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Disclaimer

This presentation is for basic informational purposes only

Lenders are required to follow all FHA 203 (ks) 

guidelines 

and U. S.  Bank FHA Section 203(ks) Mortgage Procedures

1



H O M E   M O R T G A G EH O M E  M O R T G A G E

Who can originate a 203(ks)?

 Per FHA guidelines any approved FHA DE Lender

may close FHA insured 203(ks) 

 Direct experience in 203(ks) lending is not required, 
however the proper operational systems, construction loan 
disbursement experience and understanding of the product 
is needed to avoid situations that make origination of this 
product difficult

 USBHM does require a separate approval (See Lender 
Approval Form)
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203(ks) Program

 Program is intended to facilitate uncomplicated rehabilitation and/or 
improvements to a home for which plans, consultants, engineers and/or 
architects are not required. 

 Assist homeowners in making minor repairs without exhausting personal 
savings, the ceiling is $35,000 for a maximum repair/rehabilitation 
amount. Note that, when the repairs exceed $15,000, the mortgagee 
must perform or obtain an inspection to determine that all listed repairs 
were completed. (See HUD 203(K) handbook 4240 for further 
guidelines)

 There is no minimum escrow, lender is responsible for ALL escrow 
accounts, follow-up of all FHA required Documentation to HUD and 

US Bank.

 The 203(ks) program includes the discretionary improvements and/or 
repairs shown on the next few slides
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Eligible Repairs

 Repair/Replacement of roofs, gutters and downspouts

 Repair/Replacement/upgrade of existing HVAC systems

 Repair/Replacement/upgrade of plumbing and electrical systems

 Repair/Replacement of flooring

 Minor remodeling, such as kitchens, which does not involve structural 
repairs

 Painting, both exterior and interior

 Weatherization, including storm windows, doors, insulation, weather 
stripping, etc.

 Window and door replacements and exterior wall re-siding
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Eligible Repairs (cont)

 Purchase and installation of appliances including free-

standing ranges, refrigerators, washers & dryers, dishwashers

and microwave ovens

 Accessibility improvements for persons with disabilities

 Lead-based paint stabilization or abatement of lead-based paint 
hazards

 Repair/replace/add exterior decks, patios, porches

 Basement finishing and remodeling, which does not involve structural 
repairs

 Basement waterproofing

 Septic system and/or well repair or replacement
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Eligible repairs cont.

 203(ks) may be used for single family housing sold by HUD

 The EEM Energy Efficient Mortgage program may be used in 

conjunction with 203ks program

 Manufactured Housing is eligible under program provided unit built

after June 15, 1976 and on a permanent foundation for more than 1yr.

prior to loan date (Reference USBHM 203ks Mortgage Procedures)

NOTE:  Reference Mortgagee Letter 2005-50 for full listing

of eligible/ineligible repairs
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Ineligible repairs

 Major rehabilitation or major remodeling, i.e. relocation of load-bearing 
wall

 New construction (including room additions)

 Repair of structural damage

 Repairs requiring detailed drawings or architectural exhibits

 Landscaping or similar site amenity improvements

 Any repair or improvement requiring a work schedule longer than (6)six

months

 Rehab activities that require more than (2) payments per specialized 
contractor

 Mortgagors may NOT use program to finance any required repairs 

arising from the appraisal that do not appear on the list of Eligible

Work Items or that would:
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Ineligible repairs cont.

 Necessitate a consultant to develop a “Specification of Repairs/Work

Write-up”

 Require plans or architectural exhibits

 Require a plan reviewer

 Result in work not starting within 30 days after loan closing; or

 Cause mortgagor to be displaced from property for more than 30 days

during time work is being conducted.
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U. S. Bank 203(ks) Manual and Forms

www.mrbp.usbank.com

“ U. S. Bank Lender Help Desk”

1-800-562-5165 or e-mail 

mrbp.helpdesk@usbank.com

FHA

http://www.hud.gov/offices/hsg/sfh/203k/203kmenu.cfm

Reference
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UW/Closing/Purchase/Post-Closing

 Underwriting – When underwriting the application follow FHA guidelines

 Closing – Lender is to process, close and fund all loans prior to 

purchase by USBHM

 Loan Delivery & Review – Along with the mortgage loan file, please 

use the (Rehab Loan File Checklist) for delivery of required rehabilitation

documentation

– Review process will additionally include review of all rehab documents

and guidelines
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UW/Closing/Purchase/Post-Closing cont.

 Loan Purchase – All funds escrowed for repairs as well and other related items will be 

deducted when USBHM purchases the loan.  USBHM holds all funds not disbursed at time 

of purchase

 Obtaining FHA insurance – All loans must be submitted for insurance immediately after 

closing. 

 Upfront MIP - The 203(ks) program UFMIP premium structure is same as the 203b and 

calculated according to FHA guidelines

 Case File Closeout -Closeout of loan must be completed by lender on FHA connection

USBHM will send final accounting report to lender showing all transactions disbursed by us

Note:  Proper closeout means lender has certified it has received and verified the accuracy of:

Mortgagor’s Acknowledgement of Satisfactory

Completion and evidence of release of liens

Mortgagee’s Inspection Report

Mortgagee account of escrow funds and record of disbursements
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Overview of Lender Responsibilities

 Must maintain an accounting system acceptable to FHA 203ks guidelines

 All required reporting to FHA on matters concerning 203ks escrow

account.  (Includes obtaining MIC) reporting situations during rehab and final 

closeout requirements)

 Timely and accurate disbursement of rehab funds as required by

handbooks and all related mortgagee letters or updates

 Work begins within 30 days of closing and is not to stop until completed

 Be sure borrower and contractor understand the 203(ks) process and

guidelines

 Contact with borrower and contractor as well as monitoring is required until 

project is complete
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Overview of Lender Responsibilities (cont.)

 Contractor changes handled per FHA guidelines 

 Homeowner/Contractor Agreement- When borrower uses a 

contractor, it is recommended that borrower enter into an Agreement

with the contractor(s) to assure that the parties understand guidelines

set forth by program

 Negotiate disputes between borrower and contractor

 Inform borrower and contractor that changes to original plan must be

approved by DE Underwriter prior to any work to avoid disbursements 

delayed or withheld

Note:  USBHM cannot provide UW approval on any transaction

 Report changes to borrower information initially submitted to USBHM

on the (Information Change Form) 

 Any situations that affect the rehabilitation process must be reported

to USBHM MRBP Lender Help Desk 1-800-562-5165
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Overview of Lender Responsibilities (cont.)

 In situations when liens are discovered, lender must research problem and 

obtain resolution between the parties, a recordable lien release is required 

before disbursement can be made

 DE Underwriter must approve extensions if situation dictates

 Extensions for disbursement of final draws are NOT required when project

is 100% complete

 DE Underwriter must approve any and all request for disbursement on the

(Disbursement Reimbursement Form)
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Overview of Lender Responsibilities (cont.)

 Disbursement for Repairs  

 No more than 2 draws may be made to each contractor.  (For example if 

there is a payout at closing to specific contractor, transaction is limited to only

one additional payout, post closing)

 Disbursements to contractor may be advanced prior to construction, 

commencing for itemized cost of material not to exceed 35% of total

cost of material.

(See USBHM 203(ks) Mortgage Procedures for complete details)
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Overview of Lender Responsibilities (cont.)

 Contingency Reserve- A reserve of 10% with max. of $2,500 is required

for cost overruns or unforeseen problems.  In no event can repair rehab

escrow funds exceed $35,000.  USBHM will consider lender requests for a

waiver.

 Final Disbursement for repairs- Final inspection by original appraiser and 

Borrower’s acknowledgement of his/her satisfaction must be obtained

by executing (Disbursement Request Form)

 Final Release of Funds-Remaining and undisbursed funds will be applied to

unpaid principal balance (Disbursement Request Form) must reflect 

amounts to be applied
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Overview of U.S. Bank’s Responsibilities

 Review requests for accuracy before disbursements are made

 Maintain a detailed rehabilitation escrow accounting and 

disbursement system (only for disbursements made by USBHM

and does not replace the FHA requirements for the lender)

 Monitor all rehab account activities and require information on 

non-active accounts, accounts with expired completion dates 

Note: Monitoring does not replace the responsibility of lender to 

timely complete the required tasks.  USBHM will advise when 

an inactive account needs attention

 Holds all undisbursed repair escrows until proper documentation for 

disbursement is received

 Pays interest on the escrow account and provides 1099 to borrowers

 Responsibility to report any abuses to HUD office or other controlling

authorities in the event of fraud or other misrepresentation
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203 (ks) Sample 

Exhibits
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Exh.1
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Exh. 2
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Exh. 3
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Exh. 4
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Exh. 5
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Exh. 6
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Exh. 7
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Exh. 8
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Fees

 No origination, commitment or discount fees are to be collected

 Exception: Lenders may collect and retain a Supplemental 203ks Fee

of 2.5% (not to exceed $375.00) of work escrow, line B-10 

of 92700.

 Lenders will retain this fee for monitoring work escrow account, ensure 

appropriate paper work is completed to USBHM and HUD

and submits request for release of funds to USBHM
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8.25.09  31208121630

Thank you for your interest in 

originating 203ks in the 

MHDC program!


