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FHA 203K financing
Product Type

30 Year Fixed Rate Mortgage
Sales Focus

This program is designed by the United States Department of Housing and Urban Development (HUD) for the rehabilitation of a primary residence.  Section 203(k) insurance enables homebuyers and homeowners to finance either the purchase or a refinance of a house and the cost of its rehabilitation through a single mortgage.

Eligible Properties

The following property types are eligible and must conform to HUD guidelines:

1-4 unit and PUD primary residences

Condo’s

1-unit primary

Attached and detached permitted

Must be FHA approved.  To search for approved condos, refer to https://entp.hud.gov/idapp/html/condlook.cfm
Interior rehabilitation only (no common areas)

Additional required documentation:

Condo appraisal

Condo questionnaire

Master insurance policy
Modular / prefabricated homes

Leaseholds

Ineligible Properties

Second Homes

Investment Property

Co-ops

Mobile homes

Spec Homes

Conversions 
Properties with Oil or Gas leases

.  

Maximum Loan Amount

FHA Maximum Mortgage Limits vary per county.  County limits may be found at the HUD Website https://entp.hud.gov/idapp/html/hicostlook.cfm
The maximum mortgage amounts for Merrimack County under this program is:

1 Unit - $302,500
2 Unit - $387,250
3 Unit - $468,100
4 Unit - $521,250

The maximum mortgage amounts for Hillsboro County under this program is:

1 Unit - $402,500

2 Unit - $515,250

3 Unit - $622,850

4 Unit - $774,050

The maximum mortgage amounts for BelknapCounty under this program is:

1 Unit - $281,250

2 Unit - $360,050

3 Unit - $435,200

4 Unit - $540,850

Maximum Loan to Value

96.50% of the acquisition cost for a purchase and 96.50% of as completed value for refi

Note:  if the acquisition cost must be no more than 110% of the expected market value of the property upon completion of the work

Underwriting Considerations

All loans must conform to HUD 203K underwriting guidelines.

203K Basics:

The cost of rehabilitation must be at least $5,000 and the total mortgage amount on the property, including cost of repairs must fall within the Federal Housing Administration (FHA) mortgage limit for the area.  The extent of the rehabilitation covered by section 203(k) insurance may range from relatively minor (though exceeding $5000 in cost) to virtual reconstruction provided the existing foundation systems remain in place.

All rehab funds are placed in escrow.

Unused funds must be applied to reduce the balance of the mortgage OR the borrower may elect to pay for any additional elective repairs or improvements to the property.

All rehab work must be performed by a qualified and experienced contractor chosen by the borrower and completed in a workmanlike manner. 

Borrowers may not use relatives as their contactors
Types of improvements the borrower may make using Section 203(k) financing include:

Structural alterations and reconstruction.

Modernization and improvements to the home’s function.

Elimination of health and safety hazards.

Changes that improve appearance and eliminate obsolescence.

Reconditioning or replacing plumbing.

Installing well and / or septic system.

Adding or replacing floors and/or floor treatments.

Major landscape work and site improvements.

Enhancing accessibility for a disabled person.

Making energy conservation improvements.

HUD requires that properties financed under this program meet certain basic energy efficiency and structural standards.  However, luxury items and improvements that do not become a permanent part of the property are not eligible for the use of a 203(k) loan.

Subordinate Financing – HUD allowable non-profit down payment assistance grants are permitted.
Gifts

Gifts may be from a blood relative or a close friend with a clearly defined interest in the borrower.

Full down payment and closing costs may be gifted.

The donor must sign an FHA - Certified Gift Letter 
Gift funds may not be used a cash reserves for 3 and 4 unit properties.

Minimum credit score is 640
Landlord Verifications – Rental History bay be required on a case-by-case basis 

Minimum borrower contribution -Borrowers must provide a minimum contribution of 3.5%.  Gift funds may be considered part of the 3.5%. 
Properties Listed for Sale – Refinances

Properties currently listed for sale or listed for sale in the past 90 days are NOT eligible for FHA refinances, whether fully qualifying, rate/term or , streamline.
Purchase and Hold Requirements – guidelines for a buyer acquiring a new primary residence and renting the current primary residence apply:

Borrowers may only have one FHA mortgage, so the property they are vacating may not have an FHA mortgage.

The new primary residence occupancy must make sense, i.e.: buying bigger/more expensive primary or moving from a 2 unit to a one unit.

Borrowers must qualify including the PITI for both properties.

Rental income for the property being vacated may ONLY be used if one of the following applies:

The borrower is relocating with a new employer, or being transferred by the current employer to an area not within reasonable and locally recognized commuting distance, OR

The borrower has a 75% LTV or less as determined by a current residential appraisal.  An exterior only appraisal may be obtained to determine the current value of the property.

If rental income can be used based on one of the above, reduce the rental income by the appropriate vacancy factor as determined by the appropriate FHA HOC.  The following documentation will be required to verify the rental income:

A fully executed lease agreement of at least one year’s duration commencing after the loan is closed, and

A copy of the canceled check for the security deposit and/or first month’s rent.

Qualifying Ratios

31/43%

These ratios may be exceeded with compensating factors but the debt ratio may never exceed 49% 

Reserves - Three months PITI are required for 3 and 4 unit properties.  In addition, the property must be able to support itself based on the market rents less a 15% vacancy factor as opposed to the PITI.

Seller Concessions - Contributions up to 6% of the sales price are allowed towards the borrowers’ actual closing costs, prepaids and discount points.  
Additional Disclosure Requirements

FHA Borrower’s Acknowledgement (HUD 92700-A)

FHA Subsidy Approval Checklist (Exh 02-400)

FHA Condo Questionnaire if condo
FHA 203k (not for Streamline K) - Initial Draw Request and Rehabilitation Inspection Form or FHA 203(k) Draw Request - HUD 9746-A.

Specification of Repairs and all required architectural exhibits.

203k Contractors Resume or similar contract with license and insurance information on contractor.  

· Identity of Interest Certification 

Self-Help Agreement (Form 2494) (if applicable).

Steps to Success

Start with the purchase contract:

• Provide extra time for loan approval and closing

• Contract should specify that Seller will allow inspectors, contractors, or HUD consultant access to the property to estimate the cost of the remodel/renovation.

Borrowers and consultant meet at the property

Consultant conducts an inspection of the property and determines what repairs are needed to meet HUD minimum property

requirements. Borrower(s) will indicate any work they wish to have done at that time.

Obtain a Work Write-up

You should receive a copy of  a Work Write-up (Specification of Repairs) from the HUD Consultant that includes the

Consultant’s cost estimates for the completion of the project.

Order an appraisal while borrower obtains contractor bids

• One copy to the Work Write-up must go to the appraiser to order the “after-improved” appraisal.

• Copies of the Work Write-up should go to the contractor(s) in order for them to bid on the job 

Borrower to choose a contractor and get a written contract to do the job

• The Work Write-up should be included and acknowledged as part of  the bid

• Contractor to provide a detailed written estimate for the work they will complete.

Note: The contractor estimates and HUD Consultant’s Work Write-up must match dollar for dollar prior to underwriting.

The Contractor must provide the following items:
Homeowner/Contractor Agreement

Builder Resume to include 3 business references

Proof of Insurance

License (if applicable)
Understand the fees

The following costs are specific to the 203K:

• Contingency Reserve (required minimum 10%, but could be up to 20% of repairs amount)

• Inspection and Title Update Fees

• Consultant Fee

• Architectural and Engineering Fee

• Supplemental Origination Fee ($350)

• Permits or Other Fees

The above fees should be marked as POC on the GFE, as they are “rolled into the loan”  (they do not increase the borrower’s cash to close).

203(k) Streamline Limited Repair Program

The 203(k) Streamline Limited Repair allows homebuyers to finance up to $35,000 into their mortgage to improve

or upgrade their home. Expenses that may be included in the $35,000 are inspection fees, building and other permits,

the supplemental origination fee, title update cost and the amount of any contingency reserve required by the mortgagee.

The 203(k) Streamline cannot exceed the dollar limit of $35,000 (B14 of the Maximum Mortgage Worksheet).
203(k) Streamline - The “Streamline (K)” Limited Repair Program permits homebuyers to finance an additional $35,000 into their mortgage to improve or upgrade their home before moving-in.
Ineligible Property - Multi family HUD REO and Mixed-use properties are ineligible.

Allows for a 3/2/1 buy down plan.  P&I payments may not increase more than 7 ½% per year.

If the borrower has owned the property less than one year, the acquisition cost must be used to determine the maximum mortgage amount.

The maximum loan amount includes any financed rehabilitation amount.

The minimum repair cost threshold is not applicable.

The maximum rehab amount is $35,000.

NO Contingency reserve requirement. (May be added at underwriter’s discretion.)

Eligible Work Items:
Repair/Replacement of roofs, gutters and downspouts.

Repair/Replacement/upgrade of existing HVAC systems.

Repair/Replacement/upgrade of plumbing and electrical systems.

Repair/Replacement of existing flooring.

Minor remodeling, such as kitchens, which does not involve structural repairs.

Weatherization: including storm windows and doors, insulation, weather stripping etc.

Purchase and installation of appliances, including freestanding ranges, refrigerators, washers/dryers, dishwashers and microwave ovens.

Accessibility improvements for accessibility for persons with disabilities.

Painting, both exterior and interior.

Repair/replace/add exterior decks, patios, porches.

Basement finishing and remodeling, which does not involve structural repairs.

Basement waterproofing.

Window and door replacements and exterior wall re-siding.

Septic system and/or well repair or replacement.
Lead-based paint stabilization or abatement of lead-based paint hazards.

Ineligible Work Items

Major rehabilitation or major remodeling such as the relocation of a load-bearing wall.

New construction (including room additions).

Repair of structural damage.

Repairs requiring detailed drawings of architectural exhibits.

Landscaping or similar site amenity improvements.

Any repair or improvement requiring a work schedule longer than six (6) months.

Rehabilitation activities that require more than two (2) payments per specialized contractor.

Required repairs arising from the appraisal that do not appear on the list of eligible repairs.

Rehab requirements:

Final inspection required.

“Self-help” is strongly discouraged unless the applicant’s ability to completely perform the work in a timely and workmanlike manner is self-evident and easily documented.

Cost estimates from contractor & Homeowner-Contactor agreement required.

All work must be completed within 6 months.  (HUD will not grant extensions).

No consultant, plan reviewer or specification of repairs/work write-up required.

No more than 2 payments per specialized contractor:

1st payment for material costs (not to exceed 50% of repair costs; M&T will accept receipts)

2nd payments upon completion of all work.
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