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Special Attention of:		NOTICE H 98-32 (HUD)





All Homeownership Center Directors	


All Real Estate-Owned (REO) Division Directors	Issued: 10-13-98


All Processing and Underwriting Division Directors	Expired: 10-31-99





SUBJECT:  	Single Family Property Disposition Program


Insured Sales - Offers Exceeding Listing Prices





The purpose of this Notice is to advise Homeownership Centers and local offices of a policy change regarding insured mortgage amounts in connection with REO sales.





Currently, under normal REO sales activity, a purchaser who has bid an amount higher than HUD's listing price may obtain an insured mortgage based on the actual sales price, less the required downpayment, up to the local maximum mortgage limit.  In order to limit the insurance risk and provide protection to homebuyers, effective 30 days after the date of this Notice, insured mortgages on REO sales may not exceed either the appraised value or the sales price, whichever is less, plus any allowable prepaid expenses and/or financing and closing costs to be paid by the purchaser, less the required downpayment, up to the local maximum mortgage limit.





The only exceptions to this new policy are properties sold under the 203(k) financing program.  Under the 203(k) program, if the after-improved value exceeds the acquisition cost (the as-is value plus the cost of rehabilitation), the mortgage basis cannot exceed the acquisition cost.  However, if the after-improved value of the property is less than the acquisition cost, the mortgage basis cannot exceed the lesser of (1) the as-is value plus the cost of rehabilitation or (2) 110% of the after-improved value of the property.





Please note that any sales contracts you currently have out to closing and those that you will execute within the 30 day window for insured sales that exceed the lesser of the property's appraised value or sales price shall be honored.  Also, this change does not supersede the policy stated in Notice H 97-51 for providing $100 downpayments on sales under the Officer Next Door program nor the general authority contained in Property Disposition Handbook 4310.5 to reduce the standard downpayment requirements in limited situations where deemed necessary to stimulate sales.  Local HUD offices must ensure that real estate brokers and lending institutions are made aware of this change as soon as possible.
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For your convenience, attached are instructions to assist you in implementing this change.  If you have any questions, please contact Art Orton, Deputy Director, Asset Management Division, at 


(202) 708-1672 ext. 2316.








	Ira G. Peppercorn, General


	Deputy Assistant Secretary for


	Housing





Attachment
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Instructions to Homeownership Centers and Local Offices


Insured Sales - Offers Exceeding Listing Prices








Appraised Value





REO obtains three values for its properties.  Specifically, the first value is provided on the bottom of Page 2 of the Uniform Residential Appraisal Report (URAR).  This value represents the appraiser's estimate of market value.  The addendum to the URAR provides the second and third values which represent estimates of the property's "as-is" and "as-repaired" values which will facilitate a sale within 90 days.





Insured mortgages for properties that meet the intent of the Minimum Property Standards (MPS) without repairs being completed by HUD are to have the mortgage based on the "as-is" value.  Insured mortgages for properties that are offered with FHA insured mortgage financing and are either repaired by HUD in order to meet the intent of the MPS or are sold pursuant to the Section 203 (b) Repair Escrow program, are to be based on the "as-repaired" value.  The appraiser's estimate of market value for REO properties is not to be used.





(NOTE:  "Intent of the MPS" means that, based upon a visual inspection, the property is structurally sound, free of roof leaks, and has operable mechanical systems.)





List Price





Generally, HUD's initial list price is the property's appraised value.  However, this may not always be the case in that local offices have the authority to establish list prices and subsequently reanalyze them and reduce the sales price should the property fail to sell.  Accordingly, if a listing price is not the property's appraised value, then the advertisement listing the availability of the property must include the appraised value so that it is made known to the public.





Moreover, advertisements are to include a statement that the list price represents the property's appraised value unless otherwise noted.  Brokers should alert purchasers that if the sales price is more than the appraised value, HUD will no longer insure any amount above the appraised value and that purchasers must obtain any additional funds needed to close the sale.





Maximum Mortgage Amount





Except for Section 203(k) mortgages, the maximum mortgage amount for an owner-occupant purchaser may not exceed either the appraised value or the sales price, whichever is less, plus any allowable prepaid expenses and/or financing and closing costs to be paid by the purchaser, less the 
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required downpayment, up to the local maximum mortgage limit.  This same procedure applies to Section 203(b) Repair Escrow mortgages, where the "as-repaired" value is used.





Under the Section 203(k) Program, which is available only to owner-occupant purchasers, if the after-improved value exceeds the acquisition cost (the as-is value plus the cost of rehabilitation), the mortgage basis cannot exceed the acquisition cost.  However, if the after-improved value of the property is less than the acquisition cost, the mortgage basis cannot exceed the lesser of (1) the as-is value plus the cost of rehabilitation or (2) 110% of the after-improved value of the property.





For investor purchasers, the mortgage amount is limited to 75 percent of the lesser of either the appraised value or the sales price for one-unit properties, and 85 percent for two to four-unit properties, up to local maximum mortgage amounts.  Prepaid expenses, financing or closing costs may not be included in the mortgage amount for investor purchasers.





Financing/Closing Costs





Owner-occupant purchasers may elect to have financing/closing costs and prepaid items included in the insured mortgage provided that the total mortgage amount, including all add-ons, does not exceed the local maximum limit.


