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Ignore the myths, FHA loans are a good deal -

You may have

———
“ﬁ%ﬂ: noticed my dis-

cussions in this
column about
VA loans over
the past several
montha, [I've
tried to share
information of
how VA loans
work so that
more buyers
might consider
them as a mort-
gage  option.
Now I'd like to
cover another important type of
financing which is FHA loans, |
hope you'll see the potential
these loans can offer.

FHA stands for Federal Hous-
ing Administration, which is a
division of the Housing and
Urban Development Department
of the Federal Government. FHA
was created more than 60 years
ago to stimulate affordable hous.
ing fi ing for li bor-

McNamara Building in down-
town Detroit. Both are agencies
of the U.S. government and cover
the eastern half of the lower

insul Michi| The tele-

very low cost and short process-
ing time by more than 200 FHA-
approved lenders.

Some people have heard FH:}
i : '

phone number for Single Family
Production is {313)226-7230.

What is an FHA loan?

An FHA loan is one of the
many methods by which a buyer
can obtain financing to purchase
n home. You may be most famil-
inr with conventional loans
which involve obtaining a mort-
gage through a lender with a
down payment in excess of 5 per-
cent. FHA loans are very similar
with casier and lower cost, but
there are slightly different
requirements.

In the case of the FHA loans,
the Federal government insures
the lonn being made by a lender.

FHA allows a lower down pay-
ment than conventional meth-
ods, plus many other advantages
a

Towers,

The Michigan State (Detroit)
office of HUD is lacated in the

1 mortgage doea
not nllow, such ns loans that are
fully assumable and pre-payable
at any time without penalty at

is very P
and costly to use. That is not
true. There have been a number
of changes over the years which
fully streamlined the process.
The procedures and costs of
FHA financing are now very sim-
ilar, yet more flexible than con-
ventional metheds, Unfortunate-
1y, in the past, many people have
had unfavorable perceptions
about FHA financing which no
longer apply.

FHA docs not set interest
rates or paints. They can require
up to 60 percent less down poy-
ment overall for a buyer to quali-
fy for an FHA mortgage. Up to 6
pereent of the mortgage can be
paid by the seller, or a blood rela-
tive con pay the tatal costs as a
gift. Even the mortgagee can pay
all the closing casts, including
the tax and insurance by charg-
ing a “premium” interest rate.

Selling o house FHA is no dif-
ferent from selling it by other

methods. The time period for get-
ting approval is now virtually
the same as for obtaining a con-
ventional mortgoge. All FHA
Ienders now have what is called
“direct endorsement.” This
means a lender has been autho-
rized to take application,
approve and close a loan for the
buyer without the prior approval
of FHA. This has significantly
reduced the time it takes to
receive approval for an FHA
Joan. FHA loans are closed in as
little as 28 days. Most transac-
tions are closed in five weeks or
less.

Some sellers wonder if they'll
have to make more repairs on
their house with an FHA loan
than required with a convention-
ol mortgage. As with all mort.
gage loans, repairs may be
required to insure the health,
safety and structural soundnesa
of the house, now a new state
law requirement since 1994,

If there are repairs, the costs
are negotiated between the sell-
crs and the buyers and should be
clarified when you sign a pur-

Beware of conflict of interest

1 received a call the other day
from a reader
and the ques-
tions and issues
which we dis-
cussed  were
interesting and
may be of use to
those of you out
there who are
reading these
articles and con-
templating
using an archi-
teet or builder.

STEVEN
SIVAK

Basically the scenario goes like
this: He and his wife go to look
ot a piece of land just prior to the
first of the year in a low-lying
area of a Jow-lying community.

The seller of the parce) is a
“developer/builder” and the stip-
ulation for the sale is that the

buyer’ must usc this
“developer/builder™ to build the
house and is putting pressure on
the buyer to use “his” architect.

1 told him that there is some-
thing o bit atinky about the rela-
tionship and obligations which
such a relationship wauld have.
Haopefully, one falls in love first
with a picce of land then finds

at.

wxury is Ahtainable

out who the builder must be. So
the client pays for architectural
services and then what natural
force is at work to keep the
“developer/builder” competitive
with fair market prices? Nothing
and this is not the way it was
meant to be,

In the case that this person
were to hire the architect recom-
mended to him by the “develop-
er/builder” the problem would
anly escalate and become a fur-
ther conflict of interest. In order
to answer why this is the case I
need to briefly explain the situa-
tion I am currently faced with a
client of mine in Pleasant Ridge.

In this project we have had a
tough time with the general con-
tractor which was selected. {as a
representative of the swner have
had to force/demand perfor-
munce out of the contractor. It is
my belief that we paid for top
quality workmanship and must
get such from the contractor and
that it is
my profes-
sional
obligation
to do go. 1
have been
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retained to administer the con-
struction centract and have high
expectations for the project.

In essence, due to poor perfor-
mance on behalf of the general
contractor and my demands
(which are slowly being met} I
am no friend of the contractor
but instead hove proven mysclf
to be o valuable ally of the home-
owner, Remember, my enly con-
tract is with the homeowners,
not with the general contractor.

In this scenario, the architect
has been given a strong lead
from the builder - maybe there
is no kickback maybe there is-
but in any case the builder is a
repenat customer while the client
is certainly not.

How cnn that architect go up
agoinst the builder and demand
better quality or faster service?
He can not and 1 think it wauld
be foolish to enter into a reta-
tionship with any architect who
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was suggested in this scenario,
Now that is not to say that
builders can not suggest the
names of multiple architects for
review by the client = but that is
different than what is going on
in this situation.

As o matter of fact 1 have
received calls from prospective
clients who were given my name
by general contractors — but in
the end I determined that these
contractors were nut appropriate
for the project and the recom-
mending centractor never even
saw the project because it went
to another general contractor.
But in the case being discussed
above, the general contractor has
the job all wrapped up.

The next series of issues which
surround this project involves
the time of year in which the
client looked at the land - early
winter

chase agreement. It is important
to note that neither the lender
nor the FHA gunrantees the
value or condition of the proper-
ty. Lenders have certain rights in
modifying appraisals, repairs
and values.

Plense note that an appraisat
is used to estimate the value of
the property for mortgage insur-
ance purposes, It is performed
for the benefit of HUD/FHA.

Since the buyer is paying for
the appraisal, he/she is entitled
to a copy of it. Although the

pprai is there to eati
value, he/she will also note any
visible defects which may affect
the henlth or safety of the occu-
pants, or continued marketabili-
ty of the praperty.

FHA makes nn warranties as
to the value of condition of the
property. It is up to the home-
buyer to decide if they wish to
hire o home inspection firm,

hi contractor or engi
to determine the condition of the
house. FHA will allow the bor-
rower to include up to $200 as a
closing cost item for the home

inspection fee.

FHA nlso hns a loan program
under which most inside and
outside repairs or additions can
be put into the first mortgage,
and the seller can be immediate-
ly paid before repair or rehuild-
ing begins, This program is open
to investors as an 86 percent:
lonn-to-value ratio after repair..
1t’s called the 203(k) Program. |

Next week, Il continue with:
more information about FHA'
loons.

Dave Mully has been writing
his weckly “Mortgage Shopping”
column for the Observer &
Eccentric Newspapers since June
1995. He has been directly
involved with residential mort-
gage lending in the Detroit area
since 1988 and is a local mort-
Kage consultant. For information
about a new mortgage, call Mully
toll-free at 800-405-3051, fax him
at 810-380-0603 or scnd c-mail to
cgbc04d@prodigy.com. You can
access Mully's previous Mortgage
Shopping articles on-line at
http:] foeontine.com / ~emorydim
ully

relationships

aree with potential drainage
problems, this is not the right
time to be shopping for land,

The worst casc scenario
includes a wet bagement, mold
and fungus problems, odors,
mosquitoes and a low future
value for the completed project.
These are very possible occur-
rences and there is no way, 1
repeat no way, that the architect
who has been recommended by
the “developer/builder” could
tend the home buyer away from
the lot to a better site,

I suggested two possible solu-
tions to the problem. First is to
cancel the contract with the
“developer/builder™ and go look
for a “goed” lot and usc the ser-
vices of n “good” architect. Sec-
ond is to force the builder to
agree to a fair market value for
his construction either through

competitive bidding or by acting ~

as a construction monager
whereby all costs and expenses
are on the table and the home-
owner will not be subject to
gouging.

Along with this proposal, if 1
were him, I would hire a good:
architect to fully represent the
needs and concerns of myself
and my family and stay as far ns
possible away from the recom-,
mended architect of the “develap-
cr/builder”

Steve Sivak is a licensed archi-

tect in private practice and an

adjunct professor of architeeture’

at Lawrence Technological Uni-
versity in Southfield. He special- -

izes in well-erafted residential
and commerciul architecture and

can be contacted at (313) 769 ©
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