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Introduction

 The Section 203K program for FHA loans is the agency’s primary program for the 
rehabilitation and repair of single family properties.

 Today, we will:
 Review aspects of the Section 203K Rehabilitation Mortgage Insurance Program and 

the 203K Consultant Requirements and Responsibilities.
 Discuss the benefits to the 203K Program, and how it can help both purchasers of 

homes, as well as sales listings.

Presenter
Presentation Notes
Pause here for some audience involvement – perhaps get an idea of anyone who has experience with these loans?  Find out the knowledge level of the crowd. If there is anyone that has done a 203k loan, what was their experience? (Hopefully it wasn’t awful!) But if it was not pleasant, then we have the chance to put the positive spin and show how easy it can actually be. 



Overview

 The section 203K rehabilitation mortgage insurance program is used to rehab an 
existing 1 to 4 unit structure used primarily for residential purposes. The loan can 
be setup as a Refinance or a Purchase.  

 We will focus primarily on the Purchase Loans today. As a Purchase, the loan can:
 Purchase a dwelling and the land and rehabilitate it
 Purchase a stick built home on one site, move it onto a new foundation and rehab it



Benefits

Buyers can purchase and 
make approved 

improvements after 
closing

Current owners can 
refinance, stay in their 

homes, and make 
approved improvements 

after closing

Increases property value 
and builds equity

Combines the cost of the 
home and the renovation 

into one mortgage



Benefits to Business

 Introduce to the buyer(s) to the 203K Mortgage Program  while they are shopping 
for a new home!

 For an average of $6/$1000, they can finance the needed repairs and have the 
home of their dreams!

Presenter
Presentation Notes
At this point, the LO can also talk to the Realtors about how this is a Selling tool as well.  Once the Realtors are comfortable with the 203k product, they can market homes for sale as potential homes for a 203k loan.  This helps to show the realtors another way they can use this class, with potential listings as well.  We will discuss in a little more detail about the $6/$1000 and how that cost breaks down.



Potential Uses for the 203K Program

 Buyers who are shopping for a home, and have a hold up which will prevent them from 
putting in an offer.  

 For example, the buyer likes the home, but were hoping for a finished basement, or
 The home is perfect, but the buyer was hoping for 2 bathrooms, instead of 1, or
 An issue comes up during the inspection and/or appraisal which will prevent the home from 

obtaining financing until it is resolved (Lead Based Paint, Mold, Septic issues)

 The Seller may not be willing to do the repairs on a home they’re vacating

 The Buyer may not have cash on hand for repairs, nor do they want to repair a home they 
do not own

What to do???

Presenter
Presentation Notes
Have the realtors think of the times they drove around, on a weekend, with homebuyers, who kept finding things wrong with each home.  Make it more “real life” applicable to them, and have them start getting in the mindset of why this loan is important for them to understand.  Start to get involvement – ask for how many in the room have had this happen.  Then ask if being able to offer a 203k loan would have helped the homeowner(s) they are thinking of to decide on a home sooner.



From this

To THIS!!!
This Photo by Unknown Author is licensed under CC BY-SA

This Photo by Unknown Author is licensed under CC BY-NC-ND

Presenter
Presentation Notes
Finishing a basement will add value, along with living space, etc. This is a common area that people will want to improve and will think they will do it once they move in.  What if they could do it right up front, and not have to wait to make such a great improvement to the home?

https://flickr.com/photos/noluckmurphy/8615386794
https://creativecommons.org/licenses/by-sa/3.0/
http://www.dwellonjoy.com/2013/07/official-home-tour.html
https://creativecommons.org/licenses/by-nc-nd/3.0/


The 
“But Loan”

IT’S THE PERFECT HOME, BUT……

https://www.youtube.com/watch?v=l_4v09rEcHA#action=share

Presenter
Presentation Notes
This is a short video to once again have the realtors relate to how this loan will help them increase their business.   Before we get into the details of the program, it’s important that they are realizing why these details are important to learn.

https://www.youtube.com/watch?v=l_4v09rEcHA#action=share


Why finance 
these costs??

 Benefits to financing in the cost of repairs include:
 It’s cheaper than using credit cards to upgrade items within the 

home, or add appliances
 A buy can purchase a home without appliances, which would have 

cost the Seller money, and led to an increased sales price
 Appliances, for example, remain in the home when you sell

 Financed appliances – only pay for what you use!

 Tax deductible!

 At 6% interest rate (which is above current rates), these repairs 
cost only $6 for every $1,000 spent!

https://pbs.twimg.com/media/DOn9rp9X0AEu3Yk.jpg

Presenter
Presentation Notes
Many people will ask why they should finance in these costs.  Here are some benefits to talk about, to help buyers realize the benefits to financing in the cost of repairs.  Using a 6% interest rate, it would cost the buyer $6 for every $1,000 spent in repairs.  For $25,000 in repairs, it only costs the buyer $150/month! This is a cheaper rate than a credit card rate.  Also, if the buyer moves out of the home, the mortgage is paid off with the sale and they no longer pay that mortgage.  If a credit card were used, that will continue to be paid off for years to come.  If a buyer is looking to be in the home long term, it is a cheaper financing rate than borrowing money elsewhere. 



Now for the 
details…
(AKA the exciting part!)

This Photo by Unknown Author is licensed under CC BY-NC-ND

Presenter
Presentation Notes
Now we will start to discuss the program itself, and the two types of Renovation loans.  We’ll start with an overview of Limited vs Standard 203k’s and have a short “quiz” to go ensure everyone is understanding the difference between the 2.

http://morethanturquoise.com/2013/09/25/i-want-to-put-on-my-my-my-my-my-boogie-shoes/
https://creativecommons.org/licenses/by-nc-nd/3.0/


Types of 
Renovation 
Loans

• Used for major renovation and repairs
• Minimum repair cost of $5,000 and the 

use of a 203K Consultant is required
• Can be used in conjunction with the 

203H program for disaster victims

Standard 
203K

• Used for minor remodeling and non-
structural repairs

• Does not require a 203K consultant
• The rehabilitation cost cannot exceed 

$35,000

Limited 203K 
(formerly 

known as a 
Streamline 

203K)

Presenter
Presentation Notes
For those that used to remember the term “Streamline 203K”, this is now the Limited 203K.  FHA realized they already had a streamlined refinance product, and that it could be confusing to also have a Streamline 203k.  It is the same product, just a different name.    When discussing rehabilitation cost, that is inclusive of all fees, contingency reserve, etc, which will be discussed at a later point.



Property 
Eligibility

 Allowed on a 1 to 4 unit single family structure

 Manufactured Homes and Condominiums are FHA allowed, but 
vary Lender by Lender as to specific requirements

 HUD REO Properties allowed – see HUD handbook for additional 
requirements

 Must be an existing property that has been completed for at least 
one year prior to the case number assignment date

http://flickr.com/photos/dchris/4125253304

http://flickr.com/photos/dchris/4125253304


203K Standard
 Minimum of $5,000 in repairs but typically much 

more

 No limit other than the maximum mortgage 
amounts per region

 Fees and costs can be rolled into the loan 
amount

 203K Consultant is Required

 Borrower can pick their contractor and/or builder

 Approval of the contractor/builder is required by 
Lender (Requirements vary by Lender)

 5 draws allowed

 Project must be complete within 6 months

Presenter
Presentation Notes
Very important to explain here how the borrower can pick their own contractor/builder, but they do have to be approved.  Approval requirements vary by Lender but are generally the same – must be licensed and insured, and vetted. This is to protect the buyer as much as possible by having reputable contractors/builders do the work.  There will generally be one main contractor being used, which will oversee this project.  Using one general contractor makes the disbursing of funds much easier at the end, and helps for the project to move along more efficiently.  The requirement of a 203k Consultant is a HUD requirement, so that will be required regardless of Lender.



Process of a 
203K Standard
(May vary by Lender) 

 Borrower selects a property; 

 Borrower selects a FHA-approved 
mortgage; 

 Loan Officer takes loan application; 

 Processor selects 203K Consultant; 

 Consultant visits property with Borrower; 

 Consultant prepares “Work Write-up”; 

 Borrower hires Contractor; 

 Work write-up and bids are provided to us; 

 Lender processes, underwrites, closes, 
and funds the transaction; 

 FHA insures the loan; and 

 Improvement process to the property 
begins.

 Contractor completes first phase of the 
project. 

 Processor contacts the 203K Consultant 
and requests an inspector and a draw 
request to pay the contractor. 

 The Consultant and Borrower sign the 
request. 

 Draw request is submitted to Lender. 

 Lender disburses a check made payable to 
Borrower and Contractor. 

 This process continues until the work is 
completed.

 Final draw is requested. 

 Borrower provides release letter 
indicating work is completed. 

 Consultant verifies completion. 

 Remaining Rehabilitation Escrow Account 
funds are released.

 Any unused contingency funds will be 
applied to the principal of the loan, not 
refunded to borrower (unless borrower 
paid and not financed)

Presenter
Presentation Notes
This is a general overview of how this process goes.  The 203k can sometimes have a negative reputation as being tedious, etc. While there are extra steps involved, the process can be efficient.  It is important for all parties to be aware of the process, and on the same page going into the loan, so that all are aware of what will be needed.  There is some additional processing time required, and then after closing, it helps if all parties stay involved as well. If there are any changes, delays, etc, all will work together to ensure the project is completed in a safe and timely manner.  Point out here how the Consultant gets involved before the contractor.  This is to ensure all of the necessary items are being done, as well as any items the buyer wants to be done (assuming it will add value). 



Eligible improvements for the 203K Standard

 converting a one-family Structure to a two-, three- or four-family Structure; 
 decreasing an existing multi-unit Structure to a one- to four-family Structure; 
 reconstructing a Structure that has been or will be demolished, provided the complete 

existing foundation system is not affected and will still be used; 
 repairing, reconstructing or elevating an existing foundation where the Structure will 

not be demolished; 
 purchasing an existing Structure on another site, moving it onto a new foundation and 

repairing/renovating it; 
 making structural alterations such as the repair or replacement of structural damage, 

additions to the Structure, and finished attics and/or basements; 
 rehabilitating, improving or constructing a garage; 

Presenter
Presentation Notes
These items are important to go over, so that when buyers are house shopping, the realtors have a general idea of what will/won’t be allowed in a 203k.  We will go over this in our “pop quiz” shortly, which will help reinforce what can be done as a limited vs a standard 203k.  Overall, the main idea to remember is that the improvements must add value to the home.  We will discuss the appraisal piece later, but we do get an “as is” and an “after improved” value on the home.  The “after improved” value must support that the cost to do the repairs will also increase the home’s value accordingly.



Eligible improvements for the 203K Standard

 eliminating health and safety hazards that would violate HUD’s Minimum Property 
Requirements (MPR); 

 installing or repairing wells and/or septic systems; 

 connecting to public water and sewage systems; 

 repairing/replacing plumbing, heating, AC and electrical systems; 

 making changes for improved functions and modernization; 

 making changes for aesthetic appeal; 

 repairing or adding roofing, gutters and downspouts; 

 making energy conservation improvements; 

 creating accessibility for persons with disabilities; 

 installing or repairing fences, walkways, and driveways; 

Presenter
Presentation Notes
Septic systems is a popular item which can be found to be not in good working order during the process of the loan.  If the buyer wasn’t originally doing a 203k, but the home needs a new septic system, it may be eligible to be switched to a 203k.  This way, the buyer still gets the home they want, and are able to upgrade the septic system, while retaining their own funds for reserves, future repairs, etc.  OR, they may not have the large amount of cash on hand to repair the septic, but can afford the increased monthly payment to do a 203k to repair the system!



Eligible improvements for the 203K Standard

 installing a new refrigerator, cooktop, oven, dishwasher, built-in microwave oven, and 
washer/dryer; 

 repairing or removing an in-ground swimming pool; 

 installing smoke detectors; 

 making site improvements; 

 landscaping; 

 installing or repairing exterior decks, patios, and porches; 

 constructing a windstorm shelter; and 

 covering lead-based paint stabilization costs, if the Structure was built before 1978, in 
accordance with the Single Family mortgage insurance lead-based paint rule (24 CFR 200.805 
and 200.810(c)) and the U.S. Environmental Protection Agency’s (EPA) Renovation, Repair, and 
Painting Rule (40 CFR 745, especially subparts E and Q).

Presenter
Presentation Notes
Lead based paint can be costly and tedious to repair.  Again, this is a great program for that, and will ensure that the home is now safe from all lead based paint surfaces.



Ineligible improvements 203K Standard 

 The 203(k) mortgage proceeds may not be used to finance costs associated with the purchase or 
repair of any luxury item, any improvement that does not become a permanent part of the 
subject Property, or improvements that solely benefit commercial functions within the Property, 
including: 

 recreational or luxury improvements, such as: 
 swimming pools (existing swimming pools can be repaired) 
 an exterior hot tub, spa, whirlpool bath, or sauna 
 barbecue pits, outdoor fireplaces or hearths 
 bath houses 
 tennis courts 
 satellite dishes 
 tree surgery (except when eliminating an endangerment to existing improvements) 
 photo murals o gazebos; or 

 additions or alterations to support commercial use or to equip or refurbish space for commercial 
use.

Presenter
Presentation Notes
Again, the repairs have to add value to the home.  Therefore, a luxury item such as a swimming pool is more of a “nice to have” and does not add value.  In some cases, it can even deter future buyers. Therefore, it is not allowed as a 203k repair item.



Consultant 

 Consultant is chosen off of FHA roster of Consultants

 The Consultant needs to visit with the borrower and discuss what repairs they want done

 Consultant does a Work Write-Up and Cost Estimate 

 The Work Write-Up/Cost Estimate specifies the type of repair and cost of each Work Item. 

 Consultant needs to ensure 
 The property has no defects that will affect the safety and health of the occupants
 There are no rodents, dry rot, termites, or other infestation on the property
 There are adequate structural, heating, plumbing, electrical, and roofing systems

 The Consultant and Borrower must sign a written agreement that fully explains the services to be 
performed and the fees to be charged for each service.

 The written agreement must disclose to the Borrower that any inspection performed by the 
Consultant is not a “Home Inspection” as detailed in the disclosure Form HUD-92564-CN, For 
Your Protection: Get a Home Inspection.

Presenter
Presentation Notes
A consultant is required on a Standard 203k loan.  This is important to discuss up front, as it does require additional costs, and additional time.  So it is, again, good for all parties to be aware of this up front so that the buyer is aware of what he/she is getting into. The consultant helps facilitate the process and protects the buyer by ensuring the work is being done correctly, but it does need additional items to do so.



Consultant 
35 Point 
Checklist

Presenter
Presentation Notes
Example of what the Consultant will review when inspecting the home.  This is separate from a home inspection.



Presenter
Presentation Notes
FYI about fees that will be involved.  These will be disclosed to the borrower, and can be redisclosed via additional Loan Estimates if costs change for a valid reason.  It is important to discuss this with the buyer up front, as we don’t want them to feel surprised at any point.  Fees are subject to change for a valid reason – for example, we may disclose general fees as outlined on this slide. Then, a specific Consultant is selected and sends in their fee list and the fees are different. We will then redisclose the loan for this changed circumstance, and provide a new Loan Estimate to the borrower.  There will not be “surprise” fees for the borrower at any point.



Limited
 Maximum amount of work is $35,000

 Maximum of 2 draws per Contractor, 
this can be 1 draw as well depending 
on the work being done

 Most likely more than one contractor 
does the work

 Can choose a major chain to the do the 
work as well

 Don’t need to approve a 
contractor when a major chain is 
used for the repair/improvement 

 Example – Sears is providing all 
the appliances and installing 
them in the kitchen – this does 
not require us to approve Sears or 
the installer

This Photo by Unknown Author is licensed under CC BY-SA

203K Limited

Presenter
Presentation Notes
203k Limited (Formerly streamlined 203k) is an easier process, but can still be utilized to make a big improvement to the home (i.e., a bathroom, possibly a kitchen reno, etc).  For a home that has a 1970’s kitchen, but the rest of the home is what the buyer likes, this is a great product. 

http://frugalflourish.blogspot.com/2011/04/shades-of-blue.html
https://creativecommons.org/licenses/by-sa/3.0/


20203K Limited
3K Limited Consultant is not required 

 Project must be complete within 6 
months (usually this time period is 
much shorter)

 The borrower must provide a work 
plan detailing the proposed repairs 
or improvements

 The contractor must provide a 
written proposal and cost estimate 
from each contractor for each 
specialized repair or improvement

 The cost estimate must be 
broken down by labor and 
materials

 The written proposal must 
indicate work items that require 
permits and state that repairs are 
non-structural

Presenter
Presentation Notes
Contractor still needs to be approved, and “self help” is not allowed.  Self help from friends, family, or the borrowers themselves, often comes up when a 203k Limited is being done. The buyer sees it as a way to save money and get the job done faster. Unfortunately, this is not allowed, as there must be a licensed and insured contractor when doing the work.  The Lender will let the buyer pick the contractor they are most comfortable with, but they do need to be an approved contractor.



Eligible improvements for the 203K Limited

 eliminating health and safety hazards that would violate HUD's MPR; 

 repairing or replacing wells and/or septic systems; 

 connecting to public water and sewage systems;

 repairing/replacing plumbing, heating, AC and electrical systems; 

 making changes for improved functions and modernization; 

 eliminating obsolescence; 

 repairing or installing new roofing, provided the structural integrity of the Structure 
will not be impacted by the work being performed; siding; gutters; and downspouts; 

 making energy conservation improvements; 

Presenter
Presentation Notes
HUD’s MPR – Minimum property requirements.  These come up on the FHA appraisal as items that need to be done prior to closing.  Often times sellers will not want to repair the items, but the buyers don’t want to do work on a home they don’t own. This is where the 203k comes in as a great option for all parties, and the sale keeps progressing forward. 



Eligible improvements for the 203K Limited

 creating accessibility for persons with disabilities; 

 installing or repairing fences, walkways, and driveways; 

 installing a new refrigerator, cooktop, oven, dishwasher, built-in microwave oven and 
washer/dryer; 

 repairing or removing an in-ground swimming pool; 

 installing smoke detectors; 

 installing, replacing or repairing exterior decks, patios, and porches; and 

 covering lead-based paint stabilization costs (above and beyond what is paid for by HUD when it 
sells REO properties) if the Structure was built before 1978, in accordance with the Single Family 
mortgage insurance lead-based paint rule and EPA’s Renovation, Repair, and Painting Rule.



Ineligible improvements 203K Limited

 The Limited 203(k) mortgage proceeds may not be used to finance major 
rehabilitation or major remodeling. FHA considers a repair to be “major” when any 
of the following are applicable: 

 the repair or improvements are expected to require more than six months to 
complete; 

 the rehabilitation activities require more than two payments per specialized 
contractor; 

 the required repairs arising from the appraisal:  necessitate a Consultant to develop a 
specification of repairs/Work Write Up; or require plans or architectural exhibits; or 
the repair prevents the Borrower from occupying the Property for more than 15 Days 
during the rehabilitation period. 

Presenter
Presentation Notes
One basic rule of thumb to keep in mind is that if an architect or designer is getting involved, then it is not eligible for a Limited 203k. Even if the cost is less than $35,000, FHA also looks as the type of work being done, to ensure the right program is selected.  If an architect is involved, this could mean there are walls being moved, which would fall under the Standard program. Again, this is to protect the buyer to ensure the work is done properly, so that the home remains safe and habitable.



Ineligible improvements 203K Limited

 converting a one-family Structure to a two-, three- or four-family Structure; 

 decreasing an existing multi-unit Structure to a one- to four-family Structure; 

 reconstructing a Structure that has been or will be demolished; 

 repairing, reconstructing or elevating an existing foundation; 

 purchasing an existing Structure on another site and moving it onto a new foundation; 

 making structural alterations such as the repair of structural damage and New Construction, including 
room additions; 

 landscaping and site improvements; 

 constructing a windstorm shelter; 

 making additions or alterations to support commercial use or to equip or refurbish space for 
commercial use; and/or 

Presenter
Presentation Notes
These are all items which are not allowed with a Limited 203k, due to the  nature of work being done.  



Ineligible improvements 203K 
Limited
 making recreational or luxury improvements, such as: 

 new swimming pools; 
 an exterior hot tub, spa, whirlpool bath, or sauna; 
 barbecue pits, outdoor fireplaces or hearths; 
 bath houses; 
 tennis courts; 
 satellite dishes; 
 tree surgery (except when eliminating an 

endangerment to existing improvements); 
 photo murals; or 
 gazebos

Presenter
Presentation Notes
Same with the Standard 203k, these items will not add value to the home, so they are ineligible improvements.  



Improvement Standards

 All improvements to existing Structures must 
comply with HUD’s Minimum Property 
Requirements (MPR) and meet or exceed local 
building codes.

 Any addition of a Structure unit must be 
attached to the existing Structure.

 Site improvements, landscaping, patios, decks, 
and terraces must increase the Property Value 
equal to the dollar amount spent on the 
improvements or be necessary to preserve the 
property from erosion.

This Photo by Unknown Author is licensed under CC BY-SA

Presenter
Presentation Notes
Site improvements – this is only patios, decks, terraces, etc.  Being able to use the 110% of the after improved value will often help with these items, as they don’t impact the value as much as something such as a kitchen would improve the value. This will be discussed a bit more in depth when we discuss the appraisal.

http://www.geograph.ie/photo/1615226
https://creativecommons.org/licenses/by-sa/3.0/


The following 
improvements 

fit into which 
program - the 

Standard or 
Limited?

 Redoing the kitchen with new cabinets and countertops with 
new appliances

 Adding on a screened-in porch off the kitchen

 Renovating the master bedroom and bathroom and adding a 
walk in closet (some walls will be moved)

 Installing a new roof, new siding, gutters and new downspouts

 Constructing a new garage on the house

 Converting a two family residence to a single family residence

 New roof, new kitchen, renovate the main bedroom bathroom

 Repairing an existing foundation to eliminate a water 
drainage issue that is creating a mold issues in the basement

 Repairing an in-ground pool

 New carpet throughout the house, new hardwood floors in the 
kitchen and a new bar set up for the finished basement

Presenter
Presentation Notes
Have everyone take out their paddles and hold up if they think each of the following is Standard, or Limited, as you go through the questions one by one. (Answer key has been created for the presenter as well)  Once the quiz is done, explain why it has been important to go through the difference in products.  While the Lender will help guide the borrower to the right loan product, it is also important that the Realtor is aware of this as the buyer is home shopping.  If the buyer is on a tight budget, or tight timeframe, a Standard 203k may not be for them.  So while it is a great product to be able to inform the buyer of, it is important to have a general knowledge up front of what type of program works best for the borrower, and what type will be needed on the home.  It is also helpful to be able to explain as many costs up front to the buyer as possible.  This is a good spot to take a break, before moving on to the next topic. 



Any questions 
at this point?

Break time! Be back in 15 minutes!

This Photo by Unknown Author is licensed under CC BY-SA

Presenter
Presentation Notes
Pause for any questions at this point. Once all questions are answered, click to show “Break time” and have everyone come back in 15 min.

http://en.wikipedia.org/wiki/File:Red_clock.png
https://creativecommons.org/licenses/by-sa/3.0/


Maximum 
Mortgage 
Amount -
Purchase

The maximum mortgage amount that FHA will 
insure is the lessor of:
 96.5% multiplied by the lessor of:

 The adjusted as-is value plus financeable repair and 
improvement costs, financeable mortgage fees, 
financeable contingency reserves and financeable 
payment reserves or

 110% of the after improved value (100% for condo’s) or

 The nationwide limits

This Photo by Unknown Author is licensed under CC BY-SA

Presenter
Presentation Notes
Financeable costs, etc, will be explained in detail in a little bit.  For now, let’s focus on the 110% of After Improved Value.  Buyers are purchasing a home for $100,000, and the “after improved” value (once you’ve done repairs), is $110,000.  We can lend on up to $121,000 in value in this instance, for a 203k loan. 

http://commons.wikimedia.org/wiki/File:House_at_221_Wilton,_Los_Angeles.JPG
https://creativecommons.org/licenses/by-sa/3.0/


Example

 Purchase price $100,000

 Improvements $50,000

 “After Improved” value (Which will be a subject to appraisal) 
$160,000

 Loan Amount is determined by the following:
 Take the lesser of – Purchase price + repairs (including financeable 

costs, contingency, etc) OR 110% of After Improved Value
 For this example – $100,000 + $50,000 + financeable costs, 

contingency, etc = Total $156,870
 110% of After Improved Value = $176,000 ($160,000 x 110%)

 In this case, the first option is the lower ($156,870).  We can then 
finance 96.5% of this amount, for a loan amount of $151,379

Presenter
Presentation Notes
While this will be up to the Lender to determine, it is important to have a general knowledge of where we are going to come up with the figures.  It is also important to keep this in mind when the borrower is shopping for a new home. If they have been preapproved for a certain amount, and then realize the home the like will need a 203k loan, it is helpful to know if their total loan amount will fall within what they are approved for.  Of course, we are always happy to help at this point and determine figures, preapprovals, etc.



Mortgage 
Insurance
Same as standard 203B 
program

Presenter
Presentation Notes
Just an FYI that these guidelines do not change at all with a 203k loan!



Application requirements
 Amendatory clause is not required on a 203K

 Sales contract must include a provision that:
 The borrower has applied for 203K financing
 The contract is contingent upon mortgage approval 

and the borrowers acceptance of additional required 
improvements determined by the mortgagee

 Two additional forms – (Lender will provide)
 Form 92700-A – 203K Borrower’s acknowledgment
 Identity of Interest – Purchase only - sales 

transactions between family members are 
permitted but restriction and exceptions to the 
maximum LTV may apply

This Photo by Unknown Author is licensed under CC BY

Presenter
Presentation Notes
This slide is important, as the Realtors will need to have a provision included in the Sales Contract, on a 203k loan.  Also, they do not need to have the Amendatory Clause signed, for those who have this part of the P&S on an FHA loan.  We are noting the 2 additional forms so that they are aware the borrowers will have additional forms to sign w/this loan, but they are not responsible for them.  The 92700A which is provided by the Lender, is an FHA form and explains how various items are handled, such as unused contingency reserves, how draws are handled with a Consultant, etc.  We will discuss this with the homeowner when they sign the form, but feel it’s important for all to be aware of. Identity of Interest, it is important for realtors to be aware of how an identity of interest transaction can affect the loan amount.  The more we know up front, the better.  We will discuss Identity of Interest in depth a bit more on the next slide.

http://www.thepeakoftreschic.com/2012/03/northern-ireland-loft-tour.html
https://creativecommons.org/licenses/by/3.0/


Identity of Interest

 Maximum LTV Of 85% if the sale is an identity 
of interest transaction unless:

 It is a family member transaction where the 
borrower is purchasing as their primary 
residence from a family member who lives in 
the property as their primary residence OR in 
which the property has been occupied by the 
borrower for at least 6 months immediately 
predating the sales contract. A lease or other 
written evidence is needed to verify 
occupancy.

 **While these transactions typically do not 
involve Realtors, it is important to point out 
this restriction

Presenter
Presentation Notes
This is another FYI type guideline for Realtors. While a private sale between family would not typically involve Realtors, they do sometimes list the home with a realtor and then end up selling to family, for example.  We do need to document the borrower has been living in the home for 6 months prior to the FHA Case # is obtained, in order to obtain maximum financing of 96.5%.  So it is helpful for us as the Lender to be aware of this, so that we can work with the borrowers on the timeline of events and not pull an FHA Case # too soon.  If we cannot meet the exceptions, then the maximum LTV allowed is 85%.



Home 
Shopping with 
the Buyer –
what to ask

Step 3
Step 3
• Make all parties aware that a 203K loan requires additional processing time
• Sales Contract needs to allow for a 60 day processing timeframe
• Consult an eligible 203K Lender

Step 2
Step 2
• Determine if this is a 203K Limited or Standard based on the rehab amount and work 

being done
• Educate the buyer that a Standard will require additional costs, due to the 

requirement of a Consultant

Step 1
Step 1
• Ask the borrower what they want done:

• What kind of work do you want done to the house?
• How much approximately do you think that will cost?
• Will an architect be involved?

Presenter
Presentation Notes
Step 1 – This is important to find out the scope of the work the borrower is thinking they will be doing. Nothing is set in stone yet, but it is helpful to discuss the borrower’s ideas, so you can start determining what direction they are going in.  For example, did they plan to just redo a half bathroom but now realize they want to redo a half bathroom and a full bathroom, which will involve building a closet and moving walls.  Once the borrower realizes the 203k is available, they may decide they can do more work than they were first expecting when they looked at the house.Step 2 – By discussing the borrower’s plans with them, you are then able to determine if it is looking like they will do a Limited or Standard 203k.  Again, a Standard will involve more costs and more time, and the sales contract needs to allow for this.  Step 3 – Remind the borrower with a Standard 203k, they will need a Consultant, and with either the Standard or Limited, they are not allowed to do the work themselves.  Suggest that the buyer gets at least 2 bids. Consult an eligible 203k Lender to start working with the borrower at this time, so we can ensure the right documentation is obtained.  We cannot order an appraisal until we have all bids, etc, so there are some steps needed that can hold up the loan process. 



Financeable Repair and 
Improvement Costs and Fees
 Costs of construction, repairs, and rehabilitation;

 Architectural/engineering professional fees;

 The 203(k) Consultant fee (limited to the 203(k) Consultant Fee 
Schedule in Section 9 of SF Handbook);

 Inspection fees performed during the construction period, 
provided the fees are reasonable and customary for the area;

 Title update fees; and

 Permits.

 Any costs for Energy Efficient Mortgages (EEMs) and Solar 
Energy Systems

Presenter
Presentation Notes
These are the fees which we can include when we determine the maximum loan amount.  Inspection fees can vary by Lender, but are typically around the same amount – roughly $100 for inspection and $100 for title update fees. They vary b/c the providers vary, so there is no set fee.  However, any lender must disclose these fees on a Loan Estimate, so the borrower will be aware of what is being held.  



Consultant Fee Add-on’s

 Consultants can charge more fees so 
do a COC as necessary
 Draw Inspection fee – maximum of 

$350
 Change order fee - $100 per change 

order
 Re-inspection fee - $50 fee
 Mileage fee – The Consultant may 

charge a mileage fee at the current IRS 
mileage rate when the Consultant’s 
place of business is more than 15 miles 
from the property.

This Photo by Unknown Author is licensed under CC BY-SA-NC

Presenter
Presentation Notes
Caution – with a Standard 203k, these are not necessarily the only fees. These are ones we are providing as a “heads up” of what is typically charged.  Consultants can add more fees if needed. We will do a Change of Circumstance and redisclose a new Loan Estimate to the borrower, so they are not surprised at closing.  Consultants must be FHA approved, and there are not an overabundance of these that anyone can “shop around” for.  So most likely it is what it is with the fees, and once again, important to keep the borrower aware of additional costs needed with a Standard 203k

http://practicallyfunctional.com/master-closet-makeover-reveal/
https://creativecommons.org/licenses/by-nc-sa/3.0/


Financeable Contingency Reserves
 Contingency Reserve refers to funds that are set aside to cover 

unforeseen project costs.

 The minimum and maximum Contingency Reserve is established as a 
percentage of the Financeable Repair and Improvement Costs.

 It is a requirement for contingency reserves of 10-15% to be held (Varies 
by Lender)

 The borrower can provide their own funds for the contingency reserve 
(these are not financed)

 These fees show on the Loan Estimate that the Borrower receives

 Encourage borrowers to use the funds … most aren’t really interested in 
the principal reduction

Presenter
Presentation Notes
Contingency reserves are financeable, and can help obtain a higher loan amount by being financed in. The borrower does have the option to pay for these out of pocket, as cash, but they are not financed at that point, and do not go toward calculating the loan amount.  It will not help to get a higher loan amount, but it does allow for the borrower to get this money back if it is unused. When the contingency is financed in, the unused amount is applied as a principal reduction.  Encourage the borrowers to use the funds in the contingency reserves.  All work must be done, and if there are unused funds, see if the borrower would like to go purchase new appliances. The reserves must go toward overages from the original scope of work first and foremost. However, if all contractors, etc, have been paid and there is still money in contingency reserve, most borrowers would rather go upgrade their washer and dryer if possible.  When funds are applied to a principal balance, it does not lower the monthly payment. It simply brings down the amount owed.  Using it toward appliances is usually more appealing to a borrower at this stage, but they are also okay to apply as a principal reduction should they choose.



Items to 
review with 
the Buyer

 Once the Lender has determined the maximum loan amount, the 
Buyer will be made aware of approximate payment based on 
estimate of work completed, interest rate, terms, etc.

 Payment is fully amortizing during rehab process – that means the 
customer pays the full payment during rehab even if all the funds 
have not been disbursed.

 Explain the process of the 203K loan (Varies by lender)

 Explain must have a contractor to do the work

 Time to get to closing (60 day contract)

 Draws occur after closing and not before



Items to review with the Buyer
 Require contingency reserves – borrower can bring that money to closing or can 

finance into the loan amount, we need to know upfront to accurately calculate the 
maximum mortgage amount

 10% -15% is required to be held as a contingency reserve

 If the borrower established the contingency reserve with their own funds, 
the money can be returned after the final draw OR applied to principal.

 If the borrower finances the contingency reserve, the money must be 
applied to principal after the final draw.

 Possible to finance up to 6 months of mortgage payments if the home will be 
uninhabitable during rehab work. 

 This is only for the time the house is not habitable (2 months max if home 
won’t be habitable for only 2 months). 

 Need to know upfront to accurately calculate maximum mortgage amount. 

 Financed mortgage payments are not allowed on a Limited 203K.

Presenter
Presentation Notes
Financing in up to 6 months of mortgage payments – the Lender needs to approve this, and other factors come in when determining.  The home must be uninhabitable, and the number of months that the home is not habitable for is the number of months that can be held.  The lender will hold the funds, and make the mortgage payments for the borrower. This is needed to be determined prior to closing, as once we close, we cannot go back and hold funds because it will be too late.  Again, important to have everyone be on the same page with as much information flowing as possible up front!



Items to 
review with 
the Buyer

 Max of 2 draws per contractor in Limited 203K and max 5 draws 
total in Standard 203K

 Work must be completed in 6 months maximum

 Sales contract requirements
 the sales contract includes a provision that the Borrower has applied 

for Section 203K financing, and that the contract is contingent upon 
mortgage approval and the Borrower’s acceptance of additional 
required improvements as determined by the Mortgagee.

This Photo by Unknown Author is licensed under CC BY-SA-NC

http://metroeve.com/modern-scandinavian-style-home-design-for-young-families-2-examples/
https://creativecommons.org/licenses/by-nc-sa/3.0/


Appraisal

 Appraisal must have an 
adjusted “as-is” value and an 
“after improved” value 

 Appraisers needs the 
following items to prepare the 
report so these items are 
required BEFORE the 
appraisal is ordered:

 203K Standard – The 
Consultant’s work write up 
and cost estimate

 203K Limited – The work 
plan and the Contractor’s 
proposal and cost estimate

Presenter
Presentation Notes
We cannot order an appraisal until we have all of the work write up’s on the project.  If a Consultant is involved, this needs to be done prior to obtaining an appraisal as well. It is difficult to have changes happen once the appraisal is done, so it is in everyone’s best interest to have the scope of work, contractor, etc, all finalized prior to ordering the appraisal.  Otherwise, this can add a lot of time in processing and can extend the closing date unnecessarily.



Repairs noted by appraiser

 When an appraisal report identifies the need for health 
and safety repairs that were not included in the 
Consultant’s Work Write-Up, Borrower’s work plan, or 
contractor’s proposal, the Lender must ensure the repairs 
are included in the Consultant’s Final Work Write-Up or 
the Borrower’s final work plan.

This Photo by Unknown Author is licensed under CC BY-SA

Presenter
Presentation Notes
Sometimes, repairs will be noted on the appraisal that were not originally included in the work write up.  We can allow these to be included in the 203k scope of work, as long as we obtain all applicable documentation needed.  This means we will need to determine who is repairing the issues noted by the appraisal (Can be same contractor already selected, but they need to now do a new work write up and include this information in the report as well).  The Consultant needs to update their work write up as well, if applicable.  We need to see the new, total, cost to repair, and we will then recalculate the loan amount, provide a new Loan Estimate due to the change of circumstance, and proceed with the processing of the loan.

https://commons.wikimedia.org/wiki/File:FEMA_-_44263_-_Mold_Remediation_Awareness.jpg
https://creativecommons.org/licenses/by-sa/3.0/


Any questions 
at this point?

Break time! Be back in 15 minutes!

This Photo by Unknown Author is licensed under CC BY-SA

Presenter
Presentation Notes
Pause for any questions at this point. Once all questions are answered, click to show “Break time” and have everyone come back in 15 min.

http://en.wikipedia.org/wiki/File:Red_clock.png
https://creativecommons.org/licenses/by-sa/3.0/


Closing

 There is only one closing for the 203K transaction

 The rehabilitation funds are escrowed and disbursed as the work is satisfactorily completed

 Borrower payments are fully amortizing payments

 Construction Processor must document the amount and purpose of an initial draw at closing on 
the Transmittal summary – underwriter will review and confirm allowed. (Varies by Lender, but 
generally follows this process)

 When the mortgage closes, the Lender places all proceeds designated for the rehabilitation, 
including the Contingency Reserve, inspection fees, and any Mortgage Payments in an interest 
bearing escrow account.

 Rehab Loan agreement signed by the borrower at closing establishes the conditions under which 
the Lender will disburse proceeds

Presenter
Presentation Notes
Unlike a Construction loan, a 203k loan only has 1 closing, and the fully amortized payment begins when the 1st payment is due.  Initial draws are allowed at closing, if approved by LenderWe hold all of the funds required for the rehab portion of the loan in an interest bearing account. This is the same for all Lenders, as it is an FHA requirement.  The goal is for the borrower to go into the rehab portion aware of the process, how funds will be disbursed, who to contact, etc.  



Initial Draw at 
Closing

203K Standard may disburse:

 Permit fees

 Prepaid architectural or 
engineering fees

 Prepaid Consultant fees

 Materials costs for items, prepaid 
by the borrower in cash or by the 
contractor, where a contractor is 
established with the supplier and 
an order is placed with a 
manufacturer for delivery at a later 
date.

 Up to 50% of materials costs for 
items – not yet paid for by the 
borrower or contractor – where a 
contract is established with the 
supplier and an order is placed 
with the manufacturer for delivery 
at a later date.

203K Limited may disburse:

 Permit fees

 Up to 50% of the estimated 
materials and labor costs before 
beginning construction only when 
the contractor is not wiling or able 
to defer receipt of payment until 
completion of the work, or the 
payment represents the cost of 
materials incurred prior to 
construction – a statement from 
the contractor is sufficient to 
document.

Presenter
Presentation Notes
This is what is allowed to be disbursed at closing, depending on what type of 203k is done.  This needs to be determined prior to closing, if a disbursement is needed, as the Lender will include it in part of their closing instructions so that it is handled correctly. It needs to be approved by the Lender as well, which is why it is needed prior to closing.



Work 
Commencement

1

Work must be 
started within 30 
days of the 
disbursement date

2

Work cannot cease 
for more than 30 
consecutive days

3

If work is not started 
or ceases for more 
than 30 days or if 
work is not done in 
the time frame 
specified, Lender 
must apply any 
unused rehab funds 
towards the principal 
amount of the loan

4

Consultants (when 
used on the 203K 
Standard) must 
inform Lender if 
any stoppage 
occurs or if there is 
any significant 
deviation from the 
Work Write-Up

5

Lender is required 
to intercede if there 
are any 
disagreements 
between the 
Borrower, 
Contractor or 
Consultant

Presenter
Presentation Notes
This is important for borrowers to be aware of, as we want them being involved with their contractor to ensure work commences shortly after closing.  The more the borrowers help to move the work along, the better it is for everyone.  See step #3 – if the work does not start within 30 days of closing, the Lender must apply any unused rehab funds toward the principal of the loan.  No one wants this to happen! But the Lender cannot have the loan open with no work being done, for an extended period of time.  (For example, in some areas, starting a 203k loan in December might not be a good idea!)We will intercede if there are any disagreements, etc. We all want to ensure the right quality of work is done, in a timely manner.  Disagreements may happen at times, and the Lender will intercede to assist if this should happen, so that the right course of action is taken, and disbursements occur as they need to.



203K Limited 
Draw Process

<= to $15,000
 No inspections are needed

 Need proof the repairs have 
been complete by obtaining 
the contractor’s receipts or a 
signed Mortgagee’s letter of 
completion

 Lender can request an 
inspection if warranted

 The fee for the inspection can 
be passed on to the borrower

>$15,000
 Lender will order an 

inspection of the property for 
each draw

 Once completed, Lender will 
request a signed Mortgagee’s 
letter of completion



203K Standard 
Draw Process

Lender will send a 
request to the 

Consultant to perform 
the draw request 

inspections

The Consultant must 
ensure that: 
• The work has been 

completed satisfactorily; 
• All building permits are 

onsite for the work that 
was performed; and 

• The work conforms to all 
local codes and ordinances. 



Changes

 If after closing there are any needed changes to the disbursement amounts - Contractor, 
Borrower and DE Underwriter must execute the Request for Acceptance of Changes in Approved 
Drawings & Specifications (HUD – 92577).

 Lender must approve the change order before work proposed on the change order can be 
started

 203K Limited – the borrower is required to supply the required documentation to evidence the 
cost of the repairs

 203K Standard - Work must be 100% complete on each change order item before the Consultant 
may authorize release of funds for the work noted on the change order

 When rehab is not complete, to allow the use of contingency funds for improvements other than 
for Health and Safety, Lender must confirm it is unlikely that any health or safety deficiencies will 
be discovered AND the mortgage will not exceed 95% of the After – Improved Value



Final Draw

Contingency reserves, if any left 
over, get applied to principal (unless 

the borrower provided the money 
and did not finance this)

Any Mortgage Payment Reserves 
remaining are applied to the 

principal 

Any Interest earned on the money in 
the repair escrow account will be 
applied as a principal reduction.

Presenter
Presentation Notes
Contingency reserves can also be used for the borrowers to purchase appliances at this time! Remember, they must be used toward the original scope of work first, and THEN spent for appliances if the borrower wishes.  



Home 
renovation 

mistakes 
homeowners 

make – and 
how a 203k can 

help!

 Underestimating costs

 Expecting everything to go according to plan

 Not hiring a designer from the start

 Going for the lowest bid

 Waiting too long to consult a general contractor

 Not setting up a timeline

 Not thinking outside the box, literally

 Trying to be their own general contractor

 Working too many rooms at once

Sourced from www.architecturaldigest.com/story/home-renovation-mistakes-new-homeowners-make

Presenter
Presentation Notes
Architectural Digest published a list of 25 home renovation mistakes that too many new homeowners make.  These are a few items from that list that the 203k program can help the homeowner with.  (Go bullet by bullet point and discuss each one)  Underestimating costs – the 203k loan requires costs to be determined before the loan can close.  Therefore, the buyer will have quotes, etc, up front, rather than guessing on what something may cost after closing.  Expecting everything to go according to plan – the 203k loan realizes that things do not always go as planned. The contingency reserve is meant just for that! The buyer closes on the loan knowing they have reserve funds set aside should something come up.  Not hiring a designer up front – while the 203k loan does not require a designer, a standard 203k will often have an architect involved, which helps to ensure the plans are designed correctly.  Going for the lowest bid – we encourage buyers to obtain at  least 2 bids when obtaining a 203k loan.  This will help the buyers realize why the 2 quotes are different and decide from there.  Waiting too long to consult a general contractor – the 203k program requires that there is an approved contractor to do the work.  This will help take pressure off the borrower trying to be their own general contractor, as there is typically one GC on a standard 203k.  Not setting up a timeline – the 203k program has specific guidelines for timeframes after closing.  This helps keep everyone moving along, and helps to avoid stalling on a project.  By working with a Lender to disburse funds, contractors typically keep the project moving in a more timely manner, as they know the work is on a timeline and must adhere to guidelines, etc.  Not thinking outside the box – people don’t often think about doing work to roofs, gutters, etc, until there is a major issue.  The 203k can roll these items in and try to prevent the borrower from having a major roof leak.  If the home they are buying is aged, and the roof has a short remaining life, the 203k at time of purchase may be a wise idea! Trying to be your own general contractor – 203k loan does not allow for “self help”. While the borrower can oversee the various companies hired to do the work on a Limited 203k, it is strongly encouraged to use one GC.  With a standard, the work is usually more involved and requires a GC anyway. By obtaining this upfront, it helps the buyer from getting too far into the project, only to realize they now need to go back and hire a GC.  Working too many rooms at once – 203k will help the buyer(s) to focus in on what is most important. Esp if it means going from a Limited to a Standard, they may realize its better to keep it a limited 203k and focus on one area, such as the kitchen, now. This helps to keep the borrower on budget.

http://www.architecturaldigest.com/story/home-renovation-mistakes-new-homeowners-make




Thank you for 
attending!

Presented by Equity Resources, Inc
and Nichole Smith, Mortgage Specialist.

NMLS: 563997

Presenter
Presentation Notes
Thank everyone for coming, give contact info, etc.  Remind everyone how easy we will make this process, and how we all work together to ensure a good end product for the homeowners!
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