
Learn FHA Loans: Requirements, Benefits, and More

Description

FHA house loans, insured by the Federal Housing Administration, are government-assisted
alternatives to conventional financing originally offered by FHA lenders to first-time home buyers with
poor credit. FHA loans are now available to a broader audience and are popular refinance alternatives
for homeowners, including an FHA streamline refinance, and an FHA cash-out refinance.

What exactly is an FHA loan?

In 1934, Congress established FHA loans to increase homeownership options and assist low-income
borrowers in obtaining a mortgage. FHA mortgages are federally insured mortgages guaranteed by the
Federal Housing Administration.

FHA loans make it possible for aspiring homeowners without requiring a substantial down payment.
This flexible and more affordable lending arrangement, which allows borrowers to make down
payments of as little as 3.5 percent, is a popular alternative for first-time homeowners.

This form of loan not only allows for a lower down payment but also has less stringent credit score
standards, making it suitable for borrowers with little cash saved up and those with less-than-excellent
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credit who cannot qualify for a conventional loan. Understanding that the FHA does not lend money for
these mortgages is vital. Borrowers obtain a loan from an FHA-approved lender, and the FHA only
insures that loan.

What are the FHA loan property requirements?

To obtain an FHA loan to purchase a home, the property must meet the minimum property criteria
established by the Department of Housing and Urban Development. FHA loans are available for a wide
range of FHA-approved properties, including:

Houses with 1-4 units
Condominiums and townhouses
Homes that are mobile, manufactured, or modular

Do you need assistance evaluating whether your home is eligible for an FHA loan? Our lending officers
provide free mortgage consultations and quotations.

What are the FHA loan property requirements?

Borrowers must meet the following requirements to qualify for an FHA loan or FHA Streamline
refinance:

You must be a United States citizen with a valid Social Security number.
Have a consistent work history that demonstrates appropriate income
Use the financing to buy, build, or refinance your primary residence.
Make sure your overall debt does not exceed 43% of your income.

Other factors include:

Have an FHA loan and a solid payment history for an FHA refinance
Demonstrating refinance benefits, such as a rate reduction or a shorter term

What are the advantages of FHA loans?

It’s Easier to Qualify

FHA loans are often easier to qualify for than conventional ones due to their low credit and down
payment criteria. They are the most popular first-time homebuyer loan utilized to acquire a home.
Borrowers must have a FICO score of at least 580 to qualify for a 3.5 percent down payment. A 10%
down payment is required if your FICO score is between 500 and 579. There are no upper-income
limits, but you must have a debt-to-income ratio of no more than 43 percent and have sufficient income
to repay the loan principle.

Reduced Down Payment Necessities
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Because it allows for a low down payment and less-than-perfect credit, an FHA loan is often one of the
most accessible types of home loans to qualify for. The maximum loan-to-value ratio for an FHA
mortgage is 96.5 percent, which means you only need a 3.5 percent down payment. Borrowers who
cannot save 20% for a down payment or have a worse credit score should explore whether an FHA
loan is viable.

FHA Mortgage Rates That Are Competitive

Unlike conventional house loans, FHA loans are government-backed, which protects lenders against
defaults and allows them to give prospective borrowers more competitive interest rates on previously
riskier loans.

Refinance with No Appraisal

A streamlined refinance does not require an assessment, which is crucial since it means that
borrowers with little or no equity may be able to refinance.

FHA costs can be reduced through state and local programs.

Over 2,000 homeownership assistance programs work in combination with FHA loans to help with
down payments and other costs. The majority of these programs have income restrictions.

Assumable FHA Loans

FHA home loans are assumable, which means that if the borrower decides to sell the house, the loan
can be assumed by a new buyer. Such a feature can also be handy, for example, if they require a co-
signer to buy a house but subsequently want to assume full responsibility for the loan once they have
enough finances.

Summary of FHA loan benefits:

FICO ratings as low as 500 are acceptable for loans.
A 3.5 percent down payment is required.
A down payment might be given as a gift.
There are down payment assistance schemes available.
Acceptance of competitive interest rates and increasing debt-to-income ratios

Loans with variable and fixed interest rates are available.

What are the drawbacks of FHA loans?

Mortgage Insurance Fee (MIP)

Regardless of how much money the borrower puts down for the down payment, the Federal Housing
Administration imposes MIP on all FHA mortgages. The FHA MIP is a mortgage loan insurance policy
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that protects the lender in the event of a borrower failure.

This is one of the main disadvantages of using the FHA program, as it raises monthly payments. The
length of the annual MIP depends on the amortization term and LTV ratio at the loan origination date;
however current rules compel FHA borrowers with less than a 10% down payment to pay MIP for the
life of the loan.

Loan Amount Restriction

The Federal Housing Administration establishes maximum mortgage limitations for FHA loans, which
vary by state and county. Current FHA loan restrictions differ by geography and home price. The
maximum is $331,760 in low-cost areas and $765,600 in the most expensive counties. These
restrictions often change yearly, so check the HUD website for the county’s most recent FHA loan
limits. The external link opens in a new window.

What is the distinction between an FHA and a conventional
loan?

A conventional mortgage loan originated in the private sector and is not government-insured. This
means that, unlike federally insured loans, conventional loans do not provide any guarantees to the
lender if the borrower defaults on the loan.

FHA loans also originated in the private sector, but the government insures them through the Federal
Housing Administration. This insurance is intended to protect the lender rather than the borrower.

If the borrower defaults on loan and their home aren’t worth enough to repay the debt in full through a
foreclosure sale, the FHA will compensate the lender for the loss.

The FHA’s security comes at the expense of the borrower. Regardless of the down payment, the buyer
must pay a percentage of the upfront mortgage insurance premium at closing with an FHA loan.

If the down payment is less than 10%, the buyer must make monthly mortgage insurance payments for
the duration of the FHA loan.

Another significant distinction between FHA and conventional loans is that FHA loans often have lower
down-payment requirements and more flexible underwriting rules.

As a result, individuals with less-than-perfect credit and less cash on hand may be able to qualify for a
mortgage or refinance with the help of an FHA loan. However, while the FHA may have less stringent
qualifying conditions, individual banks and lenders will always establish their own FHA underwriting
guidelines on top of those, which are known as lender overlays.
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