
BUYING A HUD HOME FAQ’S

The "Frequently Asked Questions" section is intended to give general guidance to first-time buyers and others who may be interested in purchasing a HUD-owned home. Additional information, instructions, and forms are provided at: www.southwestalliance.com  Potential buyers should contact and work through a HUD-registered broker when purchasing a HUD-owned home.  

Q. What is a "HUD Home"?
The Federal Housing Administration (FHA) is the organization of the U.S. Department of Housing and Urban Development (HUD) that insures certain mortgage loans for lenders. If the lender forecloses on the loan, FHA repays the balance of the loan to the lender and the title to the home reverts to HUD. HUD then sells these homes at market value.

Q: Who can buy a HUD home? Are they only available for low-income buyers?
All HUD homes are offered without regard to race, color, religion, sex, national origin, handicap, or familial status. Anyone who is pre-qualified for a mortgage loan may offer to purchase a HUD home. These homes are not exclusively for low-income buyers, but most are regarded as affordable for low to moderate-income purchasers within the market areas where they are located. There is an initial period when only owner-occupants are allowed to purchase, after which time investors may also buy. 
Q: How do I start the process of buying a HUD home?
Start by finding a real estate agent in the area where you are interested who works for a HUD-registered broker. Be sure to ask if his or her broker is registered with HUD to sell these homes. These agents can help you get pre-qualified for a loan, show the available homes to you, write a Sales Contract for you to sign and place an offer by electronic bid on your behalf.

Q: Does HUD make repairs on HUD-owned homes that are in poor condition?
HUD homes are sold "as is," without warranty. That means HUD generally will not make repairs except to preserve and protect the property or to eliminate a major safety issue. Known defects are reflected in the price and stated in the listing on the Website, as well as on the Property Condition Summary sheet.

Q: How do I make an offer to purchase? What happens after I place a bid?
Your HUD-registered real estate agent or broker must place an offer in the form of an electronic bid on your behalf. If your bid offers the highest price, net of closing costs and commissions, above the minimum acceptable price, then the bid will be acknowledged, assuming all other considerations are met. The bid will be the acknowledged bid listed in "Bid Results," allowing your agent or broker 48 hours to deliver a complete contract package to the appropriate Regional Office. The complete and signed Sales Contract package with all addenda, a copy of the loan pre-qualification letter, and your earnest money check. Only when a complete and correct contract package is submitted and received on time will the M&M Contractor sign on behalf of HUD as Seller. Otherwise, your bid may be cancelled and the property may be offered to the next highest acceptable bidder or it may be placed back on the market for others to bid.

Q: Can I buy a HUD home as an investment property?
Yes, but owner-occupant purchasers are given priority for an initial period of time that the house is on the market. These are persons who will affirm in writing that they have not purchased a HUD-owned property in the last two years and they will live in the home as their primary residence for at least one year. After the initial listing period, investors may purchase the houses for resale or for rental.
Q: If my contract is signed, but for some reason I cancel or cannot close, will I lose my earnest money deposit?
Per paragraph 12 of the Sales Contract, which the buyer(s) must initial, the earnest money deposit is at risk of forfeiture if the buyer cancels without good cause. There is an addendum to the HUD-9548 called "Forfeiture of Earnest Money Policy." Please read this carefully because it provides the HUD guidelines regarding what circumstances the deposit will be returned or forfeited.

Q: What kinds of loans are available to purchase HUD homes?
Neither The M&M Contractor nor HUD is a lender. The following are acceptable financing instruments for purchasing HUD houses: Federal Housing Administration (FHA) loans, Veterans Administration (VA) loans (subject to certain restrictions), Conventional loans and cash. Additional information may be obtained in the " Guidebook For Real Estate Professionals " under the "Real Estate Professionals" section of this website.

Q: Why do I have to get a pre-approval letter before I bid?
On behalf of HUD, the M&M Contractor acknowledges the bid that offers the highest net to HUD. However, the bidder must show evidence of the financial ability to close before a contract is entered into. This is to avoid tying up the property with a transaction that is unlikely to close. The " prequalification-letter" must be directly from the lender (not the mortgage broker) giving a current date and an amount of the loan that is acceptable. It should also name the buyer(s) whose credit report was reviewed and approved by the lender.

Q: What closing agent can I use?
Closing Agents are designated by HUD for each area. HUD has these service providers under a separate direct contract that gives them requirements for closing these sales. They are paid by HUD accordingly for document preparation and closing services. Your real estate agent/broker will know who the HUD closing agent is for your area. If you choose to use a different closing agent, you must pay these fees and the HUD closing agent will still be involved to provide services to HUD as the seller.

Q: Will HUD pay for any closing costs on behalf of the purchaser?
In the "Real Estate Professionals" section of this website is a link for " Forms and Instructions." Click there and see "Allowable Closing Costs" that will help answer this question. The wording on Item 5 of the Sales Contract also stipulates that the costs must be actual, reasonable and customary for the area. The ceiling on costs is 3% of the sales price in most states. Certain fees and expenses are automatically paid by HUD and do not have to be included in the total amount filled in on Item 5, such as an FHA appraisal and termite inspection. The Closing Agent and Listing Broker for your area should be available to assist your agent.

Q: How long do I have to close? What if I need more time?
Currently, transactions in most states must close within 30-60 days from the ratification date, the date the M&M Contractor signed the Sales Contract on behalf of HUD. For additional time, except in rare instances, an extension request signed by the purchaser and an extension fee paid by the purchaser must be submitted by your real estate agent/broker to the Closing Agent. 

Q: Who qualifies for the "Next Door" programs and what is their discount?
Only full-time law enforcement officers with arrest authority, full-time licensed teachers or administrators in public or private pre K-12 grade schools, full-time Emergency Medical Technicians and full-time Fire Fighters may purchase directly through the Good Neighbor program. Their discount is 50% of the list price. Closing costs and broker commission costs can be added to the loan amount if the buyer uses FHA financing. There are other restrictions the buyers must follow. For example, they must reside in the home a minimum of 36 months. For more information and requirements, please see the HUD website: www.southwestalliance.com. 
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