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Overview

FHA 203(k) Renovation enables homebuyers and
homeowners to finance both the purchase (or refinancing)
of a house and the cost of its rehabilitation through a
simple mortgage or to finance the rehabilitation of their
existing home.

A Standard 203(k) allows for major rehabilitation or
improvements, including structural repairs. There is a
minimum of $5,000 of FHA mandatory repairs and the use
of a 203(k) HUD Consultant required.

The Limited 203(K) Rehabilitation Mortgage enables
Borrowers to either purchase or refinance their home while
including minor remodeling or non-structural repairs.



FHA 203(k) REHABILITATION MORTGAGE
PROGRAM SPECIFICATIONS

CHANNELS PARAMETERS
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FHA 203(k) REHABILITATION MORTGAGE
PROGRAM SPECIFICATIONS

PARAMETERS PROPERTY TYPES
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203 (k) LIMITED L=
ELIGIBLE IMPROVEMENTS

Types of eligible improvements include, but are not limited to:

* Eliminating health and safety hazards that would violate HUD’s MPR
* Connecting to public water and sewerage 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

* 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

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



203 (k) LIMITED L=
INELIGIBLE IMPROVEMENTS

Types of eligible improvements include, but are not limited to:

* The repair or improvement are expected to require more than 3 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 or repairs/Work Write-Up or
* Require plans or architectural exhibits

* The repair prevents the Borrower from occupying the Property for more than 15 days during the rehabilitation period
* Structural Modifications

* Any repair/removal/remediation of Oil Tanks

* Any repair/installation for private water systems (wells)

* Any repair/installation for private waster management systems (septic systems, lagoons, cesspools, pits, etc.)

e Mold remediation



203 (k) LIMITED
INELIGIBLE IMPROVEMENTS

Additionally, the Limited 203(k) mortgage proceeds may not be used to finance specific repairs:

Converting a one-family structure to a two family structure

Decreasing an existing multi-unit structure to a one 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 or 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

Making recreational or luxury improvements, such as:

New swimming pools

Bath houses

Tennis courts

Satellite dishes

Photo murals

Gazebos

Exterior Hot Tub, Spa, Whirlpool Bath or Sauna

Barbecue pits, outdoor fireplaces or hearths

Tree Surgery (except when eliminating an endangerment to existing improvements)

-



203 (k) STANDARD L=
ELIGIBLE IMPROVEMENTS

Types of eligible improvements include, but are not limited to:

« Converting a one-family Structure to a two-family structure
« Decreasing an existing multi-unit Structure to a one-two-family Structure

« 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 — can be either attached or detached but must have its own
permanent foundation

« 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



203 (k) STANDARD L=
ELIGIBLE IMPROVEMENTS

Types of eligible improvements include, but are not limited to:

« Creating accessibility for persons with disabilities

« Installing or repairing fences, walkways and driveways

« Installing a new refrigerator, cooktop, over, dishwasher, built-in microwave over, 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

« 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)

Reminder: The Standard 203(k) requires a minimum of $5,000 in eligible improvements.



203 (k) STANDARD L=
INELIGIBLE IMPROVEMENTS

The Standard 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, improvements that solely
benefit commercial functions within the property including:

* Recreational or luxury improvements, such as:
*  Swimming pools (existing in-ground swimming pools can be repaired)
« An exterior hot tub, spa, whirlpool bath, bath houses or sauna
« Barbecue pits, outdoor fireplaces or hearths
« Tennis courts, gazebos
* Photo murals
« Satellite dishes
» Tree surgery (except when eliminating an endangerment to existing improvements)
« Additions or alterations to support commercial use or to equip or refurbish space for commercial use

« The purchase of an existing structure on another site, moving it onto a new foundation and repairing/renovating it

« Any repair/removal/remediation of Oil Tanks



OV

TIME PERIOD FOR RENOVATION

« The work must begin within 30 days of the execution of the Agreement
« The work must not cease prior to completion for more than 30 consecutive days

« The work is to be completed within the time period shown on the Agreement:
* 3 Months maximum for Limited
« 6 Months maximum for Standard




CONTRACTORS %

¢ There can be no identity or conflict of interest between the Borrower and Contractor.

/7

+» All transactions must be arm’s length.

+» Family members are not eligible, nor can the borrower be employed by or be an owner in the contractor’s business.

EPM permits for one General Contractor only

EPM must obtain a written agreements between the Borrower and the General Contractor. The contractor must agree in writing to
complete the work for the amount of the Cost Estimate and within the allotted time frame

Although obtaining more than one bid is recommended, it is not required

In situations where more than one Contractor is needed, one must be names as the General Contractor. The others will become
subcontractors under the GC’s supervision

The General Contractor must carry over all of the subcontractor’s bids onto his/her bid. The General Contractor will be responsible for
overseeing that all repairs are done in a workmanlike and timely manner



CONTRACTORS =

% There can be no identity or conflict of interest between the Borrower and Contractor.

/7

+» All transactions must be arm’s length.

X/

+* Family members are not eligible, nor can the borrower be employed by or be an owner in the contractor’s business.

* The General Contractor is responsible for disbursing all funds to the subcontractors when funds are released from escrow

* The General Contractor must carry sufficient insurance equal to the greater of $100,000 or the loan amount per occurrence through a
valid and current general liability insurance policy

* EPM requires the contractor or borrower to follow up with the county/city/parish and make sure any required inspections are
completed based on the permits that were pulled.

* Contractor must make sure they have documentation of a passing permit inspections from the municipality that issued the permit(s).
Important: Licensing requirements vary in each state/municipality for contractors. If a repair calls for a specialized contractor, such as
electrical or plumbing repair, the contractor must be licensed to do the work per state requirement.

* The Contractor must provide a detailed estimate/bid itemizing all the repairs that are to be completed with cost and note if permits are

going to be required

Reminder: EPM does not permit “Self-Help”



HUD CONSULTANT )
On 203 (K) Standard, the Borrower must select an FHA-Approved 203(k) Consultant from the FHA Roster.
The link can be found at HUD.GOV:

« Consultant’s fee range from $400-$1000+ depending on the dollar amount of the estimated work.

The Consultant Must:
 Prepare a Feasibility Study (if requested)

« Inspect the property (using the 35 point checklist)

« Identify all required architectural exhibits (well certs, septic certs, termite reports, etc.)

« Inspect the work for completion and qualify of workmanship at each draw request

« Review the proposed changes to the Work Write-Up and prepare a change order, if applicable

« Inform EPM of the progress of the rehabilitation and any problems that arise


https://entp.hud.gov/idapp/html/f17cnsltdata.cfm

HUD CONSULTANT %

« Ensure that the Property will comply with HUD’s MPR or HUD’s MPS after the improvements have been completed
« Provide a 203(k) Consultant’s Certificate
« Prepare an unbiased Work Write-Up and Cost Estimate (without the use of the contractor’s estimate)

« The Work Write-Up refers to the report prepared by the Consultant that identifies each Work Item to be performed
and the specifications for completion of the repair

« The Cost Estimate refers to the breakdown of the cost for each proposed Work Item prepared by the Consultant

« The Work Items refers to a specific repair or improvement that will be performed



CONSULTANT SCHEDULE ADDITIONAL CHARGES




FHA STANDARD 203(k) REHABILITATION MORTGAGE
STANDARD 203(k) APPRAISAL

How is it different?




TOTAL COST OF REPAIRS %

Estimated cost of Construction, Repairs and Rehabilitation
Contingency Reserve (10%-20% @ Consultant’s recommendation)
5 draws max - $350 each

Up to 6 months mortgage payments
« (if home uninhabitable during rehab)

4 title updates - $125 each

Consultant, Architectural, and Engineering fees
« (if applicable)

Permits - $500

Supplemental Origination Fee
« (if applicable)




FHA STANDARD 203(k) REHABILITATION MORTGAGE
MORTGAGE PAYMENT RESERVE

MORTGAGE PAYMENT RESERVE - 203 (k) Standard Only




FHA STANDARD 203(k) REHABILITATION MORTGAGE
CONTINGENCY RESERVE

STRUCTURES WITH AN ACTUAL AGE OF MORE STRUCTURES WITH AN ACTUAL AGE OF LESS THAN

THAN 30 YEARS 30 YEARS
« Contingency Reserve refers to funds that are set « Contingency Reserve refers to funds that are set
aside to cover unforeseen project costs aside to cover unforeseen project costs

evidence of 10% 20% )
; Required when
SIS CRIMEEE utilities are not
15% 20%

referenced in the

Work Write Up

Note: The borrower may not provide their own funds to establish the Contingency Reserves



MAXIMUM MORTGAGE WORKSHEET (MMW)

The Standard 203(k) Maximum Mortgage Worksheet (MMW), located in FHA Connection, must be
completed in calculating the max loan amount

The worksheet will determine your highest allowable loan amount and LTV, based upon your scenario

Remember to check your calculated base loan amount to make sure it does not exceed the max loan
limits for the area

)




CONTRACTOR’S
ESTIMATE ACCEPTABLE
FORMAT

The estimate must indicate that all
proposed work is not structural in
nature.

Flaplace we
Irvatall reew B

Terms sl Cosrnadibeons

ABC Contractor

License & 1213456
B0 2 2 2 IS

Parcsl ® 012-087T-01
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A rryiorer, TA SOD00




CONTRACTOR'S ESTIMATE BID COST SUMMARY
UNACCEPTABLE FORMAT

JAALS AND COSTS

» Missing the property address

« Missing the name of contractor

« Missing the name of contractor’s business
« Missing dates

« Missing details for each repair item

« Missing itemization of cost of labor
versus material for each repair item

« Missing signatures for all Borrower(s) and
the Contractor

« Missing statement that indicates
proposed work is not structural in nature

Grand total




HUD CONSULTANT WORK WRITE UP

203(k) CONSULTANT — EXAMPLE

Borrower: Lender:
Mr. & Mrs. Customer

Consultant Work Write Up & Cost Estimate

General Description

This is a single family two story home built in 1997 Itis a 4 bedroom 2 % bath home built on a slab
foundation with an attached garage and pool. The exterior is mostly brick veneer with some wood siding
and the roof is 8 composition reof. The home is vacant and all utilities were on the day of inspection.
The home will be vacant during construction and not habitable and all construction will be complete
within 10 weeks.

Scope of the Rehabilitation

Once the repairs are completed as outlined in the job specification of repairs, this property will meet all
FHA Minimum Property Standards.

Contractor
This project has the following contractor:
Sample Construction Company
56785 Construction Way
Anytown, CA 30000
800-222-5999

Wrrite-Up Synopsis
The total cost of construction plus allowable fees comes to 591,094.00.
4 Draws have been established @ 5350
Please direct amy questions regarding this architectural package to:
John Smith
HUD Consultant
HUD ID #: A1234
5678 Industrial Hwry

Anytown, CA 30000

]

=EPM
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203(k) and Streamlined (k) U.S. Department of Housing
Maximum Mortgage Worksheet and Urban Development
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MAXIMUM MORTGAGE WORKSHEET (MMW) %
REFINANCE TRANSACTIONS

« Standard 203(k) refinances utilize the Refinance Transaction Maximum Mortgage Worksheet

Reminder: There are two instances when a second appraisal to establish the AS IS value is required on a REFI
transaction.

1. If the subject property was acquired within the past 12 months from the case number assignment date an AS IS
report would be required.
2. An AS IS report is required when the existing debt (Step 2A) on the property plus the following items exceed the
after improved value (Step 2G)
* Financeable Repairs and Improvement Costs (Step 1A);
 Financeable Mortgage Fees (Step 2C);
+ Financeable Contingency Reserves (Step 1B); and
« Financeable Mortgage Payment Reserves (for Standard 203(k) only) (Step 1C).

Calculation: Step 2A+1A+2C+1B+1C can not exceed the after improved value (Step 2G)

Reminder: Standard 203(k) transactions are treated as a Rate & Term refinance with the total cost of
rehabilitation built into the loan amount. The borrower can only pay off any existing 1st Mortgage, a seasoned
purchase money 2" (if HELOC - no draws in excess of $1,000 over last 12 months). Installment debt or
revolving debt including past due taxes are not permitted to be paid off.



FHA LIMITED 203(k) REHABILITATION MORTGAGE
MATRIX

Structural Changes Not Permitted

Minimum/Maximum Repair Amount No minimum
$35,000 maximum (total renovation cost)

Landscaping/Hardscaping Not Permitted

203(k) Consultant Not Required

Mortgage Payments Financed Not Permitted

Draws 2 (initial and final)

Initial Draw to Contractor Permitted (up to 50% of estimate)

Maximum Completion Time 90 days

(C) COPYRIGHT 2022 EQUITY PRIME MORTGAGE, LLC ALL RIGHTS RESERVED



FHA STANDARD 203(k) REHABILITATION MORTGAGE
MATRIX

Structural Changes Permitted

Minimum/Maximum Repair Amount S5,000 minimum
No Maximum (up to loan limit)

Landscaping/Hardscaping Permitted, except for Tree removal or major alterations

203(k) Consultant Required

Mortgage Payments Financed Permitted — up to 6 months

Draws A maximum of 5 disbursements/draws are permitted

Initial Draw to Contractor Not Permitted

Maximum Completion Time 180 days (6 months)

(C) COPYRIGHT 2022 EQUITY PRIME MORTGAGE, LLC ALL RIGHTS RESERVED



FAQ

What if the “As Is” value comes in under the contract price?

« In a purchase transaction if the As-Is value is lower than the purchase price, EPM
will use standard practice to require the borrower to bring the remaining funds to
closing. As-Is value listed on the appraisal does not effect the renovation piece of
the transaction.

Is this Wholesale only or available through the correspondent channel?
« The 203(K) renovation program is available in all channels except Correspondent
Delegated.

Can you use this to buy a HUD property?
* Yes, you can purchase a HUD owned property.

Can you use the program for roof repair or roof replacement?
* Yes, you can repair or replace a roof. 203 (k) Standard would be needed for any
work to the structural integrity of the roof.



FAQ

« Can you replace a septic?
* Yes, you can utilize this program for a septic replacement.

- Do permit fees need to be listed separately? Or can they be included in the cost
within the quote?

« Permit fees should be included in the cost listed on the Contractor Bid.

« Could this program not be offered in all states?
« The program is restricted in some states due to the length of time it takes to get
permits in that state
« If the Contractor is able to obtain permits prior to closing, EPM will consider an
exception.
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Wholesale Leadership

Frank Nese Keith Russell
Regional Sales Leader Regional Sales Manager
Central/Western
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Different By Design

EPM is a licensed mortgage lender with operations extending across the country. We
provide a variety of mortgage products to find solutions for all of your mortgage needs.

The EPM Team is a world-class, global team of mortgage experts with diverse backgrounds
who share a passion to lead EPM. Our team features an integrated range of knowledgeable
people who guide us in fulfilling our commitments to our community and those we serve.

EPM+ is a communication initiative designed to cohesively bring all aspects of EPM
together as a whole and create a culture that empowers our employees and industry
partners every day.

At the core of EPM are the fundamentals that we believe and promote named “"4CORE.”
While the organization has 23 fundamentals we promote, creating the 4CORE that is easy
for all to keep in mind has begun to make a great impact on growing our business the
right way.

All-in-all, every part of EPM+ relates back to how we are seeking to connect employees,

industry partners, and our customers to the EPM Culture.

“EPM is committed to family, and nothing brings a family together more than their home.” N
Eddy Perez, CEO & Founder ﬁ



CONNECT WITH EPM

Get in Touch with Our Team
We would love to hear from you!
https://epm.net/contact/

EQUAL HOUSING
OPPCRTUNITY
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@ Equal Housing Opportunity Lender.
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Please note that all information is provided for
informational purposes only, for the exclusive use
of licensed mortgage professionals, and not for
distribution to the public.

This information does not represent an offer or
commitment to enter a loan agreement by
Equity Prime Mortgage, LLC (EPM).

Not all programs are available in all areas and
rates and costs stated do not apply to all loans
made. EPM’s underwriting guidelines and program
restrictions apply.

Terms and programs listed are subject to change
without notice. EPM only conducts business in
approved states.

EPM is an Equal Housing Opportunity Lender.
For complete licensing information go to
http://www.nmlsconsumeraccess.org.

THANK YOU

Equity Prime Mortgage, LLC

(C) COPYRIGHT 2022 EQUITY PRIME MORTGAGE, LLC ALL RIGHTS RESERVED
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