U.S. Department of Housing and Urban Development

H O U S I N G

Special Attention of:                           Notice H 95-53

All Secretary Representatives;                  Issued: June 2, 1995

State Coordinators; Directors,                  Expires: June 30, 1996

Office of Housing; Directors,

Single Family Housing Divisions                 Cross References:

                                                24 CFR 203.18b

Subject:Revised procedures for determining median house sales prices and

establishing FHA single family maximum mortgage limits for high

cost areas.

I.  PURPOSE

        The purpose of this notice is to provide local HUD Offices guidance in

determining median house sales prices and establishing FHA single family

maximum mortgage limits.  The Assistant Secretary for Housing-Federal Housing

Commissioner has redelegated the authority to establish maximum mortgage

limits to certain officials in local HUD Offices.  This authority is

effective April 27, 1995.  The redelegation is consistent with the

Department's objective of giving local HUD Offices greater control over the

assistance and services provided their customers.

        This notice discusses the procedures and considerations in determining

maximum mortgage limits and reporting requirements for increases that are

granted.  The primary focus is to insure uniformity among local HUD Offices

in the processing of requests to increase an area's mortgage limits.

II.  APPLICABILITY

    This notice provides guidance to the Office of Housing Directors in the

"Super A" or Double "A" offices, and the Single Family Housing Division

Directors in the category A, B, C, and D offices.  These are the officials in

the local HUD Offices authorized to grant mortgage limit increases.  These

officials will primarily act on local appeals from interested parties. Local

offices may also take the initiative in generating submissions of actual

sales price data for possible increases. Only offices having original

jurisdiction over an area may approve an increase.
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III. PROCESSING PROCEDURES

        Upon receiving a request for an increase, the reviewer should ensure

that the accompanying housing sales data comply with 24 CFR 203.18b.  Sales

should cover the requisite number of months based on volume.  These are as

follows:

        1.For 500 or more sales per month, a one-month reporting period;

        2.For 250 through 499 sales per month, a two-month reporting period.

        3.For less than 250 sales per month, at least a three-month reporting

period.

        The data should be listed in ascending order of sales price (lowest to

highest).  The address of the listed properties must include the location

within the county, i.e,. city, town or post office.  Lot, square and

subdivision data may be substituted for the street address when county

records are the data source.

    The housing sales data should reflect all, or nearly all, the one-family

house sales in the entire county or Metropolitan Statistical Area (MSA).  The

phrase "all or nearly all" has been interpreted as a recognition that some

sales may not be reported in a multiple listing service (MLS), such as houses

sold directly by a developer.  Appeals with all the sales from one urban

center should be questioned.  Submissions reflecting sales that are

"representative" of an area's housing market and not a complete listing of

sales should be rejected.  Delete sales that should not be included in the

listing, such as lots, sales which were not "arms length" transactions,

distressed sales and manufactured houses.

    The next step is to determine the median house sales price which is the

middle sale on the list when there are an odd number of sales.  For example,

if the listing contains 151 sales, the median house sale is sale number 76.

For processing purposes, when there is an even number of sales, the higher-

priced sale shall be deemed the median.

        After identifying the median house sales price of conforming data, the

amount should be multiplied by -95 to determine whether the data supports an

increase.  If 95 percent of the median house sales price is an amount greater

than the area's current one-family mortgage limit, an increase may be

granted.  The two-, three-, and four-family limits are calculated by taking

107, 130, and 150 percent, respectively, of the area's median house sales

price.  A common error in calculating the limits is applying the two-, three-

and four-family percentages to 95 percent of the median rather than to the

median sales price.
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        Public Law 103-327, signed by the President September 28, 1994,

increased the mortgage limit ceiling for high cost areas from $151,725 for a

one-family dwelling to 75 percent of the Fannie Mae/Freddie Mac conforming

loan limits (now $152,362 for a one-family dwelling).  It also increased the

mortgage limit ceiling for non-high cost areas from $67,500 for a one family

dwelling to 38 percent of the Fannie Mae/Freddie Mac conforming loan limits.

This currently results in non-high cost limits of $77,197; $98,700; $119,350;

and $148,300 for one-, two-, three-, and four family-dwellings, respectively.

        The percentage of increase between each of the limits under the Fannie

Mae/Freddie Mac amounts is proportionately higher than when calculated under

HUD's formula as a percentage of the median price for a one-family dwelling.

As a result, there are instances where although 95 percent of the median is

well above the non-high cost limit for a one-family dwelling, nevertheless

the two-, three-, or four-family limits, calculated as a percentage of the

median, may be below the limits based on Fannie Mae/Freddie Mac limits.  For

instance, under HUD's formula, if the one-family limit is $88,250 (which is

above the $77,197 non-high cost ceiling), the mortgage limit for a four-

family dwelling would be $139,300 (which is below the $148,300 ceiling).

Since this amount is below the $148,300 for a four-family dwelling limit,

based on the Fannie Mae/Freddie Mac limits, the latter controls because the

mortgage limit cannot be an amount less than the dollar amount in effect on

September 28, 1994.  Mortgage limits should be rounded down to the nearest

$50, unless the limit is established statutorily, such as the current ceiling

of $152,362 (i.e., 75 percent of the FNMA/FHLMC conforming loan limits) for

a one-family dwelling.

    Present law prohibits the Department from increasing mortgage limits in

an area smaller than a county.  Independent cities should be included in the

county that is most geographically appropriate.  There are a few areas where

cities may cross county lines.  Accordingly, if a city crosses county lines,

housing sales data and any subsequent increase must be limited to the

geographical confines of the county.  This may result in different mortgage

limits within a city.

        Occasionally, parties requesting mortgage limits increases may seek to

have new limits determined by taking 95 percent of the average of the median

of new house sales and the median of existing house sales.  This is commonly

referred to as the "average of the two medians approach." This approach may

only be used in those instances where the price of new construction is not

reasonably reflected in the composite median of the housing sales data

required to accompany a request and the disparity in price is due to a static

or declining existing housing market.

4

        The premise that the disparity in the median house sales prices of new

and existing housing is due to a static or declining existing housing market

must be clearly established. A mere assertion that this condition exists is

insufficient. There are no specific documentation requirements for

establishing this premise.  In the past, statistics reflecting the median or

average existing house sales prices in the area over a period of several

years and the median or average length of time homes stayed on the market

have frequently been submitted.

        The use of the average of the two medians approach is permissive, not

mandatory.  All available information should be carefully analyzed to

determine if this approach is appropriate for the area.  Particular attention

should be given to the ratio of existing house sales to new home sales.

    Departmental regulations require that the ratio must be at least 3 to 1

or greater.  Although no limitations have been placed on how much greater the

ratio can be, the practicality of its application should be dictated by the

purpose and intent of the provision.  For example, if supporting data consist

of 96 existing house sales and four new house sales, the average of the two

medians approach would not be justified since the small number of new house

sales is insignificant when assessing the area's real housing market and

whether an increase is warranted.

IV.  APPEALS

        Any party whose request has been denied by the local HUD Office may

petition the Assistant Secretary for Housing-Federal Housing Commissioner for

reconsideration.  The request must be in writing, setting forth the reasons

the party feels the increase should be granted.  The request, along with

accompanying housing sales data shall be forwarded to the Commissioner

through the cognizant HUD Office.

V.  REPORTING

        The local HUD Office shall maintain an updated list of all approved

increases.  The Computerized Homes Underwriting Management Systems (CHUMS)

CHUMS Information Coordinator (CIC) in each office will be responsible for

entering mortgage amounts into CHUMS.  Each local office will submit a list

of all areas increased the preceding month to the Office of Insured Single

Family Housing not later than the 15th day of the following month.  Negative

reports are not required.
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    If you have questions regarding this process, please call Maynard Curry,

Valuation and Technical Support Branch at (202) 708-2121.

                        Nicolas P. Retsinas, Assistant Secretary

                        for Housing-Federal Housing Commissioner

