
 
Michael S. Perez, J.D. 
REALTORâ & Sales Agent 
ABR, GRI, RENE, SFR. SRS 
michael.perez@remax.net 
  

www.ranchermike.com 

 
RE/MAX Freedom 

705 State Park Rd., Ste. 102 
Lockhart, TX 78644 

(512) 698-8829 (Cell) 

 

 1 

Types of Loans 
 

There are five basic types of loans used to finance the sale/purchase of real property: VA, FHA, USDA, 

Conventional and Jumbo.   

It’s not always easy to choose between common mortgage products – each type of loan program has its own 

advantages, depending on your particular circumstances.  Some loan types have smaller fees, but require 

massive down payments; others may have smaller upfront fees, but will cost you extra throughout the loan’s 

life.  There are loans just for Veterans and members of the military, and others for extra costly areas of the 

country and executive homes – it can be hard to sort through all the information.  But have no fear, I break 

it all down for you below. 

Federal Housing Administration (FHA) Loans 

The FHA was established in 1934 to aid the ailing housing sector.  By the 1940s, FHA primarily was helping 

returning soldiers finance homes. But by the 1980s, it was helping insure private mortgages across the 

country.  The FHA continues to stimulate the housing market in much the same way, offering insurance 

against losses to banks who lend to borrowers according to the FHA’s comparatively lenient criteria. 

If you’re just getting started in the housing market and you don’t have much money in hand and a little 

more debt than you’d like, an FHA loan may be the right choice.  These loans are the most forgiving of 

credit problems, allow a borrower to finance up to 96.5 percent of the cost of their home and can be 

manually underwritten to stretch debt to income ratios in specific circumstances for those borrowers who 

qualify for exceptions.  You’ll find FHA loans through your local banks – brokers often shy away from them 

because they limit the fees lenders can collect. 

Unlike a conventional loan, FHA loans require the payment of both an upfront and annual loan insurance 

premium, divided monthly.  The upfront portion can be financed into the loan, reducing the money 

required at closing, but you’ll be paying interest on that money for the life of the loan; before borrowing 

with an FHA loan, consider the implications of financing that extra chunk. Along with that large upfront 

premium, you’ll be required to make a monthly loan insurance payment, further increasing your overall 

costs over the life of the loan, unlike with a conventional mortgage. 
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If you have no other choice than to borrow using an FHA loan, you’re probably still better off buying than 

renting — after all, you can refinance your FHA loan without penalty when your financial circumstances 

improve. 

Department of Veterans Affairs (VA) Home Loans 

VA loans are another option for borrowers with little free cash but decent credit, provided they’ve served 

in the military.  You’ll need to obtain a Certificate of Eligibility through your lender or the VA Loan 

Eligibility Center before you will be able to close your loan, however.  Qualifying for a VA loan is a lot 

different than any other loan on the market – the Department of Veterans Affairs places no strict limits on 

the credit eligibility or debt to income ratios of the borrowers they insure.  Instead, most underwriting items 

are left to the discretion of the bank involved.  Most banks will lend with standards similar to FHA, but 

they’re under no obligation to do so. 

The Department of Veterans Affairs may not provide a lot of guidelines on who to loan VA funds to, but 

they’re very strict on what fees can be paid by borrowers and how much they can pay for things like closing 

costs.  Items not reimbursed under “itemized fees and charges” on the closing form are limited to one 

percent of the loan amount in most cases, and those “itemized fees and charges” are tightly regulated. 

Even though VA loans are an excellent option for many veterans, there are a few drawbacks.  If you have 

plenty of cash and excellent credit, you may be able to find a better rate with a conventional loan, plus you’ll 

avoid the VA funding fee.  In addition, some sellers may be nervous about accepting a real estate contract 

with VA financing attached, especially if they or their agent believe your loan may take extra time to close. 

United States Department of Agriculture (USDA) Loans 

Not everybody lives in an area that will qualify for a USDA home loan, but for those that do they can be a 

much better deal than any other mortgage product.  Rates are set by lenders, but they are typically fairly 

low and no down payment is required.  The main program used to lend to home buyers is the Guaranteed 

Housing Loan Program, which allows buyers to roll eligible closing costs, lender fees and any allowable 

repairs into the loan, up to the value of the home. 

Although it’s fairly easy for a borrower to qualify for this type of loan, there are several catches.  First, the 

borrower must not have income exceeding 115 percent of the median income for their area.  Secondly, the 

home must be located in an area targeted for rural development – these are typically very out of the way 

places that may suffer from aging infrastructure.  Third, the home itself has to meet the USDA’s exacting 

standards, which can be difficult to meet if the home wasn’t built with USDA financing in mind. 
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Conventional Loans 

Conventional loans are the old standard, requiring borrowers have higher down payments, better credit 

and lower income to debt ratios to qualify when compared to FHA loans.  In the past, you might have had 

trouble securing a conventional loan with less than 20 percent down, but today it only takes about 5 percent, 

which puts them in reach of many borrowers with outstanding credit.  Unlike FHA loans, conventional 

loans aren’t insured, but purchased directly by Fannie Mae or Freddie Mac.  Since banks don’t have to 

worry about keeping these loans on the books for any amount of time, they’re much more eager to make 

them. 

There’s no upfront mortgage insurance, unlike an FHA product, but unless you have a 20 percent down 

payment, you will pay a monthly premium based on your loan amount and credit score.  However, you’ll 

be able to cancel your mortgage insurance after two years if your home’s value has increased enough to 

give you 20 percent equity.  In addition, you can avoid mortgage insurance if you borrow a second mortgage 

to cover the difference between your down payment and the 20 percent equity needed. 

If you have problem credit, several different monthly debt payments or are fixated on interest rates, 

conventional mortgages might not be for you.  The underwriting process is very unforgiving and rates are 

often slightly higher than FHA products, especially if you’re borrowing a second mortgage in order to avoid 

mortgage insurance. 

Jumbo Loans 

It may seem too simplistic, but a jumbo loan is just that – a loan amount that’s much bigger than the norm.  

Any loan that exceeds Fannie Mae or Freddie Mac’s cap for the area where the property is located is 

technically a jumbo, though there’s no real limit on how big a jumbo can get.  These are the loans that are 

used to buy mansions and estates, but they aren’t any easier to secure than they are to pay off. 

The requirements are stiff — a credit score of 700 or better, high down payments of 20 to 30 percent and 

solid proof of very high income are just a few of the things that jumbo lenders look for before handing over 

this kind of money.  Since there is no insurance on a jumbo mortgage, lenders have to be extra careful who 

they lend to – one bad jumbo could break a small bank. 

Keep in mind that interest rates for jumbo loans will be very high, making the payments very high.  It may 

take some time to find a lender who will write the jumbo you’re looking for, so be sure to shop around. 
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 FHA Loans VA Loans USDA Loans Conventional 
Loans 

Jumbo Loans 

Credit 
History 

Credit scores as 
low as 580 may 

qualify. 
Accepts 

borrowers 2 
years out of 
bankruptcy 

and 3 years out 
of foreclosure. 

No set credit scores 
to qualify, forgiving 
of credit problems. 

Credit can be less 
than perfect, 

borrowers with non-
traditional credit may 

also qualify. 

High credit scores 
needed to qualify. 

Extremely high 
credit scores of 
700 or higher 

required. 

Borrowing 
Limit against 
Home Value 

Can borrow up 
to 96.5% of 

home’s value. 

Can borrow up to 
100% of home’s 

value. 

Can borrow up to 
100% of a home’s 

value. 

Can borrow up to 
97% of home’s 

value. 

Can sometimes 
borrow 70% to 
80% of home’s 

value. 

Income/ 
Debt-to-

Income Ratio 

Accepts higher 
debt to income 

ratios, 
depending on 

borrower 
circumstances. 

Accepts higher debt 
to income ratio, 
depending on 
circumstances. 

Debt to income 
requirements are 
similar to FHA. 

Income limits of 115 
percent of the area’s 

median income apply. 

Lower debt to 
income ratios 
required, no 
exceptions. 

Both debt and 
income are 

carefully 
scrutinized, 

extremely low 
debt to income 

required. 

Loan Limit 
(Dollars) 

Loan limit of 
$625,500 in 

high-cost areas 
(in Caldwell 
County, as of 

April 2021, the 
maximum loan 

amount is 
$416,300 for a 
single family 

home) 

As of 1/1/2020, no 
loan limits (however, 
lenders may set their 

own limits).  

No loan limits. 

Loan limit of 
$510,400 for most 
areas for a single 

family home, up to 
$765,600 in high-

cost areas. 

There is no 
loan limit, but 

loans must 
exceed the 
established 

maximum for 
conventional 
loans in your 

area. 

Mortgage 
Insurance 

Must pay 1.75 
percent of loan 

as insurance 
premium 

upfront, but 
can finance 
into loan. 
Annual 

mortgage 
premium equal 
to 1.35 percent 

of loan amount, 
divided equally 
into 12 monthly 

Must pay VA 
funding fee, which 

can be financed into 
the loan. 

No additional 
mortgage premiums 

or fees. 

Upfront mortgage 
insurance of 1 percent 
is added to the loan, 
plus a 0.35 percent 
annual fee, divided 

into monthly 
payments. 

No upfront 
mortgage 
insurance 
premiums 

required, though 
monthly premiums 

apply until loan 
amount drops 

below 80 percent 
of home’s value. 

Mortgage 
insurance is not 

required. 
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payments each 
year. 

Product 
Availability 

Limited 
primarily to 
banks due to 

low fixed fees, 
but some 

brokers may 
offer them. 

Typically offered by 
any institution that 
will make an FHA 

loan. 

Loans have limited 
availability, but many 
banks can underwrite 

them. 

Widely available 
from a variety of 

lenders. 

Loans have 
limited 

availability and 
terms differ 

greatly between 
lenders. 

Other 
Eligibility 

Requirements 

 

Limited to active 
duty soldiers who 

have served at least 
90 continuous days, 
retired soldiers who 

served 90 continuous 
days during wartime 
or up to 24 months 
during peace and 

National Guard and 
Reserves Members 
serving 90 days of 
active service or 6 
years otherwise. 

Soldiers cannot have 
been dishonorably 

discharged. Spouses 
of soldiers are 
eligible under 

certain conditions. 

Limited to qualified 
properties in eligible 

rural areas. Properties 
must be modest in 

size, design and cost, 
as well as being on a 

permanent 
foundation (mobile 
homes are allowed 
provided they are 

properly mounted) 
and conform to the 

Housing and 
Community Facilities 
Program Thermal and 

Site Standards. 
Eligible rural areas 

are subject to change 
as frequently as once 

each year. 

  

If you are looking to purchase a property that needs some “TLC,” there are some other loan options such 

as the FHA’s 203k loan.    If you would like more information on any one of these loan products, let me 

know, and I will be happy to send you additional information. 
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FHA Loans 

FHA loans are mortgages insured by the Federal Housing Administration and are one of the most popular 

low-down-payment loans.  In fact, almost one in five U.S. home buyers used an FHA loan in 2019.  These 

loans require a small down payment for most buyers and are obtained through approved lenders.  FHA 

loans also make it possible to get a mortgage with lower credit or higher debt than other programs allow.  

And FHA mortgage rates tend to be lower, too.    

In order to qualify for the FHA insurance, there are some conditions which must be met.  The FHA requires 

that the borrower be able to pay a mortgage insurance premium in monthly installments as a part of the 

regular loan payment.  The FHA requires that the property be appraised before it will commit to insure any 

loan.  Maximum loan amount is set by the appraised value or the sale price, whichever is lower, and the 

buyer must pay the difference in cash.  Also, there are limits on the amount of an FHA loan (usually based 

on the county – in Caldwell County, for example, as of April 2021, the maximum loan amount is $416,300). 

No secondary financing of any kind is allowed.  Most FHA loans are made for (30) thirty-year periods and 

the interest rates are set by the market conditions.   

To qualify for an FHA home loan, you’ll need to meet these requirements: 

• A 3.5 percent down payment if your credit score is 580 or higher 

• A 10 percent down payment if your credit score is 500-579 

• A debt-to-income ratio of 50% or less 

• Documented, steady employment and income 

• You’ll live in the home as your primary residence 

• You have not had a foreclosure in the last three years 

The FHA is also generous with respect to gifts for down payment. Very few loans programs will allow your 

entire down payment for a home to come from a gift. The FHA will.  Via the FHA, your entire 3.5% down 

payment can be a gift from parents or another relative, an employer, an approved charitable group, or a 

government homebuyer program. If you’re using a down payment gift, though, you’ll need to follow the 

process for gifting and receiving funds. 
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FHA Loan Rates 

Current mortgage rates are hovering below 4% — an incredibly low number compared to recent history. 

And FHA rates are generally even lower. 

FHA mortgage insurance: What makes FHA loans so affordable 

FHA mortgage insurance premium (MIP) is what makes the FHA program possible. Without the MIP, FHA-

approved lenders would have little reason to make FHA-insured loans.  There are two kinds of MIP 

required for an FHA loan. One is paid as a lump sum when you close the loan, and one is an annual 

premium, which becomes less expensive each year as you pay off the loan balance:  

• Upfront Mortgage Insurance Premium (UFMIP) = 1.75% of the loan amount for recent FHA loans 

and refinances 

• Annual Mortgage Insurance Premium (MIP) = 0.85% of the loan amount most FHA loans and 

refinances 

The good news is that, as a homeowner or home buyer, your FHA MIP rates have dropped. Today’s FHA 

MIP costs are now as much as 50 basis points (0.50%) lower per year than they were in 2014.  Also, you have 

ways to reduce what you’ll owe in FHA MIP. Depending on your down payment and loan term, you can 

reduce the length of your mortgage insurance to 11 years instead of the entire loan.  

 

Loan term Original down payment MIP duration 

20, 25, 30 years Less than 10% Life of loan 

20, 25, 30 years More than 10% 11 years 

15 years or less Less than 10% Life of loan 

15 years or less More than 10% 11 years 

Or, you can refinance out of FHA MIP at a later date. With rates as low as they are today, a refinance can 

reduce your monthly payment and cancel your mortgage insurance premium if you have enough equity in 

the home. 
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FHA loans also allow higher debt-to-income ratios. 

Your debt-to-income ratio, or DTI, is calculated by comparing two things: your debt payments and your 

before-tax income.  For instance, if you earn $5,000 a month and your debt payment total is $2,000, your 

DTI is 40 percent.  Officially, FHA maximum DTIs are as follows. 

• 31% of gross income for housing costs 

• 43% of gross income for housing costs plus other monthly obligations like credit cards, student 

loans, auto loans, etc. 

However, a 43% DTI is actually on the low end for most FHA borrowers. Mortgage software company Ellie 

Mae recently reported that in 2019, the average DTI for closed FHA purchases was about 44% percent.  And 

FHA will allow DTI ratios as high as 50 percent. Although to get an approval at such a high ratio, you’ll 

likely need one or more compensating factors — for instance, a great credit score, significant savings, or a 

down payment exceeding the minimum.  In any case, FHA is more lenient in this area than other loan 

programs. Most conventional mortgage programs — those offered by Fannie Mae and Freddie Mac — 

allow debt-to-income ratios between 36 and 43 percent.  With down payments of less than 25 percent, for 

example, Fannie Mae lets you go to 43 percent DTI for FICOs of 700 or higher. But most people don’t get 

conventional loans with debt ratios that high. [Ellie Mae reported that in 2019, the average DTI for closed 

conventional purchases was 36 percent — compared to 44% for FHA loans.] 

FHA loans accept lower credit scores 

Officially, the following credit score minimums for FHA are:  

• 580 or higher for 3.5% down 

• 500-579 for 10% down 

Though in fact, the average credit score for FHA buyers was 675 in 2019.  High credit scores are great if you 

have them. But past credit mistakes take a while to repair.  

 

 
  



 
Michael S. Perez, J.D. 
REALTORâ & Sales Agent 
ABR, GRI, RENE, SFR. SRS 
michael.perez@remax.net 
  

www.ranchermike.com 

 
RE/MAX Freedom 

705 State Park Rd., Ste. 102 
Lockhart, TX 78644 

(512) 698-8829 (Cell) 

 

 9 

FHA loans can help you get into a home without waiting a year or more for your credit to get up to an 
“excellent” level 

Other loan programs are not so forgiving when it comes to credit. Fannie Mae and Freddie Mac (the 

agencies that set rules for conventional loans) may say they accept FICOs as low as 620. But in reality, 

lenders impose higher minimums. Stricter credit score minimums are part of the reason the average credit 

score for completed Fannie Mae and Freddie Mac home purchase loans was 753 in 2019 — almost 80 points 

higher than the average FHA score.  

FHA even permits applicants with no credit scores 

What if an applicant has never had a credit account? Their credit report is, essentially, blank.  FHA 

borrowers with no credit scores may also qualify for a mortgage. In fact, HUD prohibits FHA lenders from 

denying an application based solely on a borrower’s lack of credit history.  The FHA allows borrowers to 

build non-traditional credit as an alternative to standard credit history.  This can be a huge advantage to 

someone who’s never had credit scores due to a lack of credit history.  Borrowers can use payment histories 

on items such as utility bills, cell phone bills, car insurance bills and apartment rent to build non-traditional 

credit. 

The FHA insures most property types 

FHA home buyers are able to purchase any home type in any U.S. neighborhood — whether in the 50 

United States, the District of Columbia, or any U.S. territory.  The FHA will insure single-family detached 

homes, 2-unit homes, 3-unit homes, 4-unit homes, condominiums, mobile homes and manufactured 

homes. 

FHA loans are assumable 

A little-known FHA benefit is that the agency will allow a home buyer to “assume” the existing FHA 

mortgage on the home being purchased.  The buyer must still qualify for the mortgage with its existing 

terms but, in a rising mortgage rate environment, it can be attractive to assume a home seller’s loan.  Five 

years from now, for example, a buyer of an FHA-insured home can “inherit” a seller’s sub-4 percent 

mortgage rate. 
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The FHA offers construction loans 

Via its 203k program, the FHA offers construction loans to home buyers planning upgrades to a new home; 

and homeowners planning to make repairs to home already owned.  Via the FHA 203k loan, projects 

including new roofing, structural additions, and complete home tear-downs. The 203k loan can be applied 

to homes in need of minor repairs as well as fixer-uppers.  The FHA is the only federal government agency 

to issue such a loan. [See below for more info] 

You can use an FHA loan to become a landlord 

In a way, FHA allows you to purchase a rental property with 3.5 percent down.  You have to choose a multi-

unit property – a duplex, triplex, or fourplex – and live in one of the units.  The rent from the other units 

can partially or even fully offset your mortgage payment.  Conventional lenders will only lend on 

investment homes with 15 percent down if you have excellent credit, income and assets.  So, you can use 

FHA financing to gain landlord experience with less risk and potentially more reward! 
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VA LOANS 

VA loans are guaranteed by the Veterans Administration.  These loans are often available with no down 

payment.  The guarantee is free to the Veteran.  The Veteran must receive a Certificate of Eligibility from 

the VA prior to applying for the loan.  The property must be appraised by the Veterans Administration.  A 

veteran who is applying for a VA loan must sign a document stating that he or she will occupy the property.  

As with FHA loans, most loans are for (30) thirty-year terms and the interest rates are set by the market 

conditions.  The maximum loan amounts for FHA and VA are changed periodically to accommodate 

changing values of real estate over time. 

Top 10 benefits of a VA Loan 

1. No down payment on a VA loan - Most home loan programs require you to make at least a small down 

payment to buy a home. The VA home loan is an exception. Rather than paying 5, 10, 20 percent or more of 

the home’s purchase price upfront in cash, with a VA loan you can finance up to 100 percent of the purchase 

price. The VA loan is a true no-money-down opportunity. 

2. No mortgage insurance for VA loans - Typically, lenders require you to pay for mortgage insurance if you 

make a down payment that’s less than 20 percent. This insurance, which is known as private mortgage 

insurance (PMI) for a conventional loan and a mortgage insurance premium (MIP) for an FHA loan, 

protects the lender in the event that you default on your loan.  VA loans require neither a down payment 

nor mortgage insurance. That makes this a VA-backed mortgage very affordable upfront and over time. 

3. VA loans have a government guarantee - There’s a reason why the VA loan comes with such favorable 

terms. The federal government guarantees that a portion of the loan will be repaid to the lender even if 

you’re unable to make monthly payments for whatever reason. This guarantee encourages and enables 

lenders to offer VA loans with exceptionally attractive terms to borrowers that want them. 

4. Your ability to shop and compare VA loans - VA loans are neither originated nor funded by the VA. 

Furthermore, mortgage rates for VA loans aren’t set by the VA itself. Instead, VA loans are offered by U.S. 

banks, savings-and-loans institutions, credit unions and mortgage lenders — each of which sets its own VA 

loan rates and fees.  This means you can shop around and compare loan offers and still choose the VA loan 

that works best for your budget. 
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5. VA loans don’t allow a prepayment penalty - A VA loan won’t restrict your right to sell your home if you 

decide you no longer want to own it. There’s no prepayment penalty or early-exit fee no matter within what 

time frame you decide to sell your home.  Furthermore, there are no restrictions regarding a refinance of 

your VA loan.  You can refinance your existing VA loan into another VA loan via the agency’s Interest Rate 

Reduction Refinance Loan (IRRRL) program or switch into a non-VA loan at any time. 

6. They come in many varieties - A VA loan can have a fixed rate or an adjustable rate. It can be used to buy 

a house, condo, new-built home, manufactured home, duplex or other types of properties.  Or, it can be 

used to refinance your existing mortgage, make repairs or improvements to your home, or make your home 

more energy efficient. The choices are yours. A VA-approved lender can help you decide. 

7. It’s easier to qualify for VA loans - Like all mortgage types, VA loans require specific documentation, an 

acceptable credit history and sufficient income to make your monthly payments. But, as compared to other 

loan programs, VA loan guidelines tend to be more flexible. This is made possible because of the VA loan 

guaranty. The Department of Veterans Affairs genuinely wants to make it easier for you to buy a home or 

refinance. 

8. VA loan closing costs are lower - The VA limits the closing costs lenders can charge to VA loan applicants. 

This is another way that a VA loan can be more affordable than other types of loans. Money saved can be 

used for furniture, moving costs, home improvements or anything else. 

9. The VA offers funding fee flexibility - VA loans require a “funding fee”, an upfront cost based on your 

loan amount, your type of eligible service, your down payment size plus other factors. Funding fees don’t 

need to be paid as cash, though. The VA allows it to be financed with the loan, so nothing is due at closing.  

And, not all VA borrowers will pay it. VA funding fees are normally waived for veterans who receive VA 

disability compensation and for unmarried surviving spouses of veterans who died in service or as a result 

of a service-connected disability. 

10. VA loans are assumable - Most VA loans are “assumable,” which means you can transfer your VA loan 

to a future home buyer if that person is also VA-eligible.  Assumable loans can be a huge benefit when you 

sell your home — especially in a rising mortgage rate environment. If your home loan has today’s low rate 

and market rates rise in the future, the assumption features of your VA become even more valuable. 
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Who is eligible for VA financing? 

VA home loans are available to active service members, veterans (unless dishonorably discharged), and in 

some cases, surviving family members. You’re probably eligible if one of the following is true: 

• You’ve served 181 days of active duty during peacetime 

• You’ve served 90 days of active duty during wartime 

• You’ve served six years in the Reserves or National Guard 

• Your spouse was killed in the line of duty and you have not remarried 

Your eligibility never expires. Veterans who earned their benefit in long ago are still using their benefit to 

buy homes. 

Getting your Certificate of Eligibility (COE) 

Part of applying for VA home loans is documenting your eligibility. This is very easy to do in most cases — 

simply have your lender order your COE through the VA’s automated Web LGY or Automated Certificate 

of Eligibility (ACE) system.  Any VA-approved lender has access to these systems.  Alternatively, you can 

order your certificate yourself through the VA benefits portal. If the online system is unable to issue your 

COE, you’ll need to provide your DD-214 form to your lender or the VA.  [The IRRRL is again an exception. 

For that loan, you won’t need a COE at all.].  Does a Certificate of Eligibility (COE) mean you are guaranteed 

a VA loan? No, having a COE doesn’t guarantee a VA loan approval.  Your COE shows the lender you’re 

eligible for a VA loan, but no one is “guaranteed” VA loan approval.  You must still qualify for the loan 

based on VA mortgage guidelines.  The “guarantee” part of the VA loan refers to the VA’s promise to the 

lender of repayment if the borrower defaults. 

Qualifying for a VA mortgage 

VA mortgage underwriters evaluate your credit history, debt, income and assets. Here are some thresholds 

to be aware of. 

Credit 

The VA has established no minimum credit score for a VA mortgage. However, many VA mortgage lenders 

require minimum FICO scores in the low- to mid-600s.  Even VA lenders that allow lower credit scores 

don’t accept subprime credit. VA underwriting guidelines state that applicants must have paid their 
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obligations on time for at least the most recent 12 months to be considered satisfactory credit risks.  The VA 

usually requires a two-year waiting period following a Chapter 7 bankruptcy or foreclosure before it will 

insure a loan, and borrowers in Chapter 13 must have made at least 12 on-time payments and secure the 

approval of the bankruptcy court. 

Debt-to-income (DTI) ratio 

The relationship of your debts and your income is called your debt-to-income ratio, or DTI.  VA 

underwriters divide your monthly debts (car payments, credit cards and other accounts, plus your proposed 

housing expense) by your gross (before-tax) income to come up with this figure.  For instance, if your gross 

income is $4,000 per month, your new mortgage, property taxes and homeowners insurance, plus other 

debt payments total is $1,500, your DTI is 37.5 percent.  A DTI over 41 percent means the lender has to apply 

additional formulas to see if you qualify under residual income guidelines. 

Using residual income when your DTI is too high 

VA underwriters perform additional calculations which can affect your mortgage approval.  Factoring in 

your estimated monthly utilities, your estimated taxes on income, and the area of the country in which you 

live, the VA arrives at a figure which represents your “true” costs of living.  It then subtracts that figure from 

your income to find your residual income (e.g., your money “left over” each month). 

Think of the residual income calculation as a real-world simulation of your living expenses. It is the VA’s 

best effort at ensuring you a stress-free homeownership experience.  Here is an example of how residual 

income works, assuming a family of four is purchasing a 2,000 square foot home on a $5,000 monthly 

income. 

• Future house payment, plus other debt payments: $2,500 

• Monthly estimated income taxes: $1,000 

• Monthly estimated utilities at $0.14 per square foot: $280 

This leaves a residual income calculation of $1,220.  Now, compare that residual income to VA residual 

income requirements for a family of four: 

• Northeast Region: $1,025 

• Midwest Region: $1,003 
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• South Region: $1,003 

• West Region: $1,157 

The borrower in our example exceeds VA’s residual income standards in all parts of the country. Therefore, 

despite the borrower’s debt-to-income ratio of 50 percent, the borrower could get approved for a VA loan, 

if it applied. 

Qualifying with part-time income 

You can qualify for this type of financing even if you have a part-time job or multiple jobs.  You must show 

a 2-year history of making consistent part-time income, and stability in the number of hours worked. The 

lender will make sure any income received appears stable. 

Getting a VA Loan even if you’ve been turned down on other loans 

You can get a VA loan even if you’ve been denied for other financing. Because the VA loan offers such 

flexible guidelines, you might be able to qualify even if you’ve been turned down for another type of home 

loan, including the FHA loan, a Conventional 97 mortgage, or some other type of credit. 

About the VA funding fee 

The VA charges an up-front fee to defray the costs of the program and make it sustainable for the future.  

Veterans pay a lump sum that varies depending on the loan purpose, the veteran’s military experience, and 

down payment amount.  The fee is normally wrapped into the loan; it does not add to the cash needed to 

close the loan. 
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Home purchase: 

Type of Military Service Down Payment Fee for First-Time Use Fee for Subsequent Use 

Active Duty, Reserves, and 

National Guard 

None 2.3% 3.6% 

5% or more 1.65% 1.65% 

10% or more 1.4% 1.4% 

Other transactions: 

Type of military service, loan use Loan assumption Streamline refinance 
(IRRRL) Manufactured home  

All military, first-time and subsequent 

use 
0.5% 0.5% 1.0%  

 

Note that not all veterans pay the funding fee. Veterans receiving compensation for a service-connected 

disability are exempt, as are surviving spouses of veterans killed or missing in action. 

About 2020 VA loan limits 

Starting in January 2020, VA loan limits will be repealed, thanks to the Blue Water Navy Vietnam Veterans 

Act of 2019.  There will be no maximum amount for which a home buyer can receive a VA loan after that 

date, at least as far as VA is concerned.  However, lenders may set their own limits, so check with your lender 

if you are looking for a VA loan above local conforming loan limits. 

Buying a multi-unit home with a VA loan 

VA loans allow you to buy a duplex, triplex, or four-plex with 100% financing. You must live in one of the 

units.  Buying a home with more than one unit can be challenging. Mortgage lenders consider these 

properties riskier to finance than tradition single-family residences, or SFRs, so you’ll need to be a stronger 

borrower.  VA underwriters must make sure that you will have enough emergency savings, or reserves, 

after closing on your house. That’s to ensure you’ll have money to pay your mortgage even if a tenant fails 

to pay rent or moves out.  The minimum needed after closing is six months of mortgage payments (covering 
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principal, interest, taxes, and insurance – PITI).  Your lender will also want to know about previous landlord 

experience you’ve had, or any experience with property maintenance or renting.  If you don’t have any, you 

may be able to sidestep that issue by hiring a property management company, but that’s really up to the 

individual lender. 

Your lender will look at the income (or potential income) of the rental units, using either existing rental 

agreements or an appraiser’s opinion of what the units should fetch. They’ll usually take 75 percent of that 

amount to offset your mortgage payment when calculating your monthly expenses. 

Buying a condo with a VA loan 

The VA maintains a list of approved condo projects within which you may purchase a unit with a VA loan.  

At VA’s website, you can search for the thousands of approved condominium complexes across the U.S.  If 

you are VA-eligible and in the market for a condo, make sure the unit you’re interested in is approved. As 

a buyer, you are probably not able to get the complex approved. That’s up to the management company or 

homeowner’s association.  If a condo you like is not approved, you must use other financing like an FHA or 

conventional loan or find another property. [Note that the condo must meet FHA or conventional 

guidelines if you want to use those types of financing.] 

The VA provides mortgage protection to veterans 

The U.S. Department of Veterans Affairs, or VA, provides home retention assistance. They intervene when 

a veteran is having trouble making their home payments. The VA works with loan servicers to offer options 

to the veteran other than foreclosure. 

Each year, VA publishes benefit insights in its Home Loan Guaranty report. In fiscal year 2015, VA made 

over half a million contact actions to reach borrowers and loan servicers. The intent was to work out a 

mutually agreeable repayment option for both parties.  More than 90,000 veteran homeowners avoided 

foreclosure in 2015 alone thanks to this effort. More than three hundred thousand current and former 

service members have kept their homes since 2012.  The initiative has saved the taxpayer an estimated $10 

billion.  More important, vast numbers of veterans got another chance at homeownership.  But note that 

foreclosure avoidance efforts by the VA do not go unrecognized by banks! 

The VA loan is viewed as one of the lowest-risk mortgage types available on the market. This safety allows 

banks to lend to veteran borrowers at extremely low rates.  VA rates are more than 25 basis points (0.25%) 

lower than conventional rates on average, according to data collected by mortgage software company Ellie 

Mae.  Most loan programs require higher down payment and credit scores than does the VA home loan. In 
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the open market, a VA loan should carry a higher rate due to more lenient lending guidelines and higher 

perceived risk.  Yet the result of the Veterans Affairs efforts to keep veterans in their homes means lower 

risk for banks and lower borrowing costs for eligible veterans. 

Are VA loans right for you? Not always 

The following are reasons you might choose financing other than VA. 

1. You Have Good Credit and 20 Percent Down - A primary advantage to VA home loans is the lack of a 

mortgage insurance requirement.  However, the VA guarantee does not come free of charge. Borrowers pay 

an upfront funding fee, which they usually choose to add to their loan amount.  The fee ranges from 1.4 to 

3.6 percent, depending on the down payment percentage and whether the home buyer has previously used 

his or her VA mortgage eligibility.  The most common fee is 2.3 percent.  On a $200,000 purchase, it equals 

$4,600. However, buyers who choose a conventional (non-government-backed) mortgage, and put 20 

percent down, avoid mortgage insurance and the upfront fee. For these military home buyers, the VA 

funding fee might be an unnecessary expense.  [The exception: Mortgage applicants whose credit rating or 

income meets VA guidelines but not those of conventional mortgages may still opt for VA.] 

2. You Landed on the “CAIVRS” List - To qualify for a VA loan, you must prove that you have made good 

on previous government-backed debts and that you have paid taxes.  The Credit Alert Verification 

Reporting System, or “CAIVRS,” is a database of consumers who have defaulted on government 

obligations. These individuals are not eligible for a VA home loan. 

3. You Have A Non-Veteran Co-Borrower - Veterans often apply to buy a home with a non-veteran who is 

not their spouse. This is okay. However, it might not be their best choice.  As the veteran, your income must 

cover your half of the loan payment.  The non-veteran’s income cannot be used to compensate for the 

veteran’s insufficient income.  Plus, when a non-veteran owns half the loan, the VA only guarantees half 

that amount. The lender will require a 12.5 percent down payment for the non-guaranteed portion.  The 

Conventional 97 mortgage, on the other hand, allows down payments as low as three percent. Another low-

down payment mortgage option is the FHA home loan, for which 3.5 percent down is acceptable.  The 

USDA home loan is another option that requires zero down payment and offers VA-similar rates. The 

property must be within USDA-eligible areas, but there is no requirement for any applicant to have military 

experience.  If you plan to borrow with a non-veteran, one of these loan types might be your better choice. 

4. You Apply with Your Credit-Challenged Spouse - In community property states, VA lenders must 

consider the credit rating and financial obligations of your spouse. This rule applies even if he or she will 

not be on the home’s title or even on the mortgage.  Such states include Texas.  A spouse with less-than-
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perfect credit or who owes alimony, child support, or other maintenance can make your VA approval more 

challenging.  Apply for a conventional loan if you qualify for the mortgage by yourself. The spouse’s 

financial history and status need not be considered if he or she is not on the loan application. 

5. You Want to Buy Vacation or Investment Property - The purpose of VA financing is to help veterans and 

active service members buy and live in their own home. They are not meant to build real estate portfolios.  

These loans are for primary residences only, so if you want a ski cabin or rental, you’ll have to get a 

conventional loan. 

6. You Want to Purchase a High-End Home - Starting January 2020, there are no limits to the size of 

mortgage a lender can approve. However, lenders may establish their own limits for VA loans, so check 

with your lender before applying for a large VA loan. 

Getting a VA loan as a surviving spouse 

What if the service member passes away before he or she uses the benefit?  Eligibility passes to an un-

remarried spouse, in many cases.  For the surviving spouse to be eligible, the deceased serviceperson must 

have: 

• Died in the line of duty 

• Passed away as a result of a service-connected disability 

• Been missing in action, or a prisoner of war, for at least 90 days 

• Been a totally disabled veteran for at least 10 years prior to death, and died from any cause 

Also eligible are remarried spouses who married after the age of 57, on or after December 16, 2003.  In these 

cases, the surviving spouse can use VA loan eligibility to buy a home with zero down payment, just as the 

veteran would have.  These spouses have an additional benefit, however. They are exempt from the VA 

funding fee. As a result, their loan balance and monthly payment will be lower. 

Surviving spouses are also eligible for a VA streamline refinance when they meet the following guidelines: 

1. The surviving spouse was married to the veteran at the time of death, and 

2. The surviving spouse was on the original VA loan 
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A VA streamline refinance is typically not available when the deceased veteran was the only one of the 

original VA loan, even if he or she got married after buying the home.  In this case, the surviving spouse 

would need to qualify for a non-VA refinance, or a VA cash-out loan.  A cash-out mortgage through VA 

requires the spouse to meet home purchase eligibility requirements. If this is the case, the surviving spouse 

can tap into the home’s equity to raise cash for any purpose, or even pay off an FHA or conventional loan 

to eliminate mortgage insurance. 

Qualifying if you receive (or pay) child support/alimony 

Buying a home after a divorce is no easy task.  If, prior to your divorce, you lived in a two-income household, 

you now have less spending power and a reduced monthly income for purposes of your VA home loan 

application.  With less income, it can be harder to meet the VA Home Loan Guaranty’s debt-to-income 

(DTI) guidelines; and, the VA residual income requirement for your area.  Receiving alimony or child 

support can counter-act a loss of income.  Mortgage lenders will not require you to provide information 

about your divorce agreement’s alimony or child support terms, but if you’re willing to disclose, it can count 

toward qualifying for a home loan.  Different approved-VA lenders will treat alimony and child support 

income differently.  Typically, you will be asked to provide a copy of your divorce settlement or other court 

paperwork to support the alimony and child support payments.  Lenders will then want to see that the 

payments are stable, reliable, and likely to continue for another 36 months, at least.  You may also be asked 

to show proof that alimony and child support payments have been made in the past reliably, so that the 

lender may use the income as part of your VA loan application.  If you are the payor of alimony and child 

support payments, your debt-to-income ratio cane harmed. Not only might you be losing the second 

income of your dual-income households, but you’re making additional payments which count against your 

outflows.  VA mortgage lenders make careful calculations with respect to such payments.  You can still get 

approved for a VA loan while making such payments — it’s just more difficult to show sufficient monthly 

income. 

How to assume (take on) another person’s VA loan 

When you assume a mortgage loan, you take over the current homeowner’s monthly payment. 
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VA loan assumption savings 

Buying a home via an assumable mortgage loan is even more appealing when interest rates are on the rise.  

As an example, say a seller-financed $200,000 for their home in 2013 at an interest rate of 3.25 percent on a 

30-year fixed loan.  Using this scenario, their principal and interest payment would be $898 per month.  

Let’s assume current 30-year fixed rates averaged 4.10 percent.  If you financed $200,000 at 4.10 percent for 

a 30-year term, your monthly principal and interest payment would be $966.  Additionally, because the 

seller has already paid four years into the loan, they’ve already paid nearly $25,000 in interest on the loan.  

By assuming the loan, you would save $34,560 over the 30-year loan due to the difference in interest rates. 

You would also save roughly $25,000 thanks to the interest already paid by the sellers.  That comes out to a 

total savings of almost $60,000! 

How to assume a VA loan 

There are currently two ways to assume a VA loan: 

1. The new buyer is a qualified veteran who “substitutes” his or her VA eligibility for the eligibility of 

the seller, or 

2. The new home buyer qualifies through VA standards for the mortgage payment. [This is the safest 

method for the seller as it allows their loan to be assumed knowing that the new buyer is responsible 

for the loan, and the seller is no longer responsible for the loan.] 

The lender and/or the VA needs to approve a loan assumption.  Loans serviced by a lender with automatic 

authority may process assumptions without sending them to a VA Regional Loan Center.  For lenders 

without automatic authority, the loan must be sent to the appropriate VA Regional Loan Center for 

approval. This process will typically take several weeks.  When VA loans are assumed, it’s the servicer’s 

responsibility to make sure the homeowner assuming the property meets both VA and lender 

requirements. 

Requirements 

For a VA mortgage assumption to take place, the following conditions must be met: 

• The existing loan must be current. If not, any past due amounts must be paid at or before closing. 

• The buyer must qualify based on VA credit and income standards. 
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• The buyer must assume all mortgage obligations, including repayment to the VA if the loan goes 

into default. 

• The original owner or new owner must pay a funding fee of 0.5 percent of the existing principal 

loan balance. 

• A processing fee must be paid in advance, including a reasonable estimate for the cost of the credit 

report. 

Finding assumable VA loans 

There are several ways for home buyers to find an assumable VA loan.  Believe it or not, print media is still 

alive and well. Some home sellers advertise their assumable home for sale in the newspaper, or in a local 

real estate publication.  There are a number of online resources for finding assumable mortgage loans.  

Websites like TakeList.com and Zumption.com give homeowners a way to showcase their properties to 

home buyers looking to assume a loan.  With the help of the Multiple Listing Service (MLS), real estate 

agents remain a great resource for home buyers.  This applies to home buyers specifically searching for 

assumable VA loans as well. 
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USDA LOANS 

USDA loans are mortgages backed the U.S. Department of Agriculture as part of its USDA Rural 

Development Guaranteed Housing Loan program. USDA loans are available to home buyers with low-to-

average income for their area, offer 100% financing with reduced mortgage insurance premiums, and 

feature below-market mortgage rates.  USDA home loans are putting people in homes who never thought 

they could do anything but rent. 

About the USDA / Rural Housing Mortgage 

What is a Rural Development loan? For eligible suburban and rural home buyers, it’s a 100%, no-money-

down mortgage loan backed by the U.S. Department of Agriculture (USDA).  [The Rural Development 

loan’s full name is the USDA Rural Development Guaranteed Housing Loan. However, the program is 

more commonly known as a USDA loan.  The Rural Development loans is also sometimes called a “Section 

502” loan, which is referring to section 502(h) of the Housing Act of 1949, which makes the program 

possible.] 

The good news is that the USDA loan is widely-available.  97 percent of the geographic United States is in 

USDA loan-eligible territory.  Yet, if you’re like most U.S. consumers, it’s a program you’ve only just learned 

about.  This is because the USDA loan program wasn’t launched until the 1990s and only recently was 

updated and adjusted to appeal to rural and suburban buyers nationwide.  Most lenders don’t even list the 

USDA loan on their menu. 

Using a USDA loan, buyers can finance 100% of a home’s purchase price while getting access to better-

than-average mortgage rates. This is because USDA mortgage rates are discounted as compared to rates 

with other low-down payment loans.  Beyond that, USDA loans aren’t all that “strange.”  The repayment 

schedule doesn’t feature a “balloon” or anything non-standard; the closing costs are ordinary; and, 

prepayment penalties never apply.  The two areas where USDA loans are different is with respect to loan 

type and down payment amount.  With a USDA loan, you don’t have to make a down payment; and you’re 

required to take a fixed rate loan.  ARMs aren’t available via the USDA rural loan program. 

Rural loans can be used by first-time buyers and repeat home buyers alike.  Homeowner counseling is not 

required to use the USDA program.  
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USDA Loans Require Mortgage Insurance (MI) 

The Rural Housing Loan program is a product of the U.S. Department of Agriculture.  The program is 

partially self-funded. Similar to the Federal Housing Administration’s FHA mortgage, the USDA uses 

homeowner-paid mortgage insurance premiums to keep the USDA home loan program going. 

As of October 1, 2016, USDA has lowered its mortgage insurance costs for both the upfront and monthly 

fees.  The current USDA mortgage insurance rates are: 

• For purchases, 1.00% upfront fee paid at closing, based on the loan size 

• For refinances, 1.00% upfront fee paid at closing, based on the loan size 

• For all loans, 0.35% annual fee, based on the remaining principal balance 

As a real-life example:  A homebuyer with a $100,000 loan size in Lockhart, Texas, would be required to 

make a $1,000 upfront mortgage insurance premium payment at closing, plus a monthly $29.17 payment 

for mortgage insurance. 

USDA upfront mortgage insurance is not paid as cash. It’s added to your loan balance for you.  USDA 

mortgage insurance rates are lower than those for comparable FHA loans or conventional ones.  FHA 

mortgage insurance premiums include a 1.75% upfront mortgage insurance premium, and 0.85% in MIP 

annually, and conventional loan private mortgage insurance (PMI) premiums — even via the 3%-down 

HomeReady™ program — can range above one percent annually.  With USDA loans, then, mortgage 

insurance premiums are just a fraction of what you’d typically pay.  Even better, USDA mortgage rates are 

low.  USDA mortgage rates are often the lowest among FHA mortgage rates, VA mortgage rates, and 

conventional loan mortgage rates — especially when buyers are making a small or minimum down 

payment.  For a buyer with average credit scores, USDA mortgage rates can be 100 basis points (1.00%) or 

more below the rates of a comparable conventional loan.  Lower rates mean lower payments, which is why 

USDA loans can be extremely affordable.  

Are USDA mortgage rates good? 

USDA loan rates are often lower than comparable conventional 30-year fixed mortgage rates. Plus, because 

mortgage insurance rates are lower, with your small down payment, USDA loans can often be a better deal 

as compared to FHA loans or conventional loans. 
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When mortgage rates fall, can I refinance my USDA mortgage? 

Yes, USDA loans are eligible for refinance. The USDA Streamline Refinance Program waives income and 

credit verification so closings can happen quickly. Home appraisals aren’t required, either. 

Why does the USDA offer the Rural Development loan? 

The USDA Rural Development loan is meant to help households of modest means get access to housing 

and mortgage loans in some of the less densely populated parts of the country. By enabling 

homeownership, the USDA helps to create stable communities for households of all sizes. 

How do I check if my home eligible for a USDA loan? 

With the USDA Rural Housing Program, your home must be located in a rural area.  However, the USDA’s 

definition of “rural” is liberal.   Many small towns meet the “rural” requirements of the agency, as do 

suburbs and exurbs of most major U.S. cities.  97% of the United States is USDA loan-eligible. Only 3% is 

ineligible. 

How can I find if my area is USDA-eligible? 

The website of the U.S. Department of Agriculture lists eligible USDA communities by census tract. You 

are required to provide a home’s exact address. The website will show whether that home meets program 

guidelines. 

What is the USDA program’s minimum down payment? 

The USDA has no down payment requirement. You can finance 100% with a USDA loan. 

Is there mortgage insurance (MI) on a USDA loan? 

USDA loans require mortgage insurance (MI) to be paid. As of December 4, 2019, USDA mortgage 

insurance premiums include a 1.00 percent upfront fee, which is added to your loan balance at closing; and, 

an annual fee of 0.35%, which is added to your payment monthly. 

What’s the maximum USDA mortgage loan size? 

There is no maximum loan size for the USDA loan program. The amount you can borrow is limited by your 

household’s debt-to-income.  The USDA typically limits debt-to-income ratios to 41%, except when the 

borrower has a credit score over 660, stable employment, or can show a demonstrated ability to save. 
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Is the USDA loan program limited to first-time buyers? 

No, the USDA Rural Housing Program can be used by first-time buyers and repeat buyers. 

Can I finance the Upfront Mortgage Insurance into my mortgage? 

Yes, the USDA will let you finance your Upfront Mortgage Insurance payment into your loan size.  For 

example, if you bought a home for $100,000 and borrowed the full $100,000 from your lender, your Upfront 

Mortgage Insurance would be $1,000. You could then raise your loan size to $101,000. 

Where can I find a USDA loan lender? 

The U.S. Department of Agriculture website maintains a list of lenders in the Rural Housing Program. Visit 

its website to search for a lender, or just skip to the rate quote. 

What are the USDA loan term options?  

The Rural Housing loan is available as a 30-year fixed rate mortgage or a 15-year fixed-rate mortgage only. 

There is no adjustable-rate mortgage (ARM) program available via the USDA. 

How much are the closing costs for a USDA mortgage? 

Closing costs vary by lender and location. For example, some lenders have high origination charges. Others 

do not. The same is true for state and local governments. Costs are high in some states and low in others.  

Because closing costs vary, be sure shop around to find the most suitable combination of low mortgage rates 

and low costs. 

I can’t afford closing costs. Can I get a gift for my closing costs? 

Yes, USDA loans allow gifts from family members and non-family members. 

I negotiated to have the seller pay my closing costs. Is that allowed? 

Yes, the USDA Rural Housing Program allows sellers to pay closing costs for buyers. This is known as 

“Seller Concessions.”  Seller concessions may include all or part of a purchase’s state and local government 

fees, lender costs, title charges, and any number of home and pest inspections. 

Can I use the USDA loan for a vacation home? 

The USDA loan cannot be used for a vacation home, it is for primary residences only. 
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Can I use the USDA loan for an investment property? 

The USDA loan cannot be used for an investment property, it is for primary residences only. 

Is there a minimum credit score for the USDA loan program? 

On December 1, 2014, USDA implemented a minimum score of 640. Before that date, USDA set no 

minimum score for the program. However, most lenders did. When USDA implemented an official credit 

score minimum, it did not exclude very many additional buyers.  If you are without a credit score, your 

lender may accept “alternate” tradelines to establish a credit history. 

I recently went back to work. How long until I am USDA-eligible? 

If you are a W-2 employee, you are eligible for USDA financing immediately; you don’t need a job history. 

If you have less than 2 years in a job, however, you may not be able to use your bonus income for 

qualification purposes. 

I am self-employed. Can I use the USDA loan program? 

Yes, self-employed persons can use the USDA Rural Housing Program.  If you are self-employed and want 

to use USDA financing, as with FHA and conventional financing, you will be asked to provide 2 years of 

federal tax returns to verify your self-employment income. 

Can I do a “cash out” refinance with the USDA program? 

No, the USDA Rural Housing Program is for purchases and rate-and-term refinances only. 

Can I use the USDA loan program for my working farm? 

No, the Rural Housing Program is for residential property. 

Can I use the USDA loan program for a new construction home? 

Yes, the USDA loan program can be used for newly-built homes and other new construction. 

Can I use the USDA loan program to make repairs and improvements to an existing home? 

Yes, the USDA loan program can be used to make eligible repairs and improvements to a home. This may 

include replacing windows or appliances; preparing a site with trees, walks, and driveways; drawing fixed 

broadband service to the home; and, connecting water, sewer, electricity, and gas. 
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Can I use the USDA loan program to make a home accessible to persons with physical handicaps? 

Yes, the USDA loan program can be used to permanently install equipment to assist household members 

with physical disabilities. 

Do I have to escrow my taxes and insurance with a USDA mortgage? 

Yes, USDA mortgages require borrowers to escrow taxes and hazard insurance with a lender. You may not 

pay your real estate taxes or annual homeowners insurance separately. 

Can I use the USDA loan program to make energy-efficiency improvements to a home? 

Yes, the USDA loan program can be used to purchase and install materials meant to improve a home’s 

energy efficiency, including windows, roofing, and solar panels. 
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CONVENTIONAL LOANS 

Conventional loans are growing in popularity thanks to low rates and increasingly flexible guidelines.  A 

conventional loan is one that is not formally backed by any government entity such as FHA, VA, and USDA. 

Rather, it is a loan that follows guidelines set by Fannie Mac and Freddie Mae, two agencies that help 

standardize mortgage lending in the U.S.  Conventional loans are also known as conforming loans because 

they “conform” to Fannie Mae and Freddie Mac standards.  Does the lack of government backing make 

conventional loans less desirable? Hardly.  While a conventional mortgage appeals to a wide demographic, 

it’s especially good for first-time borrowers with decent credit and some amount of down payment.  These 

loans often have requirements for a higher down payment of 20% of the market value or more, unless 
private mortgage insurance is to be paid by the borrower.  On these loans, interest rates, loan-to-value 

ratio, and amortization periods are usually negotiable.  A good rule of thumb is that the lower the down 

payment and the longer the amortization period, the greater the interest rate. 

What are conventional mortgage advantages? 

Like most loans, you have an option about how long you will be paying your mortgage.  Conventional loans 

come in 15, 20, 25, and thirty-year terms.  Some lenders even offer 10-year conventional loans.  The shorter 

your loan term, the higher your monthly payment.  Fortunately, a loan term of 30 years still comes with low 

fixed interest payments that help home buyers budget and cover the other costs of home ownership. 

Conventional loans are also a smart choice for those who know they won’t remain in their house long and 

want a shorter-term, adjustable-rate mortgage.  This option comes with a lower interest rate than that of a 

fixed-rate loan.  Adjustable rates are in fact fixed, but only for a period of time – usually 3, 5 or 7 years. 

During that initial “teaser” period, the homeowner pays ultra-low interest and can save thousands.  Today’s 

home buyers often choose a 5-year ARM or 7-year ARM. These loans can provide thousands in savings 

while giving the home buyer enough time to refinance into a fixed-rate loan, sell the home, or pay off the 

mortgage entirely.  The catch here is that if they don’t sell at the end of the loan’s life, the rate adjusts — 

maybe down, but also maybe up. It’s a gamble that they should discuss with their lender and financial 

advisor. 

Another advantage to conventional loans is the lack of an upfront mortgage insurance fee, even if the buyer 

puts less than 20 percent down.  FHA loans, plus USDA mortgages and even VA loans require an upfront 

“funding fee” usually between 1% and 4% of the loan amount.  Conventional loans are actually the least 

restrictive of all loan types, in some respects.  Conventional loans only require a monthly mortgage 
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insurance fee, and only when the homeowner puts down less than 20 percent.  Plus, that mortgage 

insurance cost is often lower than that of government-backed loans. 

USDA loans require the property purchased to be in a designated rural area.  This is fine for those who live 

and work in suburban and rural locations.  However, for those in major cities, a USDA-eligible home could 

extend commuting distance beyond what is reasonable. 

VA loans are exclusive to current and former military service members. They offer a lot of benefits, like 

zero down payment and no monthly mortgage insurance. But they are not available to the general 

population. 

FHA loans are a powerful home buying tool, but can come with high upfront and monthly mortgage 

insurance fees that are payable for the life of the loan — up to 30 years. The only way to cancel FHA 

mortgage insurance is to refinance out of the FHA loan. This can incur additional costs. 

First-time and repeat buyers can land a good value when they choose a conventional loan for their home 

purchase. And, more buyers qualify for this loan than you might expect. 

Today’s conventional loan rates 

Conventional loans come with low rates that make home buying affordable.  Rates are based on mortgage 

backed securities (MBS) which are traded just like stocks.  And like the stocks, conventional loan rates 

change daily, and throughout the day.  What’s the best way to secure a low rate?  Watch market movements 

so you know a good rate when you see one.  Conventional loan rates can drop — or rise — quickly when 

financial news hits the market.  For instance, if the Federal Reserve decides to cut its benchmark rate, 

conventional loan rates could fall, too.  Rates for 30-year fixed conventional loans have remained below 

4.5% for some time, and rates are not expected to rise above that level in the near future.  Still, the lowest 

rates are available to those who are ready to lock in when rates drop. 

Locking a rate is available to any approved applicant who has selected a property to buy.  It pays to get at 

least three written quotes from different lenders, no matter which loan length or conventional loan type 

you choose. According to one government study, applicants who shopped around receive rates up to 0.50% 

lower than non-shopping home buyers. 

Conventional loan rates are heavily based on credit score, more so than rates for FHA loans. Fannie Mae 

and Freddie Mac publish Loan Level Price Adjustments which increase interest rates for lower-credit-score 

buyers. This is why an FHA loan is often more suitable for these applicants.  For instance, a home buyer 
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with a 740 score and 20% down will be offered about 0.50% lower rate than a buyer with a 640 score.  It’s 

important to get a personalized rate quote. Published rate averages are often based on the “perfect” 

applicant — one with great credit and a large down payment.  Your rate might be higher or lower.  Get a 

conventional rate quote based on your information, not on that of an average buyer. 

How do you qualify for a conventional loan? 

Conventional loans have a reputation of being too hard to qualify for.  That’s not the case.  Elements of 

approval are the same as those for “easy” government-backed loans: you need to prove you make enough 

money, that your income is expected to continue, you have enough assets to cover the down payment, plus 

you have an adequate credit history.  But it is true that lenders set a higher bar for conventional loan 

applicants than for other applicants — FHA buyers, for instance.  Conventional loans do not come with an 

implicit government guarantee that repays the lender if the buyer fails to do so.  That comes with higher 

risk for — and therefore higher standards from — the lender.  Still, home buyers shouldn’t be scared away 

and assume they can’t qualify.  Conventional loan qualification is not difficult for the average home buyer. 

Credit 

According to loan software company Ellie Mae, the average credit score for all applicants who successfully 

complete a mortgage is around 720.  This is plenty high to get approved for a conventional loan.  The 

minimum accepted score for most conventional loans is 620.  A slightly lower score may pass the credit-

score test, but necessitate a higher interest rate to compensate for the greater risk.  Applicants with lower 

credit may want to choose an FHA loan, which does not charge extra fees or higher rates for low credit 

scores. 

Income 

Above and beyond credit, approvals will be issued to applicants who can provide proof of earnings which 

may involve some or all of the following documentation: 

• 30 day’s pay stubs 

• 2 year’s W2s 

• 2 year’s tax returns if self-employed 

• An offer letter, if not yet started 
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• Proof of education for new graduates 

Most lenders require a two-year documentation to show a consistent earnings stream.  Maintenance, also 

termed alimony, can also be counted if documented in a divorce decree, along with the recurring method 

of payment such as automatic deposit.  Seasonal income is also accepted, again with proof in a tax return. 

Property 

The lender will likely insist that the house itself be a reasonable risk, documented by an appraisal that 

values the house at or above the selling price.  If not, use the appraisal as a bargaining chip to get the seller 

to come down in price.  The lender’s maximum loan amount is based on appraised value if it is lower than 

the purchase price.  This could leave the buyer to come up with extra cash, or choose another property. 

For instance, a home is offered at $200,000. But it appraises for $190,000.  The applicant must come up with 

his or her down payment plus an extra $10,000 to cover the shortfall.  Or, the seller can come down in price. 

Value isn’t the only thing to watch for when getting a convention loan appraisal. Sometimes, during an 

inspection the appraiser may require another professional’s opinion. If the appraiser sees water stains or a 

lot of leaky faucets, he may request a plumbing inspection. The seller may need to make improvements, 

which could delay a closing. 

However, conventional loans actually come with less strict appraisal and property requirements than do 

FHA, VA or USDA loans. This is another advantage to conventional: you can qualify for a home in slightly 

worse condition and plan to make the repairs after your loan is approved and you move in. 

Low down payment conventional options 

The amount of the borrower’s down payment can affect the interest rate and final loan costs.  Putting down 

a larger amount means that the monthly mortgage costs will be less.  A payment of at least 20 percent will 

eliminate mortgage insurance, a requirement of the FHA and USDA loans even with a large down payment. 
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Table of Low Down Payment Conventional Loans 

 

Requirements Description 

5% down with PMI (Conventional 95) One loan at 95% loan-to-value. PMI required. 

Conventional 97 3% down. No income limits. 

HomeReady™ 

3% down. Must be at or below the geographical 

area’s median income unless home is located in 

underserved area. 

90% loan One loan with 10% down. PMI required. 

Piggyback 80/10/10 
10% down, 10% second mortgage, and 80% 

conventional loan. No PMI required 

Home Possible Advantage 
3% down loan with income restrictions. Offered 

by Freddie Mac home lenders. 

Down Payment Gift 

Applicant may receive any percentage of the 

down payment as a gift from family or other 

eligible source. 

Many conventional loans are made with as little as 3 percent down. 

The HomeReadyTM mortgage program is one such option.  It allows non-borrowing members of the 

household help the actual loan applicant become approved.  Lenders will consider the income of mothers, 

fathers, extended family, and even that of non-married household members, even when they are not 

officially on the loan file. 

The Conventional 97, as the name suggests, allows home buyers to borrow ninety-seven percent of the 

home’s price. Unlike the HomeReadyTM option, these loans are available to applicants at any income level 

buying a home in any location. 

The drawback to a 3% down loan is that the interest rate may be higher to compensate for the smaller 

amount down.  Mortgage insurance may be more expensive as well, as compared to a five- or ten-percent 

down conventional loan. 
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The piggyback 80/10/10 loan option lets the applicant skip the full 20% down payment and mortgage 

insurance. The applicant applies for a first mortgage for eighty percent of the purchase price. 

Simultaneously, he or she opens a second mortgage, such as a home equity line of credit (HELOC) for 10% 

of the purchase price. Then, only ten percent down is required.  The lender allows the borrowed ten percent 

loan to “count” toward the applicant’s down payment. The amount down, then, is considered twenty 

percent in this case, removing the need for mortgage insurance altogether. 

A conventional loan borrower has the option to put anywhere from three to 20 percent down or more. Plus, 

a down payment gift can cover the entire amount down in some cases.  Check with your lender for gift and 

donor documentation requirements.  Without a gift, the applicant will need to verify a valid source of the 

down payment such as a savings or checking account.  Applicants can liquidate investment accounts and 

even use a 401k loan for the down payment.  Typically, home buyers will need to supply a 60-day history 

for any account from which down payment funds are taken. 

Mortgage insurance 

Private mortgage insurance, or PMI, is required for any conventional loan with less than a 20% down 

payment.  PMI rates vary considerably based on credit score and down payment.  For instance, one PMI 

company is quoting the following rates, as of the time of this writing, for a $250,000 loan amount and 5% 

down. 

• 740 credit score: $123 per month 

• 660 credit score: $295 per month 

And these are quotes for a 10% down payment: 

• 740 credit score: $85 per month 

• 660 credit score: $208 per month 

High PMI rates for lower credit scores prompt many buyers to use an FHA loan.  Unlike conventional loans, 

FHA loans do not charge higher mortgage insurance rates, even for applicants with very low scores. 

Another factor that might affect your PMI rate: the mortgage insurance company itself. Many PMI 

companies exist, and your company is usually chosen by your lender.  However, you do have some say in 

the choice. If you know a particular PMI company that offers the best deal, ask if your lender works with 
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them.  If not, the lender may be able to provide a similar offer from a different PMI provider, or you can 

choose a lender that works with your chosen mortgage insurance company. 

Loan limits 

Nationwide conventional loan limits stand at $510,400 for single family homes and go higher in many 

locations.  Home buyers who need a loan amount above the standard limit should check for the specific 

limit for their area. 

Debt-to-income ratio 

The potential buyer’s debt-to-income ratio also plays a factor since it, too, can reveal good or poor financial 

prudence.  When it comes to buying a house, lenders factor in all debt to determine the total mortgage 

payment, including the loan, home owner’s insurance, and real estate taxes.  Many lenders want this ratio 

to be less or equal to 36 percent of the borrower’s income.  But many lenders will issue loans up to a forty-

three percent debt-to-income ratio, the limit set by recent federal legislation.  With a good credit score, you 

can qualify for more house and a bigger payment than you probably think. 

Closing costs 

Closing costs will involve fees such as a lender’s origination fee plus vendor fees like the appraisal, title 

insurance, and credit reporting fees.  Sometimes, a lender or seller will pay all or some of these expenses 

depending on the strength of the market and desire to close the transaction.  Check whether your chosen 

lender offers lender credits, and make sure any seller contributions are within Fannie Mae and Freddie 

Mac guidelines.  Typically, sellers and other interested parties can contribute the following amounts, based 

on the home price and down payment amount: 

• Less than 10% down: three percent of the purchase price 

• 10 to 25% down: six percent of the purchase price 

• More than 25% down: nine percent of the purchase price 

When buying a rental or investment property, the seller can contribute only two percent with any down 

payment amount. 
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Popularity of Conventional Loans 

In today’s market, conventional mortgages account for more than half of all mortgage loans made; and, 

according to conventional mortgage guidelines, PMI is required when a borrower’s loan-to-value is above 

80% (excepting for the HARP mortgage refinance).  This is likely why buyers think you have to put 20% 

down on a home.  Conventional loans are the most prevalent of all loan types and PMI comes into play with 

down payments of less than twenty percent.  People seem to think PMI is a waste of money.  PMI is not a 

waste of money.  Because of PMI, renters can more easily transition into home ownership. PMI makes low-

down payment loans possible. 
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Jumbo Loan 

When you finance an expensive property, you need a jumbo mortgage.  In 2020, a jumbo mortgage is any 

home loan that exceeds $510,400.  That’s the cap for “conforming” loans backed by Fannie Mae and Freddie 

Mac.  In other words, jumbo loans are “non-conforming.”  And non-conforming mortgages play by their 

own rules. 

How jumbo home loans work 

When you finance expensive property, you need a jumbo mortgage.  You’ll have to play by different rules, 

because mortgages for high-priced homes are not standardized.  “Conforming loans” — those that conform 

to Fannie Mae or Freddie Mac loan limits — enjoy similar rules nationwide.  But many banks and lenders 

create proprietary programs for bigger loans.   

• Jumbo loans typically carry higher interest rates than conforming (conventional) mortgages.  

Adjustable rates, rather than fixed rates, are popular among high-loan-amount borrowers. 

• Jumbo rates can vary more widely from one lender to the next compared to standard mortgage 

rates. 

• Consider a “piggyback” mortgage to keep your first mortgage below conforming loan limits. This 

combination of a conforming first mortgage and a small second mortgage may save you money. 

If you do need a jumbo loan, it’s important to understand the ins and outs of this type of financing.  Jumping 

in unprepared could cost you. 

Jumbo mortgage financing: it’s back! 

During the mortgage crisis a few years ago, jumbo loans all but went away.  The ones that remained came 

with guidelines that were nearly impossible for homeowners to meet.  High down payments, high interest 

rates, and high credit standards made jumbo loans almost obsolete.  But as the real estate market steadily 

recovered, jumbo loans re-entered the lending landscape.  In fact, home buyers in the market for a larger 

loan may be pleasantly surprised to know that jumbo mortgage rates are nearly as low as conforming rates. 

Conforming rates vs jumbo mortgage rates 

Jumbo loans typically carry higher interest rates than conforming mortgages.  Jumbo mortgage rates are 

back, however, and they are looking good!  Not too long ago, conforming and jumbo rates ranged between 
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half a point to two full points.  These days, however, the spread between jumbo rates and conforming rates 

is minimal — about 1/10th of a percent, according to one national survey.  

Look at jumbo ARMs 

ARM rates can be over one percent lower than fixed-rate jumbo loans.  For borrowers with larger loans, 

ARMs are popular alternatives.  Bigger loan balances mean that a 1% difference in rate could mean $500-

per-month savings or more.  In addition, jumbo ARM rates can sometimes be lower than their conforming 

counterparts.  Many jumbo ARMs are not sold to investors, but are instead held by lenders on their own 

books.  These “portfolio” mortgages can be made according to whatever guidelines and pricing the lenders 

establish.  The market is much less homogeneous, and the smart shopper can often find a bargain with a 

lender trying to expand its market share or build up its pipeline.  Jumbo ARMs come with introductory 

periods in which their rates are fixed.  You can find loans fixed for three, five, seven, or ten years.  If you 

don’t keep your mortgage for more than the introductory period, you’ll never even have to deal with rate 

adjustments. 

Compare and shop jumbo mortgage rates 

Unlike conforming mortgage rates, which typically differ by .25 to .5 percent between competitors, jumbo 

mortgage rates can vary largely from one lender to the next.  Jumbo lenders can serve different markets — 

alternative documentation, non-prime, unorthodox properties, or borrowers with big down payments and 

perfect credit — and that affects the rates charged.  This means that when conforming mortgage rates are 

higher, jumbo rates don’t necessarily follow that the same path.  It definitely pays to shop and compare.  

Unlike smaller mortgage loans, a half percent difference in the interest rate on a $700,000 loan amount can 

add up over time: 

• $700,000 at 4.375% = $3,495 

• $700,000 at 4.875% = $3,704 

The difference between these two scenarios adds up quickly.  Over five years, $209 per month saves over 

$12,500! 
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When conforming loan rates are lower 

When conforming rates are significantly lower than jumbo rates, consider a piggyback mortgage. This 

combination of a conforming first mortgage and a small second mortgage may save you money.  In a 

piggyback, you take a second mortgage to cover the portion of the loan that is over your area’s conforming 

limit.  For example, you need a $600,000 loan.  Your area’s conforming limit is $550,000. You could take 

out a $550,000 first mortgage and a $50,000 second mortgage. 

 

Loan Type First Mortgage Second Mortgage Total Payment 

Piggyback $550,000 @ 5% $50,000 @ 6% 	$3,202 

Jumbo $600,000 @ 5.5% n/a 	$3,406 

In this case, the home buyer might choose a piggyback loan due to the $200-per-month savings. 

What are today’s jumbo mortgage rates? 

Today’s jumbo mortgage rates are at historic lows. In recent months, the average jumbo mortgage rate is 

on par with conforming rates.  If you are in the jumbo loan market, you should shop and compare all of 

your options before deciding which is best. 
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FHA 203k Loan 

An FHA 203k loan, (sometimes called a Rehab Loan or FHA Construction loan) allows you to finance not 

one, but two major items 1) the house itself, and; 2) needed/wanted repairs.  Because the lender tracks and 

verifies repairs, it is willing to approve a loan on a home it wouldn’t otherwise consider.  The loan addresses 

a common problem when buying a fixer home: lenders often don’t approve loans for homes in need of 

major repairs.  A home must meet certain safety and livability standards.  While some home buyers are 

handy enough to buy the house and fix it up themselves, if the home is too run down, you can’t get a loan 

in the first place.  The 203k lets you buy and fix up a house in one transaction, allowing the lender to approve 

the loan despite its initial condition.   

Who is Eligible? 

FHA’s flexibility makes 203k qualification drastically easier than for a typical construction loan. 

FICO: FHA allows credit scores down to 580, although some lenders might require a score of 620-640 to 

qualify for a 203k. Still, that’s much lower than the 720+ you would probably need for a conventional 

construction loan. 

Down Payment: FHA requires just a 3.5 percent down payment, based on the purchase price + total project 

cost. For instance: 

 Home price $200,000  

 Total project cost: $25,000 

 Down payment: $7,875 (3.5 percent of $225,000) 

You can receive 100 percent of your down payment requirement via a gift from family or approved non-

profit organization. 

Debt Payments and Income: Lenders will examine your debt-to-income ratio. This is the comparison of 

your income and debt payments. Typically, less than 43 percent of your income should go toward your 

proposed house payment plus all other debts. [That’s $430 in payments per $1,000 of before-tax income.]  

For example, if your income is $5,000 per month, your future house payment plus auto loan payments, 

student loan payments, and credit card bills shouldn’t exceed $2,150 per month. 
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Loan amount: You can borrow up to 110 percent of the property’s proposed future value, or the home price 

plus repair costs, whichever is less. But keep in mind that your total loan amount can’t be higher than your 

region’s FHA loan limits. 

Occupancy: You must plan to live in the property you are buying. If you plan to fix and flip, the 203k loan 

isn’t for you. 

Citizenship: All FHA loans are available to U.S. citizens and lawful permanent residents. Lenders will verify 

citizenship status at time of application. 

203k Loan Rates and Mortgage Insurance 

Mortgage rates are somewhat higher for FHA 203k loans. Expect to receive a rate about 0.75 percent to 1.00 

percent higher than for a standard FHA loan.  Still, base FHA rates are some of the lowest on the market, 

so 203k rates are competitive.  You’ll pay standard FHA mortgage insurance, which is typically 1.75 percent 

of the full loan amount upfront (rolled into the loan) and 0.85 percent yearly (broken into 12 equal monthly 

payments). On a $250,000 loan, that’s $4,375 upfront and $177 per month. 

What’s the Process? 

The process is like that of regular home buying, with some modifications: 

Apply → Get Approved → Find A Contractor → Get Bids → Close the loan → Complete Repairs → 

Move in 

Receiving a final approval involves lining up contractors and receiving bids, and some additional “hoops” 

to jump through.  But don’t get stressed. The 203k lender will drive the process and guide you through.  

Choose your projects: The first step is deciding which repairs you want to do.  The lender will require any 

safety or health hazards to be addressed first – things like mold, broken windows, lead-based paint, and 

missing handrails.   From there, choose which cosmetic items you want to take care of. For instance, say 

you want to replace appliances, add granite in the kitchen, and gut the bathroom.  Those are all acceptable 

projects for the loan. 

Choose your contractors: Once you’ve got your project list together, find contractors. The contractors must 

be licensed and insured, and typically have to be in full-time business. You can’t use buddies who do 

construction on the side, and you typically can’t do the work yourself unless you’re a contractor by 

profession.  Best results will come from super-experienced and professional remodeling firms that have 
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done at least one 203k renovation in the past. Remember: your entire project can be held up by one 

contractor that is unwilling to complete the necessary forms. You might even go so far as to write the 203k 

paperwork requirements into the contractor agreement. 

Get your bids: Once your contractor is “on board” with helping you complete your loan, get official bids. 

Make sure the bids aren’t “guesses.”  They must be completely accurate. The reason is that the lender will 

submit final bids to the appraiser, who builds the value of the work into the future value of the property, 

upon which your loan is based.  Changing bid dollar amounts later could incur additional appraisal costs 

and trigger re-approval with the lender. Again, make sure your contractor knows all this! 

Submit everything to the lender: By this point, the lender will have your income, asset, and credit report 

information.  Once it has all the required bid paperwork, your loan can go to “final approval.” 

Close the loan: You will sign final documents, and the house is officially yours. 

The contractor starts work: Once the loan is finalized, the contractors can start the work. Depending on the 

extent of the repairs, you may be able to move in at the same time.  For bigger projects, arrange to live 

somewhere else until work is complete.  You can finance up to six months of payments into your loan 

amount to allow room in your budget to do so. 

Move In And Enjoy: The work is complete, and you’re the owner of a beautiful new home. You’ve probably 

built a ton of equity in a short time, and you didn’t have to engage in a bidding war to buy your ideal home. 

What repairs can I do? 

There are two types of 203k loans. Which one you choose depends on the extent of the repair work. 

Limited 203k mortgage (formerly known as the 203k Streamline) 

This option allows you to do most cosmetic repair work. Things like kitchens and bathrooms.  The stated 

limit to costs is $35,000. However, an FHA 203k loan requires a “buffer” equal to 15 percent of the total bids. 

This buffer is called a contingency. It’s a “just in case” fund to cover cost overruns by your contractor. (If 

the contingency fund is not used, it is credited back to you). So, your “real” maximum repair job can cost 

around $31,000. 

[Starting January 2020, there is a $50,000 repair limit for the first 15,000 applicants buying homes in 

Qualified Opportunity Zones (QOZs).] 
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• Most non-structural, non-luxury items are acceptable: 

• Kitchen and bathroom remodels 

• Appliance replacement 

• Carpet and flooring 

• Roof replacement 

• Painting 

• Repairing safety and health issues 

• Energy-efficient improvements 

• And much more 

In short, you can’t do anything structural (move load-bearing walls, add rooms) or change the footprint of 

the home.  So why choose the Limited 203k option? Because more lenders offer it than the full 203k. And, 

it’s a much simpler process than the standard option. 

203k standard mortgage 

With this option, you can do just about anything you want to the home, except non-permanent changes or 

adding luxury amenities., such as: 

• Structural alterations 

• Convert a one-family home into a 2-, 3-, or 4-unit home, or vice versa 

• Connect to public sewer or water 

• Some larger landscaping projects 

• Improve accessibility for disabled persons 

• Move the house to a different site 



 
Michael S. Perez, J.D. 
REALTORâ & Sales Agent 
ABR, GRI, RENE, SFR. SRS 
michael.perez@remax.net 
  

www.ranchermike.com 

 
RE/MAX Freedom 

705 State Park Rd., Ste. 102 
Lockhart, TX 78644 

(512) 698-8829 (Cell) 

 

 44 

However, you cannot do certain things like minor landscaping, adding a luxury amenity like a tennis court, 

barbecue area, or swimming pool, or other projects that will take longer than 6 months.  In these cases, 

other options might be a better fit, such as getting a home equity loan after purchase, or other alternatives. 

Other Options 

There are several reasons that the FHA 203(k) might not be your best option. You may only need a few 

thousand dollars for minor work.  Your renovation might be too luxurious or pricy for FHA guidelines.  You 

might want to do the work yourself.  Or, you’d prefer a loan that doesn’t require mortgage insurance for 

life.  In that case, there are other loans, and at least one might be a better fit. 

• Home Equity Loan: Also called a second mortgage, these usually fixed-rate mortgages have higher 

interest rates, but cost less to originate and don’t require mortgage insurance.  They are great for 

projects requiring a large sum upfront.  The catch is that you need some home equity now, before 

you improve the property, because second mortgage lenders typically lend up to 90 percent of the 

as-is property value. 

• HELOC: The home equity line of credit is a good option when you need flexibility or don’t need to 

borrow a lot at once.  It usually has a variable interest rate, and you pay interest on the amounts you 

draw out.  You can repay and re-use it up to your limit.  Setup costs are low-to-none.  Like the second 

mortgage, you need some existing home equity to get a HELOC. 

• Fannie Mae’s HomeStyle® Mortgage:  This loan allows you to buy and rehab a home with just 5 

percent down. It does not require a 1.75 percent upfront mortgage insurance premium like FHA 

does.  And, if your credit is good, your monthly mortgage insurance is cheaper as well.  Finally, you 

get to cancel mortgage insurance once you have 22 percent home equity. 

 

 

 


