
A Consumer’s Guide to
Construction Financing



Are you building a custom home?

This guide is a valuable resource for anyone planning to 
build a custom home.  It provides in-depth information 
on financing options and a timeline to help you plan your 
project from start to finish.

How you finance the construction of your new home is 
one of the most important things to consider.  

WR Starkey Mortgage is a leader in home construction 
lending, specializing in Single Close Construction 
Loans. We are known for our exceptional customer 
service, and we understand the needs of both the home 
buyer and their builder.

WR Starkey Mortgage’s Single Close Construction Loan 
takes you from groundbreaking to move-in in one easy 
process.  At WR Starkey Mortgage, you will be working 
with construction loan specialists who are able to answer 
your questions and the questions of your 
builder/contractor so that your home construction keeps 
moving smoothly with no surprises along the way.

We’ve Built A Better 
Construction Loan
Loan Programs
Choose from several loans programs, many 
at rates below what is normally charged for 
interim construction financing.

Financing
Finance up to 95% of appraised value. 
Finance closing costs for a zero or minimal 
down payment.

Flexible
Pay interest monthly or finance it into the loan 
balance during the interest-only phase.

Lot Equity
Lot equity or items paid in advance may be 
used as credit toward the down payment.

Convenient
Twelve months of interest-only payments, 
with time to build your new home and sell 
your current one.  No need to move twice.



A Loan Program to Meet Your Needs

Single Close Loan
WR Starkey Mortgage has a Single Close loan designed to 

build or rehabilitate a primary residence or second home.  

Single Close means one loan – start to finish.  You sign one 

set of loan documents that covers both the interim 

construction phase and the permanent loan.  This eliminates 

the need for multiple loans to get you into your new home.  

With this single loan, you can purchase the land for your 

home and complete the construction.  When the 

construction is complete, the loan automatically converts to 

a permanent mortgage loan without another application or 

additional closing fees.

You may choose from several loan products, including 

Fixed and Adjustable Rate Mortgages (ARMs). The 

construction period is 12 months to allow time to build the 

new home and sell the existing home.  Construction periods 

of 18 months are also available.

Lot/Land Loans
This is the perfect loan program to finance the purchase of a 

residential lot for future construction of your dream home.  

This loan allows you one year to design your home and 

choose a builder.  Best of all, you can choose WR Starkey  

Mortgage’s Single Close loan.

Refinance Rehabilitation and      
Purchase Rehabilitation Loans

These loans are designed to allow you make major 

renovations to your existing home, or purchase a  home 

with plans for improvements and remodeling.  Need a new 

kitchen, bigger bathroom or family room addition?  This 

unique loan calculates the loan amount by using the future 

value of the planned improvements.  Choose from several 

flexible loan programs.



How does the construction loan process work?

Construction Contract. This is the agreement between you and the 
builder/contractor  that details the planned construction project, the agreed     
upon cost and the construction term to complete the project.  The Final Plans and 
Specifications should be an attachment to the construction contract.

Detailed Line Item Cost Breakdown/Draw Schedule. This schedule should be 
prepared by the builder/contractor and should include the hard costs (direct costs) 
and the soft costs (indirect costs).  The total should match the Construction 
Contract total.  This Draw Schedule will be used to advance funds to the Builder 
as work is completed.

The Single Close Loan process is very similar to the process of a standard purchase or refinance transaction.  But unlike a purchase 
transaction for an existing home, the Single Close Loan involves determining the value of a home that is not yet constructed.  To 
assist the appraiser and the lender in determining the future value, information must be provided on the planned home or 
improvements, what materials will be used, and the total cost to complete the project.

Final plans and Specifications. These consist of a legible set of architectural drawings (building plans). They must include a floor 
plan showing all dimensions and outside elevations (drawing of exterior).  In addition, the Builder should provide a description of the 
materials to be used in the construction of the home.  For example, wood shingle roofs or lightweight tile; brick or siding. This 
information will be provided to the appraiser who will give value, subject to completion per plans and specifications.

Single Close Worksheet.  This form is used to bring all the costs together, along with the items that you have pre-paid.  By using 
this form, you are able to determine the maximum loan amount and funds needed for closing, if any.  Your Construction Loan 
Specialist will prepare the Single Close Worksheet.

Builder Profile.  The form is completed by the Builder for reference checks on the Builder by CNM.



How are draws disbursed from my Construction Loan?

Initial Disbursement. The initial disbursement at closing includes the 
payoff of the lot or existing mortgage (if applicable), and related closing 
costs, less your down payment, if any.  The initial disbursement will not 
exceed the amount allocated in the draw schedule for closing costs, lot 
payoff and the builder start-up draw.

Deposits. The cost for special order items may also be funded up to 50% 
of the line item on the draw schedule, when accompanied by an invoice.

Final Draw. The final draw to the Builder will be paid upon completion of 
construction.  CNM will also receive a final to the appraisal, a “Final Down 
Date Endorsement” from the title company, and a final survey if required.

Disbursements or draws are made on a work-completed basis.  Disbursements will occur over a period of time based upon the 
percentage of work completed.  Work completed will be determined by a third-party inspection service.

Your Builder will designate a construction bank account at a Federal or State chartered financial institution.  Your 
disbursement funds will be wired directly to this account.

The Builder will submit draw requests directly to CN M Construction Department.  As an added convenience, a copy of the 
disbursement statements may be sent to you via email each time your Builder makes a draw.



What makes up the Construction Loan costs?

There are a number of costs that go into building a new home:

LAND VALUE. You may purchase the land you have under contract at closing with proceeds from the Single Close 
loan, or you may already own the land and have a loan to be paid off with proceeds from the Single Close Loan.  You 
may own the land free and clear of the loan.

SOFT COSTS. Permit fees, engineering fees, architectural fees and other costs associated with building the home – but 
not directly part of the actual construction costs.  Many times, you may have already paid some of these costs upfront.  If 
so, these paid items may be considered “equity”, if you can document the cost with a bill and a canceled check.

HARD COSTS.  The actual cost of construction covering all materials and labor associated with building the home.  
You will enter into a contract with a Builder to build the home. Like a purchase contract for an existing home, this 
contract sets forth the work to be done and the costs associated with that work.

CLOSING COSTS. These are costs associated with the closing of the loan, such as title costs, loan fees, discount fee, 
inspection fees and appraisals.  You may choose to finance the closing costs.

CONTINGENCY RESERVE. A reserve account covers unforeseen cost overruns in the construction of the home.  An 
additional 10% of the hard cost will be established in a Contingency Account for Cost-Plus contracts.  A Contingency 
Account is recommended on all contracts to cover change orders or upgrades.

INTEREST RESERVE. You may establish an interest reserve account to pay the estimated interest cost during the 
construction of the home so you do not have to make out-of-pocket payments during construction.

TOTAL COSTS. The total cost consists of all of the above, as shown in the following example.

MAXIMUM LOAN AMOUNT. You may borrow up to the maximum loan amount as figured from the appraisal.  

LOT EQUITY. In all transactions, the Land Value is taken from the appraisal.  The difference between the appraised 
land value and the loan to be paid off on the land, if any, will be the lot equity.  The lot equity will be a credit toward the 
required down payment, if any.

Land Value $50,000
Minus Pay Off - $40,000
LOT EQUITY       = $10,000



Example of Construction Financing

ITEM EXPENSE
Land Value 50,000
Hard & Soft Construction Costs      240,000
Closing Cost Financed 10,009
Contingency Reserve 18,000
Interest Reserve 10,312

TOTAL COST 328,321

Maximum Loan Amount -318,250
(Appraised value of $335,000 x 95%)

Lot Equity - 10,000

Down Payment Required $71

DOWN PAYMENT. The down payment in the example was figured at the minimum down payment required.  The Single Close program allows you to make 
the minimum down payment at closing and pay additional down payment at loan modification.  Many home buyers are surprised to see how small their down 
payment may be, if any.



SITE SELECTION:  Location is one of the most important factors to consider. There are realtors who specialize in finished lots as well as individuals and land developers 
who sell finished lots. Many builders also have lots in inventory. You should have a current survey of the property indicating all easements and rights-of-way. If you find your lot 
but aren’t ready to build, you may obtain a Lot Loan. This is short-term financing for the purchase of a residential lot suitable for future construction

PLANNING MEETING WITH BUILDER & ARCHITECT:  Building the custom home begins several months before you break ground. You may start by 
meeting with a builder or architect. Many builders have architects on staff or certain architects with which they regularly work. Keep in mind that each plays an integral  role in 
the process  and will work together to help make your vision a reality.

MEET WITH LENDER. It’s  never too early to meet with your construction lender. A construction lending specialist can help in planning for your future investment.

MOVE IN! You may move in ANY TIME after construction is complete. In some cases, payments after move in (but 
within the 12 month construction phase) are paid from Your interest reserve account. This gives you the convenience of  
delaying payments until after loan modification.

LOAN 
MODIFICATION

The Single Close Loan         
allows for a  modification 
option, which is available    

upon completion of  
construction of your home, 
or  up to 12 months after                    

loan closing.

TAKE 12 MONTHS      
TO SELL OR LEASE  

YOUR CURRENT 
HOME  

If you currently own a home, 
you do not have to sell it before 
you start your new one. Close 
on the Single Close loan and 

have a full 12 months to sell or 
lease your current home prior to 

loan modification.                         
No need to move twice!

LOAN CLOSING. You must have an adequate down payment or equity at the time of closing. Equity is defined as cash paid toward the lot or construction improvements 
both hard and soft). In many cases because of equity or equity from future appraised value, you will make little or no down payment. You may pay the loan down  at modification 
to lower payments or to avoid mortgage insurance.

CONSTRUCTION TIME LINE

12 -MONTH
CONSTRUCTION PHASE

Enjoy a construction phase of up to 12 full months 
with interest-only payments while you complete your 
new home. You will be charged  interest only on the 
funds disbursed.  You can pay this interest monthly 

or set up an interest reserve account.

The construction phase of your financing may 
continue past your home’s completion and your 

move-in, up to 12 months from loan closing.  



Ready to get started?

The Single Close Loan from WR Starkey Mortgage                  

is a better way to build your home.  

Contact us today for detailed information on your home construction or 

rehabilitation project.  We’ll be happy to provide you with no obligation 

financial scenarios and answer any questions you may have.

Debbie Cash
Branch Manager/A.V.P.
WR Starkey Mortgage

713-977-9533 Office
713-977-9836 Fax
832-496-2858 Cell

dcash@wrstarkey.com
www.debbiecash.com

This publication is designed to provide general information, not legal or technical advice.  If legal advice or other expert advice is required, the 
services of a competent professional should be sought.  Any loan terms referenced in this publication are subject to change without notice.
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