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Statement of Need 
and Reasonableness 

4900.1500 through 4900.1586: 

Minnesota Statutes, Section 462A.07, Subdivision 15 establishes that 
the Minnesota Housing Finance Agency ( Agency) may engage in housing 
programs for low and moderate income American Indians residing in 
designated metropolitan areas throughout the state. The statute fur­
ther provides, in excerpt, that the program shall demonstrate innova­
tive methods of providing housing for urban Indians, shall, to the 
extent possible, combine appropriated money with other money from both 
public and private sources , and shall be flexible as to the entity 
that shall administer such programs. The statute also provides that 
the Agency shall consult with the Advisory Council on Urban Indians in 
the development of programs pursuant to the applicable subdivision. 

Recently, the Agency promulgated amended admi nistrative rules to 
govern administration of these programs. In summary, these rules pro­
vided that the Agency may directly administer these programs, estab ­
lished criteria for a "homeownershi p mortgage participation component" 
of the program, and established criteria by which admi nistrators other 
than the Agency may implement programs which are alternatives to the 
"homeownership mortgage participation component." 

In promulgating these rules, the Agency had intended a repealer per­
taining to several existing rules under the program. The previous 
"Statement of Need and Reasonableness" attached hereto referenced the 
repeal of several of these rules . However, due to an error on the 
Agency's part, these rules remained intact upon completion of the 
rules process for the amended administrative rules. 

After consulting with legal counsel , it was determined that the appro­
priate way to rectify this error was to promulgate new rules repealing 
those rules that the Agency had intended to repeal earlier . 

In reviewing the attached "Statement of Need and Reasonableness" it 
may be noted that the deletion of Administrative Rule 4900.1530 is not 
referenced. Upon review of the amended administrative rules, it was 
determined t hat this section was no longer necessary as the proces s by 
which either the Agency or alternate administrators may admin ister the 
program is well defined and the application process is open- ended. 
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The Agency is cognizant of the provisions of Section 14 . 115 of the 
Minnesota Statutes, entitled Small Business Considerations in Rule­
making, however, the proposed rules do not establ ish any compliance or 
reporting requirements, design or operational standards, or directly 
affect the way any business must operate. Therefore, the provisions 
contained in Minnesota Statutes paragraph 14 . 115 (1986) do not apply 
to the proposed rules discussed herein. 
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4900.1500 through 4900.1586: 

Minnesota Statutes , Section 462A . 07, Subdivision 15 establishes that 
the Minnesota Hous ing Finance Agency ( Agency) may engage in housing 
programs for low and moderate income American Indians residing in 
designated metropolitan areas throughout the state. The statute fur ­
ther provides, in excerpt, that the programs shall demonstrate innova ­
tive methods of providing hous ing for urban Indians, shall , to the 
extent poss i ble, combine appropriated money with other money from both 
public and private sources, and sha 11 be flexible as to the ent ily 
that shall administer such programs. The statute also provides that 
the Agency sha ll consult with the advisory council on urban Indians in 
the development of programs pursuant to the applicabl e subdivision. 

Upon pa ssage of the statute enabling urban Ind ian housing programs , 
the Agency promulgated administrative rules to govern administration 
of the programs. Generally, these rules prov id ed that individual 
programs fo r eligible communities would be admin istered by nonprofit 
entit ies. It was felt that this delivery system would enable programs 
to be developed that addressed locally identified hous ing need s a nd 
would allow an administering entity to identify and procure loca l 
sources of funds to be leveraged with urban Indian program appropria · 
tions. These rules have not been amended since they were originally 
promulgated . 

Since the administrative rules governing the ur ban Indian hous ing pro ­
grams have been promulgated, seven separate programs have been oper ­
ated by six program administrators. The results of thi s sys tem have 
been that programs have been implemented t hat were unevenly admin is -
tered at a high administrative cost. To date , approximately 
$4,622,096 has been disbursed for loans under the program at an admin ­
istrative cost of $823,371, which is over $1.00 in admini s t rative 
costs for every $5.60 in benefits delivered . Given t he preceding, H 
is deemed desirable to consider a means of program del ivery that wou ld 
considerably reduce administrative costs while increasing benefits t o 
recipients. Wh ile this should be the case fo r all programs , it is 
particularly the case with programs designed to improve the hous i ng 
for an underhoused segment of the population in an era of dec l in ing 
financial resources. 
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Furthermore, with a few exceptions, the programs that have been imple ­
mented in var i ous communities have been very similar and were for the 
most part leveraged with mortgage revenue bond funds, such as funds 
from the Agency's home mortgage program. Generally , programs ha ve 
been operated in each community designed to encourage and increase 
homeownership opportunities for American Indian households. In three 
of the four communities , an "equity participation loan" format has 
been used to meet the leverage requirements of the statute. ln the 
fourth community, a monthly payment and downpayment assistance program 
similar to the Agency's Homeownership Assistance Fund has been imple ­
mentep. During the past five years, only one program component has 
been implemented that was not a homeownership program, and that pro­
gram provided rental housing by leveraging state and federal resources 
in a combination that is not likely to recur. 

Given the above, the Agency is proposing rules that wou ld enable il to 
directly administer urban Indian housing programs and to implement a 
specific homeownership program component that would leverage appropri -
ations for the urban Indian housing program together with mortgage 
revenue bond funds from the Agency's home mortgage program. Further ­
more, the Agency is designing the homeownership program component to 
be compatible with the Agency's Homeownership Assistance Fund in high 
interest rate mortgage markets to provide an even greater opportunity 
for homeownership by the urban Indian housing program 's constituency. 

It is felt that by implementing these changes, the Agency wi 11 be able 
to deliver the program at a considerably reduced administrat ive cost 
while providing a comparable, if not superior, homeownershi p oppor ­
tunity than had been provided previously. The Agency i s proposing to 
deliver the program using existing staff and the mairi costs expected 
for program administration pertain to marketing and delivery expenses. 

However, while providing for a specific homeownership program compo ­
nent, it should be noted that Lhe proposed administrative rules would 
enable a rental program component to be administered by either the 
Agency or an outside administrator should resources become available 
to allow such a component . The advisory council on urban Indians ha s 
initially endorsed the concepts described herein. 

ln accordance with the above, one purpose of the changes to Minnesota 
Rules 4900.1520 is to enable the Agency to be an eligib le admin i~ tra ­
tor of urban Indian housing loan programs. There is also a change to 
this section to enable the Agency to reallocate funds at its discre ­
t ion based on varying loan demand after initially allocat ing program 
funds equitably among eligible areas. This is to enable use of pro­
gram resources after a reasonable period of time has elapsed if it 
becomes apparent that a market does not exist within a particular com­
munity to bring about reasonably expeditious use of program funds. 
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Minnesota Rules '1900.1531 through 4900.1533 have been deleted, 
although the substance of these rules have been incorporated into 
other sections of the proposed rules. 

Minnesota Rules 4900.1540 are essential ly as provided in previous 
rules. The only significant change to these rules is to provide that 
if a definition of American Indian is promulgated under Minnesota 
Statutes 462A.07, that def inition may be used for purposes of this 
program. It is anticipated that a definition under this Statute wil l 
be passed during the 1988 legislative session, and this language would 
enab le this definition to be used without further revising the rules. 

Minnesota Rules 4900.1550 through 4900.1570 have been deleted, 
although the substance of these rules have been incorporated into 
other sections of the proposed rules. 

Minnesota Rules 4900.1572 desc ribe the homeownership mortgage partici ­
pation component to be administered di rectly by the Agency. This com · 
ponent provides for leveraging urban Indian housing program funds, 
interest free, with funds from another source to provide for mortgage 
loans at a very low interest rate. A formula is provided the rei n by 
which the interest rate may be comruted. The rules also provide other 
restrictions designed to appropriately target appropriations t o a cli -
entele that may be deemed to be most in need. These restrictions are 
compatible with restrictions used in current urban Indian homeowner ­
ship programs implemented under the existing statute and rules. 

It is felt that the program component proposed in '1900.1512 has 
several advantages compared to the equity participation loan format 
previously provided by urban Indian housing program administrators. 
The mortgage to be provided will be on standard documentation with one 
note and one mortgage to be amortized over a standard mortgage term. 
Thus, this concept will be very s imple to explain to program benefici­
aries. The leveraging of urban Indian housing loan program funds 
interest free with other funds will provide a very affordable mortgage 
interest rate at a low administrative cost. Finally, it is ant ici­
pated that interest rate levels under this program component ..._.i 11 be 
comparable to interes t rate levels provided under housing programs 
provided by Indian housing authorities on reservations throughout tt1e 
state, which has always been a desire of the urban Indian housing pro ­
gram constituency. 

Mi nnesota Rules 4900.1574 define persons and families of l ow and 
moderate income given the interest rates which are anticipated under 
this program. Previously, these recipients were defined identically 
to the recipients under the Agency's home mortgage program. Given 
that recipients under t his program component are l ikely to receive a 
far lower interest rate than under the Agency's regular home mortgage 



. . . ,. 

- 4-

program, it is deemed prudent to provide lower income limits than 
under the Agency's home mortgage program. The practical res ul t of 
this is that recipients who would be eligible for the Agenc y 's home 
mortgage program may use that program, but recipient elig i bility is 
limited for the urban Indian housing program to individuals generall y 
not eligible for the Agency's home mortgage program due to lowe r 
household income levels. 

Minnesota Rules 4900.1576 provide the circumstances under whi ch urban 
Indian housing loan program recipients may also be eligible for 
month 1 y payment or down payment assistance under the Agency's Home -
ownership Assistance Fund. The rules provide tha.t all loan recipients 
are eligible for downpayment assistance under the rules governing the 
Homeownership Assistance Fund, but that recipients are only eligible 
for monthly payment assistance in the event that the fir st mortgage 
note or coupon rate exceeds an interest rate of 8% per annum. This is 
to assure that recipients of very low income who are not reasonable 
prospects for homeownership under mortgage industry standards do not 
receive homeownership due to excessive levels of state subsidy. 

Minnesota Rules 4900.1578 provide the administrative structure by 
which the Agency may deliver the homeownership mortgage parl'i c ipation 
component of the program. It enables the Agency to enter into such 
agreements that will facilitate delivery of the program and tu rei m­
burse itself and others for expenses incurred in program delivery. 

Minnesota Rules 4900.1580 through 4900.1586 deal wi th al te rna t i ve pro ­
gram components and , for the most part, incorporat e many of the provi • 
sions of rules in effect for the urban Indian housing programs cu r ­
rently. The main differences within these rules from previ ous ru les 
are that alternative program components are identified as program com· 
ponents that deal primarily with rental and rehabilitation of housi ng, 
that either the Agency or an alternate administrator may de li ve r such 
program components, that, in the event an alternative program compo ­
nent is submitted and implemented for a limited geographi cal a rea 
within the state, the allocation of urban Indian program funds t o tha t 
area will be proportionately reduced, and that the Agency will r eport 
to the advisory council on urban Indians on a periodic basis pertain ­
ing t o the operation of the homeownership mortgage participat i on com­
ponent of the urban Indian housing loan program. 

The Agency is cognizant of the provisions of Section 14.ll ~ of the 
Minnesota Statutes , entitled Small Business Considerat ions i n Rul e ­
making, however, the proposed rules do not estab l ish any compl i ance or 
reporting requirements, design or operational standards , or di rect ly 
affect the way any busines s must operate. Therefore , the provi si ons 
contained in Minn. Stat. §14.115 (1986) do not app l y t u the propo<,ed 
rules discussed herein. 




