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FHA 203K 
Rehab | Remodel | Repair 
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What is an FHA 203K? 
FHA stands for Federal Housing Administration 
(FHA) and is part of the Department of 
Housing and Urban Development (HUD). FHA 
administers a number of single-family 
mortgage insurance programs. These 
programs are all operated through lending 
institutions approved by FHA. One of those 
programs, the FHA 203k loan, is used for the 
rehabilitation and repair of single-family 
properties. Single-family properties include 1-4 
units, condos, townhomes and PUD’s. 
 
HUD does not make direct loans to consumers 
(homebuyers or homeowners) but FHA loans 
are funded by approved 203k Lenders and are 
then insured by FHA. What makes the FHA 
203k Loan different? Most mortgage financing 
plans provide only permanent financing, in 
other words, lenders do not usually release 
funds to close unless the condition and value 
of the property are adequate enough to secure 
the loan. When it comes to rehabilitation, this 
means that the lender usually requires that 
improvements be made before a long-term 
mortgage is made. This is where the 203k loan 
comes into play because those improvements 
can now be made after the home loan 
mortgage closes.  
 
Summary 
Section 203(k) insures mortgages covering the 
purchase or refinancing and rehabilitation of a 
home that is at least a year old. A portion of the 
loan proceeds is used to pay the seller, or, if a 
refinance, to pay off the existing mortgage, and 
the remaining funds are placed in an escrow 
account and released as rehabilitation is 
completed. The cost of the rehabilitation must 
be at least $5,000, but the total value of the 
property must still fall within the FHA mortgage 
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limit for the area. The value of the property is 
determined by either (1) the value of the property 
before rehabilitation plus the cost of rehabilitation, or 
(2) 110 percent of the appraised value of the property 
after rehabilitation, whichever is less. 
 
FHA 203k Lenders 
Many lenders offer FHA loans but the list of Lenders 
who offer FHA 203K Loans is short. Your best bet is 
to find and work with an FHA 203k Lender who is 
knowledgeable and experienced to guide you 
through the process. An FHA 203k lender can also 
do Standard (regular) FHA loans without renovations 
so working with a 203k Specialist will allow you to 
have additional FHA financing options without having 
to start the process over again. 
 
FHA 203k Rates 
Rates in comparison to a Standard FHA loan without 
rehabilitation funds can typically range from a quarter 
percent (.25%) to a half percent (.5%) higher. If you 
take into consideration the advantages of having one 
loan to purchase or refinance with additional funds 
included for improvements with minimal down 
payment or equity it is quite attractive compared to 
any other alternative. 
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Before & After 
We know that purchasing a home is one of the 
most stressful things you’ll ever do. Purchasing a 
home with an FHA 203(k) loan can make it all the 
more stressful. That is why you need a 
consultant. Always Home maintains on staff a 
Florida HUD Certified 203(k) consultant, as well 
as Florida licensed home inspectors. Often it 
requires both to assess your situation. 
 
Prevent Time Delays 
Unless you were fortunate enough to find an FHA 
203(k) specialist you most likely have a Realtor or 
mortgage broker that is unfamiliar with the 203(k) 
program.  
 
Knowing what to expect and what is required will 
help you keep your team on track and help you 
prepare in advance for the steps necessary to 
efficiently process your application, If your real 
estate agent is unfamiliar with the program you 
may wish to share this handbook with them. 
 
1) Find a property and make an offer 
Locate a fixer-upper and execute a sales contract 
after completing a property feasibility study with 
your sales agent. The sales contract should state 
that you are seeking a 203(k) Loan and that the 
contract is contingent on loan approval. 

What i t is now 

What I t Can Be 
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2) Find an FHA approved lender 
You select an FHA approved 203(k) lender and 
arrange for a detailed proposal of the scope of 
work, including a detailed cost estimate on each 
project repair or improvement. 

 
3) Select an FHA approved 203(k) consultant 
There are a number of technical requirements to 
determine whether you will qualify under the 203(k) 
program and whether to use the streamline or 
regular program.  
 
It is strongly recommended that a Feasibility Study 
be prepared with your consultant to assist you in 
determine that you have met the requirements for 
your proposed program. If you are using the 
regular program the Consultant will need to 
prepare a Write-Up validating the costs to make 
the improvements. 
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FHA 203k Appraisal 
FHA 203k purchases and refinances both require 
an appraisal. Though here is a difference 
between a Standard FHA Appraisal and a 203k 
appraisal. A 203k appraisal will estimate the 
value of a property by including the 
improvements and project a “Future Value” of the 
property while a standard FHA appraisal doesn’t. 
 

FHA 203k Streamline Loan 
 The FHA 203k loan has two versions, the full 
version that allows for additions, conversions, 
structural alterations and pretty much all types of 
major work over $5,000. The Streamline loan can 
be used for minor improvements under $35,000. 
Do not assume that because you are under 
$35,000 in improvements costs that you will 
qualify for the Streamline Loan. Please discuss 
with your First Consultant first. 
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4) Select a home inspector 
Whether you are purchasing or refinancing your 
home it is recommended that you conduct a 
thorough home inspection by a licensed inspector. 
Always Home does provide this service and it is 
separate from the functions of a n FHA 203(k) 
consultants responsibilities. 
 
5) Select a contractor 
You will need a general contractor to prepare a 
scope of work with you and a detailed cost 
estimate in FHA format. More on selecting the 
contractor later. 
 
6) Estimates are calculated 
Your offer has been accepted and now the clock 
starts. Its time to get together with the contractor 
and FHA Consultant or both to go over the 
estimate of all the repairs, updates and rehab that 
will be done on the property.  If inspections have 
not been completed – do so now. These costs 
can be included in the cost estimate. 
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7) Appraise the property 
Having met with the contractor and consultant you 
now have a “contractor bid”, “work write up” or 
preferably both for your Streamline or Standard 
203k showing a complete breakdown & estimate 
on what the property improvements will be. With 
the write up available, the appraiser can now 
appraise the property by factoring current value 
within the proposed improvements to come up with 
the “after improved value”.  
 
8) Verifying the loan amount 
Your mortgage lender now has the appraisal with 
the improved value, the contractor cost estimates, 
the consultants work write-up and the down 
payment - now tour loan can be finalized. 
 
The sale price or current value is added together 
with all the improvements and the down payment 
is calculated based off the total amount with a 
minimum down payment of 3.5% or more. The 
loan amount cannot exceed the after improved 
value by more than 110% of the after improved 
value. 
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9) Loan is approved and closed 
You, the property and the improvements are 
approved and the loan closes for an amount that 
covers the purchase price or refinancing costs 
along with the improvement costs.  
 
The amount of the loan under the Regular 
Program will also include a contingency reserve of 
10% – 20% of the total remodeling costs and is 
used to cover any extra work not included in the 
original proposal. 
 
At closing the remodeling funds are placed in 
escrow to pay for the repairs and improvements 
during rehabilitation.  
 
10) Work begins on the improvements 
The mortgage payments and remodeling begin 
after the loan closes. You can decide to have up 
to 6 mortgage payments mortgage payments put 
into the cost of rehabilitation if the property is not 
going to be occupied during construction, but 
cannot exceed the length of time it is estimated to 
complete the project. 
 
11) Disbursement and payments 
Escrowed funds are released to the contractor 
during construction through a series of draw 
requests for completed work.  
 
To ensure completion of the job, under the 
standard program 10% of each draw is held back; 
this money is paid after the lender determines that 
there ill be no liens placed on the property. 
  
Your FHA Consultant is responsible for checking 
that the improvements have been made and 
authorizing the funds to be released from escrow 
to your contractor on each draw request and upon 
completion. 
 
If it's a 203(k) streamline there is only one 
inspection and two disbursements. One check for 
half the amount and the other check once the 
work and inspection is done.  
 

	  
Your	  FHA	  Consultant	  

	  
It is prudent to get an FHA 203(k) 
Consultant involved early in the 
process to expedite your 
application and ensure you are 
spending no more money than 
necessary. A Feasibility Study is 
not necessary but recommended to 
ensure your property is eligible and 
under which of the two available 
programs. 
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Eligible Properties 
	  
Whether you elect the Standard 203k or the 
Streamline you must satisfy the following criteria: 
 
• The property must be a one-to-four family 

dwelling that has been completed for at least 
one year.  

• The number of units on the site must be 
acceptable according to the provisions of local 
zoning requirements.  

• All newly constructed units must be attached to 
the existing dwelling.  

• Cooperative units are not eligible.  
• Homes that have been demolished, or will be 

razed as part of the rehabilitation work are 
eligible provided some of the existing 
foundation system remains in place. 

• Conversions to condos do not qualify 
• FHA approved condos are eligible for 

renovation with limitations; only areas of the 
property that are not responsibility of the condo 
association (the interior of the unit), can be 
renovated with the exception of installation for 
firewalls in the attic for the unit. 

• Manufactured homes built after June 15, 176 
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and have been affixed to a permanent 
foundation for over one year can be 
refurbished with this program. 

• “Mixed Use” Residential property – The floor 
space used for commercial purposes cannot 
exceed: 

§ 25% for one-story 
§ 33% for two-story 
§ 49% for three-story 

 
Commercial purposes may not affect the 
health and safety of the occupants. The 
renovation funds will only be used for the 
residential portion of the home and areas that 
grant access to the property, including 
exterior siding and roofs. 
 

Ineligible Repairs  
Luxury items and improvements that do not 
become a permanent part of the real property are 
not eligible as a cost rehabilitation. 
 
Some examples include: barbecue pits; 
bathhouses; dumbwaiters; exterior hot tubs, 
saunas, spas and whirlpool baths; outdoor 
fireplaces or hearths; photo murals; swimming 
pools; television antennas, satellite dishes, tennis 
courts and tree surgery.  
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Streamlined 203(k) 
	  
Streamlined 203(k) program is intended to 
facilitate uncomplicated rehabilitation and 
improvements to a home for which plans, 
consultants, engineers, and/or architects are not 
required. The maximum repair amount is $35,000, 
with no minimum requirement for repairs.  
 
Up to 50% of the estimated repair cost can be 
advanced for the cost of documented materials.  
 
Additional costs that may be financed into the total 
amount of the improvements include: inspection 
fees, building and other permits, the supplemental 
origination fee, title update fees and the 
contingency reserve. The total loan amount with 
any additional costs included must not exceed the 
$35,000 limit.  
 
The Streamlined 203(k) program can be used in 
conjunction with the Energy Efficient Mortgage 
(EEM). The EEM portion of the rehabilitation may 
exceed the $35,000 limit; however, all qualifying 
requirements and amount limitations under the 
EEM program must be met.  
 
Mortgage payments cannot be financed; therefore, 
the property must be habitable throughout the 
rehabilitation. 
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Eligible Repairs -Streamline 
• Repair/replacement of roofs, gutters and 

downspouts. 
• Repair/replacement/upgrade of existing 

HVAC, plumbing, and electrical systems. 
• Exterior and interior painting, including lead-

based paint stabilization or abatement. 
• Weatherization: storm windows and doors, 

insulation, and weather stripping. 
• Purchase and installation of appliances, 

including freestanding ranges, refrigerators, 
washers/dryers, dishwashers and microwaves. 

• Improvements of accessibility for persons with 
disabilities. 

• Repair, replacement or the addition of exterior 
decks, patios and porches. 

• Basement waterproofing or remodeling that do 
not involve structural repairs. 

• Window and door replacement and exterior 
sliding replacement. 

• Well or septic system repair or replacement 
 

Ineligible Improvements 
• Make rehabilitation remodeling, such that 

the relocation of a load bearing all. 
• New construction (including new room 

addition) 
• Repair of structural damage 
• Landscaping or similar site amenity, 

improvements, including a fence. 
• Any repair or improvement requiring work 

schedule longer than (6) months; or 
rehabilitation activities that require more 
than (2) payments per contractor.  

• Repairs requiring detailed drawings, plans 
or architectural exhibits or require a plan 
reviewer. 

• Result in work not started within 30 days 
after loan closing or cause the mortgagor 
to be displaced from the property for more 
than (30) thirty days during the time the 
rehabilitation work is being conducted. 
(FHA) anticipates that, in a typical case, 
the mortgagor would be able to occupy the 
property after the mortgage closing. 
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Energy Efficient Repairs  
The U.S. Department of Housing and Urban 
Development (HUD) requires that properties 
financed under this program meet certain basic 
energy-efficient and structural standards in 
compliance with HUD's Minimum Property 
Standards (24 CFR 200.926d and/or HUD 
Handbook 4905.1) and all local codes and 
ordinances.  
 

Energy Efficient Mortgage 
(EEM)  
The cost of the energy improvements and the 
estimate of the energy savings must be 
determined upon a physical inspection of the 
property by a Home Energy Rating System 
(HERS) or energy consultant. For a 203(k) loan, 
the entire cost of the HERS or energy consultant 
can be included in the mortgage.  
 
The estimate of the energy savings in new 
construction must be based upon a comparison of 
plans and specifications of the basic house with 
the additional energy-saving improvements. The 
additional energy-saving improvements to the 
basic house must comply with the most current 
FHA energy conservation standards. Presently, 
these standards are those of the 1992 CABO 
Model Energy Code (MEC).  
 
The energy inspection of the property must be 
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performed prior to completion of the work write-
up and cost estimate to ensure work items are 
not duplicated in the mortgage. After the 
appraisal is completed, the lender determines 
the amount that can be added to the mortgage 
costs of the energy improvements. 
 

Home Inspection 
A home inspection is always recommended and 
required on Real Estate owned properties, 
vacant properties and properties with repairs in 
excess of $15,000. The inspection needs to be 
within 90 days of the underwriting approval. 
 
Both Standard and Streamline 203(k) loans will 
undergo a review by the Underwriter to ensure 
the Home Inspection Report, Appraisal, and 
Contractor Bid all contain the same information 
of work and/or repairs to be completed without 
any discrepancies.  
 
For all Standard 203(k) loans, the Consultant’s 
Report is reviewed by the Underwriter against 
the Home Inspection Report, Appraisal, and 
Contractor Bid.  
 
All required repairs must be covered in the 
Contractor Bid and included in the Home 
Inspection Report, Appraisal and Scope of Work.  
	  
To help determine the scope of the work to 
be done use a HIUD FHA 203(k) Consultant. 
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Feasibility Study 
The following items are completed to assist in 
determining the existing indebtedness): 

• Rough cost estimate of the work 
• The extent of the rehabilitation work that is 

required. 
• The expected market value of the property 

after work completion. 
 
Your FHA Consultant should complete a Feasibility 
Study before an appraisal is ordered; your 
consultant’s write-up or architectural plans are 
prepared. 

 
Using Your HUD Consultant 
A HUD consultant is required when any of  
these following occur:  
 
• The total rehabilitation costs exceed $35,000, 

complications exist, and/or the improvements to 
the subject property require plans, engineers, 
and/or architects.  
 

• The Consultant evaluates the property to 

	  

Your	  HUD/FHA	  203(K)	  Consultant	  
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determine what is required to meet FHA 
minimum property standards while taking 
into consideration non-FHA required 
improvements the borrower would like to 
make.  
 

• The Consultant will ensure that the Property 
meets program guidelines and provides the 
Work Write-up and Repair Specifications of 
the work to be done.  
 

• The Consultant will have experience as a 
contractor and be thoroughly educated 
about FHA requirements, which add an 
extra layer of information and protection for 
all parties involved. 

 

Consultant Documents 
Although HUD approves your consultant, the 
following documents are also submitted to your 
lender: 
 

• Work write-up 
• Specifications of repairs 
• Master Draw list 
• Consultants Identity of interest 

 

Consultant Plan Review 
HUD Consultant can also act as a Plan 
Reviewer. A Plan Reviewer inspects the 
property and the plans as well as providing 
guidance without preparing the architectural 
exhibits.  
 
Before entering into purchase contract, it is 
encouraged to use a Plan Reviewer.  
Consultants should visit the property before the 
appraisal is ordered. The appraiser uses the 
Consultant's report(s) to determine the after-
improved value.  
 
Streamlined 203(k) loans do not require a HUD 
Consultant; however, all Contractors must be  



	  

	  

11	  

always home™  941.806.6880 | Fax: 888.662.9140 
1517 State Street, Suite 102  www.gotoalwayshome.com 
Sarasota, FL 34236   www.alwayshomeinspections.com  © 2015 Always Home, LLC 

        

1

Qualify your Contractor  
 
It is recommended that you obtain multiple 
contractor bids before selecting a single contractor.  
 
Your lender does its diligence to complete 
additional research on a contractor. To qualify your 
contractor with your lender, the following 
documents are customarily required:  
 
• Contractor Profile/Resume including: 

credentials, licensing information, work 
experience, type of work performed, and client 
references (as per ML 00-25).  

• Copy of the Contractor License: must not 
expire prior to the completion date of the 
project.  

• Liability Insurance: must not expire prior to the 
completion date of the project with coverage 
relative to the complexity of the project. Typical 
coverage is $1,000,000.  

• Signed "Information for Contractor• form or 
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equivalent to show the contractor's validation 
of the information regarding the 203(k) 
program.  

• Assets: must cover the material cost of 
repairs performed by the particular 
contractor. As a reminder, only the 
Streamlined 203(k) loan will be allowed an 
initial draw for documented materials	  up to 
50% of	  the total rehabilitation cost.	   
 

Contractor Bid  
The Contractor Bid should be in line with the 
current market labor and material costs.  
 
• If a Consultant is involved, the Contractor Bid 

must mirror the Consultant's Work Write-up 
and/or Specification of Repairs.  

• The bid must be written in an itemized line-
by-line format that breaks down labor and 
material costs.  

• The bid must include: the contractor's 
contact, license information and the subject 
property address.  

• A Plot Plan is required for the site that will 
have new additions and/or improvements 
made to the structure.  

• A Proposed Interior Plan of the dwelling is 
required to adequately display where the 
structural changes are contemplated, 
including any additions to the dwelling.  

• Collect Contractor Documents  
• W-9: To obtain the Contractor's taxpayer's 

identification number, all Contractors must 
complete this IRS form. If a General 
Contractor is used, then only the General 
Contractor will need to complete the required 
paperwork. 

• Homeowner/Contractor Agreement: All 
borrowers and contractors must complete this 
form. The written agreement states that the 
Contractor will complete the specified 
rehabilitation for the amount of the 'bid' (cost 
estimate) and within the allotted time frame.  
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What Happens after Closing?  
 
Your lender will mail you a a Welcome Package 
after closing.  The HUD Inspector or Consultant 
will visit the subject property to verify that the 
improvements are completed correctly and are 
up to par.  
 
Once executed documents are received, the 
typical turn time for draws is around 5 business 
days.  A check is sent out to the subject 
property if it is habitable, or mailing address if 
not, and addressed to both the Borrower and 
the Contractor.  
 
Renovation Periods  
Rehab must start within 30 days of closing and 
once started, must not stop for more than 30 
consecutive days.  
 
Reasonable progress must be made during the 
rehabilitation period, or the lender may consider 
the loan to be in default.  
 
The length of rehab cannot last longer than six 
months. If the project runs over six months, the 
homeowner must submit an extension request 
through the form of a letter, providing the 
explanation of delay and estimated date of 
completion. Extension requests are forwarded 
to HUD for approval. 
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Draws  
No initial draw is allowed on a Standard 203(k) 
loan. After closing, the consultant will provide a 
master draw request for up to five draws.  
Streamline 203(k) loans may have one initial 
draw for documented materials that are up to 
50% of the total rehabilitation amount and then 
one final draw at closing.  
 
Holdbacks  
A 10% holdback is required on each draw from 
the Rehabilitation Escrow Account. The total of 
all holdbacks may only be released after a final 
inspection of the rehabilitation with the issuance 
of the Final Release Notice. The lender, or its 
agent, may retain the holdback for a maximum of 
35 calendar days, or the time period required by 
law to file a lien (whichever is longer) to ensure 
that no mechanic's liens are placed on the 
property.  
  

Final Inspections  
The final inspection will require the Appraiser or 
HUD Consultant to inspect the property to 
ensure that all the required renovations were 
completed. The Appraiser or the HUD 
Consultant will issue the Final Inspection 
Certificate.  
 
At this time:  
Contractors will sign lien waivers.  All 
contingency reserves will be paid to reduce the 
principal. Final draw(s) will be paid to the 
contractor(s).  
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The Opportunity 
203k Loans provide a wonderful opportunity for 
homebuyers to be able to select a less expensive 
property that needs renovation, and then be able 
to afford to customize every design/rehab 
element.  There is no need to be intimidated by 
this process if you are working with a qualified 
and creative contractor. 
 
Here is your Checklist for How to Select the 
Right Contractor for the Job… 
 
Verify the Contractor can do the paperwork 
One of the most important aspects of successfully 
working with a contractor during a 203k loan will 
be to quickly assess their ability, format and 
response time for putting together a custom 
estimate that matches what the HUD inspector 
and 203k loan will require. These loans require 
extensive detail and line itemization of every 
proposed expense. They must have labor 
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estimated by hour for each task and outlined 
separately from materials. Materials must be 
detailed for each project item as well. Most 
contractors are used to simply providing a 
few line items on a single sheet that states 
one all-inclusive amount to renovate each 
room or project element. For a 203k 
estimate, the contractor will need to be 
familiar enough with HUD guidelines to have 
custom-created (on their own) an estimate 
form that is broken down into the exact 35-
category outline that matches the US 
Department of Housing Inspector’s Draw 
request form categories. (HUD does not 
provide estimate forms for download off the 
government website.) If you use Always 
Home as your FHA Consultant we can 
provide the correct forms to your contractor. 
 
These categories are very time consuming to 
construct an estimate by, because instead of 
being by-room, the items are all separated. 

Appendix 1 
Your General Contractor - What You Should Know 
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(Windows, masonry, drywall, cabinets, caulking, 
doors, etc.) This is critical not only to obtain loan 
approval, but also because percentage of 
completion inspections will be done and payment 
made by these categories. Frustrated contractors 
have been known to get angry enough to halt work 
when payments are delayed and that can leave 
you with an unfinished house.  
 
Assure the Contractor Uses a Custom HUD-
formatted Estimate 
203k loans need to have contractor estimates 
formatted into the 35-category outline to match 
HUD draw request format, in addition to providing 
line item detail as outlined above. Wrong 
formatting can delay loan approval, closing, 
interval payments and project work completion. 
 
Send the Prospective Contractor the Full 
Application Packet 
At the same time, get a copy of the blank 
contractor’s 203k agreement/application packet 
from your mortgage person. Email it to the 
contractor and tell him to review it to assure he 
meets all the criteria and is prepared to provide all 
of the references, completed application, copies of 
insurance for him and any of his subcontractors. 
(These final packet submissions can be up to 36 
pages long per contractor.)  If you are working with 
a truly professional contractor they will have a 
preliminary packet already created and available 
that includes resume, references up-to-date 
licensing and insurance.   
 
The Right Insurance Can Save You…  
It is very important to understand that in order to 
fully protect yourself, you should work with a 
contractor that has BOTH liability and workers 
compensation insurance. If a contractor has an 
accident while working on your property and they 
only have liability insurance, sign a liability waiver, 
or have only a workers comp insurance 
EXEMPTION certificate, then the homeowner IS 
personally liable, unprotected and can be sued.  
 
ONLY workers comp full insurance will protect the 
homeowner. The contractor who can handle all the 
paperwork for a 203k loan and carries workers 
comp insurance is going to be a bit more 
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expensive. But you will truly get what you pay for 
and you must ask yourself if you are willing to risk 
loosing your new home in a legal dispute or having 
months of delays in completing the work.   
 
The 24-Hour Contractor Interview Test 
Set up a clear expectation with the contractor as 
you interview them by phone, that you will need to 
receive a sample copy of their estimate format via 
email, and copies of their certificates/proof for 
BOTH Liability and Workers Compensation 
insurance. Set up the next contact directive that 
they will need to call you back within 24 hours to 
schedule the estimate walk-thru at the property.  
 
Hint: this is a test. Contractors usually panic when 
they see the huge 203k application packet they 
must fill out, and are less than honest about 
knowing how to format the estimate itself. They 
also tell you they have insurance, then can’t 
produce proof when you call them on it. Let them 
know you don’t need customized certificates from 
the insurance company made out in your name 
yet, just a blanket proof of insurance certificate. If 
they are not organized to easily produce these 
things within your 24-hour timeline, then they will 
NEVER survive the 203k paperwork circus. When 
they don’t call you back, you will already know that 
you can’t trust them to handle the huge admin 
required. 
 
Plan ahead and expect it may take time to find a 
contractor who passes the Admin test. 
 
How Long Estimate Creation Should Take 
You will also need to plan ahead and expect that a 
good contractor will need to be given at least 5-7 
business days to complete all of the paperwork 
and compose the detailed estimate AFTER the 
walk-thru with you. This is not a process that can 
be done in 1-3 days. A general contractor must not 
only conduct their own strenuous financial 
breakdown to meet your loan guidelines, they also 
must wrangle subcontractor estimates on your 
behalf for licensed specialists such as electricians, 
HVAC, plumbing, roofers, etc. A good general 
contractor will tie it all together for you, and handle 
less professional industry subs. That is what you 
are looking for. 
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How Profit Must Be Handled in the Estimate 
Process 
 
Keep in mind that contractors working with you on 
a 203k loan have admin responsibilities, 
estimating time, coordinating requirements AND 
you are expecting that they will have to pay out of 
their own pocket, up front on your behalf, to 
complete the purchasing and bulk if not all the 
work weeks or months prior to getting paid. That 
can add up to tens of thousands of dollars for 
some jobs. This service is not free, and contractors 
need to cover this overhead plus make a bit of a 
profit to justify the job.  
 
Another element in 203k contractor estimates that 
must be handled differently (and your contractor 
should know this), is how profit and overhead 
costs are required to be built-in. Contractors can 
not build these estimates in blocks of work broken 
down by room or project the way that is standard 
in the industry. Every item must be broken down 
by labor per hour and detailed material costs, and 
there is no separate line item allowed for profit and 
overhead.  
 
This means that every tiny element must have 
contractor profit and overhead costs built into it, 
while still staying in alignment with reasonable, 
visible, item pricing. This is a complicated mental 
exercise that can further frustrate a contractor, and 
attributes to why you must give your selected 
contractor plenty of time to create the actual 
estimate. 	  
	  
Rushing Can Cost You - Get a Home Inspection  
Keep in mind that you do not want to rush and get 
a Ballpark estimate to get to a closing faster. A 
203k estimate becomes a legal contract and if 
additional rehab items are needed that were not 
planned for in the original estimate, then the 
homeowner must pay cash out-of-pocket to the 
contractor for these.  
 
Some FHA loan guidelines also require very 
specific rehab elements be included in the project 
or the loan will not be issued. The best way to 
control your project and know what needs to be on 
the contractor estimate in the quickest amount of 
time is to first obtain a formal homeowners 
inspection of the property complete with photos 
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and extensive report. Provide this inspection 
report to the contractor BEFORE they do the in-
person estimate walk thru with you, and use it 
yourself to coordinate and make decisions about 
what will and will not be included in the 
renovation. [Always Home can schedule a 
homeowner’s inspection for you that will meet the 
standards required by your FHA Consultant and 
your general contractor.] 
 
The Pitfalls of Using Multiple Contractors 
It is NOT recommended that you use multiple 
contractors on the same 203k project - who are 
not coordinated under one general contractor. 
Yes, you can do it…but you will then have to take 
on the role of coordinator, deal with multiple 
payments, etc. Each contractor must complete the 
full 203k-loan application packet with their 
estimate, and this doubles or triples your chances 
for delays at closing. This can also cause permit 
and inspection delays, and nightmares with 
multiple inspectors failing inspection points based 
on the mess one contractor makes that interferes 
with another. 
 
The Rules about Doing Work Yourself 
If you are trying to save money and plan to do 
some of the work yourself, be aware that 203k 
loans restrict this for most elements unless you, 
yourself are licensed to work in the field as a 
contractor of some kind. Also, a good contractor 
will not let you work on a project as long as they 
are on site, even if it is your own house, due to 
permitting and insurance liability issues. For 
example, a homeowner in Florida was not allowed 
to participate in painting their renovated 
bathrooms. The loan and closing were delayed 
while the homeowner argued about this and lost. 
The contractor was required to handle all bath 
renovations including painting due to potential 
mold and mildew issues. 
 
Assure Lead Testing is Done with the Estimate 
Verify the age of the property you are considering 
buying. If the property was built in 1979 or earlier, 
new EPA regulations require that you use a 
contractor that is EPA certified as a lead-
renovator to conduct a lead test. If your proposed 
contractor doesn’t know this, you should 
reconsider using them. A lead test must be 
conducted or huge fines can be levied. (Not to 
mention that your family could get sick!) Also, if 
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lead is found in your house, it will cost thousands of dollars to remove it and renovation of the property 
must be conducted completely differently. You must assure that your original 203k contractor estimate 
includes this financially. 
 
Check for Open Permits and Illegal Additions 
In addition to lead-testing, it is also important that you ask if your contractor has called the county/city 
and assured that the records on file match the current structure of the house AND that there are no 
open permits that did not complete inspection. Homeowners are notorious for adding illegal additions, 
bathrooms, enclosing garages, adding patios and more. If any structural changes were added without 
proper permitting and final approved inspections it can completely change the costs involved in 
renovating your property, and you must know this before you close or sign off on the contractor’s 
estimate.  
 
Some county inspectors will require that entire additions be torn down if proper inspections and 
permitting were not originally done. This is because there are stages to renovation that get covered by 
concrete, drywall, etc. and can no longer be properly inspected once finished. Other times, unknown 
water tables or other issues may have made the addition of a bathroom completely illegal or unsafe. 
 
Payment Scenarios and Homeowner ‘s responsibility 
Different payment scenarios exist under different lenders and types of 203k loans. Ask your mortgage 
banker for a written outline of the payment policies for the loan so you will know in advance.  
 
Always Require Permits 
Permitting is a critical element required by 203k loans. Assure that you or your contractor obtains city or 
county permits before starting your work on any element that will require one. Copies of final inspections 
and all permits will be required prior to getting any loan payout for rehab. Not having obtained a permit 
in advance could be a violation of your loan agreement. 
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