
MAKING DREAMS COME TRUE

FHA - 203K AND 

RENOVATION LOANS
Overview



WHAT IS A 203K FHA LOAN OR A RENOVATION LOAN?
Both loan types enable homebuyers and homeowners to finance both the purchase (or refinancing) of a 

house and the cost of its rehabilitation through a single mortgage.



203K loans may be used to rehabilitate existing one- to four-

unit Structures, which will be used primarily for residential 

purposes.   

These insured loans can finance the rehabilitation of the 

residential portion of a mixed-use property.  However, the 

203K loan can only be utilized to update the residential 

section of the building.

Please see the HUD 4000.1 Handbook for additional criteria 

on mixed-use properties.



A CONVENTIONAL RENOVATION LOAN:

Is almost the same as a 203K loan except 

that an “as is” value may not be required.  Nor 

does the appraisal need to adhere to FHA 

requirements. However, any health and safety 

issues found by an appraiser will need to be 

addressed.



RENOVATION LOAN-203K APPRAISAL

An appraisal by an FHA Roster Appraiser is 

always required to establish the After Improved 

Value of the Property on a 203K appraisal. 

The appraiser must review the bids and or 

construction plans, for improvements being made 

to the subject.  



AS-IS VALUE

If the subject is under contract with as a pending sale, then as is value 

is the agreed upon purchase price.

If assignment type is for a FHA refinance, then an appraisal indicating 

the “as is” value of the subject in it’s current condition will be required.  

The subject property in as is condition may not met the minimum 

property requirements of FHA, this is a known and accepted fact for a 

203K assignment. 

If the assignment is for an renovation loan, the client may ask the 

appraiser to provide the “as is” subject value within the written 

addendum of the subject to appraisal report.



The as is  appraisal will reflect the current 

conditions of the subject improvements

Under the subject improvement section of 

the form, as shown below, the subject was 

rated in C4 condition and has not had any 

kitchen or bath remodeling.



The comparables selected will be in similar condition 

or adjusted based upon the subjects condition rating.

Below, the subject is in it’s current condition, is rated 

by the appraiser as a C4 condition and has selected 

comps of same rating or adjusted to reflect subject’s 

current condition.  



Under the Reconciliation of the form, the subject’s 

value will be an as is value with that box checked.

Note: If this is for an FHA report, the appraiser will 

not make the report subject to any normally 

required FHA repairs.



SUBJECT TO VALUE
An appraisal valuing the subject as improved; will 

be based upon the hypothetical condition that any 

repairs and/or alterations are complete.



The subject to appraisal report will reflect the subject as 

improved.  The subject is now rated a C3 with both the kitchen 

and bathrooms remodeled less than a year. 



Note within the sales comparison approach grid.  

The properties selected as comps now have same 

C3 condition rating as the subject.  

The selection of comparables are based upon the 

hypothetical condition that the subject is improved.



The box check is subject to completion based upon the 

hypothetical condition the repairs and alterations have 

been completed.

The appraised value now reflects the subject as 

improved!



A buyer, may obtain a Renovation Loan 

or 203K Loan to cover the cost to 

purchase plus the cost to remodel a 

home.  

A current owner, may obtain a 

Renovation Loan or 203K Loan to 

cover the cost to remodel a home. 



There are 2 types of 203K insured 

loans. 

Maximum 

Cost $35,000

• Unlimited 
Maximum Cost 
Amount

Standard 
203K

• Maximum Cost 
$35,000

Limited 
203K



An FHA approved 203(k) 

Consultant is required for all 

Standard 203(k) Mortgages and 

may be used for Limited 203(k) 

Mortgages.   Any Consultant who 

performs work on a 203(k) must be 

listed on the FHA 203(k) Consultant 

Roster.   The Consultant inspects 

the Property and prepares the 

architectural exhibits, the Work 

Write-Up and Cost Estimate. (There 

is minimum rehabilitation cost of 

$5,000). 



FHA CONSULTANTS MUST INSPECT 

THE PROPERTY TO ENSURE: 

▪ there are no defects that will affect the health and safety of the 

occupants; 

▪ there exists adequate structural, heating, plumbing, electrical 

and roofing systems; and there are upgrades to the Structure’s 

thermal protection (when necessary); 

▪ there are no rodents;

▪ dry rot;

▪ termites and other infestation on the Property; 

▪ prepares the work write up and cost estimate;

▪ and more;



STANDARD 203K ELIGIBLE IMPROVEMENTS

▪ Structural alterations and reconstruction

▪ Whole new structure (part of foundation must remain)

▪ Additions

▪ Modernization and improvements to the home's function

▪ Moving walls

▪ Elimination of health and safety hazards

▪ Changes that improve appearance and eliminate obsolescence

▪ Reconditioning or replacing plumbing; installing a well and/or septic system

▪ Electrical upgrades

▪ 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. 

▪ This list is not all inclusive



ELIGIBLE IMPROVEMENTS UNDER A LIMITED 203K 

▪ Miscellaneous Repairs required to meet FHA Requirements

▪ Remodeling of the kitchen

▪ Remodeling bathrooms

▪ Replace flooring

▪ Purchase appliances



Eligible improvements under a Limited 203K - Continued …

▪ Replace windows

▪ Replace roof shingles

▪ Replace furnace or air conditioning

▪ Paint interior/exterior

▪ This list is not all inclusive



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

▪ gazebos; or

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

use.



Would both be available for Standard 

203K finance?  Putting a dwelling on 

a existing Foundation or an addition 

including a garage? 

Yes, both would be allowed as long 

as some part of the foundation is at 

least one year old.

Which project is allowed through 

a Standard 203K loan?



SINGLE FAMILY FOUR-PLEX

Could you finance a remodel that changed a single family dwelling 

into a multi-family? 

Yes, however, FHA requires the owner to live in one of the units.



FHA's Limited 203(k) program permits homebuyers and 

homeowners to finance up to $35,000 into their mortgage to 

repair, improve, or upgrade their home.  (There is no minimum 

rehabilitation cost. )



Yes a Condominium will qualify 

for a 203K insured loan.  The 

subject unit must be located 

within an FHA-approved 

Condominium Project.

Improvements are limited to the 

interior of the subject unit, except 

for the installation of firewalls in 

the attic. 



The appraiser MUST also be supplied with the Contractor bids, 

indicating in detail what improvements are being made and final 

cost, labor and materials



Required extra documents the appraiser MUST be supplied 

from the time of assignment acceptance.  Please ensure you 

have been supplied with any blue prints if the subject is having 

major improvements such as full dwelling construction, addition 

or change in floor plan. 



Yes, the borrower 

may put more money 

into the renovation 

than what the as is 

value is.

From This To This

Purchase Price or As-Is Value of Subject: $25,000

Cost of Work: +$250,000

Typical Subject to Value: $280,000



The appraised value will be “subject to” the proposed 

improvements along with any health and safety repairs 

not addressed in the bids.

The bids and/or construction documents need to be 

included as additional addenda.

All Photos of the subject, as of the time of on site 

observation need to be included as well.



The subject improvements will be reflected throughout 

the appraisal report “as improved”.

This includes:

• Improvements section of the form

• Cost Approach, if completed

• Sales Comparison Approach 

• Selection of Comparables

• Quality and Condition ratings

• Appraised value



For additional information on 203K Loans, please use this link to FHA.   

https://www.hud.gov/program_offices/administration/hudclips/handbooks/hsgh

For additional information on Fannie Mae Renovation Loans, please follow use this 

link to FHMA.

https://www.fanniemae.com/content/guide/selling/b5/3.2/03.html

https://www.hud.gov/program_offices/administration/hudclips/handbooks/hsgh
https://www.fanniemae.com/content/guide/selling/b5/3.2/03.html


If you have any questions or concerns, 

please contact us at (866) 333-8311


