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 Builder generally stays in title until com-

pletion.  
 

 Loan follows the standard process- with 

a big break between initial approval and 

final approval.   
 

 Pre-approval is done before construction 

begins. Credit, income etc. is evaluated.  
 

 Loan is again approved at or near com-

pletion, credit and income are re-

checked.  
 

 Appraisal is performed when the home is 

nearly complete (with a final certificate) 

or upon completion- but not before.   
 

 Loan is actually underwritten near com-

pletion. 
 

 Loan terms are generally the same as a 

standard loan- except for long term lock. 
 

 Long term rate lock would be desirable 

for the buyer in this case and can be 

done. 
 

 A large earnest money deposit can go a 

long way to reducing the builder’s risk. 
 

Builder Benefits & Risks 
 Dispute with or between any of the oth-

er parties. 
 

 Borrower fails to qualify upon comple-

tion. 

 Borrower changes their mind. 
 

 No payment until 100% completion- 

maybe. 
 

 Builder does not need to ask for money 

from the buyer’s bank.  Reduces delays.  

Buyer Risks and benefits 

 Dispute with or between any of the oth-

er parties. 

 Lower costs of financing. 

 Buyer may not 

qualify at completion. 

 Carrying costs of 

financing are carried 

by the builder. 

 No liability if something happens to the 

builder or lender.  

 Somewhat greater potential for fraud 

title etc. is not checked through the 

process.  

 Loss of earnest money if they fail to 

qualify at the end. Most builder con-

tracts do not have a contingency for 

loan approval.  

Lender Benefits & Risks 

 Dispute with or between any of the oth-

er parties. 

 The loan is not funded until the home 

is 100% complete- reduces 

risk.   

 Loss of income from fees 

and interest during con-

struction. 

 The buyer is vetted near the comple-

tion- status changes are accounted for.   

 New home prices can be higher than 

existing homes. The home’s value may 

not increase like an existing home in 

the first few years of the loan.   
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Closing takes place after lot is selected, 

plans and specs are drawn for the home 

and buyer & builder reach an agreement 

BEFORE any work is begun. 
 

Buyer becomes owner at the beginning of 

process. 
 

 Complete and final loan is done be-

fore any construction begins. Credit, 

income, etc. are evaluated.  
 

 Appraisal is performed using plans and 

specifications, with inspections at each 

draw & upon completion. 
 

 Loan is actually underwritten before 

closing, fully approved and funded. 
 

 Lot seller is paid at closing. 
 

 Loan proceeds are held in an account 

and disbursed as progress warrants. 
 

 Builder is paid in “draws” at mile-

stones in completion- often at the 

20% marks.  At each draw an apprais-

er visits to confirm progress and a 

title update is done. 
 

 

 

 

 Loan terms vary significantly from lender to 

lender.   
 

 Long term rate lock would be desirable for 

the buyer. 
 

 Usually an interest only payment during 

most of the construction period with inter-

est paid on the amount in use not the 

amount borrowed. 

 Adjustable rate loans are        

    much more common, but  

    fixed rates are possible. 
 

 Loan to values will vary  

    greatly from lender to      

    lender, usually lower.  
 

 Buyer may need to  

    qualify for the home 

    carrying current home as 

    well. 
 

 Upgrades can add costs later in the game 

and can create problems with appraisals. 
 

 Upgrade costs can affect the buyer’s loan 

approval status. 

 

Builder Benefits & Risks 

 Dispute with or between 

any of the other parties. 

 Borrower fails to qualify 

upon completion. 
 

 Borrower changes their mind. 

Other Factors to Consider 

 

Buyer Benefits & Risks 

 Dispute with or between 

any of the other par-

ties. 

 Buyer is protected from 

changes in financial 

status because the loan is closed at 

the beginning.   

 Greater potential for fraud 

 A builder developer can virtually set 

value in a subdivision which may not 

hold after the subdivision is complete.   

 Carrying costs of the loan as well as 

costs for additional title and appraisal 

updates. 

 Who is ultimately responsible for pay-

ing for upgrades and how? 

Lender Benefits & Risks 

 Dispute with or between any of the 

other parties. 

 Buyer should know to what extent the 

lender vets the builder before closing 

 What is required by the lender with 

regard to paid in full affidavits from 

the builder or subcontractors.   

 Failure on the part of the builder. 

 Change in buyer financial status. 

 Buyer changes their mind. 
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