[bookmark: _Hlk480269751]Explanation on ‘vacant land then construction’ funding
As you may be aware, a ‘Land & Construction Loan’ operates slightly different to a standard home loan. 

It’s important to mention upfront, that a direct debit to make the ‘interest only’ repayments for the holding costs (i.e. holdings costs is the interest that is charged each month during the construction phase) need to come from your savings offset account / everyday savings account. Your chosen lender will mail the direct debit form to you with your mortgage contract.

This document I have created, will assist you to understand the ins and outs of this type of funding and what your chosen Lender needs at each important stage.

Funds for vacant land settlement

· In all instances your own savings contribution (if any) / or funds from your ‘equity release’ limit must be used first before loan funds are made available for land settlement. The exact amount that you will be required to make from your offset account and/or equity release will be made known to you a few days before land settlement from your Solicitor.

Construction loans

· With a construction loan, your chosen Lender will retain funds equal to 100% of the Fixed Price Building Contract, to ensure adequate funds are available to satisfactorily complete the construction of your property.
· You only pay interest on a monthly basis on the loan funds that have been drawn down to progressively pay the builder during the construction stage.
· Payments are usually ‘interest only’ on a variable interest rate, until construction is completed, and if requested by you it will then convert to ‘principle and interest’ repayments on either a variable or fixed interest rate.
· Where you are not borrowing the total amount of the construction cost, you are required to use your own funds / funds from your ‘equity release’ limit first. We will let you know the exact amount after land settlement. Rest assured, we will always keep you updated at every stage.
· Your chosen Lender’s preferred valuer must undertake progress inspections of your purchased property throughout the construction period and prior to any progress payment claim being processed. Generally, your chosen Lender will arrange for a valuation to be conducted for base, lock-up and the completion stages of the construction.
· Your chosen Lender’s progress payment fee (if applicable) which covers the cost of all progress payment requests will be deducted from the construction funds. This means that the amount of funds available for the final progress payment will be affected by that small amount.

Please read your mortgage contract and other documents carefully

· Your mortgage contract for your ‘land & construct’ loan will also contain your progress payment request forms. These documents will be mailed to you by your chosen lender.

Who can I contact?

· You know you can always contact me or your Bank on 13 17 19. 


Documents your Bank will require before they start releasing funds towards the construction

When you request your first progress payment to be paid by your Bank 
· A clear copy of Council Approved Plans (We will forward this to your Bank on your behalf)
· A fully signed and executed copy of the building contract along with any post contract variations (We will forward this to your Bank on your behalf)
· A “Certificate of Currency” for the Contract Works and Public Liability Insurance” (We will forward this to your Bank on your behalf)-
This certificate needs to:
1. Include an expiration date – policy must be current
2. Have the name of your Bank noted as mortgagee
3. List the borrower’s names
4. List the specific site/construction address
5. List all contract works/construction works and Public Liability (or liability) Insurance
6. State the Construction Contract Price or Policy limits as listed in point 5
7. List the Builder
· Builder’s invoice (you will forward this to your bank)
· Evidence of borrowers required total contribution has been paid (i.e. receipts from the builder). You will forward this to your bank.

Documents your Bank will require before they pay the final progress payment?

1. An Occupancy Permit also known as a “Certificate of Occupancy”, in respect of the building works will be provided to us by your Builder or your property consultant and we will email this to you; and
1. A Building Insurance policy also known as a “Certificate of Currency” needs to be organised by yourselves and provided to your bank. The ‘replacement value’ should be for an amount not less than contract price on your build contract. In addition, the building insurance policy must note your Lender as the ‘mortgagee’.

· Once you email the above two documents to your bank along with the builder’s final invoice, your Lender will arrange for their valuer to conduct a final inspection. The Bank’s valuer will state that the property has been completed in accordance with the relevant plans and specifications, i.e. no outstanding works.
· Your chosen Lender will then contact you about the repayments that you must make after the final progress payment. After construction is completed, your loan will convert to a ‘Principal and interest’ loan, unless of course, you requested an ‘interest only’ period greater than one year at time of initial loan approval.			



How do I request a progress payment claim be paid? 
· The construction loan will be advanced by progress payments.

Your Lender’s actual process for ‘progress payment requests’ is as follows:
You complete the bank’s progress payment form and email it along with the builder’s invoice signed by you to progress.payments@bankwest.com.au or fax to 1300 130 885.

Rest assured, we will always email you clear instructions on what to do at every important construction milestone.

· Your Lender usually pays the claim within two to five business days.
· Your Lender’s interest charge will be calculated daily on your ongoing loan balance and charged at the end of each calendar month of which your direct debit will make the ‘interest only’ repayment to cover that cost. You would have completed and signed this direct debit form when initially going through your mortgage contract before land settlement.
· Your chosen Lender will NOT allow interest to be capitalised (i.e. the interest will not be allowed to be added to the loan at the end of each month) but rather repaid as an ‘interest only’ repayment, which is direct debited from your nominated transaction account.
· The amount of the progress payment requested must not exceed the amount of the builder’s progress claim. 
· The Bank’s preferred valuation firm will conduct an inspection report will include comments on the stage of works completed. This valuer does not act as your agent and is not required to advise you of any defects in construction. You should make your own enquiries and seek your own advice about the construction.

Typical progress payment stages

· The housing industry uses the following percentages as a guide for each stage of construction. These percentages are of a general nature and cannot be applied to all situations:

	Stage
	Percentage of contract price

	Deposit
	5%

	Slab/base
	10%

	Frame
	15%

	Lock up
	35%

	Fixing
	25%

	Practical completion
	10%






Construction loan process map

Your mortgage contract will be issued to your mailing address.
Application processed by your chosen lender. If approved, an “As if completed” valuation is ordered by your lender.
You sign and date your mortgage contract then return it to your lender or your lender’s solicitors via their ‘reply paid’ envelope.
Progress payment requests forwarded by you to your chosen lender during construction.
Payment made by your chosen lender as requested.
Loan application signed by yourselves and your supporting documents provided to us. Application input electronically and sent to your chosen lender for assessment.






Your signed mortgage contract is checked by your chosen lender’s construction team. 







Valuation returned – an unconditional approval (also known as a Formal Approval) is issued, we will email this letter to you.






Holding Costs Explained
When you purchase a house and land package where the land settles first and progress payments then follow during the construction stage, you will incur holding costs. This is where the bank’s interest charge will commence at the end of the month following land settlement and each month thereafter during the construction stage.

You would have completed a direct debit form within your mortgage contract which instructs your chosen lender how you want to make your interest only repayments for the holding costs –these repayments have to come from a savings account and not a loan facility. So, nominate your main savings account for these direct debits and not your ‘equity release limit’. You can then manually do an internet transfer from your equity release limit to your savings account of the exact amount of the interest charge the day after it has been charged.

An example of an approximate total cost of ‘Holding Costs’ now follows:

 Interest holding costs (Based on a 5.00% interest rate, land loan amount of $160,000, and a build price of $220,000)

	Progress payment stage
	Loan amount
	Months to property completion
	Interest costs

	Land settlement
	$160,000
	6
	$4,000

	Deposit
	$11,000 (5% of build contract price)
	5
	$229

	Slab/stage
	$22,000 (10% of build contract price)
	4
	$366

	Frame
	$33,000 (15% of build contract price)
	3
	$412

	Lock up
	$77,000 (35% of build contract price)
	2
	$641

	Fit out
	$55,000 (25% of build contract price)
	2
	$458

	Practical completion
	$22,000 (10% of build contract price) less initial deposit paid if any
	1
	$91

	Total holding costs
	$6,197



[bookmark: _GoBack]Remember also that the above holding costs are tax deductible in the year they are incurred if this property is for investment purposes.

