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TOPICAL COMMENTS ON PROPERTY

NEW BUILDING PROGRESS AND COMPLETION REPORTS

In an earlier newsletter we discussed valuations for buildings to be constructed
and progress reports. Feedback has highlighted some aspects of the process
that may be of interest to those who are looking to build.

As the building contract will be a significant amount of money over an extended
period the builder needs to be paid on a regular basis to allow him to maintain a
workable cash flow and to meet his obligations to suppliers and sub-
contractors. Building contracts usually include a payment schedule that re-
quires progress payments to be made at various stages of the project, such as
when the building is closed in or when the roof is on. The question is - how
much should be paid and at what stage?

If the contracted payments are too high at the start, relative to the work com-
pleted, this favours the builder and puts the owner at risk, whereas too little
makes it difficult for the builder to meet his commitments.

For the owner there is often a need to obtain funding for the progress payments
and the lender will want to know the project has progressed sufficiently to ad-
vance more money. When progress payments are due it is normal for the val-
uer to be asked to advise on the extent of the work completed. We report on
the value of the work that has been put in place and the overall progress with
the building (the percentage complete) based on the value of the house (rather
than the construction cost).

When a new home owner may already be funding the best part of $200,000 for
the land, funding building progress payments is important. In light of the recent
decline in property prices, lenders — banks in particular — are now asking for full
valuation reports at the end of the project. For some borrowers it could mean
that the value at the start of the project was higher than it will be upon comple-
tion. When completing progress valuations in the past, valuers did a final in-
spection and issued a completion certificate based on the project being com-
pleted in accordance with initial valuation, without the more expensive process
of updating the valuation.

This new trend raises an interesting point. If the value is less than expected,
will the bank change the sum it contracted to lend? This would possibly in-
crease the financial pressure on the owner, but it could also be in breach of the
loan agreement.

Our suggestion to new home builders, lenders, banks and builders is that
agreement by all parties is reached on when the progress payments are to be
made, how they are funded and the documentation required, before the build-
ing contract is completed. This could save considerable angst in the building
process and make it clear to all involved what will happen when.

Contact Appraisal if you need assistance with these aspects early on in the
process to ensure all payments and values are appropriate for the project and
agreements for loans and building contracts.
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