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TO:	ALL APPROVED MORTGAGEES








SUBJECT: Streamline Refinances-Revised Mortgage Amount Calculations








To assist those borrowers who wish to take advantage of lower interest rates and refinance their existing FHA insured mortgage, we are making the following change to the mortgage amount calculation process for streamline refinance transactions only.  This will result in enhanced opportunities to streamline refinance and lower the mortgage payment without the homeowner having to bring additional cash to settlement.





Streamline Refinances with Appraisals - For streamline refinances with appraisals, the two-step mortgage calculation procedure described below may be used.  The lower of the two calculations is the maximum amount that FHA will insure (exclusive of new upfront MIP, if any, and subject to statutory geographical mortgage limits):





o	Use the existing maximum loan-to-value percentage factors originally shown in ML 98-29 and in the chart below, i.e., those associated with property values and the average closing costs of the state where the property is located.* Multiply the property's appraised value (excluding any closing costs) by the appropriate percentage factor from the chart below:





	Low Closing Cost State	


	Property value at $50,000 or less	98.75%


	Property value between $50,000 and $125,000	97.65%


	Property value in excess of $125,000	97.15%


	High Closing Cost State


	Property value at $50,000 or less	98.75%


	Property valued in excess of $50,000	97.75%





o	Add the sum of the existing FHA insured first lien, closing costs, reasonable discount points and the prepaid expenses necessary to establish the escrow account, and subtract any refund of upfront mortgage insurance premiums (UFMIP) as described below.  The existing first lien may include the interest charged by the servicing lender when the payoff is not received on the first day of the month as is typically assessed on FHA mortgages, but may not include delinquent interest, late charges or escrow shortages.





*The list of individual states with high and low average closings costs is attached to 98-29.


	2





This revision simplifies the mortgage calculation procedure for streamline refinances with appraisals.  It eliminates the need to compute a mortgage amount using the appraised value plus closing costs multiplied by the 97/95/90 percent loan-to-value limits.  It will especially benefit those homeowners who purchased using FHA's "downpayment simplification" procedure by allowing them to avoid additional out-of-pocket expenses when refinancing to lower their monthly payments.





Streamline Refinances without Appraisals - The new loan amount may not exceed the lesser of the original principal of the loan being refinanced or the sum of the outstanding principal balance of the existing mortgage plus closing costs.  This (using the original principal balance in the first calculation as opposed to the current unpaid principal) will allow those homeowners who have paid down additional principal or whose mortgages have otherwise amortized sufficiently to add some or all of the closing costs to the new mortgage and, thus, not be burdened with bringing additional cash to settlement.  For example, if the homeowner's unpaid principal balance has declined by $1000, that amount in closing costs may be included in the new loan amount.  This applies only to owner-occupied properties.  Non-occupant owner properties, even if originally acquired as principal residences by the current mortgagors, may only refinance the outstanding balance of the existing mortgage.





These revised mortgage amount calculation policies are designed to assist those homeowners already in FHA's portfolio to reduce their monthly mortgage payment with as little cash out-of-pocket as possible.  It does not apply to other refinances where greater equity requirements exist such as refinancing interim financing or conventional loans to FHA insured financing.  Further, we expect the refinance transaction to be in the homeowner's best interest, that is, result in an improvement to the affordability of the monthly mortgage payment and not be a vehicle for churning new mortgages.





New 1.5% Upfront MIP versus MIP Refund - In several previous mortgagee letters, including ML 92-35 and ML 92-43, lenders were informed that when the refund on the existing upfront mortgage insurance premium will exceed the total of the new upfront MIP, that lenders were permitted to subtract the new upfront MIP from the unpaid principal balance in calculating the new loan amount.  This procedure results in the homeowner not needing to bring additional cash, i.e., the amount the refund exceeds the new upfront MIP, to settlement.  This policy applies to all FHA refinances eligible for a refund of the upfront MIP.





ARM-to-Fixed Rate Streamline Refinances - Existing instructions regarding streamline refinances of adjustable rate mortgages to fixed rate require, among other things, that the payments on the present mortgage must have been made within the month due for the past twelve months or period that the loan has been in force (see HUD Handbook 4155.1 REV-4, Chg. 1, paragraph 1-12D.16).  These instructions were used to describe refinance transactions where the new rate on the fixed-rate mortgage would exceed that of the existing ARM and remain in effect for those situations.





However, if the new fixed-rate mortgage will be at a rate lower than the existing rate of the ARM thus reducing the homeowner's monthly mortgage payment, the "within the month due", i.e., not more than 30 days late, rule is not applicable.  All other handbook and mortgagee letter requirements remain intact for ARM-to-fixed rate streamline refinances (e.g., the loan must be current or brought current without obligation to the mortgagor, etc.).
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Making Mortgage Payments When Due - Borrowers are expected to make their monthly mortgage payments when due, even when refinancing.  It is not appropriate to include in the new mortgage amount the sum of any mortgage payments "skipped" by the homeowner.  For example, a borrower whose mortgage payment is due June 1st and expected to close the refinance before the end of June is not permitted to roll the June payment into the new FHA loan amount.  The borrower is to either make the payment when due or bring the monthly mortgage payment check to settlement.





Appraisal Expiration - FHA appraisals on existing homes are current for six months.  However, they cannot be "re-used" during this period once the mortgage for which the appraisal was ordered has closed.  For example, an appraisal used for the purchase of a property cannot be used again for a subsequent refinance even if six months has not passed.  A new appraisal is required for each refinance transaction requiring an appraisal.





If you have any questions about this Mortgagee Letter, please contact your local Homeownership Center in Atlanta (888.696.4687), Denver (800.543.9378), Philadelphia (800.440.8647), or Santa Ana (888.827.5605).








Sincerely,











	Sean G. Cassidy


	General Deputy Assistant Secretary


	  for Housing-Deputy Federal Housing


 	  Commissioner








