
 

 

   Sunflower Home Solutions LLC                       www.SunflowerHomeSolutions.com 
    ©  2012 Proprietary and Confidential                                                         Page 1 of 2     

“Sunflower Home Solutions exceeds our customer’s expectations by delivering quality 

craftsmanship, on time and at a fair price with a keen focus on pro-active communications.” 

Financing Your Home Remodeling Project – Where Can I Go? 
© 2012 Sunflower Home Solutions 

 

Choosing to remodel your home can be one of the most important – and expensive – decisions 

you will make as a homeowner. However, updating your master bath, modernizing your kitchen, 

finishing your basement into a comfortable living area for your growing family or simply giving 

your bedroom a nice face-lift can transform your home into a vacation-like setting that you will 

enjoy for years to come. Ready to remodel? Wait! How will you pay for it? 

 

There are many ways to finance a home remodeling project. The most common methods of 

financing are a home improvement loan, a home equity loan via a second mortgage, cash-out 

refinancing of your current mortgage and a home equity line of credit. The most straight-forward 

method, however, is still cash. Other options such as credit cards, personal loans, contractor 

financing and limited government programs are not addressed here. 

 

Cash 

According to many financial experts, paying cash is the simplest and perhaps the best method of 

paying for home improvements. However, each homeowner should also consider whether paying 

cash is the best use of their money. You should consider how much interest your cash is 

currently earning versus how much you would pay in loan interest charges. Risk must also be 

considered. The higher the return on your investment, usually the more risk one must take; that 

is, stocks vs. bonds vs. CD’s or money markets. Obviously, the value of real estate can fluctuate 

with the market as well. What is your cash currently earning and how safe is it? 

 

Keep in mind that interest payments on a home improvement loan may be tax-deductible. 

However, the expenses of a remodeling project paid for in cash cannot usually be written off. It 

is recommended that you consult your financial advisor to determine whether paying cash or 

borrowing the money is your best option. 

 

Home Improvement Loan 

The Federal Housing Administration (FHA) offers two special loans for home improvements -- 

the Title I and Section 203(k) programs.  

 Title I loan – This program allows you to borrow up to $25,000 for improvements to a 

single-family residence. These are fixed-rate loans that the FHA insures against the risk 

of default. Loans must be made by an approved Title I lender. 

 Section 203(k) – This program can be used when you are purchasing a home that is 

considered a ‘fixer-upper’. The nice thing is it allows homeowners to receive a single, 

long-term, fixed or adjustable rate loan that covers both the acquisition and rehabilitation 

of the property. To obtain a loan under the 203(k) program, you must use an FHA-

approved lending institution. Most mortgage lenders are approved to make loans through 

this program. 
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Home Equity Line of Credit (HELOC) 

The HELOC is a form of revolving credit using your home as collateral. However, if you are 

new to your home or your home has significantly dropped in value, you may have very little 

actual equity built up. The available line of line of credit is typically set at 75 to 80 percent of the 

appraised value of your house minus the balance of your mortgage.  Your credit history and 

ability to pay will also be considered in the amount of credit available.  

 

Usually, the line of credit will have a variable interest rate that is calculated by adding a margin 

to the current prime rate.  Other costs associated with setting up a line of credit may also apply 

and will vary from lender to lender. Once you've set up the line of credit, you can access these 

funds as needed. 

 

Home Equity Loan (Second Mortgage) 

A home equity loan is also secured against the value of your home and can be an excellent way 

to finance your remodeling project if you are not comfortable with the open-ended nature of a 

line of credit. The loan typically carries a fixed-rate and fixed-term which you pay back in 

monthly installments just as you do your primary mortgage. Most lending institutions offer loans 

for up to 80 percent of the appraised value of your house, but some may go higher by charging a 

higher interest rate. The balance of your primary mortgage, your credit history, and your ability 

to repay the loan will factor into the loan approval process. Consult a tax advisor to determine if 

your home equity loan is tax deductible. 

 

Cash-Out Refinancing 

Cash-out refinancing may be an excellent way to take advantage of today’s low interest rates and 

obtain access to the equity in your home at the same time.  This refinancing alternative allows 

you to use the accumulated equity in your home to take out a new loan to pay off your existing 

mortgage and then use the remaining funds for your remodeling project. Lenders will have your 

home appraised to determine current market value and how much equity is available for a cash-

out.  

 

Please consider the length of time you plan to live in the house and the number of years left on 

your current mortgage before you decide to refinance. 

 

Managing Your Budget 

NOW you’re ready! You have established a budget and obtained financing that enables you to 

realize your dream of remodeling. The challenge now is to manage your budget. It is very easy to 

add little changes that can quickly exceed your best laid plans. What can you do? 

 As a general rule of thumb, put aside 15% to 20% of your available funds to cover ‘must 

have’ changes, problems that arise after construction begins and miscellaneous charges. 

 Many contracts have a fixed price. Changes to the original scope will increase your price 

accordingly. Small but expensive features add up. Make sure they fit your budget. 

 Much time was spent in the design and planning phase to visualize and construct your 

dream project. Be cautious in freely expanding your scope. Sometimes it is best to finish 

the current project before initiating significant modifications to adjoining areas. 

 Have fun and enjoy your well planned project. 


