LESSON SIX

GOVERNMENTBACKED LOANS
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Discussthe meaning and characteristics
of FHA loans.

List five characteristics of DVA
guaranteed loans.

Contrast differences between DVA and
FHA loans.

List eligibility requirements for Cal -Vet
loans.

Cite advantages and disadvantages of
Cal-Vet financing.




I. GOVERNMENT-SPONSORED REAL ESTATE
LOAN PROGRAMS
A. Goals of Government-Backed Programs:

Provide osaf e, Elanmatetdsarinminadon
decent housing for at all levels of housing
everyone Furnish benefits for those
Provide incentives to In military _ service
lenders & buyers through Establish minimum
Insurance or guarantees housing standards to
Provide subsidies of upgrade existing housing
Interest rate & rental Offer tax incentives for
supplements for low - those using energy &
moderate -income cost-saving techniques in
families the construction field.

Offer tax incentives to
builders/developers to
attract capital for
depressed/deprived
areas



B. TYPES OF GOVERNMENT
PROGRAMS

FEDERALHOUSING ADMINISTRATION
(EHA)

U.S DEPARTMENT OF VETERANS
AFFAIRS DVA)

CALIFORNIA DEPARTMENT OF
VETERANS AFFAIRS QAL -VET)




A Az iy Uk 1P1nls &

FHA is a federally requlatory agency
administered by the U. S. Department of
Housing & Urban Development ( HUD)
Created by Congress in 1934.

Joined HUD in 1965. %
FHA offered.:

ALow down payment loans
I’ \
A Eully amortized loans av |

ALonéer loan terms ﬂa

AEasier credit qualifying standards
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Federal Housing Administration (FHA)

U. S. Department of Veterans Affairs
(DVA)

California Department of Veterans
Affairs (Cal -Vet)

VETERANS /.

** AFFAIRS **

%




A. What Are the Objectives of FHA?

To insure loans _made by approved lenders. FHA
itself is not a lender, only the Insurer.

To encourage home ownership through smaller
down payments and lower closing costs _than
offered through conventional financing, long
repayment term and no prepayment penalty

To stabilize the mortgage market.

To improve the guality of construction . FHA has
established standards of construction and design
that must be met in order to qualify for FHA
Insurance.




B. What Does the FHA Achieve?

~HA Insures lenders against loss due to

porrower defaults

~HA approved appraisers evaluate and
approve properties to meet minimum
housing standards

Involved In low - & moderate -income
families

Is NOT alender, tax supporter, builder
Direct endorsement _ allows lenders to
underwrite loans




C. What Are Some Advantages to FHA
Financing?

Down payment 0 as low as 3.5%
Competitive interest rate

Credit standards - not as restrictive
Location 9 provides financing in areas other
lenders would not place loans

Buyer qualifications 9 lesser income and
lower net worth allowed

Prepayment penalty dnone

Assumption 0 no interest rate increase;
assumption fee charged

Minimum _ property standards 0 appraiser
property inspection




D. What are some Disadvantages to FHA Financing?

Points 0 discount fee buyer or seller may
pay

Processing time o takes longer (lender
with direct endorsement may save 3 -4
weeks

Repairs 0

a. lender requires appraisal PRIOR to loan approval
to:
1) Estimate the market value of the property
2) Ensure minimum _ property standards
3) Ensure that the property is marketable




FHA Disadvantage:

b. Disclosure of property deficiencies
c. FHAdoes not guarantee the value or the condition
of the property

d. FHA allows up to $200 for a home inspection to be
financed In the loan

4. Investment. The borrower must sign that they will use the
property as theiprincipal dwelling . Investors may assume th
FHA loan after that.

5. Loan limits. FHA is designed fdow- to moderateincome
households. Loan limits vary by type of property & geograp

location.
Alaska, Guam, Hawaii & Virgin Islands are 150% higher




E. Mechanics ot a FHA loan

For 1-4 unit residential,

condo, PUD, FHA appraisal good for
modular/manufactured Six months

homes Interest rate not set by
Loan origination fee FHA

cannot exceefl% of the Must be principal

loan amount residence

Secondary financing Requires termite
allowed certificate
Maximum 30 yearterm Requires Mortgage
No maximum price; has iInsurance premium
maximum LT\tlower of (MIP )

FHA appraisal or purchase
price



FHA closing costs
F. NON-RECURRING  G. RECURRING

Title Insurance Policy nterest on the FHA loan
(Lender’s) Property taxes

Escrow Fee (onaalf) 5 :
Loan Origination Fee (1%) roperty insurance

Appraisal Fee Mortgage insurance
Pest Control Inspection Fee Flood insurance
Credit report Earthquake insurance

Recording and Notary Fees ©. Homeowner association due



B. What Does the FHA Achieve?

Insures lenders against loss due to
borrower defaults

a. Paid up -front , OR

b. Financed, Davable monthly
FHA approved appraisers evaluate and
approve properties

a. Mortgage Insurance Premium (MIP )

b. In foreclosure, FHA pays off the lender
Involved In low - & moderate -income
ElES
Is NOT alender, tax supporter, builder
Direct endorsement _ allows lenders to
underwrite loans




H. FHA Mortgage Insurance Premium (MIP)

MIP required. FHA insures the loan
a. Paid by borrower and protects the lender
b. Covers losgo lender on In event of default .

foreclosed property n foreclose FHA takes
_ pack the property then

Payment options nays off the lender.

a. Paid up-front, OR MIP paid until the loan
b. Financedpayable monthly R reaches 78% LTV

A has been paid for five

g years




d. & e. Annual MIP Premium

d. After Oct 4, 2010

>5% down payment =
.85% x loan amount

<5% down payment =
.90% x loan amount

HUD using this formula

e. August 2010

>1.5% down payment
= .85% x loan amount

<1.55% down payment
= .90% x loan amount

HUD not implementing
this



[1I. Specitic FHA Programs

A. FHA 203 (B) B. FHA 203 (B)
VETERAN

Foranyone _

Eligibility For home-buying vets

Maximum statutoryoan
limits

High cost area limits

A

Eligibility 7 90 days
active duty + DD214

Maximumloan limit
same as FHA 203 (b)

Down payment
requirement


http://www.californiafhaloans.com/fha_loan_limits.htm
http://www.californiafhaloans.com/fha_loan_limits.htm
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FHA 203 (K)
(REHAB)

To restore & preserve the
housing stock

Loan based on purchase
price + costs of repair or
Loan based on existing loan
+ cost to rehab for refinance

INALA Proirainiis
FHA 2451 (GPwm)

Graduated Payment

Mortgage
Negative amortization

Owner -occupied program
Higher lender charges due to
supervision & inspections

feature in early years

Eligibility

Down payment larger than
203 (b)

Plan I, II, Ill, IV,V

Maximum loan amount is
divided by highest
ooutstanding principal

balance factor 6 ( OPBF)

when loan reaches its peak



FHA 245 PLAN Il

OPBF

A Negative amortization

A Deferred interest
Payments increase by
7.5% per year

Deferred interest added to
unpaid loan balance

Down payment is required

INIALA Proeiraingis

FHA 251-(ARM)

One-Year Adjustable Rate
Mortgage ( ARM)

1-4 unit residences

Loan amount same as FHA
203 (b)

Note & payment adjust
annually

Loan caps (5,7,10 year)
No negative amortization
Buy -downs available
Index _options




Loan index

18.00%

16.00%

14.00%

12.00%

10.00%

8.00%

6.00%

Treasury securities, LIBOR, tHistrict COF

Real Estate Education Center Copyright (c) 2011




INIALA Proeiraingis
FHA 255- HECM FHA REFINANCE

Home Equity Conversion My refi existing FHA loan
Mortgage Cash back loan limit & 85% of
Reverse mortgage appraised value

A Fixed monthly amount 2"d home maximum o 85% of
A Line of credit, or combo appraised value

Borrower requirements GPM & ARM allowed

Loan based on : .
Financia| requirements FHA Streamllne ReflnanCe

Property requirements To lower interest rate
Basic standard loan limit Appraisal & credit not required
Closing costs Principal & second residence allowed

Repayment No cash back allowed
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Affairs (DVA):

1944 Sef v cemaineas Re a

Guarantee.

1. No down.

2. $417,000 loan limit
Coverage

a. DVA guarantees loans up to 25% of maximum
FNMA loan limit ($417,000)

b. The guarantee Iis the maximum relief a lender may
receive in event of foreclosure

There Is no cost to the borrowing vet for
the guarantee, so long as they replay the
loan.




IV. DVA Funding Fee:

Basic funding fee is points

A 2.15%- 2.4% for National Guar®.3% for subsequent users of
the DVA loan program
Exemption from funding fee

A Un-remarried spouses of veterans who died in wartime.

A Un-remarried spouses of veterans who died of a service
connected disabillity.

A Retired veterans.
A Spouses of veterans missing in action or as prisoners of war.

V. Indemnification:ln exchange for paying the funding fee, th
Aguar ant ee & releaseshevetifronyliability to the
DVA in event of foreclosure.




/L AIDNAINMEAGIES o & IDVA ILCAN

fNO DOWN PAYMENT (100% financing

TLOW INTERESTRATE

1PROPERTYRESTRICTIONS

-
y

fLOCATIONS THE \;V:-IIST[EDCP —1 A

T QUALIFICATION o

TNO PREPAYMENT PENALTY

TASSUMPTION OF LOANS

TAPPRAISAL (CRV)



VII. Disadvantages of a DVA loan

Points

U Interest rate & discount points are negotiable
between the lender & borrower

Processing

U Approved nautomatico all
the loan prior to approval from DVA

Repairs

| Habhi b a9l | ]}
& safetyo f

Loan Limit

0 DVA sets none. Lender imposes maxim@ail 7,000

vy shiandag o N
dectl @F 3



NN 1RIh el iy fear IDN/A - T

ANY DISCHARGEOTHER THAN DISHONORABLE

2. Active duty minimum:

A 9/15/40 - 7/25/47, Reserves & National Guard:
A 90 days

A 7126147 - 6/26/50, A 6 years service
A 181 days A Honorable discharge

A 6/27/50 - 1/31/55, Current active military service:
A 90 days

A 2/1/55 - 8/4/64 A 180 days or more
A 181 days

A 8/5/64 -5/7/75,
A 90 days

A 5/8/75 -9/7/80,
A 181 days

A 9/8/80 - 8/2/90

A 24 months

A 8/2/90 to present
A 90 days




[X. DVA financing:

ype of property
Loan fee

Term

Down payment
Maximum loan
Impounds
Secondary financing
Termite report
Closing costs

ran ™
@
x




Type of property
Loan fee

Term

Down payment

Maximum loan

Impounds

Secondary
financing

Termite report
Closing costs
Purchase agreement

Full Reinstatement



