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At a meeting of the Texas Real Estate Commission (TREC) on Monday, November 8",
Commissioners agreed unanimously to communicate with the U.S. Department of Housing and
Urban Development (HUD) regarding concerns over new Federal Housing Administration (FHA)
appraisal regulations.

Standard real estate contract forms promulgated by TREC for use by licensed real estate agents
have for quite some time informed consumers of the advisability of obtaining an inspection before
purchasing a home. Recently, however, new HUD regulations have caused some confusion
regarding whether such inspections are actually needed.

Commissioners authorized TREC staff to communicate with HUD regarding suggested
improvements in notices to consumers in connection with FHA financed real estate transactions.
Added clarification will help consumers and others involved with such transactions to better
understand the importance of actual inspections and how they differ from FHA required
appraisals. Potential buyers, as well as real estate agents, mortgage lenders, and appraisers may
have the mistaken impression that a property inspection would be an unnecessary duplication of
time and expense when an FHA appraisal is performed. Consumers may wrongly assume that
once a property successfully meets all standards in specific categories referenced within HUD /
FHA appraisal forms, that an inspection will not provide them with any additional information of
value regarding the property.

TREC suggests to consumers and licensed real estate agents that an actual property inspection
by an independent and qualified inspector, who is working on behalf of a prospective homebuyer,
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is the most reliable means of obtaining factual details concerning the condition of a property. An
unbiased inspection report will give specific information on a home’s physical condition, including
structure, construction, and mechanical systems. It will also identify items that need to be repaired
or replaced; and may also provide some information relating to the remaining useful life of major
systems, equipment, and structure.

Consumers will find that the best way to know whether their expectations of quality can be met is
by having an in-depth examination of a property performed by a qualified inspector before buying
the home.

Assuring adequate consumer notification for potential homebuyers was also a topic of discussion
regarding implementation of the new state Mortgage Broker License Act. The act, approved
earlier this year by the state legislature, will require persons who practice as mortgage brokers to
become licensed effective January 1, 2000. The Texas Savings and Loan Department
administers the law’s provisions.

During the Commissioners’ meeting, discussion focused on whether consumers will be adequately
notified when a licensed real estate agent is also a licensed mortgage broker who is seeking to
both broker a property sale, as well as provide mortgage loan services. Consumers should be
aware of any potential conflicts of interest in situations when a real estate agent, who receives a
commission from the sale of the property, can also receive added compensation by financing the
transaction through a mortgage loan. Consumers may also be interested in knowing that a real
estate agent who is not licensed as a mortgage broker can legally receive fees for providing a
lender with preliminary loan application information from a prospective borrower.

Legal compliance requires that mortgage broker activities in these types of transactions be
disclosed. Licensed real estate brokers and licensed mortgage brokers must also fulfill federal
disclosure requirements by revealing the amount of any fees charged to the borrower for mortgage

services.

TREC plans to continue monitoring the conduct of real estate licensees who also act as mortgage
brokers under the new state Mortgage Broker License Act. The agency also suggests that in
accordance with current requirements for notification to consumers, prospective borrowers should
be fully informed concerning any mortgage related services that a real estate broker or
salesperson may be providing.
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