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	As part of the Secretary's Homebuyer Protection Plan for FHA insured mortgages, Mortgagee Letter 99-18, dated July 8, 1999, announced the issuance of Handbook 4150.2 - Valuation Analysis for Home Mortgage Insurance for Single Family One- to Four- Unit Dwellings (Appraisal Handbook), the Comprehensive Valuation Package (CVP) and the updated "Importance of Home Inspections" form.  Since then, the Department has received many questions from FHA appraisers and approved mortgagees about the revised appraisal guidelines, effective dates, and related issues.  The purpose of this Mortgagee Letter is to provide information to eliminate any confusion regarding the Homebuyer Protection Plan.



Role of the FHA Appraiser



	The role of the FHA appraiser is to determine the market value of the property for the mortgagee in order for the mortgagee to determine the maximum mortgage amount that can be insured by FHA.  The appraiser, in performing the appraisal of the property, does not act as a home inspector.  FHA explicitly requires disclosure of the difference between an appraisal and an inspection to any person obtaining an FHA insured mortgage (by the form "For Your Protection: Get a Home Inspection" HUD-92564-CN (8/99).  Further, it is not the responsibility of the appraiser to guarantee the condition of the house, its equipment, appliances, or to certify that the property is free from defects.  Rather, an appraiser is required to make reasonable observations (Observations made by the appraiser of conditions that are immediately discernible and noticeable during the typical site visit.  The appraiser is not required to move furniture, equipment, or cause damage to the property.) about the property and site and provide that information to the lender.  The lender is responsible for ensuring that a property securing a FHA-insured mortgage is in compliance with FHA's minimum property requirements and standards.
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Valuation Condition Form



	The Valuation Condition form (VC form) reflects readily observable information relevant in determining the property's as-repaired value and its’ relationship to the Department's minimum property requirements and standards.  The requirements of the updated Valuation Condition Form are not materially different from the previous version.  Other than a learning curve associated with familiarizing oneself with the revised form, appraisers who are knowledgeable of FHA appraisal requirements should not experience difficulties using this form.



Liability Issues



	Appraisers do not have any additional liability as a result of the issuance of the updated Appraisal Handbook.  Some appraisers have concluded that their liability has increased because the Appraisal Handbook included FHA's existing enforcement protocols.  It is not FHA's intent to sanction appraisers for minor errors and omissions.  Rather, FHA enforcement activities are focused on appraisers that knowingly and deliberately violate FHA appraisal requirements.



	As an accommodation to mortgagees and appraisers, FHA will not, until March 1, 2000, place into effect regulatory changes which will impact the manner in which the Department currently takes enforcement actions against appraisers who perform appraisals that are not in compliance with FHA requirements.  The current process will remain in effect until the industry has had a greater opportunity to become familiar with the revised Handbook.  In the interim, FHA will continue its existing enforcement activities against poorly performing appraisers.



False Claims Acts and its Applicability to Appraisers



	The applicability of the Federal False Claims Act to appraisers is limited to a "knowing" submission of false information.  This action may be brought by the Government or by an aggrieved citizen.



Appraisal Fees



	FHA is aware that some appraisers have significantly increased their appraisal fees.  It is FHA's position that appraisal costs should not rise significantly, because the Homebuyer Protection Plan did not add any additional requirements or increase an appraiser's liability.  The Plan did add one form, which is the Homebuyer Summary.  According to the paperwork burden estimate approved by the Office of Management and Budget, the time estimated to complete the Homebuyer Summary is 6 minutes.  Consequently, there is no reasonable explanation for a significant increase in fees.



�		3



FHA's Regulation of Fees



	FHA does not regulate fees.  However, FHA does have the regulatory authority in Section 203.27 (a)(3) to only accept reasonable and customary amounts for appraisal costs.  FHA understands that in certain market areas, mortgagees may have limited options in selecting qualified appraisers with reasonable and customary appraisal fees.  Nevertheless, mortgagees must make reasonable efforts to utilize appraisers that charge reasonable and customary fees.  Any amount above that which is reasonable and customary cannot be paid by the mortgagor.



Identification of Appraisers



	FHA encourages mortgagees to take this opportunity to forge relationships with new appraisers.  As stated in the past, the Department expects that lenders will affirmatively select female and minority appraisers for a fair share of appraisals.  In addition, former FHA fee panel appraisers continue to express interest in providing appraisal services.  FHA is confident that mortgagees can successfully identify qualified appraisers from these and other groups to provide appraisal services at reasonable and customary prices.



Homebuyer Summary Form- Five Day Rule



	The purpose of the Homebuyer Summary form is to provide timely information to the buyer for repairs to be completed or property conditions that have to be satisfied prior to FHA insurance endorsement.  If the repairs have been completed, conditions satisfied, or in those rare instances where there are no repairs or conditions, the buyer may waive the five-day requirement, in writing.  The borrower must RECEIVE and sign the form 5 days prior to closing.  Saturday can be included in the 5-day calculation if it is considered a normal business day for the lender.  Sunday may not be included in the calculation.  The date of closing will be considered to be the date on the HUD-1.  In all cases homebuyers must be provided with the Homebuyer Summary Form.
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	In addition, to purchase mortgages the 5-day requirement also applies to refinances from conventional financing to FHA and on cash-out FHA to FHA refinances.  The lender must ensure that the appraiser is fully informed on the type of appraisal that is being ordered.  Appraisers may routinely wish to complete both the VC Form and the Homebuyer Summary.  The Homebuyer Summary does not have to be completed for streamline refinances with appraisals.  For these loans all that is required is the VC form.  Although FHA does not require repairs (except for lead based paint repairs) on streamline refinances with appraisals, the lender may (at their own discretion) require completion of repairs as-a condition to approving the mortgage.



Forms Associated with the Homebuyer Protection Plan



It has come to the Department's attention that many lenders may be using versions of forms that were not finalized prior to the implementation of the Homebuyer Protection Plan.  In addition, several minor technical and editorial errors were discovered on certain forms.  Consequently, mortgagees shou ld use the following forms which are the final corrected versions, in conjunction with processing FHA mortgage loans.



Form Name 							Form Number



For Your Protection:

Get a Home Inspection					HUD-92564-CN (8/99)



Notice To The Lender					HUD-92564-VC (8/99)



Notice To The Homebuyer				HUD-92564-HS (8/99)



These forms may be found on the HUD website at:  http://www.hudclips.org/sub_nonhud/html/forms.htm.
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Frequently Asked Questions



	To answer the most commonly asked questions relating to the Homebuyer Protection Plan, the Department has established a website at:



			http://www.hud.gov/hmbuyprt.html.



	This site provides official answers to the most frequently asked questions about the new FHA appraisal requirements.  A hard copy of these questions and answers is attached to this Mortgagee Letter.  The frequently asked questions will be updated on a bimonthly basis for the next 6 months beginning November 1, 1999.



	For questions not answered in this Mortgagee Letter or on the website, you may call the Customer Service Help Desk toll free number, 1-888-245-4860, for additional assistance.



	If you have any additional questions, please contact your local Homeownership Centers in Atlanta (888-696-4687), Denver (800-543-9378), Philadelphia (800-440-8647), and Santa Ana (888-827-5605).



							Sincerely,







		William C. Apgar

		Assistant Secretary for Housing-

		  Federal Housing Commissioner



Attachments


