
 

ADU Financing FAQs 
 
Program partners Self-Help Federal Credit Union and Genesis LA have created a unique financial product that does 
not currently exist in the market, specifically for the Backyard Homes Project. Qualified homeowners will be able to 
fund the costs of ADU construction by refinancing their existing mortgage and taking out funds to pay for ADU 
construction costs. 
 
 
ELIGIBILITY 
 

I recently purchased my home, so I have limited equity on my property. What are the chances that I can 
qualify for financing? What can I do to help my chances? 

 
Typically it takes a year before we are able to refinance. To qualify for financing, your Loan to Value (LTV) 
will be examined. If you have a high LTV ratio because you recently bought your property, it can be difficult 
to qualify. The best thing to do is to pay off more of the home, or collateralize the loan with savings.  

 
What is the ideal debt-to-income (DTI) ratio and loan to value (LTV) for this product? 

 
DTI under 41% is ideal, but under 43% is allowed. LTV under 80% as completed is ideal, but 90% is allowed. 

 
How do you measure financial feasibility for building an ADU? 

 
LTV up to 90%, DTI up to 43%, solid credit history (we consider all scores 580+, high scores help with 
qualification process), stable income, liquid reserves help and are recommended, but not required.  

 
 
BENEFITS AND IMPLICATIONS 
 

I currently have a 3-4% interest rate and am afraid to lose this low interest rate. What is the cost-benefit 
analysis of getting a higher interest rate and using your product? Will it pay itself off? 

 
The decision to invest in your home is a highly personal decision and the process of weighing the 
cost/benefit is not the same for all persons. Pulling out your accumulated equity in your home to reinvest it 
will incur costs. The increase in rate will be mitigated by the new rental income generated by the new unit, 
and by the added value to your home at time of resale.  
 
Additionally, you are able to help mitigate the effects of the housing crisis by providing additional housing 
to someone in Section 8 for at least 5 years. 

 
 
 
 

 



 

 
BENEFITS AND IMPLICATIONS (continued) 
 

What is the benefit of taking on your product versus taking out a home equity line of credit (HELOC) or 
203K FHA loan? Second Mortgage? Fannie Mae Homestyle? 

 

  Cash Out Refi 
with SHFCU 

HELOC  203K FHA  2nd Mortgage  Fannie Mae 
Homestyle 

LTV  Up to 90%  Typically 
up to 80% 

Max loan amount = 
110% of the “after 
improved” value x 
the LTV factor or 
less the allowable 
down payment for 
a HUD REO 
property 

  97%, with 
additional FICO 
requirements 
for loans > 95% 
LTV   

Fixed/ 
Variable  

Fixed  Typically 
variable 

Fixed and Variable   Fixed, often 
high rate  

Offer Fixed and 
Variable  

Loan Term  30, 20, 15, or 10 
yrs.  

Typically 
under 15 
yrs. 

Many options    15- and 30-year 
FRMs and all 
eligible ARM 
products  

Requirements  Must live onsite 
(Owner occupied, 
not for investors)  
5 year agreement 
to lease to 
section 8 voucher 
holder 

  FHA 203(b) credit 
qualifications and 
down payment 
requirements. 
Must pay up-front 
and annual 
Mortgage Insurance 
Premiums.  

  Fannie Mae 
must already 
own your loan 
for you to be 
eligible for this 
product. If they 
do not own the 
loan it is very 
expensive to go 
through the 
process 

Notes  No PMI 
Use 75% of future 
rental income to 
help qualify.  

  A portion of the 
existing foundation 
must remain in 
place. 

SHFCU does 
not offer 2nds 

 

 
Note: The purpose of the information above is to give a quick informational snapshot of like kind programs and 
their differences. Each have unique differences and factors that should be carefully weighed out against the 
other, so additional research may be necessary for a more tailored understanding.  

 



 

BENEFITS AND IMPLICATIONS (continued) 
 

How will this rental income impact my income taxes? Is the increase evaluated when you help me with the 
financial feasibility of an ADU investment? 

 
Generally you will be claiming more income, but there will also be more expenses that you can write off on 
your taxes like property taxes, home insurance, maintenance and repairs. For a specific analysis of your 
personal situation, please speak to a tax professional.  
 
Yes, we will use future projected rental income to help you qualify. Because these units will be rented to 
Section 8 voucher holders, we will use the fair market rate provided by HUD ($1384/mo. for a 1 unit for 
example), and add 75% of your income. 

 
How do recent interest rates change this product’s terms? 

 
History has shown that most lenders have followed federal fluctuations in interest rates. Rates change 
daily, but we do our best to estimate as closely as possible for prequalification. Daily rate is taken into 
account when you officially go through the loan process with exact loan amounts and design contract in 
hand from LA-Más.  

 
 
PAYMENT TIMELINE 
 

When do I have to start paying the increased mortgage? 
 

Generally 30 days after the loan funds. 
 

Can mortgage payments begin once tenant has moved in?  
 

Typically, this is not a part of our program. We do not offer loan assistance while the unit is being built. 
Loan payments begin 30 days after the loan closes, which will happen when construction begins. 

 
 
 

 


