FINANCING THE FUTURE OF FIXER-UPPERS
The Complete Guide to FHA 203(k) Loans

I A practical framework for buyers and agents.
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| Condition Issues

Traditional financing often falls apart if a home
has structural or cosmetic damage that
prevents it from passing a normal appraisal.
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MORTGAGE AGREEMEN

The Fixer-Upper Dilemma

The Cash Barrier E

If the home does qualify, the buyer
Is forced to secure a separate
high-interest loan or drain their
savings to pay cash for
necessary repairs after closing.
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The Ideal Buyer Profile

- Wants a fixer-upper.

- Wants to compete in a low-inventory market.
- Cannot afford major renovations out of pocket.
- Needs a primary residence.
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<orsss The Eligible Property Profile

- Homes with outdated kitchens or bathroom:s.

KITCHEN "] g—wmmoon - Properties with peeling paint or damaged flooring.
- Houses with roof or structural issues.
AT BT, e o e Homes that would otherwise fail a normal appraisal. .
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The “Buy-and-Fix-Up” Solution

An FHA 203(k) loan is a single mortgage that finances both the home purchase price and
the renovation costs. Instead of buying a home with one mortgage and getting a separate loan
or credit card for repairs, everything is rolled into one predictable monthly payment.
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The Future Value Equation

Scenario: You find a $300,000 house needing $40,000 in immediate repairs (kitchen, roof, flooring, paint).

The $40,000 5
Friction $300,000 Mortgage Out-of-Pocket
Cash m
With an FHA 203(k), you do not need $40,000 in cash. The lender assesses the future =
improved value of the home and fuses the renovation costs directly into the primary loan.
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* Loan based on Future Improved Value *, , * .= " 7 . -
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Two Paths for Renovation

FHA 203(k) Limited

Designed for “improve and
modernize” projects. Lighter,
non-structural renovations.

FHA 203(k) Standard

Designed for major reconstruction,
foundation issues, and highly
complex property overhauls.
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Path 1: FHA 203(k) Limited

The Focus: Cosmetic and functional upgrades
with no major structural work.

Ideal For: Paint, flooring, appliances, and
kitchen/bathroom refreshes.

The Financials:
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around $75,000 (varies by lender).

I;U[:lln]nlhlr!:;lI’J'plI’Ill;:lF‘l'[li!i'l‘lrl'['lTli-!;l T Typ ical minimum down paym ent

is just 3.5% (for qualified buyers).
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Path 2:

The Focus:
Larger, complex renovations and serious property issues.

Ideal For:

Structural repairs, room additions, foundation work, or major
remodels. Some lenders even allow a complete teardown
and rebuild if the original foundation remains in place.

The Financials & Rules:

FHA 203(k) Standard

spf Bt Minimum repair amount is typically $5,000. s T =
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8 Requires a HUD-approved 203(k) consultant to CONCRETE — Nl {1 : | B ;’ STRUCTURAL
oversee the project. - 1 N BT
L LU LR UL LT [ L L L R TR : i S h 3 '|# ::r i
“ kL& d Can finance up to 12 months of mortgage payments 7 T X REINFORCED
if the home is temporarily unlivable during FOUNDATION G il i
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The 203(k) Diagnostic Matrix

Feature

FHA 203(k) Limited

FHA 203(k) Standard

Cosmetic repairs

v/

Structural work

X

HUD Consultant required

Usually no

AN

Maximum repairs

~S75k lender cap

Higher (Based on
property value)

Foundation work

X

Finance mortgage payments
during construction

X

ANAN
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The Escrow Shield: How the Money Works
— —

Renovation funds are never handed
directly to the buyer at closing.

Step 1: Step 3:
The lender transfers the . Contractors complete the
approved repair funds. Step 2: work in approved stages.
Funds are locked in a specialized Funds are released through
escrow account to protect both the structured "draws" only as work
buyer and the lender. is verified and completed.
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The Balance: Strategic Upside vs. Practical Friction

-------

The Realities

- Timeline: The process takes longer due to
contractor bids, inspections, and reviews.

- No DIY: Contractors must be approved. Do-lt-
Yourself renovations are generally not allowed.

- Preparation: Lenders require detailed
contractor estimates prior to closing.

- Fees: FHA loans mandate both upfront and
monthly mortgage insurance.

The Upside

- Low Barrier: Down payments often as low as
3.5% with flexible FHA guidelines.

- One Loan: Simpler than managing a mortgage
plus separate high-interest repair financing.

- Instant Equity: You improve the home while
actively building future value.

- Access: Buy distressed properties that fail
traditional appraisals.
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The Plain English Translation

“It's @ mortgage that helps you buy the
ugly house and fix it up—without needing
a huge pile of cash after closing.”

The ultimate tool for buyers who say: “l love the location, but the house needs
work,” or “Everything move-in ready is simply too expensive.”
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