FHA Loans

A Comprehensive Guide to Government-Backed Mortgage Financing

An FHA loan is a mortgage that is insured by the Federal Housing Administration (FHA), a
department within the U.S. Department of Housing and Urban Development (HUD). Unlike
conventional loans, FHA loans are issued by approved private lenders but backed by the federal
government.

Because the government guarantees to protect lenders against losses if a borrower defaults, lenders are
able to offer more flexible underwriting guidelines. This makes FHA loans highly popular among first-time
homebuyers, individuals with lower credit scores, and those with limited down payment savings.

I FHA Loan Limits (2026)

The FHA establishes maximum loan amounts every year based on local housing markets and formulas

tied to conforming limits. For 2026, the loan boundaries for forward mortgages are structured as follows:

Property Size Low-Cost Area Limit (Floor) High-Cost Area Limit (Ceiling)
Single-Family Home (1-Unit) $541,287 $1,249,125
Two-Unit Property $693,050 $1,599,375
Three-Unit Property $837,700 $1,933,200
Four-Unit Property $1,041,125 $2,402,625

Note: Special exception areas like Alaska, Hawaii, Guam, and the U.S. Virgin Islands feature elevated single-family
ceilings up to $1,873,625 due to localized construction environments.

I Typical Requirements to Qualify

While FHA loans are known for being accessible, borrowers must still satisfy specific baseline criteria to
qualify:

* Credit Score & Down Payment:
o A minimum credit score of 580 allows for a low down payment of just 3.5%.

> Borrowers with credit scores between 500 and 579 can still qualify but must provide a minimum
down payment of 10%.
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* Mortgage Insurance Premiums (MIP): FHA loans require two separate forms of mortgage
insurance:
- Upfront MIP: Equal to 1.75% of the base loan amount, which can be paid at closing or financed
directly into the mortgage.

o Annual MIP: Paid in monthly installments. For most standard 30-year loans with 3.5% down, this
is approximately 0.55% of the loan value annually. Crucially, if you put down less than 10%, this
insurance persists for the entire life of the loan.

* Debt-to-Income (DTI) Ratio: Lenders prefer a back-end DTI ratio of 43% or lower, though
automated underwriting systems frequently approve ratios up to 50% or higher if the applicant
presents compensating factors (such as substantial cash reserves).

* Property Standards: The property must serve as the borrower's primary residence and pass a
dedicated FHA appraisal ensuring it adheres to basic health, safety, and structural soundness
standards.

I Pros and Cons of an FHA Loan

Advantages (Pros) Disadvantages (Cons)

Lenient Credit Thresholds Permanent Mortgage Insurance

Individuals with credit scores down to 500 or minor If you put down less than 10%, the monthly MIP

past credit issues can secure financing options that
are unavailable through conventional channels.

Flexible Down Payment Sourcing

The entire 3.5% down payment can be sourced via
fully documented family gift funds or local down
payment assistance programs.

Assumable Mortgages

FHA loans are fully assumable, meaning if you sell
your home, a qualified future buyer can take over
your exact mortgage and existing interest rate.

remains for the life of the loan. The only way to
remove it later is to refinance into a conventional
loan.

Strict Appraisal Requirements

Property conditions must pass strict HUD appraisal
safety standards. Sellers are sometimes hesitant to
accept FHA offers if repairs are mandated.

Primary Residence Restriction

FHA loans cannot be utilized to purchase secondary
vacation homes or purely commercial investment
properties.
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The Bottom Line: An FHA loan is an exceptional vehicle for homeownership if you are working to
rebuild your credit or have limited liquid savings for a down payment. However, the long-term cost of
mandatory life-of-loan mortgage insurance means it is highly advantageous to eventually refinance
into a conventional mortgage once your credit score improves and you reach 20% equity.
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