BEFORE YOU APPLY FOR A
CONSTRUCTION LOAN

The dream of designing and customizing your
own home and having it built on your own land is
compelling, but construction loans are a little more
complex than their mortgage cousins, so there are a
few things you should have ready before you apply for
the fnancing you’ll need to break ground.
First, of course, your lender will want proof of your
fnancial position and your anticipated ability to
repay a loan. Similar to a regular mortgage loan, the
bank will want to see two to three years of tax returns
with associated W2s or 1099s, two months of bank
statements and pay stubs, and a retirement and
investment verifcation. They’ll pull a credit report to
review any other outstanding debt you’re carrying, and
assess your debt to income ratio, and your housing to
annual income ratio.
The lender will also complete an appraisal of the
planned home. This “as-will-be” appraisal will consider
the construction specifcations and home plans or
blueprints, as well as the property. By providing an
estimated value of the fnal house, it defnes the
parameters of the loan amount – Carolina Farm Credit

typically loans up to 85% of the home’s value for
contractor-build projects, or up to 75% for owneror self-build projects. This appraisal also lays the
groundwork for future inspections that will occur
throughout construction.
“Carolina Farm Credit, as a lender to rural homeowners,
also requires that a reputable builder or licensed
contractor be engaged to oversee construction, or
in self-build situations be consulted to provide an
independent cost estimate. CFC will also ask for a perk
test to make sure the soil will support the size and style
of house being planned,” says Daniel Bulla.
With all these pieces in place, you’ll be prepared to
discuss your loan options, which you’ll also want to
consider carefully before actually applying for the
construction loan that will carry you through the
building process. Once your home is completed, the
contractor will arrange a fnal inspection and if all goes
well, you’ll receive a certifcate of occupancy, which is
required to transition from the construction loan to the
long-term mortgage – the second and fnal step in your
construction loan process.
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