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FHA Benefits and Basics



Why FHA?

Current Market Trends

– Shift away from Subprime loans

– Borrowers seeking more stable loan 
programs

– Lenders seeking more dependable 
lending products



Why FHA?
• Qualify more borrowers

– Low or no down payment
– Flexible underwriting 

guidelines
– First-time buyers or anyone

with limited or no money down
– Buyers with impaired or non-

traditional credit

• Higher potential income to the 
loan originator



More Reasons For FHA

• Mortgage is assumable 

• Eligible for maximum 
financing in declining 
markets

• Lender protection

• Helps borrowers avoid 
default



Conventional (EA-1) Versus
FHA Comparison



FHA Loan Programs



FHA Financing and
Loan Programs

• FHA loan programs are designed to 
provide financing to a variety of borrowers

• Lenders have the right to manage their 
level of risk with FHA programs



FHA Programs to be Discussed

• Section 203 (b): 1-4 
units

• Section 234 (c): 
condos

• Section 251 (ARMs)

• Cash-Out Refis

• FHASecure

• Streamline Refis

• No Cash-Out Refis



FHA Section 203(b)
Program Purpose

• Purchase or refinance a principal residence

• Normally fixed rate, with a 30-year term

• Existing one- to four-family dwellings or 
manufactured homes

• New, proposed or under construction homes

.



203 (b) Eligibility Requirements

• The borrower must meet standard FHA credit 
qualifications

• The borrower is eligible for approximately 97% 
LTV financing 

• The borrower is able to finance the upfront 
mortgage insurance premium into the mortgage

• The borrower will be responsible for paying an 
annual MI premium



FHA Section 234(c) 
Program Purpose

Section 234(c) Mortgage Insurance 
is for Condominium Units



Condominium 
Eligibility Requirements

• Project Eligibility - The condominium project must be on 
FHA's approved list 
– A full list of approved condominium projects can be 

found at www.allregs.com or HUD's web site 
www.hud.gov

• The lender must certify that a project satisfies the 
eligibility criteria for a spot loan condominium project that 
has not been approved by FHA

• The condominium must contain at least four dwelling 
units



Section 251 Program Purpose

• This section offers Adjustable Rate 
Mortgage (ARM) products that may be 
beneficial for a borrower 

• This section is available for borrowers who 
can benefit from lower initial payment, and 
can demonstrate the ability to handle 
future rate increases



Section 251
Eligibility Requirements

• ARMS can be used in conjunction with Sections 
203(b) and 234(c)

• The index used to determine the interest rate is 
the U.S. Treasury Security adjusted to a 
constant maturity of one year, or the LIBOR



Additional ARM Information
• The one-, three-, and 

five-year ARMs
Caps: 1 (initial) & 

5 (lifetime)

• The seven- and ten-
year ARMs

Caps: 2 (initial) & 
6 (lifetime)



ARM Reset Information
• Frequency of Interest Rate Changes - Interest 

rate adjustments must occur on an annual basis, 
except that the first adjustment may occur no 
sooner than:
– 1-year ARMs - no sooner than 12 months nor later than 18 

months
– 3-year ARMs - no sooner than 36 months nor later than 42 

months
– 5-year ARMs - no sooner than 60 months nor later than 66 

months
– 7-year ARMs - no sooner than 84 months nor later than 90 

months
– 10-year ARMs - no sooner than 120 months nor later than 126 

months



Refinancing with FHA



FHA Refinance Guideline
• Streamline refinance

– With appraisal
– Without appraisal

• Cash-out refinance

• No Cash-out refinance

• Construction-to-permanent

• FHA Secure



Streamline Refinance Without an Appraisal

• FHA to FHA refinance
• New loan amount = Balance – UFMIP 

refund + closing costs + discount + 
prepaids + interest due on old and new 
loan

• Cannot exceed the original principal of the 
loan

• Cannot receive more than $500 cash back 
at closing



Streamline Refinance With an Appraisal

• FHA to FHA refinance
• New loan amount = lesser of the following 

calculations:
– Balance – UFMIP refund + closing costs + 

discount + prepaids + interest due on old and 
new loan = new loan amount

– Maximum loan limit (i.e., 97.75% in high cost 
states for value >$50,000

• Cannot receive more than $500 cash back 
at closing



Additional Streamline Information
• Credit underwriting not required unless

– If term is reduced and P&I payment increases by 
more than 20%

– Hybrid ARM to fixed rate and P&I payment increase 
by more than 20%

– A borrower is being deleted from the new mortgage
• 1 year ARM to fixed – rate must be lower than 

current rate
• Subordinate financing can remain in place
• Only lead-based paint repairs are required on 

streamlines with appraisal



"No-Cost" Refinances

• The lender charges a premium interest 
rate to defray the borrower's closing 
costs and/or prepaid items

• The lender may also offer an interest-
free advance of amounts equal to the 
present escrow balances on the existing 
mortgage to establish a new escrow 
account



Cash-out Refinances

• Maximum LTV is 95% if:
– Owned for 12 months
– 0 x 30 days late with a 12 month history
– 1 or 2 units

• Subordinate financing remains in place
• All borrowers occupy 
• Otherwise, limited to 85% maximum loan 

to value



No Cash-Out Refinances
• Maximum LTV is 97.75%
• Payoff of subordinate financing or property 

related debt is permitted if:
– Seasoned at least 12 months, or originally a purchase 

money 2nd.

– If 2nd is a HELOC, no more than $1,000 in 
withdrawals in last 12 months.

• A full credit package is required.
• For FHA to FHA refinances, a Refinance 

Authorization number from FHA Connection is 
required.



Purchasing Ex-Spouse or Other
Co-Borrower’s Equity

• Equity to be paid is 
considered property 
related debt and 
can be included in 
mortgage 
calculation for no-
cash out refinance 
transactions.



Construction-to-Permanent
• Payoff construction loan

• Treated as a purchase for 
calculating maximum loan 
amount and 3% investment 
requirement.
– Purchase price basis = 

builder price + cost of land + 
interest and other costs 
associated with construction 
loan + closing costs + 
discount points



FHASecure is a 
Loss Mitigation Tool

• The borrower must have a non-FHA insured 
ARM that has reset

• The borrower must be delinquent on his 
mortgage payments after the reset

• The borrower must have sufficient income to 
make the mortgage payment

• The borrower’s overall credit must meet FHA’s 
standards.



FHA Secure
Additional Information

• The borrower must be 0 X 30 days late on  
mortgage payments before the loan reset

• Provided there is sufficient equity in the 
home, FHA will permit missed mortgage 
payments to be included in the FHA 
refinance mortgage. (Only if the 
arrearages occurred after the reset).



More About FHA Secure
• FHA will insure first mortgages in instances 

where:

– The present note holder writes off the amount of 
indebtedness that cannot be refinanced into the FHA-
insured mortgage

or
– The FHA-approved lender who is making the new 

FHA mortgage, or the present note holder takes back 
a second lien that includes closing costs, arrearages, 
or previous secondary financing. 



Standard FHA Disclosures
• Buying Your Home

• For Your Protection

• Important Notice to Homebuyers

• Informed Consumer Choice Disclosure 
Notice

• FHA Energy Efficient Mortgage Fact 
Sheet

• FHA Assumption Notice



The Informed Consumer Choice 
Disclosure

• Assists borrowers in comparing the costs of a 
FHA loan vs. similar conventional loans

• The disclosure is required to disclose the FHA 
Mortgage Insurance Premium information 



The Important Notice to 
Homebuyer (92900-B)

• This form discloses 
information 
concerning the loan, 
discrimination, 
insurance premiums, 
loan fraud, 
prepayments, Interest 
Rates and Discount 
Points etc.



For Your Protection: Get a Home 
Inspection (HUD-92564-CN) 

• Encourages borrowers to obtain a home 
inspection and not depend on the appraisal

– Borrower’s signature on this form is not a requirement
– Originator must ensure the borrower has received a 

copy and has read it
– Suggest to the borrower that they get a radon gas test
– If the purchase agreement contains an addendum not 

a requirement to provide another copy to the borrower
– This form is not required on new construction 

properties or with any refinance transactions



Real Estate Certification

• Individuals involved 
must certify contract 
is accurate

• Individuals must 
acknowledge other 
agreements entered 
by involved parties



Amendatory Clause

An amendatory clause must be included in the 
sales contract when the borrower has not been 

informed of the appraised value



Amendatory Clause
• The amendatory clause must contain the 

following language:

"It is expressly agreed that notwithstanding any other provisions of this 
contract, the purchaser shall not be obligated to complete the purchase of 
the property described herein or to incur any penalty by forfeiture of earnest 
money deposits or otherwise unless the purchaser has been given in 
accordance with HUD/FHA or VA requirements a written statement by the 
Federal Housing Commissioner, Department of Veterans Affairs, or a Direct 
Endorsement lender setting forth the appraised value of the property of not 
less than $________. The purchaser shall have the privilege and option of 
proceeding with consummation of the contract without regard to the amount 
of the appraised valuation. The appraised valuation is arrived at to 
determine the maximum mortgage the Department of Housing and Urban 
Development will insure. HUD does not warrant the value or the condition of 
the property. The purchaser should satisfy himself/herself that the price and 
condition of the property are acceptable." 



Amendatory Clause
• Actual dollar amount to be inserted in Amendatory 

Clause is the sales price in contract 

• If the borrower and seller agree to change the sales 
price a new amendatory clause not required

• Amendatory Clause not required on 

– HUD REO sales

– Sales where seller is Fannie Mae, Freddie Mac, the Department 
of Veterans Affairs, Rural Housing Services, other Federal, State 
and local government agencies, mortgagees disposing of REO 
assets, or sellers at foreclosure sales and those sales where the 
borrower will not be an owner-occupant (e.g., sales to nonprofit 
agencies)



Borrower Eligibility



FHA Mortgage Eligibility
• Purpose must be for primary 

residence
• Citizenship not required
• Non-occupying co-borrowers 

can assist in qualifying
• Social security number 

required
• No income restrictions apply
• Limitation of one FHA loan 

per borrower (exceptions 
apply)



Citizenship and 
Immigration Status

• As a general statement, any individual is eligible 
to apply for an FHA-insured loan

– This includes people who are not legal 
citizens of the United States but they must 
have lawful status in the US (permanent or 
non-permanent)

– All applicants must have a valid Social 
Security Number 



Age of the Borrower
• There is no maximum 

age limit for a borrower 

• The minimum age is the 
age at which the 
mortgage note can be 
enforced legally in the 
state or other jurisdiction 
in which the property is 
located



Non-Occupant Co-Borrowers

• FHA allows non-occupant co-borrowers when a 
party is related to the borrower by blood, 
marriage or law 
– Parents, children, siblings, stepchildren, 

extended family, etc.

• If unrelated, a party that is able to document a 
longstanding substantial relationship that doesn’t 
stem from the loan transaction at hand is 
acceptable.



HUD Limited Denial of Participation 
(LDP) and Federal Lists

• Not eligible for a FHA-insured mortgage if borrower is 
suspended, debarred, or otherwise excluded from 
participation in the department’s programs

• Verify by examining HUD's LDP list and the government-
wide General Services Administration's (GSA's) "List of 
Parties Excluded from Federal Procurement or Non-
procurement Programs" 

• If the name of any party to the transaction appears on 
either list, the application is not eligible for mortgage 
insurance



Check CAIVRS
• All borrowers must be screened using HUD's 

Credit Alert Interactive Voice Response System 
(CAIVRS) 

– Except on streamline refinances

• The borrower is not eligible 

– If CAIVRS indicates the borrower is presently 
delinquent 

– Has had a claim paid within the previous three 
years on a loan made or insured by FHA on 
his or her behalf



Delinquent Federal Debts
• If the borrower is presently delinquent on any Federal 

debt the borrower is not eligible until the delinquent 
account is brought current, paid, otherwise satisfied 

– e.g., Veterans Affairs (VA) guaranteed mortgage, Title 
I loan, Federal student loan, Small Business 
Administration loan, delinquent Federal taxes, etc.

– Has a lien, including taxes, placed against his or her 
property for a debt owed to the U.S., or a satisfactory 
repayment plan has been made between the 
borrower and the federal agency owed



Tax Liens

• Tax liens may…
– remain unpaid provided 

the lien holder 
subordinates the tax 
lien to the FHA-insured 
mortgage

– be eligible for inclusion 
in a refinance in some 
cases



Calculating the Maximum FHA 
Mortgage

*



Maximum Loan Amounts

• The maximum mortgage is limited by:

– Statutory Loan Limits

– Percentage of purchase price based on 
high or low closing cost states 



FHA Statutory Mortgage Limits

• In most cases FHA limits are indexed to 
increases in the loan limits established by 
Freddie Mac conforming loan limit

• This means as the conventional conforming loan 
limits increase, the FHA loan limits also increase



The Economic Stimulus
Act of 2008

Temporary Loan Limit Increase

• Remains in effect for mortgages for which 
the lender has issued credit approval on or 
before December 31, 2008.

• The maximum mortgage is limited to 125% 
of the median sales price for the area—not 
to exceed 175% of the Freddie Mac 
conforming loan limit of $417,000



Temporary Mortgage Limits 
in “High Cost” Areas

1 Unit: $729,750

2 Unit: $934,200

3 Unit: $1,129,250

4 Unit: $1,403,400



What is the maximum FHA 
mortgage amount in your area?

• For a complete list of new FHA loans limits 
go to:
https://entp.hud.gov/idapp/html/hicostlook.cfm

• See ML Letter 2008-06 (03/06/08)



Local Area Limits (One Unit)

$420,000Wilmington Metro (Cecil, New Castle & Sussex)

$271,050Gettysburg Micro & Harrisburg MSA 
(Adams, Dauphin, & Perry)

$328,750Salisbury MSA (Wicomico & Somerset)

$377,500Hagerstown-Martinsburg MSA 
(Washington, Berkley & Morgan)

$729,750DC MSA (Calvert, Charles, Frederick, Montgomery, 
PG, DC, Alexandria, Arlington, Fairfax, Fauquier, 
Fredericksburg &Jefferson, WV)

$560,000Baltimore MSA (Baltimore City & County, Anne 
Arundel, Carroll, Harford, Howard, & Queen Anne’s)



High Closing Cost States vs. 
Low Closing Cost States

• Low Closings Costs 
States: 
– AZ, CA, CO, ID, IL, IN, 

NM, NV, OR, UT, VIs, 
WA, WI, WY

• All other states are 
high closing cost 
states.



LTV Limits for 
High Closing Cost States

• 98.75% for properties with a 
value/sale price equal to or less than 
$50,000

• 97.75% for properties with a 
value/sale price greater than 
$50,000



Loan-to-Value Limitations
• A borrower must have 3% invested in the 

property, excluding prepaid expenses and 
discount points.

• The 3% may come from:
– The borrower’s own funds
– A 100% gift from a close family member
– A combination of down payment and borrower 

paid closing costs
– Down payment assistance program 



Example

2.25% down payment (minimum down 
payment)

+   .75% borrower paid closing costs
=      3% borrower invested



Maximum Mortgage Amount
Example:

• Assume a property sold for and is appraised at 
$300,000. 

• The maximum mortgage is first calculated at $293,250 
($300,000 x 97.75%), and the borrower must have at 
least 3 percent investment into the property (excluding 
prepaid expenses) totaling $9,000

• $6,750 (down payment) + $2,250 (borrower’s closing 
cost) = $9,000 (3% investment)



Transactions Affecting
Maximum Mortgage

• Identity-of-Interest (or 
non-arms length) 
transactions are 
limited to 85% LTV.

• Defined as 
transactions between 
family members, 
business partners or 
other business 
affiliates



Exceptions to Limitations on 
Identity of Interest Transactions

• A family member purchasing another family member’s 
principal residence

• A builder’s employee buying model or new home as 
his/her primary residence

• Current tenant buying home he/she has rented for 6 
months

• Corporation relocation homes purchased by another 
employee



More Transactions Affecting
Maximum Mortgage 

• Repairs and 
improvements added 
to sales price

• 3-4 unit properties 
with insufficient cash 
flow 



Mortgage Insurance Premiums



Mortgage Insurance Premiums
• All FHA loans require Mortgage 

Insurance Premiums (MIP). The 
most typical premiums are:

– An Up-Front Mortgage 
Insurance Premium (UFMIP) of 
1.5% of the loan amount is paid 
at closing and can be financed 
into the mortgage amount.

– Additionally, there is a .5% 
annual MIP amount included in 
the PITI.



Mortgage Insurance Premium Factors

.25%1.5%90% or 
greater

15 year

None1.5%89.9% or less15 year

.5%1.5%Any LTV30 year

Annual 
Premium

UPMIPLTVLoan Term



More MIP Information

• Regardless of the LTV, UFMIP 
must be charged on all loans 
without exception

• The annual premium will be 
collected for at least the first five 
years regardless of the LTV.

• When the UPB reaches 78% of 
the original value, the annual 
premium will be cancelled.



MIP--Refunds
• It is no longer permissible to 

receive refunds of the FHA's 
UFMIP except when the 
borrower refinances to another 
mortgage to be insured by FHA

• The prohibition on refunds is 
effective for those mortgages 
endorsed for insurance on or 
after December 8, 2004



Seller Contributions

• Limited to 6% of sales price

• Considered to be closing costs 
normally paid by borrower

• Included are discount points, closing 
costs, interest rate buy-downs, 
mortgage interest and UFMIP

• Watch for “inducements to purchase”
which are treated as “dollar-for-
dollar” reductions to the sales price



Allowable and Unallowable 
Closing Costs

• The borrower is allowed to pay all 
customary and reasonable costs to close 
the mortgage except:
– Tax Service Fee
– Loan Origination Fee greater than 1%

• All charges must be properly disclosed



Premium Pricing
• Borrower still must meet 3% 

contribution requirement
• Cannot be used for down payment
• Disclosed on GFE and HUD-I by 

specific line item with an residual 
being used to reduce principal

• Cannot be used for payment of 
debts, collections, judgments, 
escrow shortages or missed 
mortgage payments (except for 
FHASecure)



Maximum Mortgage Term

30 years – 360 months



Qualifying the Borrower



Mortgage Credit Analysis

• Credit History

• Stability and Adequacy 
of Income

• Qualifying Ratios and 
Compensating Factors

• Sufficient Funds for 
Closing


