” issue, but still need to be addressed.
A secondary market il is needed to enable interested banks currently holding loans within their own
portfolio to revolve them in order to increase their pool of funds, to improve their terms (for example,
Asociated Bank would like to extend fixed rate mortgages, but cannot afford to hold them in their
portfolio), and to alow for greater creativity in designing a program most suitable to the needs of a
particular Tribe and/or area. Not every Triba/lender initiative will necessarily fit, for example, Fannie
Mae's underwriting criteria, yet may be gppropriately designed for specific loca circumstances.

Lender and Triba knowledge of private lending opportunitiesislimited. Most Tribes are located in
somewhat or exceedingly remote places where few banks are found. Many of the primarily rura banks
that do exigt in Indian Country are independent and have limited assets for mortgage lending.

Moreover, there is such limited experience on the part of Native Americans in private mortgage lending
that even asking the appropriate questions may be adaunting task. Education is not widespread on a
hogt of issues that banks, Tribes and Native American borrowers should know about, including lending
opportunities, risk, secondary market options, program requirements, fair housing, credit histories, and
cultural issues that might have an impact on the traditiona lender-borrower relationship.

Triba capacity to absorb and promote new housing opportunities dso islimited in many areas, possibly
restricting participation in these resources to areas where a particularly savvy lender may reside, or in
the rare ingance where a consortium is formed to implement a new program or programs. HAC's
"Building Indian Housing in Underserved Areas’ project began with the premise that the extension of
FmHA (now RHS) housing resources to Indian Country would best be served by developing locd,
Native American capacity to promote and package loans and grants. Federd agency staff involved in
this project continue to remark on the vaidity of that premise; trust exists between the packager and the
gpplicant based on cultural and community understanding that federal agency staff may lack. |1ssues of
credit, extended family, guardianship, persond loans, al may take on meaning that an outsder might not
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fully comprehend and, therefore, may decide denotes a potentidly risky borrower. Support for
capacity building is virtudly nonexistent, yet Tribes are encouraged by outside forces, including Fannie
Mae and other lenders, to commit to the new "products’ now available to Indian Country.

A barrier that must not be overlooked is the ability of potential borrowers to succeed within asystem
heretofore unavailable to them. The case sudies highlighted bad debts and genera credit history as
delaying or redtricting the participation of prospective borrowers in the respective programs. Thisis
samilarly reported in HAC's capacity-building project. Some credit problems are errors, some are
eadly remedied, yet others require credit/budget counsdling intervention -- and time. Important, too, is
creating a true understianding of the generdly rigid rules of mortgage lending in communities where the
concept has not been widely experienced. Missed payments for any reason may result in very different
conseguences than missed payments on a Mutua Help home. Private lenders do not provide the safety
net that federally subsidized programs generdly do for homebuyers and tenants whose incomes may be
vulnerable to downward shifts. In promoting private lender initiatives, it isimportant not to lose sight of
the borrower's need for clear information on roles and responghilities of dl the players in both the short
and long term.
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V. CONCLUSIONS

When this sudy initialy was designed, there was interest in proposing a"modd” for private lender
initigtive for Indian Country. Site visits and extensive telephone interviews led to a different point of
view: circumstances generaly differ from Tribe to Tribe as the case sudiesreved. Except for the
generd need for more housing, housing program goas vary and, consequently, the responses will differ.
One Tribe wants to consolidate its land base through housing ass stance, while another wants to move
higher income families out of subsidized housing. One Tribe has financia resourcesto assgt their
members into privately financed housing, while another does not, so the borrowers must be able to
qudlify for the full house price.

Leaving aside the notion of amodel, there are some modest conclusions to be derived from these case
studies. Regardless of the data source -- the BIA inventory, the Census, the Urban Ingtitute report --
housing need is consderable in Indian Country, and among dl income levels. Federd housing
programs generdly are targeted to lower income households, although the case studies do show that
more moderate income households are living in subsidized housing. Without private mortgage credit,
households with incomes sufficient to carry a private mortgage loan are put in competition with lower
income households for scarce housing resources. The opportunity for obtaining privately financed
loans, therefore, should be an important resource in Indian Country. These loans, however, are written
at market rate interest. For this reason aone, private mortgage financing must be considered out of the
reach of lower income households, and even beyond the means of more moderate income households
in higher housing cost areas unless thereis some leve of subsidy to reduce the mortgage amount.
Private mortgage lending will improve housing opportunities for some, perhgps many Native American
families, but it is not a panacea for the extensve housing needs that exist in Indian Country generdly.

The programs underway, and featured in this report, represent partnerships of mind and, sometimes,
pocketbook. Most of the Tribes involved have some guiding principle -- consolidation of land holdings,
for example -- that binds them to the program. The lendersin each case have bought into that
principle. Where Triba financid participation isfeasible and consdered desregble by the Tribe, it is
provided. It was not a condition of doing business, but an agreed upon aspect of the program concept.
Lenders, particularly, must be aware thet their ability to make private lending avalladle to Native
Americans is dependent on their willingness to work with the respective Tribesin developing a
program or programs that meet Tribal goals and needs.

Something certainly needs to be said about funding and promoting loca capacity building. Developing
acadre of persons knowledgeable about the complexities and requirements of private lending -- and
people who are capable of communicating thisinformation to members of their own community -- can
only benefit the expansion of private lending in Indian Country. There are many forces outside Indian
Country now interested in promoting their lending concept or service. At some point, and the sooner
the better, these entities need to consder what training and financid support they can provide to ensure
that local capacity is developed and sustained.
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Finally, these case studies, and even those considered but not included, make it clear that the federd
government plays a centrd role either as a catalyst or adirect contributor. CRA oversight of lending
practicesis an incentive to banks to assess total community needs and be creative in finding an
gppropriate niche; Congressiona oversight and policy direction to legidatively creeted, though
independently acting, organizations such as Fannie Mag, GNMA, and Freddie Mac, encourages Smilar
assessments and creativity that are beginning to bring service to Native American communities. Direct
governmenta contributions to these private lending initiatives come in many forms: HUD 184 loan
guarantees, FHA 248 insurance, and RHS loan guarantees. These are financial resources that cover
private lender risk and protect the status of restricted Indian lands. Private lending in Indian Country
has been encouraged by these federa contributions. The positive experiences that have resulted and
will result will open new avenues for lending assstance in Indian Country.
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V. GLOSSARY

Appraisal - aprocess designed to establish the value of specific property.

Conventional/Private Lending - financing provided by private lenders, usualy banks.

CRA - Community Reinvesment Act.

Equity - the amount of ownership investment in a specific project after ligbilities are deducted.

Fee Smple Title - the right of ownership to land without any restrictions.

Fannie Mae - formerly the Federd Nationd Mortgage Association or FNMA, afederal government
sponsored entity that purchases |oans in the secondary market.

FHA 248 - Federd Housing Adminigtration insured loan program for Native Americans.

Freddie Mac - Federd Home Loan Mortgage Company, dso FHLMC, afederal government
sponsored entity.

FmHA - Farmers Home Adminigtration, U.S. Department of Agriculture, predecessor agency to RHS.

HAC - Housing Assstance Council.

HUD 184 - Office of Native American Programs, HUD, loan guarantee program for Native
Americans.

IHA - Indian Housng Authority.

Individual Trust Land - land once owned by a Tribe, but which was dlotted to an individua member
of the Tribe; there are restrictions on the use and transferability of the land.

Inter-Tribal Housing Authority - an Indian Housing Authority that serves severa Tribes.

Low Income- for federd housing programs, a household income of 80 percent or less of area median
by household sze; HUD data is used to caculate low income limits.

Market Rate Mortgage - amortgage at an unsubsidized rate of interest.

Moderate Income - for HUD programs, a household income of 120 percent of area median by
household size; for RHS programs, a household income of $5,500 over the low income
threshold.

MOU - Memorandum of Understanding.

Portfolio Loan - aloan retained by alender rather than selling it on the secondary market to raise
capitd.

RECD - Rurd Economic and Community Development, an agency of the U. S. Department of
Agriculture, RECD gaff in gate and locd offices administer Rurd Housing Service programs.

RHS - Rura Housing Service, successor to FmHA, U.S. Department of Agriculture.

Secondary Market - investors, such as Fannie Mag, the Government National Mortgage Association
(GNMA or Ginnie Mae), the Federd Home Loan Mortgage Corporation (FHLMC or Freddie
Mac), that will purchase loans from the originating lender, thereby providing capitd to the
lender.

SHler/servicer, Fannie Mae certified - an entity that originates loans and is authorized to sell them to
Fannie Mae directly rather than through an intermediary.

Subsidy - agrant or below-market-rate loan from a governmenta entity.

Tribal Trust Land - land held in trust by the United States for the use of a specific Tribe; there are
restrictions on the use and transferability of the land.
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Underwriting - the process by which alender assesses the risk of making a specific loan.
Very Low Income- for federd housing programs, a household income of 50 percent of areamedian
by household sze; HUD datais used to caculate very low income limits.
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VI. ENDNOTES

1. Nationa Commisson on American Indian, Alaska Native, and Native Hawaiian Housing,
"Supplementa Report and Native American Housing Improvements Legidaive Initigtive," Washington,
DC, September 1993.

2. For anin depth view of these needs see Carla Herbig, Nancy Kay, et d., Assessment of American
Indian Housing Needs and Programs: Final Report, The Urban Inditute, forthcoming.

3. Ibid., p. 159

4. In aNovember 1995 telephone conversation with HUD Office of Native American Programs staff,
it was reported that more than five hundred 184 loan gpplications were in the pipeline.

5. Department of Land Management Loan Program report, July 1, 1995.
6. lbid, p. 1.
7. “Rurd Housing Native American Filot Program Interim Agreement,” December 6, 1995.

8. "Building Indian Housing in Underserved Aress' isa project of the Housing Assistance Coundil
begun in 1991 and funded by the Northwest Area Foundation. An early report of the project prepared
for HUD was published in December 1993, entitled Demonstration of “ Building Indian Housing in
Underserved Areas’ : An Evaluation and Recommendations.
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