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Our Mission

This guide provides up-to-date information about the construction loan
process when you are acting as your own general contractor, including what
to expect, who’s responsible for what tasks, and what happens when your
home is complete. Every construction project is unique, so working with an
experienced Construction Loan Specialist can make a real difference. Please
note that this is meant only to be a guide and is not to be used as legal
advice. If you require legal advice, please consult an attorney. 

At Chelsea Groton Bank we help individuals and families build their dreams one house at a time. We understand how special 
it can be to design and build your own home, and we offer the financing programs, and one on one guidance, to make that
possible. It is important to work with a local lender that understands your project and has years of experience financing
construction.

Welcome Home

Downtown

Park



A Construction Project Starts with a Suitable and
Buildable Lot

If you already own a buildable lot free and clear (no loan), congratulations! This provides you with immediate equity;
please provide the closing disclosure from the date of purchase, or the recorded deed.

If you are purchasing a buildable lot, please provide a copy of the land sales contract, and let us know if you 
      are paying for the land outright prior to the construction mortgage closing, or if you are purchasing the land  
      with the construction mortgage.

If you own a buildable lot and have a loan on it, you may pay it in full prior to the construction loan closing 
      or, if you are paying off the land loan with the construction funds, please provide a copy of a current loan 
      statement with your loan application. Note, there can be no other liens on the buildable lot, recorded or 
     otherwise.



How to Begin the Construction Process

Get Prequalified – Before starting your project, it’s beneficial to meet with a Construction Loan Specialist.
It’s important to know “how much house you can build” based on your income, financial obligations, and
liquid assets.

Establish a Budget – Once you understand how much house you can build, understanding the amount
of the loan for which you qualify is beneficial before you start planning your new home with a builder. 

Assemble your Documents – After meeting with your builder, the next step is to prepare a Construction
Cost Estimate Sheet based on the house plans, land plot plans, and home finish specifications.



Consider Borrowing the Maximum

It may be beneficial to borrow more
than the total cost of the project

because there are often unexpected
expenses when building a home. This
may include increased materials costs,

hitting ledge when excavating, or
upgrading finishes. Speak with your

Loan Specialist about options to
borrow up to 85% of the acquisition
cost or appraised value, whichever is

lower.

Why does this matter at 
application time? When your home is
complete, and you are ready to roll
your mortgage over into permanent

financing, you will roll over the amount
you used versus the amount you
borrowed. This is less costly than

incurring cost overruns and having to
refinance your loan to borrow

additional funds.

If funds remain after construction,
speak with your Loan Specialist

about whether they can be applied
towards additional improvements,

after receiving the Certificate of
Occupancy.



Construction Cost Estimate Sheet:  
Self-Build Construction

Self-build construction loans
may not be less expensive

unless you have a contractor
relationship with other

contractors and suppliers; if
you do not have this

relationship, you might pay
for labor and materials at

higher rates.

A self-build construction loan
means that you will act as 

your own general contractor; 
it is only advisable to build your

house this way if you have
experience as a contractor in
the construction business – 
i.e. a carpenter, plumber, or

electrician.

For a self-build construction,
please complete a

Construction Cost Estimate
Sheet and provide written
estimates for each item,
including all labor and

materials. You will also be
given a Description of 
Materials to complete.

Once you have completed
the Construction Cost

Estimate Sheet and
Description of Materials, and

obtained the written
estimates, house plans, and
plot plans, you are ready to
apply for your Construction

mortgage.



Be sure to include written estimates for each item on the spreadsheet; you will need
estimates for both labor and materials. If you are providing the labor yourself for items such
as painting, you will just need to get a written estimate for materials. Please note that you
must be licensed to complete certain labor items such as plumbing and electrical work.

Construction Cost Estimate Sheet
for Self-Build Construction Loans (Cont.)

Please complete the spreadsheet and send as an Excel document to your Loan
Specialist, who will review it with you at the time of application.

If you have prepaid any items in advance, please provide canceled checks and receipts to
your loan specialist.



Example

Completing the Construction Cost Estimate
Spreadsheet

If you have prepaid items on the
worksheet, enter the amount already

paid in the column labeled “Paid to
Date”. The remaining balance (if any)

should go in the column labeled
“ESTIMATE Minus Paid”.

You have a foundation estimate
for $20,000, and you have

already paid a $5,000 deposit;
you should enter $5,000 in the
first column and $15,000 in the

second column.

Save all entries as you
update and forward to
your Loan Specialist as

an Excel document when
completed.

!



 Description Of Materials

This form is required if you are acting as your own
general contractor.

This will help the appraiser determine the quality
rating of your new home; for example, they will

evaluate materials such as cabinets, countertops,
flooring, etc. for quality.



Acquisition Cost

Once you have completed your Construction Cost Estimate Sheet and provided written estimates
where required, your Loan Specialist will determine the Acquisition Cost for your property.

Acquisition Cost: The total of the
purchase price or value of your
land plus the total cost to build
as reflected on your Construction
Cost Estimate Sheet.

Maximum Loan Amount:
Calculating the Acquisition Cost
will enable your Loan Specialist 
to determine your maximum 
loan amount. If you have an all-
inclusive builder contract, your
initial loan amount can be up to
85% of the Acquisition Cost.

Land Value: If you purchased
the land more than 12 months
ago, or if it was gifted to you, we
will use the value on the town
property card as the initial value
to determine Acquisition Cost.



Ready to Apply!

An executed Sales Contract for the buildable lot if you are using
construction funds to purchase it.

Updated paystubs and bank statements if your mortgage
preapproval letter is more than 30 days old. Please submit them as
they come in.

Your Loan Specialist will prepare an initial Sources and Uses of
Funds form and review it with you, so you know how much you will
need in savings and checking accounts to complete construction.

When you apply, we will collect a check for your application fee to
cover the cost of your appraisal and credit report.

Once you have your 
Completed Construction Cost Estimate Sheet
with written estimates for labor and
materials for each item
Completed Details of Transaction form
House plans and land plot plan
And updated paystubs and bank statements

You are ready to apply!

You may also need to provide 



Funds and Reserves Required
The bank does not finance 100% of your construction; you are required to use your own funds in addition to the construction mortgage
proceeds. 

Your Loan Specialist will prepare an initial Sources and Uses of Funds form, to help you determine how much you will need, including
your contribution towards the cost to build and the reserves in non-retirement accounts required by the bank. This form will be updated
throughout the process as you provide new bank statements and invoices or canceled checks for any payments already made to the
builder or subcontractors.

Updated bank statements for all your accounts will be required when the appraisal is complete. 

If you have prepaid any subcontractors or purchased any materials, please provide checks and paid receipts. These receipts will be used
to prepare the final Construction Sources and Uses of Funds form, which you will sign at closing. This form must reflect you have at least
10% of the total on the Construction Cost Estimate Sheet in your savings and checking accounts, less money already prepaid towards
the project. It is expected that you will use these reserves if there are cost overruns.

You must also show that you have 6 months of mortgage payments in reserves, which includes principal, interest, taxes, and insurance.

If you do not have enough funds for construction and the required reserves in your savings and checking accounts, you may be asked to
withdraw funds from your retirement accounts prior to closing. 



Commitment Letter

Upon loan approval you will receive a conditional
commitment letter outlining the conditions that must
be met before and at closing.

Your Loan Specialist will review the commitment
letter with you, collect the necessary closing
conditions and assist you in scheduling the closing.

If the buildable lot is financed, and you are not
paying it off with the loan proceeds, there will be an
additional condition regarding payoff of the land
loan.



The Appraisal Process

Your Construction Cost Estimate
Sheet, Description of Materials,

house plans, and plot plan will be
sent to an independent appraiser

to determine the “as complete”
value of your new house.

The appraiser will evaluate
these items and consider the
updated acquisition cost and
quality/grade; they will also

visit the land and take photos.

The appraised value may be
either lower or higher than

your acquisition cost calculated
at the time of application. If

higher, your loan amount will
remain the same, based on

acquisition cost. If lower, the
loan amount will be adjusted to

80% of the appraised value.

Using the appraised value, the
lender will determine the

initial construction mortgage
disbursement which can be
disbursed at closing up to a

certain percentage of the land
value.

You will receive a copy of the
appraisal.



What are Sources and Uses of Funds?

Sample Form



Disbursements into Chelsea Groton Checking Account

Money can be disbursed to you at closing, up to the value of your land;
however, you can choose not to take this disbursement if you don’t need
the funds right away. Interest begins accruing for the amount disbursed.
You will be charged interest monthly on the amount disbursed. 

If applicable, land loans are paid off at closing. If the disbursement is not
enough you must pay the difference from your own funds. You will know
this in advance of closing.

Loan disbursements will be processed after subsequent inspections to
determine completed work. 

Disbursements will be deposited into your Chelsea Groton checking
account. You qualify for a free checking account if you don’t have one;
disbursements will be deposited into this account. 



Tax Escrow

As part of the loan qualification process, we will calculate the amount of real estate taxes by using 70% of the appraised “as
complete” value multiplied by the current town/city mill rate where your land is located.

We will collect tax escrow funds at closing to pay your taxes when the first bill is issued.

The town building official will inspect the completed property and issue a Certificate of Occupancy, and then the town will
calculate taxes based on their valuation of your home at that time; the town’s valuation may be higher or lower than the
bank’s valuation, which could result in higher or lower taxes than those originally estimated.

You may receive a rebate if too much in escrow was collected, or the excess may be divided over the next tax period to reduce
the newly calculated escrow amount; you will be given a choice if this is applicable to you.

If we collected too little escrow funds based on the estimated tax bill, we will pay the bill for you and then recalculate the
amount of your new monthly escrow, which will be higher, to make up for the escrow shortage. 



Property and Flood Insurance

The bank will require “Builders Risk” insurance before and
during the construction period.

The Builders Risk policy must name Chelsea Groton Bank as
the mortgagee.

You can choose to escrow for the insurance premium, or you
can pay it on your own. Proof of payment of the first year’s
premium will be required.

If your property is in a Flood Zone, you must also purchase
flood insurance naming the bank as mortgagee. Flood
insurance must be escrowed.



After closing, we will transition your servicing to a
representative from the Chelsea Groton Loan Servicing
Construction Desk.

You’ll receive a welcome letter shortly after closing, which
provides contact information and details on how to obtain
disbursements as work is completed.

Next, an independent inspector will be assigned. The inspector
will meet you at the property when an inspection of completed
work is requested.

Please note that all disbursements will be made to you, not to
your builder or an individual contractor.

After Your Loan Closes



Important Definitions

Certificate of Occupancy (CO): 
A legal document issued by the Town/City Building Inspector verifying that a structure is safe and
ready for occupancy. The bank will require a copy of the permanent Certificate of Occupancy.

Inspection: 
The construction site is visited by a bank-approved independent inspector to determine how much
of the house has been completed. This determines how much money can be disbursed from the
construction funds.

Disbursement:
Money that is paid by the bank, from Construction Loan account proceeds, for work completed.
These funds will be deposited into your Chelsea Groton checking account.



Five or more business days before you need a disbursement, please call the Construction desk at the bank. An inspection will
be scheduled to determine the amount of progress made on your house. The inspector will authorize a certain amount of money to
be disbursed based on the construction disbursement schedule provided. The percentages refer to percentages of base
disbursement amount and not the percentages of cost. 

For example, if the excavation and foundation are complete, the house is considered 16% complete; we can disburse 16% of the base
disbursement (mortgage amount less the initial disbursement on the land if applicable). The money will be deposited to your Chelsea
Groton Bank checking account. Please call the Construction desk after the inspection to discuss the inspection results. 

Obtaining an Inspection and Disbursement

IMPORTANT: 
We can only disburse according to the percentages on our disbursement schedule, based on how much work you have
completed; we do not advance funds for supplies, materials, or deposits to subcontractors. If your supplier or subcontractor 
is requesting a larger disbursement than our schedule permits, you must pay the difference from your own funds.

!



Construction Mortgage Disbursement Sheet



Who is the Inspector?
The Inspector is a local independent appraiser experienced with construction financing. They will identify themselves when they call you or visit your
property; feel free to call our Construction desk to confirm their identity.

How do I pay for the Inspections?
The bank will collect a non-refundable fee at the time of closing to cover the administration of your construction loan. Please refer to your Loan Estimate
given to you at the time of application for the fee details. If there are more than four inspections required, each inspection beyond the four inspections will
require an additional nonrefundable fee of $200.00. The fee will be deducted from your next disbursement. You may have up to two disbursements for
each inspection. The fee for more than two disbursements per inspection is $15.00 per disbursement.

How long do I have to build my house?
You have one year from the closing date to build your house. You are encouraged to complete your house during that period to avoid additional attorney
title search fees that are required under State Statutes. We will remind you when you are nearing the end of your disbursement period.

What if I don’t use all the money?
If you complete the construction and you have not taken all of the money that you applied for, you have two different options: once you provide the bank
with a permanent Certificate of Occupancy and we have an inspection indicating that the house is 100% complete, you can take a disbursement for all
remaining funds; OR, you can request that the construction loan roll over to the permanent mortgage for the lower amount, which will result in a lower
monthly payment. Please contact the construction desk to discuss options and amounts. Depending on the type of mortgage that you have, your payment
will change to reflect the new balance; a modification may be required. 

Frequently Asked Questions



Frequently Asked Questions (2)
What if I need more money due to cost overruns?
Cost overruns are the responsibility of the borrower. At the time of application there is a 10% cost to build reserve requirement. If those funds are not
enough to cover overruns, please notify us immediately. Every situation is different, and we explore alternatives to help you complete your house.

If I change my mind about contractors, building specifications, or materials, do I need to notify the bank?
YES! The bank’s independent appraiser used those estimates to calculate the amount of money needed in combination with your savings to ensure
completion of your house. If you make changes to the original information regarding materials and costs, you may run short of funds, or your appraised
value may change, which can cause completion delays.

What if I decide not to complete all areas of the house based on my original plans and specs?
The house needs to be completed based on the “Description of Materials” form, plans, cost estimates and other methods that you initially provided to
determine the completed value of your property. The appraiser’s value is based on completion of the property, and your loan amount is based on a
percentage of this value. Therefore, the items in the house that you identified would be completed during construction, must be completed. Example: if
you presented plans and specifications for a Cape-style house with two bedrooms downstairs and two upstairs, and the appraisal is based on a four-
bedroom house, you may not choose to leave the upstairs bedrooms incomplete. If there are areas of the house that you have no intention of initially
completing, you must provide that information to your loan officer at the time of application, and the incomplete areas must be noted on your plans.

When are the loan proceeds fully disbursed? 
Please refer to the “To obtain an inspection and disbursement” section. You will receive all your loan proceeds once we receive the Town’s permanent
Certificate of Occupancy (CO) from you. 



Frequently Asked Questions (3)
Do I have to go through another closing to turn my construction mortgage into a 30-year mortgage?
No, at no additional cost to you, Chelsea Groton Bank will “roll over” your loan to a permanent 30-year mortgage. You may have to wait until the end of the
construction year for this “roll over” depending on the type of mortgage loan you have.

What if I complete my house before the year is up?
Depending on the type of mortgage you have, you may be able to begin payments on your permanent mortgage sooner. Please submit your request to
begin payments in writing to the Construction desk. You will be required to sign a loan modification agreement, and pay a fee, if applicable.

Can money be advanced ahead of time to buy materials?
Under State Law, the bank will disburse money to you after work has been completed or after you build up equity in your property. This means that you
may be able to get some money at the time of closing based on the equity in the land. Please remember if you take money before you begin to build the
house, you’ll have less money available during the construction period. The amount we disburse on the value of the land will be deducted from the total
mortgage amount and all future disbursements will be percentages of the lesser amount. Speak with your Loan Specialist in advance of closing to
understand your options.

How much money can I get at closing? 
This is probably the most frequently asked question. The answer depends on the value of your land, the amount of your loan, and the appraised value.
There is a formula dictated by State Statute. The amount we disburse to you will be calculated once we receive a copy of the appraisal; your Loan Officer
will share that information with you. Please note that if you have a land loan and the disbursement is not sufficient to pay it off, you must make up the
difference using your own funds.



Frequently Asked Questions (4)
How does the bank charge interest?
We will send you a bill every month for the interest due on loan proceeds disbursed. The more money disbursed, the higher your payment. To
reduce your monthly interest payment, you can use your savings first before drawing down on the construction loan. 

Can I make my construction interest payments from my disbursements?
Borrowers are required to make construction interest payments from their own funds and not from loan disbursements. 

When did you say I should use my savings?
Contractors often want deposits before work is started; this is the best time to use your savings. If you are acting as your own general contractor,
use your savings funds to buy construction material and/or to pay sub-contractor deposits. 

How much of a down payment do I need when constructing a home with an all-inclusive builder contract?
Usually 20% down is needed, but applications with 15% down are considered. If the down payment is less than 20%, private mortgage insurance
(PMI) is required at your expense. If you are putting 15% down, you must submit receipts from the builder, showing that all the mortgage funds
went towards the construction of the house. In addition to funds for down payment and closing costs, you are required to show 10% of the
construction and materials cost in liquid reserves. You will also need 6 months’ worth of anticipated mortgage payments available in liquid funds
OR accessible retirement funds.



Frequently Asked Questions (5)
If I borrowed more than 80% of the value or cost of my home, how do I receive the final disbursement? 
Upon receipt of your Certificate of Occupancy from the town, we will generate a Bank Check payable to you and Chelsea Groton Bank. Endorse the check
over to the Builder, then ask the Builder to bring the check to our Groton Office (904 Poquonnock Road, Groton, CT, 06340) to obtain the bank’s
endorsement. The Builder must provide a paid receipt to the bank stating that the check amount is the remaining amount owed on the construction
project.

Can my land be considered my down payment?
It can be part of it, but some cash savings are required. There may be times during your construction period when your builder, contractor, or material
suppliers want a greater amount of money than the bank’s disbursement schedule permits; this is when you’ll pay the difference from your own savings.

What happens to my land loan if I don’t own the land “free and clear”?
If you have a land loan, the land loan must be paid off at or prior to closing for the bank to be in first position on the Land records. If your first
disbursement at closing, based on the land value, is not sufficient to pay off your land loan, you are required to bring non-borrowed funds to the closing
to pay the difference.

How long after my closing can I receive a disbursement?
If the bank has a copy of your Building Permit on file, you may receive the disbursement the same business day. Prior to issuance of the Building Permit,
we can only disburse a percentage of the value of the land. If you have received the full amount of the land disbursement at closing, you must provide the
Building Permit before any further disbursements can be made.



Frequently Asked Questions (6)
I’m having a builder dispute; how are funds disbursed? 
In the event of a dispute with your builder and the builder filing a mechanics lien on your property for non-payment, the bank will not disburse funds until
the situation is resolved between you and your builder. 

What is a mechanics lien?
A contractor or supplier can place a legal claim, called a mechanics lien, on your property if you do not pay them for materials or services. According to
Connecticut state statute, a mechanics lien can be placed on your property for up to 90 days from the last date the contractor performed work on your
property. The bank will not make any disbursements to you if there are any unreleased mechanics liens. You should speak with your attorney for legal
advice. 

What if some items are only partially complete when the inspector visits the property?
The independent inspector will do their best to give as much credit as possible, partial credit may be given. Please note that disbursements are based on
percentages and not on the cost of items that you purchased. This means that you may have to use your savings.

Can you give me an exact time when the inspector will be onsite?
The inspector may be inspecting several houses therefore we are unable to commit to an exact time. You will need to be present at the time of inspection
if the inspector cannot otherwise access the property.

Can any of my subcontractors call for inspections?
No; based on privacy guidelines, the bank will only discuss your loan details with you. You will be the point of contact for the entire construction process. 



Frequently Asked Questions (7)
Can you make the disbursement directly to a subcontractor?
No, all disbursements are made to the borrower.

Do I have to pay for the Chelsea Groton checking account required for loan disbursements?
No, we have several checking account options available to you including Free Checking. Your Construction Loan Specialist will put you in touch with a retail
branch customer service representative to help you select the most appropriate checking account for your needs. 

What kind of insurance do I need during construction?
The bank requires a “Builders Risk” policy/binder. Please note that a binder is written for a short period of time (usually 30 days). Therefore, when your
insurance company renews a policy, a copy must be sent to the bank to replace your expired binder. Please refer to the Notice of Hazard Insurance,
Occupancy, and Appraisal Availability form given at the time of application for proper insurance requirements which should be shared with your Insurance
Agent immediately. This type of coverage will automatically increase in coverage, and sometimes costs, as work progresses. 

Why is a tax escrow required during the construction period?
Tax escrows are required on all Chelsea Groton Bank residential mortgages. The tax escrow will be collected during the construction period to pay the tax
bill on your land and house. No tax bill (other than for just the land) will be issued by the town until the house is complete; the amount the bank will escrow
during the construction period is based on 70% of the estimated value of the property and the mill rate in the town in which the property is located.


