
 

Lender Expectations for Construction 
Loans – California 2025 
Construction financing is more complex than traditional mortgages. California lenders 
set strict requirements to reduce risk, ensure compliance, and confirm project feasibility 
before releasing funds. Understanding these expectations helps borrowers prepare 
strong applications and avoid costly delays. 

 

What Lenders Expect from Borrowers 

●​ Credit Strength: Credit score of 680+ preferred (FHA/VA allow lower). Strong 
history of on-time payments.​
 

●​ Equity / Down Payment: Typically 20–25% of project cost invested by borrower.​
 

●​ Financial Stability: Verified income, assets, and reserves to cover interest 
during construction.​
 

●​ Debt-to-Income Ratio (DTI): Usually capped at 43–45%.​
 

●​ Experience: For owner-builders, prior project management or construction 
knowledge is strongly preferred.​
 

 

What Lenders Expect from the Project 



●​ Permits & Zoning: All required building permits and local approvals in place.​
 

●​ Detailed Construction Plans: Architectural drawings, engineering reports, and 
specifications.​
 

●​ Appraisal Support: A Uniform Residential Appraisal Report (Form 1004) 
showing after-completion value.​
 

●​ Accurate Budget: Line-item breakdown with contingencies included.​
 

●​ Qualified Builder: Licensed, bonded, and insured general contractor (unless an 
owner-builder program is specifically allowed).​
 

 

What Lenders Expect During the Build 

●​ Draw Schedule Compliance: Funds released in stages, with inspections before 
each draw.​
 

●​ Progress Inspections: Independent verification that construction aligns with 
plans and permits.​
 

●​ Insurance Coverage: Builder’s risk, general liability, and in some cases flood or 
earthquake insurance.​
 

●​ Timely Communication: Borrower and builder must provide updates and 
resolve issues quickly.​
 

 

Key Insights 

●​ Borrowers who provide organized documentation upfront get faster approvals 
and smoother funding draws.​
 

●​ ADU projects often face extra scrutiny to confirm rental value and zoning 
compliance.​
 



●​ Strong borrower–lender transparency builds trust and may result in better terms.​
 

 

EEAT Authority Links 

●​ Fannie Mae – Construction Loan Guidelines​
 

●​ CFPB – Ability-to-Repay & Qualified Mortgage Standards 

 

Compliance & Author 

Equal Housing Lender · CA DRE #01900872 · NMLS #1132725​
 Prepared by Irakli Ezugbaia · CA DRE #02271654 · NMLS #2728634 · CMP 

 

Disclaimer 

This guide on lender expectations is provided for informational purposes only. It does 
not constitute legal, financial, or investment advice. Loan terms, eligibility requirements, 
and lender standards vary by institution and borrower profile. Always consult licensed 
professionals and reference official documents such as the Loan Estimate, CHARM 
Booklet, and Uniform Residential Loan Application before making financing decisions. 

 

https://singlefamily.fanniemae.com?utm_source=chatgpt.com
https://www.consumerfinance.gov/rules-policy/final-rules/ability-to-pay-qualified-mortgage-rule/
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