How to Finance a Fixer Upper With a VA Loan

Buying a home that needs work can be a smart move for veterans who want to build equity and
create a space tailored to their needs. But financing a fixer upper with a standard mortgage is
often tricky. Lenders typically want a property that is move-in ready, so homes with outdated
kitchens, worn roofs, or other deferred maintenance can be hard to fund. That is where VA-
backed financing steps in with options that go beyond the typical purchase loan.

For those looking at a property that needs repairs, understanding how VA loan rules apply is
essential. The program is designed to help veterans buy, build, or improve a home, but the
property must meet minimum property requirements. That can create a challenge when the
home has obvious problems. However, the VA offers specific loan features that allow
borrowers to include renovation costs in the mortgage amount. With the right approach, a fixer
upper can become a viable purchase.
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Understanding the VA Loan for Fixer Upper Options


https://www.youtube.com/watch?v=KVDLrm-XbFk
https://www.youtube.com/watch?v=KVDLrm-XbFk

The core challenge with a fixer upper and a standard VA loan is the appraisal and property
condition. The VA requires that the home be safe, structurally sound, and free of major defects.
If the property has a leaky roof, faulty electrical, or other significant issues, the loan may not
close unless those problems are corrected before closing. That can be a problem if the buyer is
using all their savings for the down payment and closing costs, because the VA loan does not
require a down payment on the purchase portion but does require the property to meet
standards.

However, the VA offers a specific product, the VA renovation loan, that solves this problem.
This loan allows the borrower to finance both the purchase price and the cost of repairs or
improvements into a single mortgage. The buyer does not need to pay for the repairs out of
pocket. Instead, the lender estimates the after-repair value and bases the loan amount on that.
The borrower gets the funds to pay for the work, and the contractor completes the renovations
after closing.

This type of loan is often referred to as a VA loan for fixer upper, but it has a formal name: the
VA renovation loan. It is similar to an FHA 203(k) loan but designed specifically for veterans.
The key difference is that the VA does not require a down payment, and the funding fee is
lower than what civilian programs charge. For a veteran who wants to buy a home that needs

work, this can be a powerful tool.

How the VA Renovation Loan Works

The process for a VA renovation loan is more involved than a standard VA purchase loan. First,
the buyer must find a lender that offers this product. Not all VA-approved lenders handle
renovation loans, so asking upfront is important. The lender will require a detailed scope of
work from a licensed contractor. This document lists every repair or improvement, from
painting and flooring to structural repairs and new windows. The lender then orders an
appraisal that estimates the value of the home after the work is completed.
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The loan amount is based on that after-repair value, up to the VA county loan limit. The
borrower must have enough entitlement to cover the loan. If the entitlement is partially used on
another VA loan, the remaining amount may still be enough, or the borrower can add a down
payment for the difference. The repairs must be completed within a set timeframe, usually six
months, and the lender will inspect the work before releasing the funds to the contractor.

One of the most common uses of a VA renovation loan is for energy efficient improvements.
Upgrading windows, adding insulation, or installing a more efficient HVAC system can lower
utility bills and increase comfort. The VA allows these improvements to be included in the loan,
making it easier to make a home more comfortable and affordable over time.

It is also possible to use a VA cash-out refinance for repairs on a home the borrower already
owns. If a veteran has equity in their current home, they can refinance and take out cash to pay
for renovations. This is different from the renovation loan, which is for purchases. The cash-out
option is useful for veterans who want to update their current home but do not have the
savings to pay for the work outright. The same property condition rules apply, but the home
must appraise for enough to support the new loan amount.

Key Considerations Before You Start



Before pursuing a VA loan for fixer upper, there are several factors to weigh. The first is the
condition of the home. The VA requires that the property meet minimum property requirements
before closing. If the home has serious issues like a failing foundation, major termite damage,
or no running water, the renovation loan may be the only way to buy it. But not all lenders will
handle extreme cases, and the cost of repairs can push the total loan amount above what the
borrower can qualify for.

Another consideration is the timeline. Renovation loans take longer to close because of the
extra paperwork and appraisal requirements. The borrower must also work with a contractor
who is licensed and willing to wait for payment. The lender releases funds in draws, so the
contractor must be patient. This can be a challenge if the work is urgent or if the contractor
wants payment upfront.

The VA also charges a funding fee on renovation loans, just like on other VA loans. The fee can
be paid upfront or rolled into the loan amount. For borrowers who choose to make a down
payment, the funding fee is lower. The trade-off is between a smaller monthly payment and a
lower upfront cost.
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One important point is that the VA does not require the borrower to live in the home during
renovations, but the home must be owner-occupied within 60 days of closing. This means the



buyer cannot use a renovation loan for a vacation home or investment property. The intent is to
help veterans buy a primary residence that they will improve and live in.

Common Pitfalls to Avoid

Many first-time buyers underestimate the complexity of a renovation loan. The scope of work
must be precise. If the contractor misses a key repair, the borrower may have to pay for it out
of pocket later. Getting a thorough inspection before writing the scope of work is wise. The VA
appraisal is not a substitute for a home inspection. The appraiser only checks that the property
meets minimum requirements and that the after-repair value is reasonable. They do not
inspect every detail.

Another pitfall is underestimating the cost of repairs. Contractors often give estimates based
on visible issues, but once work begins, hidden problems can surface. A wall might have mold,
or a floor might have rot. The VA renovation loan requires the scope of work to be final before
closing, so the borrower cannot add new items later. Having a contingency fund is smart, even
if the loan covers the planned work.

Finally, not all lenders are experienced with VA renovation loans. A lender who does not
understand the process may delay closing or deny the loan for reasons that an experienced
lender would handle. Asking the lender how many VA renovation loans they have closed in the
past year is a good way to gauge their expertise.

Is a Fixer Upper Right for You?

Buying a home that needs work is not for everyone. It requires patience, organization, and a
willingness to live with dust and construction for a while. But for many veterans, it is the only
way to afford a home in a desirable neighborhood or to get the features they want without
paying a premium for a turnkey property. The VA renovation loan makes this possible by
bundling the purchase and repair costs into one manageable loan.

If the idea of choosing your own finishes and making a home truly yours appeals to you, a fixer
upper might be worth exploring. The key is to work with a lender and a real estate agent who
understand the process. They can help you find a property that qualifies and guide you through
the paperwork. The VA does not require a down payment, so your cash can go toward earnest
money, closing costs, and the contingency fund for unexpected repairs.



For veterans who already own a home and want to update it, the VA cash-out refinance offers a
similar opportunity. By refinancing the existing mortgage and taking out cash, the borrower can
pay for renovations without a second loan. The same property condition rules apply, but the
home must appraise for enough to support the new loan amount.

Both options give veterans a way to use their VA entitlement to improve their living situation.
Whether buying a fixer upper or updating a current home, the VA loan program provides
flexibility that conventional mortgages often lack. The key is understanding the rules, planning
carefully, and working with professionals who have experience in this area.



