1 time close construction loan

1 time close construction loan is a specialized financing option designed to simplify the process of
building a new home or undertaking a significant construction project. Unlike traditional construction
loans that require separate financing phases for construction and permanent mortgages, a 1 time
close construction loan combines both into a single loan closing. This streamlined approach reduces
closing costs, paperwork, and delays, making it an attractive option for many homebuilders and
buyers. Understanding how this loan works, its benefits, eligibility criteria, and potential drawbacks is
essential for making an informed decision. This article delves into the details of 1 time close
construction loans, including the application process, comparison with other loan types, and tips for
securing the best terms. Below is a comprehensive overview of topics covered in this guide.
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Eligibility Requirements and Application Process
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What Is a 1 Time Close Construction Loan?

A 1 time close construction loan is a type of mortgage financing that consolidates the construction
loan and the permanent mortgage into a single loan with one closing. This means borrowers do not
have to go through two separate loan closings—one for the construction phase and another for the
permanent mortgage once construction is complete. This loan is specifically designed for individuals
building a new home, major renovations, or other large construction projects where financing is
needed throughout the build and beyond.

This loan type eliminates the need to refinance after construction, providing convenience and cost
savings. Lenders approve the construction plan, budget, and permanent financing upfront, disbursing
funds in stages during the building process. After completion, the loan converts automatically into a
permanent mortgage with predetermined terms.

Benefits of a 1 Time Close Construction Loan

Choosing a 1 time close construction loan offers several advantages compared to traditional financing
methods. These benefits appeal to homebuyers and builders seeking efficiency and predictability in



their financing.

Streamlined Process

Because the loan combines construction and permanent financing, borrowers only undergo one loan
approval and closing. This reduces paperwork, fees, and closing costs associated with multiple
closings.

Cost Savings

With only one closing, borrowers save money on closing costs such as appraisal fees, title insurance,
and origination fees, which can accumulate significantly with two separate loans.

Fixed Interest Rates

Many 1 time close loans offer fixed-rate options for the permanent mortgage portion, protecting
borrowers from rising interest rates after construction completes.

Predictable Financing Timeline

Because the loan is approved upfront based on the construction plan and budget, borrowers avoid
delays or surprises in securing permanent financing after construction finishes.

Reduced Risk of Refinancing Denial

Unlike two-time close loans, there is no risk of being denied permanent financing after construction,
as it is included in the initial loan approval.

How Does a 1 Time Close Construction Loan Work?

The operational structure of a 1 time close construction loan involves careful coordination between
the borrower, lender, and builder. Understanding the mechanics of fund disbursement and loan
conversion is crucial for managing expectations.

Loan Approval and Closing

Borrowers submit detailed construction plans, budgets, and contractor information to the lender. The
lender evaluates the project, appraises the property, and approves financing for both construction
and permanent mortgage simultaneously. Once approved, the borrower closes on a single loan.

Draw Schedule and Disbursements

During construction, the lender releases funds in increments, known as draws, based on project
milestones. The builder requests draws as work progresses, which the lender inspects before
approving payment. This ensures funds are used appropriately and construction stays on schedule.



Conversion to Permanent Mortgage

Once construction is complete and the home passes final inspections, the loan automatically converts
to the permanent mortgage. The borrower begins making regular mortgage payments based on the
agreed terms without needing to refinance or undergo another closing.

Eligibility Requirements and Application Process

Qualifying for a 1 time close construction loan requires meeting specific criteria established by
lenders. The application process is comprehensive due to the complexity and risk associated with
construction financing.

Credit Score and Financial Stability

Lenders typically require a strong credit score, generally above 680, and proof of stable income to
ensure the borrower can manage loan payments. Debt-to-income ratios are also carefully evaluated.

Detailed Construction Plans

Applicants must provide detailed architectural plans, construction timelines, and budgets prepared by
licensed contractors. This documentation helps lenders assess project feasibility and costs accurately.

Builder Qualifications

The builder or general contractor must be licensed, insured, and approved by the lender. Lenders
prefer experienced builders with a successful track record of completing projects on time and within
budget.

Down Payment Requirements

Down payments for 1 time close loans often range from 5% to 20%, depending on the lender, loan
program, and borrower qualifications. Larger down payments may improve approval chances and loan
terms.

Application Steps

1. Prequalification: Submit financial information to receive an estimate of loan eligibility.

N

. Loan Application: Provide detailed personal, financial, and project information.
3. Loan Processing: Lender reviews credit, income, and construction plans.
4. Appraisal and Underwriting: Property appraisal and final loan approval.

5. Loan Closing: Sign loan documents and receive funds for construction draws.



Comparing 1 Time Close Construction Loans with Other
Construction Loans

Understanding how 1 time close loans differ from other construction financing options helps
borrowers choose the best fit for their needs. The main alternative is the two-time close construction
loan.

Two-Time Close Construction Loan

This traditional loan involves two separate loans and closings: one for construction and a second
permanent mortgage financing upon project completion. Borrowers must requalify and close twice.

Key Differences

e Number of Closings: One versus two.

¢ Interest Rates: Two-time close loans often start with variable construction rates and require
refinancing at permanent rates, while 1 time close loans can lock in fixed rates upfront.

* Closing Costs: Higher with two-time close due to multiple closings.

e Approval Process: Two-time close requires requalification after construction; 1 time close
approves permanent financing upfront.

For borrowers seeking convenience and cost savings, 1 time close construction loans are often
preferred, though they may be harder to qualify for and less widely available than two-time close
options.

Potential Drawbacks and Risks
Despite many advantages, 1 time close construction loans have limitations and risks that borrowers

should consider before proceeding.

Stricter Qualification Standards

Lenders impose rigorous credit, income, and documentation requirements, making it more
challenging to qualify compared to other loan types.

Limited Lender Availability

Not all lenders offer 1 time close construction loans, which can limit borrower options and potentially
result in higher interest rates or less favorable terms.



Longer Approval Process

The detailed review of construction plans and budgets can extend the loan approval timeline,
potentially delaying project start dates.

Higher Interest Rates During Construction

Some loans may have higher interest rates while the construction phase is active, impacting overall
borrowing costs.

Risk of Construction Delays

Delays or cost overruns during construction can complicate loan disbursements and project
completion, requiring careful management and contingency planning.

Tips for Securing a 1 Time Close Construction Loan

Successfully obtaining a 1 time close construction loan requires preparation and strategic planning.
The following tips can improve approval chances and loan terms.

e Maintain a Strong Credit Profile: Pay down debts, avoid new credit inquiries, and address
any credit report errors prior to application.

e Prepare Detailed Documentation: Work with an experienced architect and builder to
develop comprehensive plans and accurate budgets.

e Choose a Reputable Builder: Select licensed, insured builders with proven track records to
satisfy lender requirements.

e Save for a Larger Down Payment: A higher down payment may lower interest rates and
increase lender confidence.

e Shop Around for Lenders: Compare loan offers, interest rates, and terms from multiple
lenders to find the best fit.

e Communicate Clearly: Maintain open communication with your lender and builder throughout
the process to avoid misunderstandings and delays.

Frequently Asked Questions

What is a 1 time close construction loan?

A 1 time close construction loan is a single loan that covers both the construction phase and the
permanent mortgage, eliminating the need for multiple loan closings.



How does a 1 time close construction loan work?

With a 1 time close construction loan, borrowers secure financing upfront for the entire project,
including construction costs and the mortgage, allowing funds to be disbursed during construction
and converting automatically to a permanent loan upon completion.

What are the benefits of a 1 time close construction loan?

Benefits include fewer loan closings, lower closing costs, simplified financing process, locked-in
interest rates, and reduced risk of financing delays during construction.

Who is eligible for a 1 time close construction loan?

Eligibility typically requires good credit, stable income, a detailed construction plan, and working with
a lender experienced in construction loans. Requirements vary by lender.

How long does the construction phase last with a 1 time close
construction loan?

The construction phase typically lasts between 6 to 12 months, depending on the project size and
complexity, before the loan converts to a permanent mortgage.

Can | customize my home with a 1 time close construction
loan?

Yes, this loan is designed for custom home building, allowing borrowers to finance personalized
construction plans and specifications under a single loan agreement.

Additional Resources

1. Understanding One-Time Close Construction Loans: A Comprehensive Guide

This book provides an in-depth explanation of one-time close construction loans, detailing the
application process, benefits, and potential pitfalls. It is designed for both first-time homebuilders and
seasoned investors seeking to streamline their financing. Readers will gain insight into how to secure,
manage, and make the most of these loans effectively.

2. The Complete Handbook to One-Time Close Construction Financing

This handbook covers the essentials of one-time close construction loans, including eligibility criteria,
lender requirements, and budgeting tips. It features case studies and real-world examples to help
readers understand the intricacies of combining construction and permanent financing into a single
loan. A great resource for builders, real estate agents, and borrowers alike.

3. One-Time Close Construction Loans for Real Estate Investors

Targeted at real estate investors, this book explains how one-time close construction loans can be
used to finance residential and commercial developments. It discusses strategies for maximizing
return on investment and minimizing risk during the construction phase. The guide also explores
market trends and lender options.



4. Mastering the One-Time Close Loan Process: From Application to Closing

This step-by-step guide walks readers through the entire one-time close loan process, from initial
application to the final closing. It highlights common challenges and offers practical solutions to
ensure a smooth construction project. The book includes checklists and timelines to keep borrowers
organized and informed.

5. Financing Your Dream Home: One-Time Close Construction Loans Explained

Ideal for prospective homeowners, this book demystifies the concept of one-time close construction
loans. It explains how these loans simplify financing by combining construction and permanent
mortgages into one. The book also provides tips on choosing the right lender and managing costs
throughout the build.

6. One-Time Close Loans: A Builder’s Guide to Construction Financing

Written specifically for builders and contractors, this book explores how one-time close loans can
accelerate project funding and reduce administrative overhead. It discusses collaboration strategies
between builders, lenders, and borrowers to ensure timely project completion. Readers will find
advice on negotiating loan terms and managing draw schedules.

7. Smart Financing Strategies with One-Time Close Construction Loans

This book offers advanced financing strategies for those looking to leverage one-time close
construction loans for various property types. It covers topics like credit requirements, interest rates,
and loan structuring. The author also shares tips on improving loan approval chances and managing
cash flow during construction.

8. The One-Time Close Loan Advantage: Simplifying Construction Financing

Focusing on the benefits of one-time close loans, this book explains how they reduce paperwork,
lower closing costs, and shorten project timelines. It compares these loans with traditional
construction financing methods to highlight their advantages. Borrowers will learn how to evaluate
whether a one-time close loan fits their needs.

9. Construction Loan Essentials: Navigating One-Time Close Financing

This essential guide breaks down the technical aspects of one-time close construction loans, including
underwriting criteria and legal considerations. It is aimed at both borrowers and lenders who want to
understand the regulatory environment and compliance issues. The book includes tips for avoiding
common mistakes and ensuring successful loan funding.
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approve a loan, options they won't often divulge, which costs they have control over, and
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on managing your new investment wisely -- and staying sane during the process! Discover how to: *
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contractor * Cut design and construction costs * Avoid common mistakes
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years Log Home Living has presented the log home lifestyle through striking editorial, photographic
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Web site, and membership organization. That's why the most serious log home buyers choose Log
Home Living.
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Insider’s Guide to Refinancing Your Mortgage is dedicated to an often-misunderstood aspect of
mortgage lending: refinancing a mortgage loan. Readers will learn why to refinance, when to
finance, as well as how to find the best lender, loan officer, and rate. Mortgage expert David Reed
takes readers step bystep through the refinance process and shows them how to evaluate their
current loan program and compare it with other options. By following Reed’s invaluable advice,
homeowners will learn: when a refinance is right for them ¢ how to lock in the absolute lowest rate
at the lowest cost ¢« how the mortgage process works from the inside * how loan officers get paid ¢
how to identify and avoid predatory lenders ¢ how to negotiate closing costs An Insider’s Guide to
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