HOME

New Construction Considerations

-

Even as bountiful as
home inventory has
been in most of the
country, you can still
be stuck not finding
the right home to
buy. In that case, you
may want to build
your home.

This can be great for cus-
tomizing your house to your
tastes and lifestyle, but it’s dif-
ferent than buying an existing
home. Here’s what you need
to know.

THE LOAN IS DIFFERENT

Home construction loans
are short-term, higher-
interest loans that provide the
funds for you to build your
home. Construction loans
typically have an end date,
usually a year, and during that
time, the property must be
built and the certificate of
occupancy issued. These
loans have variable rates that
move up and down with the
prime rate.

You will need to provide
your lender with a construc-
tion timeline, detailed plans
and a realistic budget. Once
you're approved, you'll be put
on a draw schedule that fol-
lows the project’s construc-
tion stages. During this time,
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REAL ESTATE 101

Check Licenses of Builders

It’s important to check that your builder and other contractors hold the appropriate licenses to build in
your area and also carry their own insurance. Before starting your project, talk to several builders and
choose one that offers the best combination of price and expertise to build your dream home. You can
check their licensure with your state’s department of business regulation or contractor board. Make
sure to ask for and check references for the builder and any major subcontractors they plan to use.

date until the construction is
completed.

An appraiser or inspector
will check the house periodi-
cally to make sure additional
draws can be made. You
should expect about four to

you'll be expected to make
interest-only payments. The
lender will pay out money as
the construction progresses.
Borrowers are typically only
obligated to make interest
payments on funds drawn to

six inspections during the
construction of your home.
When the home is finished,
you may have the option to
convert the construction loan
to a traditional mortgage (a
construction-to-permanent

loan) or to get a separate
mortgage to pay off the con-
struction loan.

WHAT CONSTRUCTION
LOANS COVER

Construction loans typical-
ly cover the cost of the land
for your home, contractor
labor, building materials, per-
mits, appliances and land-
scaping. Home furnishings
are not included. You should
also make sure your construc-
tion loan includes a contin-
gency reserve to cover unex-
pected costs that arise during
construction. This can also
serve as a cushion for
upgrades once constructions
begins.

Also talk to your contractor
and lender about what hap-
pens if your project faces sig-
nificant timeline issues due to
supply chain difficulties,
weather or other delays. Your
lender may also require a pre-
paid homeowners policy that
includes builder’s risk cover-
age to cover things that can
happen during construction,
such as a fire or vandalism.

Your lender may also not
allow you to act as the build-
er. Building a home is a com-
plex process on many levels,
and they’ll want full confi-
dence that it’s done correctly.
No matter what your back-
ground and experience are,
they are likely to want a sepa-
rate builder on the project.
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Even as bountiful as home inventory has
been in most of the country, you can still be
stuck not finding the right home to buy. In
that case, you may want to build your home.

This can be great for cus-
tomizing your house to your
tastes and lifestyle, but it’s dif-
ferent than buying an existing
home. Here’s what you need
to know.

THE LOAN IS DIFFERENT
Home construction loans
are short-term, higher-
interest loans that provide the
funds for you to build your
home. Construction loans
typically have an end date,

usually a year, and during that
time, the property must be
built and the certificate of
occupancy issued. These
loans have variable rates that
move up and down with the
prime rate.

You will need to provide your
lender with a construction
timeline, detailed plans and a
realistic budget. Once you're
approved, you'll be put on a
draw schedule that follows the
project’s construction stages.

REAL ESTATE 101

HOMEWISE GLOSSARY

Settlement statement: The form showing all fees, charges and monetary transfers involving the buyer, seller and all parties involved in the transaction. source: MLS.com

During this time, you'll be
expected to make interest-only
payments. The lender will pay
out money as the construction
progresses. Borrowers are typi-
cally only obligated to make
interest payments on funds
drawn to date until the con-
struction is completed.

An appraiser or inspector
will check the house periodi-
cally to make sure additional
draws can be made. You
should expect about four to
six inspections during the
construction of your home.

When the home is finished,
you may have the option to
convert the construction loan
to a traditional mortgage (a
construction-to-permanent

Check Licenses of Builders
It’s important to check that your builder and other contractors hold the appropriate licenses to
build in your area and also carry their own insurance. Before starting your project, talk to several
builders and choose one that offers the best combination of price and expertise to build your
dream home. You can check their licensure with your state’s department of business regulation or
contractor board. Make sure to ask for and check references for the builder and any major subcon-
tractors they plan to use.

loan) or to get a separate
mortgage to pay off the con-
struction loan.

WHAT CONSTRUCTION
LOANS COVER

Construction loans typically
cover the cost of the land for
your home, contractor labor,
building materials, permits,
appliances and landscaping.
Home furnishings are not
included. You should also
make sure your construction
loan includes a contingency
reserve to cover unexpected
costs that arise during con-
struction. This can also serve
as a cushion for upgrades
once constructions begins.

Also talk to your contractor
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and lender about what hap-
pens if your project faces sig-
nificant timeline issues due to
supply chain difficulties,
weather or other delays. Your
lender may also require a pre-
paid homeowners policy that
includes builder’s risk cover-
age to cover things that can
happen during construction,
such as a fire or vandalism.
Your lender may also not
allow you to act as the build-
er. Building a home is a com-
plex process on many levels,
and they’ll want full confi-
dence that it’s done correctly.
No matter what your back-
ground and experience are,
they are likely to want a sepa-
rate builder on the project.




