PURCHASE DISCOUNT

Updated 02/09/09 
The NSP Federal Register Notice addresses the purchase discounts of 5% and 15% respectively.  One is considered an individual purchase discount (5%) and the other is purchases in the aggregate (15%).  If an individual purchase is just that, the purchase of a single property in one transaction, how do you define a purchase in the aggregate?

Aggregate purchases for NSP are defined as all foreclosed upon homes or residential properties that an NSP grantee purchases with its entire NSP grant. 

Posted 02/09/09 
How is the average purchase discount for an NSP portfolio calculated?

The NSP Federal Register Notice states that an individual purchase discount can be as low as 5%, but the implications of purchasing property at the minimum purchase discount means that other individual properties in an NSP grantee’s portfolio must be purchased at a discount greater than 15% so that the average discount for the NSP portfolio does not exceed 15%.  See example below.
	NSP Grantee Portfolio
	Appraised Value
	Purchase Price
	Purchase Discount

	House A
	 $ 35,000 
	 $30,450 
	13%

	House B
	 $100,000 
	 $93,000 
	7%

	House C
	 $140,000 
	 $105,000 
	25%

	
	
	
	

	Total foreclosed home acquisitions: 3

	Average purchase discount: 15%


Posted 10/31/08 
Purchasing units below the market value could further bring down the value of the homes in neighborhoods.  To avoid this situation, can NSP grantees purchase homes at full price, with seller concessions to achieve the same result of paying less than full price, but the public record shows a market sales price? Likewise when the home is sold to a homebuyer, can NSP grantees sell it at market value, offer gifted equity and seller concessions so that the homebuyer does not pay more than the amount of the total eligible expenses?

The HERA legislation requires that homes be purchased at a discount below appraised value.  It is difficult to understand how such concessions could be accurately valued to demonstrate compliance with the law.  Therefore, HUD does not approve this practice. However, appraisers can account for government actions that depress values in a market; hopefully this will not present undue problems.

If a property seller does not agree to a purchase discount, can NSP grantees use other local funds to buy down the purchase price, thereby creating a purchase discount to comply with the NSP purchase discount requirement? 

No.  Title III of the Housing and Economic Recovery Act of 2008 requires that any property purchased in whole or in part with NSP funds must be purchased at a discount, regardless of the sources of the money.

How would the purchase discount requirements apply to a bulk purchase of properties?  

Arranging to purchase multiple properties in bulk may not have much effect on meeting the individual and aggregate purchase discount requirements.   The individual discount requirement still applies to each individual house and an appraisal is required for each house.  If a grantee made three different bulk purchases of 10, 20 and 7 houses each, and then separately bought 4 other houses one at a time, the aggregate purchase discount is applied to all 41 houses.  However, using a bulk purchase arrangement might help the grantee to meet the lower, 10% aggregate discount, if those bulk purchase prices were determined using carrying costs & other factors identified in the notice.
Posted 11/20/08 
Does the purchase discount apply when an NSP grantee provides financing to an eligible individual for the purchase of a home?

The purchase discount is required for all foreclosed homes acquired in part or in whole with NSP funds by the grantee directly or indirectly by individuals receiving NSP funding from the grantee. 

Posted 2/24/09 
Title III of the Housing and Economic Recovery Act of 2008 requires that any property purchased in whole or in part with NSP funds must be purchased at a discount, regardless of the sources of the money.  My question is:  if property is not purchased with any NSP funds but the grantee provides NSP funds for the construction or rehab of property that is acquired with other funds, do the acquisition discount requirements apply?  Since aggregate purchases for NSP are defined as all properties that an NSP grantee purchases with its entire NSP grant, I can't see how non-NSP acquisitions would fit into this calculation.

We have just clarified this policy here. The purchase discount applies to all NSP-assisted purchases in which the purchase cannot be separated from the overall transaction (such as 100% mortgage financing under Eligible Use A). If the NSP assistance can be structured to be independent of the rest of the financing, then the purchase discount is not required. For example, if the program requires buyers to buy a unit and get a first mortgage privately, and then comes in at the end with a separate low-interest rehab loan, then they would not need the purchase discount. The grantee would still have to make some sort of commitment to the buyer before the purchase, but keeping the transactions separate would avoid that requirement. The line needs to be clear. In many cases, there will be no easy way to make the distinction and so the appraisal and purchase discount requirements will apply. I hope that answers your question.

