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24 CFR Part 291

Di sposition of HUD Acquired Single Fam |y Property; Good Nei ghbor Next
Door Sal es Program Final Rule

DEPARTMENT OF HOUSI NG AND URBAN DEVELOPNMENT
24 CFR Part 291

[ Docket No. FR-4712-F- 03]
RN 2502- AH72

Di sposition of HUD Acquired Single Fam |y Property; Good Nei ghbor
Next Door Sal es Program

AGENCY: O fice of the Assistant Secretary for Housi ng--Federal Housing
Conmi ssi oner, HUD.

ACTION: Final rule.

SUMMARY: This final rule establishes regulations for HUD s new Good
Nei ghbor Next Door (GNND) Sal es Program The requirenents for the new
program are cl osely nodel ed on those for HUD s O ficer Next Door (OND)
and Teacher Next Door (TND) Sal es Prograns. The GNND Sal es Program
repl aces and builds upon the success of these two existing sales
progranms. The purpose of the GNND Sales Programis to i nprove the
quality of life in distressed urban comunities by encouraging | aw
enforcenent officers, teachers, and firefighters/energency nedical

t echni ci ans, whose daily responsibilities represent a nexus to the
needs of the comunity, to purchase and live in honmes in these
comunities. This final rule follows publication of a Septenber 8,
2005, proposed rule and takes into consideration the public coments
received on the proposed rule.

DATES: Effective Date: Decenber 1, 2006.
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FOR FURTHER | NFORVATI ON CONTACT: Laurie A. Maggi ano, Acting Director
Ofice of Single Fanm |y Asset Managenent, Departnent of Housi ng and
Urban Devel opnment, 451 Seventh Street, SW, Room 9172, Washi ngton, DC
20410- 8000; tel ephone (202) 708-1672 (this is not a toll-free nunber).
Heari ng- or speech-inpaired individuals nay access this nunber through
TTY by calling the toll-free Federal Information Relay Service at (800)
877-8339.

SUPPLENMENTARY | NFORMATI ON:
| . Background

Avital part of HUD s mssion is to pronote homeownership and the
revitalization of cities. In support of these goals, HUD pernmanently
established the OND Sal es Programon July 2, 1999 (64 FR 36210). The
OND Sal es Program enables full-time |aw enforcenment officers to
pur chase HUD-acquired hones located in revitalization areas at a 50
percent discount fromlist prices. The success of the OND Sal es Program
led to the establishnent of the TND Sal es Program on Decenber 7, 1999,
whi ch encourages eligible teachers to purchase HUD acquired homes
| ocated in HUD-designated revitalization areas at a 50 percent discount
fromlist prices.

I n June 2004, HUD conpl eted an eval uati on of the success of the OND
and TND Sal es Prograns. The eval uation supported the view that an
influx of police officers as honeowners results in a decrease in crine
in a target nei ghborhood. HUD s eval uation of the OND/ TND Sal es
Progranms is available for downl oad at http://ww. huduser. org.

1. The Septenber 8, 2005, Proposed Rul e and Federal Register Notice

On Septenber 8, 2005, HUD published a proposed rule to establish
regul ations for a new GNND Sal es Programto replace and build upon the
success of the OND and TND Sal es Prograns (70 FR 53479). While many of
the requirements in the GNND Sal es Programare simlar, HUD proposed
various nodifications and i nprovenents to the OND and TND requirements.
The objective of the GNND programis to inprove the quality of life in
di stressed urban conmunities by encouragi ng | aw enforcenment officers,
teachers, and firefighters/energency nedi cal technicians, whose daily
responsibilities reflect a high Ievel of public service conmmtnent and
represent a nexus to the needs of the conmunity, to purchase and |ive
in homes in these communities. An overview of the GNND Sal es Program
and HUD s proposed regul atory changes can be found in the preanble to
t he Septenber 8, 2005, proposed rule.

Al so on Septenber 8, 2005, in addition to the publication of the
proposed rule, HUD al so published a notice announcing the eligibility
of firefighters and enmergency nedical technicians to i nediately
participate in the OND Sal es Program (70 FR 53488). This expansion of
the OND Sal es Program was designed to help nore firefighters and
enmer gency nedi cal technicians becone honeowners and to advance the
goal s of the programto accelerate the revitalization of Anerica's
cities by pronoting the integration of dedicated role nodels and
nentors into the comunity. The Septenber 8, 2005, notice authorized
firefighters and energency nedical technicians to participate under
and be subject to, the regulations for the OND Sal es Program

I1l. This Final Rule; Significant Changes to the Septenber 8, 2005,
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Proposed Rul e

This final rule follows publication of the Septenber 8, 2005,
proposed rule, and takes into consideration the public coments
received on the proposed rule. The regulations for the GNND Sal es
Program woul d be codified at 24 CFR part 291, subpart F, which
currently contains the regulations for the OND Sal es Program After
careful review of the public conmments, HUD has nade the follow ng
changes to the proposed rule:

1. Financing of 203(k) rehabilitation costs. The final rule has
been revised to provide for the inclusion of rehabilitation costs in
the nortgage used to purchase the honme, where such purchase is being
financed with an FHA-i nsured 203(k) nortgage.

2. Providing for two backup bids in the event that the origina
purchaser fails to reach closing. The final rule has been revised to
provide for two backup purchasers, if sufficient bids are received, as
alternatives should the first purchaser fail to conplete the hone
pur chase.

3. Carification of eligible teachers under the GNND Sal es Program
The final rule has been revised to clarify that only full-tinme teachers
enpl oyed at state-accredited public and private schools serving
students fromthe area where the home is located qualify as eligible
participants under the GNND Sal es Program O her persons enployed by an
accredited public or private school are not eligible to participate in
the GNND Sal es Program

4. Properties Available for Sale under the GNND Sal es Program The
final rule clarifies that the properties available for sale under the
GNND Sal es Programwi ||l be the same types of properties eligible for
pur chase under the OND and TND prograns. Specifically, the final rule
clarifies that occupied properties, properties located in Asset Control
Areas, and properties that HUD determines will be sold through an
alternative sales nethod will not be nmade avail able for purchase under
the GNND Sal es Program The new regul atory | anguage does not revise
existing policies, but rather codifies existing practices of the OND
and TND prograns. Regul atory codification of the types of properties
nade available for sale will help provide the public with greater
understanding and clarity of the process followed by HUD in the
adm nistration of the GNND Sal es Program

5. Carification of the terns ~“closing costs,'' "~“selling broker
conmi ssi ons, '

[[ Page 64423]]

and "~ downpaynent.'' This final rule continues to provide that HUD wil |
not pay a buyer's closing costs on the purchase of a property through
the GNND Sal es Program Further, HUD has revised the rule to specify
that in no event will HUD pay selling broker conmi ssions. The addition
of this phrase clarifies that the purchaser is wholly responsible for
payi ng closing costs and selling broker comissions in a transaction
under this program The cl osing costs are expenses borne by the
purchaser to conplete the sale. The selling broker's comission is one
conponent of the closing costs owed by the purchaser

The revision also serves to clarify that closing costs and selling
br oker conmmi ssions are not properly considered to be part of a required
downpaynent. The downpaynent is a financial outlay made by the
purchaser to acquire equity in the property and does not include
closing or other costs that do not represent an investnent in equity.
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I'V. Discussion of Public Commrents Received on the Septenber 8, 2005,
Proposed Rul e

The public coment period on the proposed rule closed on Novenber
7, 2005. HUD received 16 public coments in response to the proposed
rule. Comments were received froma realtor's association, a state hone
program a nortgage corporation, a |aw enforcenent |abor organization
a non-profit organization, teachers, a firefighter, realtors, and
i ndividual citizens. This section of the preanble presents a sumary of
the significant issues raised by the public commenters on the Septenber
8, 2005, proposed rule, and HUD s responses to those issues.

Comment: A statenment clarifying how real estate broker comm ssions
are to be applied at closing to the purchase price is needed so that
closing procedures will be uniformy interpreted and inplenented. Two
comenters wote that given the nunber of different players involved in
the disposition of the HUD single-famly properties, witten procedures
for contracts and settlenment statenents are necessary to avoid
confusion. The commenters asked for clarification as to how conm ssi ons
and cl osing costs apply at closing to the purchase price, and
specifically whether the seller or the buyer (OND) TND) is responsible
for paying the broker's conm ssion and cl osi ng costs.

HUD Response. HUD is revising the rule in response to these
coments. Specifically, HUD has revised Sec. 291.545(c) to specify
that in no event will HUD pay selling broker conm ssions. The addition
of this phrase clarifies that the purchaser is wholly responsible for
payi ng closing costs and selling broker comiissions in a transaction
under this program The final rule continues to provide that in no
event will HUD pay a buyer's closing costs on the purchase of a
property through the GNND Sal es Program However, a purchaser using a
nortgage i nsured by the Federal Housing Administration (FHA) to finance
t he purchase of a honme through the GNND Sal es Program nay incl ude
reasonabl e and custonary cl osing costs within the amount borrowed wth
the FHA-insured nortgage. The revision also serves to clarify that
closing costs and selling broker conm ssions are not properly
consi dered to be part of a required downpaynent. The downpaynent is a
financial outlay nade by the purchaser to acquire equity in the
property and does not include closing or other costs that do not
represent an investnent in equity.

Comment: The requirenment that purchasers submt bids on GNND hones
through a participating real estate broker unnecessarily inposes the
addi tional cost of a conm ssion and should be elimnated. One conmenter
wote that since the regulations do not specify that brokers nust waive
their normal conmi ssion, participants would incur an additional cost
they may not be able to afford. The conmenter wote that brokers are
unnecessary because HUD is governing the disposition of these hones.
The commenter also wote that this requirenent could result in a
speci al pool of brokers that would unfairly funnel GNND business to
this sel ect group.

HUD Response. HUD has not revised the rule in response to this
coment. The use of brokers benefits participants because they have
speci al i zed know edge and can facilitate the home buying process. HUD
di sagrees that the requirenent would result in the establishnment of a
sel ect group of brokers. Any real estate broker who has agreed to
conply with HUD requirenents may participate in the GNND Sal es Program
Due to continued conpetition among brokers, the comm ssion charged by
brokers will have to be responsive to purchasers' ability and
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wi |l lingness to pay, and be conmensurate with the services provided.

Comment : Support for GNND Sal es Program Several conmenters wote
in support of the GNND Sal es Program In particular, the comenters
expressed strong support for expanding eligibility to include
firefighters and energency nedical technicians. The comenters wote
that the rule would make buying a home for GNND Sal es Program
participants feasible by significantly reducing the cost of housing.

HUD Response. HUD appreci ates the support expressed by the
comenters for the GNND Sal es Program The final rule will benefit
participating | aw enforcement officers, teachers, firefighters, and
emer gency nedi cal technicians, as well as the communities that they
serve. The regul atory requirenents established by this final rule wll
help to ensure that the inventory of available homes is distributed to
nost effectively realize the goals of the program

Coment: As fornul ated, the success of the GNND Sales Programis in
j eopardy because the universe of eligible participants has been
expanded whil e the nunber of properties avail able for purchase has been
reduced. One commenter objected to the regulatory cap on sal es of HUD
acqui red hones under the GNND Sal es Programto no greater than 5
percent of the nunmber of ““Part A'' nobrtgage insurance conveyance
clainms paid by HUD in the i nmediately preceding fiscal year. The
comenter wote that the cap woul d force | aw enforcenment officers,
teachers, and firefighters/enmergency nedical technicians to conpete
agai nst each other. The comenter wote that this will nmake it nuch
nore difficult to achieve the desired goal of inproving the quality of
l[ife in distressed urban communities. The comrenter also wote that
relying on a lottery systemto award properties on which there are
nmul tiple bids shows an indifference to the success of the OND Sal es
Program The comenter recommended that the OND Sales Programremain a
program separate fromthe GNND Sal es Program

HUD Response. HUD has not revised the rule in response to this
coment. HUD continues to believe that expanding eligibility to include
firefighters and energency nedical technicians will bring justifiable
added benefit to the conmunities to be served by the GNND Sal es
Program Neither the increased nunber of eligible participants nor the
cap on the volune of properties available will result in a dimnished
supply of hones available for sale through the program The purpose of
the cap is to provide control over properties in the event there is an
unanti ci pated surge in the nunber of foreclosures in revitalization
areas, which in turn would result in a surge in paynents of FHA
i nsurance. HUD does not anticipate the cap as having any practica
ef fect on the supply of hones avail abl e because the vol une of

[[ Page 64424]]

recorded sales in recent years has consistently been substantially
bel ow t he proposed cap. Additionally, the rule provides HUD with the
authority to adjust the percentage of the cap for any fiscal year
shoul d adj ust nent be warrant ed.

Comment: The revision to the definition of |aw enforcenent officer
woul d exclude federal |aw enforcenent and other officers, thereby
reduci ng the nunber of |aw enforcenent officers who are eligible to
participate in the program One commenter wote that the narrow ng of
the definition of ~"“law enforcement officer'' would exclude federal |aw
enforcenent officers enployed in a | aw enforcenent capacity by
governnental agencies that are not separate, specific |aw enforcenent
agenci es. The commenter recomrended revising the rule so that such
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federal |aw enforcenent officers can participate. The commenter al so
wote that the definition should continue to include | aw enforcenment
of ficers enpl oyed by public and private universities and col |l eges. The
comenter, relying on the evaluation report of the OND Sal es Program
wote that it is the presence of officers in distressed communities
that has a positive inpact and not whether or not they have authority
to nake arrests.

HUD Response. HUD has not revised the rule in response to this
coment. One of the purposes of the OND Sales Programwas to revitalize
di stressed comunities by deterring the comrssion of crimes with the
presence of |aw enforcenent officers in these areas. The GNND Sal es
Program continues to focus on traditional |aw enforcenment officers with
general arrest authority, because their work and presence in the
comunity nost closely relates to this policy.

Comment: First responders enpl oyed by nongovernnental entities
shoul d be eligible for the GNND Program One commenter wote that since
first responders have to be enpl oyed by a governnmental agency in order
to be eligible to participate in the GNND Sal es Program responders
providing the sane services through a private entity are bei ng excl uded
unfairly. The comnmenter wrote that all energency nedical technicians
and paranedi cs should be included since they save lives in al
conmuni ti es.

HUD Response. HUD has not revised the rule in response to this
coment. HUD recogni zes that firefighters and energency nedica
t echni ci ans enpl oyed by private entities sonetines performsimlar
servi ces as those enployed by governmental entities. However, the
inclusion of privately enployed firefighters and energency nedi ca
techni ci ans woul d create anbiguity in assessing an individual's
eligibility to participate. This broader, nore anbi guous approach woul d
also result in a costly admi nistrative burden for HUD to determ ne
eligibility and increase the risk of awarding properties to ineligible
i ndividuals. To assure that the purposes of the GNND Sal es Program can
be fulfilled in a cost-effective and efficient nanner, HUD has not
revised the rule in response to this coment.

Comment: The eligibility requirements of not having previously
owned any residential real property for one year prior to the date of
submtting a bid and not having previously purchased a hone under the
GNND Sal es Program should not apply to | aw enforcenent officers. The
comrenter wote that this newrestriction fails to consider that |aw
enforcenent officers choosing to participate in the program may nove
fromtheir current hone to a distressed conmunity to becone nore
involved in the comunity they serve, or nmay participate or have
participated in the OND Sal es Program and then transfer or have since
been transferred to another jurisdiction that has GNND properties
avai | abl e.

HUD Response. HUD has not revised the rule in response to this
coment. The eligibility requirements referred to by the conmenter
support increasing the overall nunber of participants who can benefit
fromthe programwhile avoi ding opportunistic behavior by repeat
participants. Further, in the past, allow ng current honeowners to
submt bids has been a source of problens in reaching closing with
t hose purchasers. This new requirenent better aligns with the
Department's interest in increasing the nunmber of honeowners and
openi ng up honmeownership to new famlies.

Comment: The anount a purchaser can borrow to finance the purchase
of a hone using an FHA-insured nortgage shoul d depend on the type of
FHA-i nsured nortgage i ssued. Two comenters wote that Sec. 291.545(b)
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of the rule, which establishes the maxi nrum anmount of an FHA-insured
nortgage used to purchase a G\NND hone, should be revised to reflect
203(k) rehabilitation |oans. Under the proposed rule, the anbunt of the
FHA-i nsured nortgage may not exceed the di scounted sales price of the
horme plus the closing costs and pre-paid itens. However, under the
203(k) program a borrower nay al so finance the costs of rehabilitation
of the property along with the purchase cost of the hone. The conmenter
suggested that Sec. 291.545(b) be revised to permt the financing of
rehabilitation costs where the purchase of the honme is being financed
with an FHA-insured 203(k) nortgage

HUD Response. HUD agrees that the anount of financing available to
the participant should depend on the type of FHA-insured nortgage being
utilized. Participants utilizing an FHA-i nsured nortgage may finance
the discounted sales price plus reasonable closing costs. Additionally,
rehabilitation expenses nmay be incorporated into the FHA-insured
nortgage if the purchase of the hone is being financed with an FHA-

i nsured 203(k) nortgage. The Section 203(k) programis HUD s prinmary
program for the rehabilitation and repair of single famly properties.
As such, it is an inportant tool for community and nei ghborhood
revitalization and for expandi ng honmeownership opportunities, which HUD
agrees should be available to GNND Sal es Program parti ci pants.
Accordingly, HUD has nodified Sec. 291.545(b) to explicitly provide
for the inclusion of rehabilitation costs financed with an FHA-insured
203(k) I oan.

Comment: Creating a distinction as to closing costs between
conventional and FHA-insured nortgages unfairly penalizes participants
who choose not to use an FHA-insured nortgage. One commenter w ote that
partici pants choosi ng conventi onal nortgages will have to pay closing
costs out-of-pocket while those with an FHA-i nsured nortgage may be
able to finance reasonabl e and customary cl osing costs.

HUD Response. HUD is not altering the final rule in response to this
commrent .

The scope of HUD s regul atory authority extends to FHA-insured
nortgages. HUD is enpowered to set the ternms and conditions of FHA-

i nsured nortgages. Since conventional nortgages are not subjected to
HUD s regul atory authority, such nortgages pose additional risk.

Regardl ess of the type of financing used by a purchaser, HUD wi |l not
pay any closing costs. Wth regard to the downpaynent, purchasers using
an FHA-insured nortgage nmay make a downpaynent of $100.

Comment: Forfeiture of an earnest noney deposit upon the failure of
the participant to close, without regard to the underlying
circunstances, is overly burdensonme. One conmenter reconmended that a
provision be included to ensure that earnest noney deposits be returned
i f extenuating circunstances occur that keep a sale fromclosing.

HUD Response. HUD has not revised the rule in response to these
coments. The requirenment that a potential purchaser make a mininma
ear nest

[ [ Page 64425]]

noney deposit (which will never exceed $2,000) helps to ensure that
prospective purchasers are acting in good faith and are willing and
able to proceed to closing on the purchase of the hone.

Comment: Disqualifying a potential participant on the basis that
hi s/ her spouse previously owned residential property or participated in
the GNND Program could result in unintended consequences. One comenter
wote that participant eligibility should be determ ned on an
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i ndi vi dual basis. The commenter wote that evaluating eligibility as
proposed will entice people to divorce in order to take advantage of
this program resulting in weaker famlies and comuniti es.

HUD Response. HUD has not revised the rule in response to this
coment. The spousal eligibility requirement is consistent with the
policy of permtting one-tine participation in the GNND Sal es Program
and supports HUD s interest in pronoting homeownership opportunities to
first-ti me honebuyers.

Comment: GNND partici pants should not be required to nmake an
earnest noney deposit. One commenter wote that the GNND Sal es Program
shoul d operate |ike the existing OND and TND Sal es Prograns and not
requi re a downpaynent. Another conmenter questioned having to put up
any noney when the quality of the homes is substandard and woul d only
agree to make such a deposit if it would ensure better quality hones
and locations. Athird commenter also wote that the GNND Sal es Program
shoul d not require an earnest noney deposit of up to $2,000 so that the
Program continues to make purchasing a home affordable for teachers and
of ficers serving their comunities.

HUD Response. HUD has not revised the rule in response to these
coments. The anobunt of the required earnest noney deposit will not
i npose an undue financial burden on potential hone purchasers. The
requi red deposit is equal to one percent of the list price, but no nore
than $2,000. This mnimal earnest noney deposit hel ps to ensure that
purchasers are acting in good faith and are willing and able to proceed
to closing on the purchase of the hone.

Comment: Nonprofit organi zati ons should continue to be allowed to
purchase properties through the GNND Sal es Program One comenter wote
that nonprofit entities should continue to be allowed to purchase
properties under the GNND Sal es Program so that they can rehabilitate
the properties and then sell themto eligible participants at the
di scounted rate. The commenter wote that participating nonprofit
organi zations coul d enabl e nore GNND transactions to reach cl osing,

t her eby reduci ng the nunmber of hones that go to open biddi ng.

HUD Response. HUD has not adopted the change suggested by the
comenter. The inclusion of nonprofit organizations unnecessarily
inserts a third party between the ultimate program beneficiary and HUD
The Departnent believes that limting participation in the GNND Sal es
Programto the ultimte purchasers--law enforcenent officers, teachers,
and firefighters/energency nedical technicians--will better focus the
program and help to ensure that the GNND Sal es Program acconplishes its
goal s.

Comment: The rul e should provide for additional backup bids. One
comenter wote that HUD shoul d sel ect nore than one backup bid in the
event that the wi nning bidder is unable to close on the purchase of the
property. Specifically, the commenter recomended that HUD select up to
seven backup bids.

HUD Response. HUD has nodified the final rule in response to this
coment . Recogni zing the progranmatic goal of bringing comunity-m nded
service professionals into distressed comunities, HUD acknow edges
that it may be necessary to allow for multiple backup bids from
eligible officers, teachers, firefighters, or energency nedica
technicians in the event that a winning bidder is unable to proceed to
cl osing. Two backup purchasers will be given the opportunity to proceed
to closing. If these purchasers fail to conplete the closing on the
property, it will then be made available for sale to other purchasers.
Wil e the commenter suggested that seven backup bids be considered, HUD
bel i eves that doing so is unnecessarily admnistratively burdensome and
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could delay the availability of HUD acquired homes for purchase. In
settling on two backup bids, HUD believes that it has struck an
equi t abl e bal ance between providing eligible participants with the
maxi mum opportunity to purchase inventoried properties and enabling
efficient managenment to effectively nove unsold properties to the open
mar ket .

V. Findings and Certifications
Executive Order 12866, Regul atory Pl anning and Revi ew

The O fice of Managenment and Budget (OWVB) reviewed this rule under
Executive Order 12866 (entitled " "Regulatory Planning and Review').
OB determined that this rule is a significant regulatory action as
defined in section 3(f) of the Order (although not economcally
significant, as provided in section 3(f)(1) of the Oder). The docket
file is available for public inspection in the Regul ati ons D vi sion,
Ofice of General Counsel, Departnment of Housing and Urban Devel opnent,
451 Seventh Street, SW, Room 10276, Washi ngton, DC 20410-0500. Due to
security neasures at the HUD Headquarters building, please schedule an
appoi ntnent to review the docket file by calling the Regul ati ons
Di vision at (202) 708-3055 (this is not a toll-free nunber). Hearing-
and speech-inpaired persons may access the tel ephone nunber |isted
above via TTY by calling the Federal Information Relay Service at (800)
877-8339.

Information Collection Requirenents

The information collection requirenents contained in this final
rul e have been approved by OVB under the Paperwork Reduction Act of
1995 (44 U.S.C. 3501-3520) and assigned OVB Control Number 2502-0306.
In accordance with the Paperwork Reduction Act, HUD nay not conduct or
sponsor, and a person is not required to respond to, a collection of
i nformation unless the collection displays a currently valid OB
control nunber.

Unf unded Mandat es Ref or m Act

Title Il of the Unfunded Mandates Reform Act of 1995 (2 U S.C
1531-1538) (UMRA) establishes requirenments for federal agencies to
assess the effects of their regulatory actions on state, |ocal, and
tribal governnents, and the private sector. This rul e does not inpose
any federal mandates on any state, local, or tribal governnents, or the
private sector within the nmeani ng of UVRA

Executive Order 13132, Federalism

Executive Order 13132 (entitled " Federalism') prohibits an agency
from publishing any rule that has federalisminplications if the rule
ei ther inposes substantial direct conpliance costs on state and | ocal
governnents and is not required by statute, or the rule preenpts state
I aw, unl ess the agency neets the consultation and funding requirenments
of section 6 of the Order. This final rule does not have federalism
i mplications and does not inpose substantial direct conpliance costs on
state and | ocal governnents or preenpt state |aw within the nmeani ng of
the Order.
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Envi ronnent al | npact

A Finding of No Significant Inpact with respect to the environnment
was nmade at the proposed rule stage in accordance with HUD regul ati ons
at 24 CFR part 50, which inplenent section

[[ Page 64426]]

102(2)(C) of the National Environnmental Policy Act of 1969 (42 U S.C
4332(2)(Q)). The Finding of No Significant |npact renains applicable to
this final rule and is available for public inspection between the
hours of 8 a.m and 5 p.m weekdays in the Regulations Division, Ofice
of General Counsel, Departnent of Housing and Urban Devel opnment, 451
Seventh Street, SW, Room 10276, Washi ngton, DC 20410-0500. Due to
security neasures at the HUD Headquarters building, please schedule an
appoi ntnent to review the finding by calling the Regul ati ons Division
at (202) 708-3055 (this is not a toll-free nunber). Hearing- and
speech-i npai red persons may access the tel ephone nunber |isted above
via TTY by calling the Federal Information Relay Service at (800) 877-
8339.

Regul atory Flexibility Act

The Regulatory Flexibility Act (5 U S.C. 601 et seq.) generally
requi res an agency to conduct a regulatory flexibility analysis of any
rule subject to notice and comrent rul emaki ng requirements, unless the
agency certifies that the rule will not have a significant economc
i npact on a substantial nunmber of snall entities. This final rule
pronot es saf e nei ghborhoods by enabling | aw enforcenent officers,
teachers, and firefighters/enmergency nedi cal technicians to purchase
HUD- acqui red single-famly homes at a significant discount. The fina
rule places restrictions on the use of a hone purchased through the
GNND Sal es Program which affects the individual purchasing the hone.
This rule, however, does not place restrictions on any small entities
involved in any transactions related to the GNND Sal es Program
Accordingly, the undersigned certifies that this final rule would not
have a significant econonm ¢ inpact on a substantial nunber of snal
entities.

Cat al og of Federal Donestic Assistance Nunbers

The Catal og of Federal Donestic Assistance Nunber for the Oficer
Next Door Programis 14.198. The Catal og of Federal Donestic Assistance
Number for the Teacher Next Door Initiative is 14.310.
Li st of Subjects in 24 CFR Part 291

Comunity facilities, Conflict of interests, Honel ess, Lead

poi soni ng, Low and noderate incone housing, Mrtgages, Reporting and
recordkeepi ng requirements, Surplus government property.

0
Accordingly, for the reasons described in the preanble, HUD anends 24
CFR part 291 as foll ows:

PART 291--DI SPCSI TI ON OF HUD- ACQUI RED SI NGLE FAM LY PROPERTY
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1. The authority citation for 24 CFR part 291 continues to read as
fol | ows:

Authority: 12 U.S.C. 1701 et seq.; 42 U S.C. 1441, 1441a, 1551a,
and 3535(d).

0

2. Subpart Fis revised to read as foll ows:

Subpart F--Good Nei ghbor Next Door Sal es Program

Sec.

291. 500 Pur pose.

291.505 Definition of “~“unit of general |ocal governnent.'
291.510 Overview of the GNND Sal es Program

291. 515 Purchaser qualifications.

291.520 Eligible | aw enforcement officers.

291.525 Eligible teachers.

291.530 Eligible firefighter/energency nedical technicians.
291. 535 Earnest noney deposit.

291. 540 Oaner-occupancy term

291. 545 Financi ng purchase of the hone.

291. 550 Second nortgage.

291. 555 Refi nanci ng.

291.560 Ineligibility of multiple-unit properties.

291. 565 Continuing obligations after purchase.

Subpart F--Good Nei ghbor Next Door Sal es Program

Sec. 291.500 Purpose.

Thi s subpart describes the policies and procedures governing the
Good Nei ghbor Next Door (GNND) Sal es Program The purpose of the GNND
Sal es Programis to inprove the quality of life in distressed urban
comunities. This is to be acconplished by encouragi ng | aw enf or cenent
of ficers, teachers, and firefighters/energency nedical technicians,
whose daily responsibilities and duties represent a nexus to the needs
of the comunity, to purchase and live in honmes in these communities.

Sec. 291.505 Definition of ““unit of general |ocal governnent.'
For purposes of this subpart, the termunit of general |oca
governnent neans a county or parish, city, town, township, or other

political subdivision of a state.

Sec. 291.510 Overview of the GNND Sal es Program

(a) General. The GNND Sal es Programenables a full-tinme | aw
enforcenent officer, teacher, or firefighter/energency nedica
technician to purchase a specifically designated HUD acquired hone
located in a HUD-designated revitalization area:

(1) At a 50 percent discount fromthe list price; and

(2) Wth a downpayment of $100, but only if the | aw enforcenent
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of ficer, teacher, or firefighter/emergency nedical technician finances
t he hone through a Federal Housing Adm nistration (FHA) insured
nort gage

(b) Eligible properties. Under the GNND Sal es Program single-unit
properties acquired by HUD | ocated in HUD desi gnated revitalization
areas (except occupied properties), those |ocated in Asset Control
Areas, or those that HUD has determ ned will be sold through an
alternative sales nmethod will be made available to interested | aw
enforcenent officers, teachers, and firefighters/energency nedica
technicians prior to listing the properties for sale to other
pur chasers.

(c) Multiple bids. In the event that several bids are received on a
single property, HUD will randomy select a winning offer by lottery
and will also randomy select two backup bids, to be utilized in the
order selected, in the event the wi nning purchaser is unable to close
on the property. If both of the backup purchasers are also unable to
close on the property, the property will then be made available for
sal e to purchasers through ot her sal es nethods.

(d) Real estate brokers. Law enforcenent officers, teachers, and
firefighters/energency nmedical technicians nmust submt bids through a
participating real estate broker. Any real estate broker who has agreed
to conply with HUD requirenents may participate in the GNND Sal es
Program Real estate brokers may submit unlimted nunbers of bids on an
i ndi vi dual property provided each bid is froma different prospective
pur chaser.

(e) Cap on sales. The nunmber of HUD-acquired honmes sol d under the
GNND Sales Programin a fiscal year shall not exceed 5 percent of the
nunber of ““Part A'' nortgage insurance conveyance clains paid by HUD
in the prior fiscal year. The cap shall apply on a national basis, but
HUD reserves the right to geographically apportion the cap to address
regional or local differences in the nunber of honmes sold through the
GNND Sal es Program Additionally, HUD may adjust the percentage of the
cap for any fiscal year. Any HUD determnination to geographically
distribute the cap, change a current geographic distribution, or adjust
the percentage of the cap will be announced by HUD t hrough publication
of a notice in the Federal Register at |east 30 days before the
revi sion takes effect.

Sec. 291.515 Purchaser qualifications.
To qualify to purchase a hone through the GNND Sal es Program
[[ Page 64427]]

(a) The person nust be enployed as a | aw enforcement officer (as
described in Sec. 291.520), teacher (as described in Sec. 291.525),
or firefighter/enmergency nmedi cal technician (as described in Sec.
291.530) at the tine he/she subnmits a bid to purchase a hone through
the programand at the tine of closing on the purchase of the hong;

(b) The person nust certify to his/her good faith intention to
continue enploynent as a | aw enforcement officer (as described in Sec.
291.520), teacher (as described in Sec. 291.525), or firefighter/
emer gency nedi cal technician (as described in Sec. 291.530) for at
| east one year follow ng the date of closing;

(c) The person nust nake an earnest noney deposit at the tine of
signing the contract for purchase of the honme, as described in Sec.
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291. 535;

(d) The person nust agree to own, and live in as his/her sole
resi dence, the home for the entire duration of the owner-occupancy
term as described in Sec. 291.540, and to certify to that occupancy,
as described in Sec. 291.565;

(e) The person nust agree to execute a second nortgage and note on
the home, as described in Sec. 291.550, for the difference between the
list price and the discounted selling price;

(f) Neither the person (nor his/her spouse) may have owned any
residential real property during the year prior to the date of
submtting a bid on the hone being acquired through the GNND Sal es
Pr ogr am

(g) Neither the person (nor his/her spouse) must ever have
pur chased anot her hone under the GNND Sal es Program or under the
predecessor O ficer Next Door Sales and Teacher Next Door Sal es
Prograns; and

(h) Although both spouses, if otherwise eligible, may submt a bid
on a single hone nmade avail able for sale under the GNND Sal es Program
HUD wi || approve a bid fromonly one spouse.

Sec. 291.520 Eligible |aw enforcenment officers.

A person qualifies as a | aw enforcenment officer for the purposes of
the GNND Sal es Programif the person is:

(a) Enployed full-tinme by a | aw enforcenent agency of the federa
governnent, a state, a unit of general |ocal governnent, or an Indian
tribal governnent; and

(b) In carrying out such full-tine enploynment, the person is sworn
to uphold, and nmake arrests for violations of, federal, state, tribal
county, township, or municipal |aws.

Sec. 291.525 Eligible teachers.

A person qualifies as a teacher for the purposes of the GNND Sal es
Programif the person is:

(a) Enployed as a full-time teacher by a state-accredited public
school or private school that provides direct services to students in
grades pre-kindergarten through 12; and

(b) The public or private school where the person is enployed as a
teacher serves students fromthe area where the home is located in the
normal course of business.

Sec. 291.530 Eligible firefighter/enmergency nedi cal technicians.

A person qualifies as a firefighter/energency nedical technician
for the purposes of the GNND Sales Programif the person is enployed
full-time as a firefighter or emergency nedical technician by a fire
departnent or energency nedical services responder unit of the federa
governnent, a state, unit of general |ocal government, or an |ndian
tribal governnent serving the area where the home is | ocated.

Sec. 291.535 Earnest noney deposit.
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(a) Ceneral. The earnest noney deposit is the sum of noney that
nust be paid by the | aw enforcenent officer, teacher, or firefighter/
enmergency nedi cal technician at the tine of submitting a bid to
purchase a property under the GNND Sal es Program Each bid nust be
acconpani ed by a certification fromthe real estate broker that the
earnest noney deposit has been deposited in the broker's escrow
account .

(b) Amount of earnest noney deposit. The anpunt of the earnest
noney deposit required is an anount equal to one percent of the |ist
price, but no less than $500 and no nore than $2, 000.

(c) Acceptance or rejection of offer. If an offer is accepted, the
earnest noney deposit will be credited to the purchaser at closing. If
the offer is rejected, the earnest noney deposit will be returned
Ear nest noney deposits are subject to total forfeiture for failure of
the participant to close a sale.

Sec. 291.540 Owner-occupancy term

(a) General. The owner-occupancy termis the nunber of nonths a
participant in the GNND Sal es Program nmust agree to own, and live in as
hi s/ her sol e residence, a hone purchased through the GNND Sal es
Pr ogram

(b) Start of owner-occupancy term The owner-occupancy termis 36
nont hs, comencing either:

(1) Thirty days following closing if HUD determ nes that the hone
requires no nore than $10,000 in repairs prior to occupancy;

(2) Ninety days following closing if HUD determ nes that the hone
requires nore than $10, 000, but not nore than $20,000 in repairs prior
t o occupancy; or

(3) One hundred and eighty days following closing if HUD determ nes
that the hone requires nore than $20,000 in repairs prior to occupancy.

(c) Interruptions to owner-occupancy term-(1) General. HUD may, at
its sole discretion, allowinterruptions to the 36-nonth owner-
occupancy termif it determines that the interruption is necessary to
prevent hardship, but only if the |law enforcenment officer, teacher, or
firefighter/energency nedical technician subnmits a witten and signed
request to HUD containing the follow ng information

(i) The reason(s) why the interruption is necessary;

(ii1) The dates of the intended interruption; and

(iii) Acertification fromthe |aw enforcenent officer, teacher, or
firefighter/energency nedical technician that:

(A) The | aw enforcenent officer, teacher, or firefighter/energency
nedi cal technician is not abandoni ng the hone as his/her pernanent
resi dence; and

(B) The | aw enforcenent officer, teacher, or firefighter/energency
nmedi cal technician will resune occupancy of the home upon the
conclusion of the interruption and conplete the renai nder of the 36-
nont h owner - occupancy term

(2) Timing of witten request to HUD. The witten request for
approval of an interruption to the owner-occupancy term nust be
submtted to HUD at | east 30 cal endar days before the antici pated
interruption. MIlitary service nenbers protected by the Servicenenbers
Cvil Relief Act need not submit their witten request to HUD 30 days
in advance of an anticipated interruption, but should submt their
witten request as soon as practicable upon |earning of a potentia
interruption, in order to ensure tinely processing and approval of the
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request.

Sec. 291.545 Financing purchase of the hone.

(a) Purchase using conventional financing. If the |aw enforcenent
of ficer, teacher, or firefighter/energency nedical technician uses
conventional financing to purchase a hone under the GNND Sal es Program
t he anount of the nortgage nmay not exceed the di scounted sales price of
t he honme.

(b) Purchase with FHA-insured nortgage. (1) A | aw enforcenent
of ficer, teacher, or firefighter/energency nedical technician using an
FHA-i nsured nortgage to finance purchase of

[[ Page 64428]]

the hone may finance reasonabl e and custonmary cl osing costs with the
FHA- i nsured nortgage.

(2) The anmpunt of the FHA-insured nortgage nmay not exceed the
di scounted sal es price of the hone plus:

(i) The closing costs; and

(i1) The costs of rehabilitating and/or inproving the hone, where
purchase of the honme is being financed with an FHA-i nsured 203(k)
rehabilitation |oan (see 24 CFR part 203).

(c) dosing costs and selling broker's conmi ssions. In no event
will HUD pay a buyer's closing costs on the purchase of a property or a
selling broker's conm ssion through the GNND Sal es Program

Sec. 291.550 Second nortgage.

(a) General. The second nortgage is a nortgage and note, payable to
HUD, on the honme purchased through the GNND Sal es Programin the anmount
of the difference between the list price of the hone and the discounted
selling price.

(b) Second nortgage term The termof the second nortgage i s equa
to the owner-occupancy term (36 nonths) plus 30, 90, or 180 days, as
provided in Sec. 291.540(b). The anount of the second nortgage will be
reduced by 1/36th on the |ast day of each nmonth of occupancy foll ow ng
the occupancy start date. At the end of the 36th nonth of occupancy,

t he anount of the second nortgage will be zero.

(c) Sale or vacancy of hone. If the | aw enforcenent officer
teacher, or firefighter/energency nedical technician sells his/her hone
or stops living in the home as his/her sole residence prior to the
expiration of the owner-occupancy term he/she will owe HUD the anount
due on the second nortgage as of the date the property is either sold
or vacat ed.

Sec. 291.555 Refinancing.

(a) General. A law enforcenent officer, teacher, or firefighter/
ermer gency nedi cal technician may refinance the nortgage and note used
to purchase the hone. However, the total of the refinanced nortgage and
the renmai ning principal balance of the second nortgage may not exceed
95 percent of the value of the property, as appraised at the tinme of
the refinancing. Unless HUD permits subordination pursuant to paragraph
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(b) of this section, the second nortgage described in Sec. 291.550
nmust hold a superior lien position to the refinanced nortgage.

(b) Subordination of second nortgage. HUD nmay permt subordi nation
of the second nortgage to the refinanced nortgage, but only if HUD, at
its sole discretion, determnes that the refinancing will satisfy one
of the foll ow ng:

(1) WII result in a |lower annual percentage rate (APR) on the
first nortgage;

(2) WIIl be undertaken pursuant to HUD s Section 203(k)

Rehabi litation Loan Insurance Programin order to rehabilitate or
repair the honme; or

(3) Is necessary to prevent the | aw enforcenent officer, teacher,
or firefighter/enmergency nedical technician fromdefaulting on the
first nortgage.

Sec. 291.560 Ineligibility of multiple-unit properties.

Only single-unit properties are eligible for the GNND Sal es
Pr ogr am

Sec. 291.565 Continuing obligations after purchase.

To remain in conpliance with the GNND Sal es Program the | aw
enforcenent officer, teacher, or firefighter/energency nedical
technician nmust, for the entire duration of the owner-occupancy term

(a) Continue to own, and live in as his/her sole residence, the
horme purchased through the GNND Sal es Program and

(b) Certify initially and once annually thereafter during and at
the concl usi on of the owner-occupancy termthat he/she was at all tines
fully in conpliance with paragraph (a) of this section.

Dat ed: COctober 25, 2006.
Brian D. Montgonery,
Assi stant Secretary for Housing--Federal Housing Comm ssioner.
[ FR Doc. E6-18456 Filed 10-31-06; 8:45 ani
Bl LLI NG CODE 4210-67-P
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