FINANCING

PPI Mortgages: What You Need to Know

A number of older homes are coming on the market in many cities. Many potential buyers look at these homes, but the renovations are something not included in their budgets.

Understanding Purchase Plus Improvements (PPI) mortgages can help realtors work this market.

A PPI mortgage allows a homebuyer to include the renovations or improvements in the mortgage when they buy a home. 

Understanding the paperwork required and the timelines it takes to get the mortgage approved, as well as the requirements, will help these types of transactions go smoothly.

A PPI mortgage application can take up to 10 days to get approved. Keeping this in mind will help buyers and sellers understand what is going on. 

The lender needs to know what the improvements or renovations are, the cost of the work, and the scheduled completion date. 

The lender must calculate how much the improvements will add to the value, and may need an appraisal of the property “as is” and an appraisal valuating the work “as completed”.

The lender needs the estimate of a contractor in writing. The estimate must contain a full description of the work planned, a materials list including the types and quantities to be used, and the total cost of all work and all applicable taxes. 

If structural changes are being made, a copy of the drawings must be included as well. 

When writing an offer for clients who are planning to do renovations or improvements, include an access to property clause in the offer. The contractor will need access to the property to prepare an accurate estimate.

The minimum down payment needed is 5% of the improved value - not the purchase price. 

Many clients overlook the difference in down payments and that can cause problems with getting the mortgage approved. Some lenders allow work done by the client to be included as “sweat equity” in the down payment.

On closing day, the lender delivers the money minus the down payment for the purchase of the home to the lawyer. 

Depending on the cost of the work, some or all of the funds needed for the improvements will be included at that time. If the improved value is more than 10% of the purchase price, the homebuyer will receive the money according to a draw schedule based on the cost of completion of major milestones in the project. 

On large projects, the homebuyer will need to cover the cash flow necessary to keep things moving while waiting for the next draw. It can take up to 10 business days from the time the homebuyer requests a draw until they receive it.

On large projects, the lender will keep 10% of the total amount needed for 45 days after the work is completed. The 10% held back is to pay any liens registered against the property because of the improvements. Any money left over is given to the homebuyer at that time.
