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OVERVIEW

What is a Renovation Loan?

Simply, a renovation loan is a mortgage, just like any other mortgage, but cne thatincludes
additional funds to do renovations to a home. It can be used for either purchasing a home or refinancing
a home. The loan would close on the property in its current condition, the renovation funds are placed in
escrow (like a savings account), work begins immediately after closing, and the money is paid out of
escrow as the work is completed. It is a one-time close transaction, so once renovations are completed,
there is nothing else you need to do. You just make your regular monthly mortgage payments like any
other mortgage.

Why would | want or need a Renovation Loan?

There are many reasons a Renovation Loan can be used. The main reason is where a regular type
of mortgage is based on the current condition and value of the property, a Renovation Loan is based on
the future value and future condition of the property. In a Renovation Loan transaction, an appraiser will
review bids from a contractor for proposed work to be done to the home and base the value and
condition of the home on the assumption of that work being completed.

Here are some common reasons that a Renovation Loan is needed or wanted:
- Property in its current condition won't pass appraisal standards (distressed properties)
. Outdated property needs/wants to be updated
- Saving your cash/savings and using the future equity in the property to finance renovations

Are these “Exotic”loans?

No. The Renovation Loans are programs that are backed by Fannie Mae (conventional) and FHA
(government). Terms of the loan are generally set up as 30 or 15 Year Fixed rates. On average, interest
rates will be 0.25% - 0.375% higher than a regular mortgage. Certain factors, such as credit score, loan
size, and location may cause adjustments (for any type of loan).

What limitations are there for renovations that can be done?

More details will be provided in succeeding sections, but in a general sense, the main two
limitations are that the renovations have to be permanent fixtures to the home (no furnishings) and that
the future appraised value must support the proposed renovations.
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