
FHA Condo Approval Updates

FHA made some revisions to their condo guidelines in November on Mortgagee Letter 2015-27. It
addresses allowing 2  homes to be considered as owner-occupied under certain criteria which isnd

expanded from their previous 2   home requirements. They now allow co-insurance under certainnd

parameters as well as pooled insurance and state run plans. Lastly, they revised their required
recertification documentation and do not require legal documents (Declaration and Bylaws and
amendments) that were previously submitted and accepted by FHA as long as it is from the last
approval and is within their current recertification requirements. However, the legal documents will
still need to be reviewed to be certain they are still compliant with current FHA guidelines and
interpretations. The following highlights these changes:

The procedure for calculating the required owner-occupancy percentage is modified to allow units
that are not investor-owned to be considered owner occupied for the purpose of Condominium
Project approval. For the purpose of Condominium Project approval, a unit is considered to be
investor-owned if the unit is: 
! Tenant Occupied; 
! Vacant and listed for rent; 
! Existing (previously occupied), vacant and listed for sale; or 
! Under contract to a purchaser that does not intend to occupy the unit as a Principal Residence or
Secondary Residence. The term Principal Residence and Secondary Residence have the same
meaning as defined in Handbook 4000.1. 
For purposes of calculating the owner-occupancy percentage: 
! on multi-phased projects, the owner-occupancy percentage is calculated on the total number of
units in the first declared phase and cumulatively on subsequent phases; or 
! for single-phase condominium project approval requests, all units are used in the denominator
when calculating the required owner-occupancy percentage. 

Documentation of Calculation of Required FHA Owner- Occupancy Percentage For each unit
qualifying as owner-occupied, the mortgagee must document the following: 

Existing 
! evidence that units have closed and are owner-occupied 

Proposed/Under Construction/Gut Rehabilitation 
! evidence that units have closed and are owner-occupied; or ! submission of copies of sales
agreements and evidence (loan commitment) that a mortgagee is willing to make the loan; 

Insurance:

Insurance coverage for condominium project approval that consists of pooled policies for affiliated
projects, state-run plans, or contains coinsurance obligations on the part of the policy holder is



permitted to satisfy this requirement as provided below; however, the unit owner is not permitted
to satisfy the requirement by obtaining “gap” covereage.
Coinsurance Policies

To be eligible, any policy with a coinsurance clause must include an Agreed Amount Endorsement
or selection of the Agreed Value option. If an Agreed Amount/Agreed Value provision is exercised,
the Agreed Amount must be no less than 100% of the estimated replacement value. Otherwise, the
policy is still eligible if acceptable evidence is provided that confirms that the amount of coverage is
at least equal to 100% of the insurable replacement cost of the project improvements. Improvements
do not include land, foundations, excavation and other items normally excluded from coverage.

Pooled Insurance Policies

Affiliated projects include those that are under the same master association or share the use of
common facilities that are either owned individually or as part of a master association or
development.  Standard insurance policies that pool coverage for affiliated projects or projects
operating under a single set of bylaws may satisfy insurance coverage requirements only if there
is 100% current replacement cost coverage for each project insured under the policy.

State-Run Plans

State-run plan coverage is acceptable if other standard insurance coverage is unavailable. Under
standard state insurance plans, a nonprofit or government
entity provides insurance. Such state-run plans may be acceptable only if the owner is unable to
obtain standard insurance coverage elsewhere. 
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