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Typical Allowances in Residential Construction Projects

When planning a residential construction project, it is important to consider all the costs involved,
including typical allowances. These allowances are estimated amounts set aside for specific
materials or items that may be subject to change or may require further decisions. In this article,
we will discuss the typical allowances in residential construction projects in NSW, Australia, and
how homeowners can effectively manage them to stay within their budget.

What are Allowances?

Allowances are commonly used in builder quotes as placeholders for items or services that have
not yet been fully specified. They are essentially budget estimates for specific parts of the project,
such as materials or labour, that may be subject to change during the construction process.

Material allowances are used to estimate the cost of materials that have not yet been selected,
such as flooring or countertops. Labour allowances, on the other hand, are used to estimate the
cost of labour for tasks that have not yet been fully defined, such as electrical or plumbing work.

It's important to note that allowances are not the final cost of the item or service, but rather an
estimate that can be adjusted as the project progresses. Homeowners should be aware of the
allowances included in their builder's quotes and should work with their builder to ensure that the
final cost aligns with their budget and expectations.

Common Types of Allowances

In residential construction projects, there are several common types of allowances that are used by
builders to provide a budget for homeowners to select specific items for their home. These
allowances are typically included in the contract as an estimate of the cost of a particular item or
service. Here are some of the most common types of allowances:

Fixture Allowances

Fixture allowances typically cover the cost of fixtures such as faucets, sinks, and toilets. These
items can vary widely in price, and the allowance is set to provide a budget for the homeowner to
select fixtures that fit their budget and style preferences.
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Appliance Allowances

Appliance allowances cover the cost of appliances such as refrigerators, ovens, and dishwashers.
Like fixture allowances, the allowance is set to provide a budget for the homeowner to select
appliances that fit their needs and budget.

Flooring Allowances

Flooring allowances cover the cost of flooring materials such as carpet, hardwood, or tile. The
allowance is set based on the size and complexity of the space and the type of flooring chosen.

Lighting Allowances

Lighting allowances cover the cost of light fixtures and installation. The allowance is set based on
the number and type of fixtures needed for the space.

Miscellaneous Allowances

Miscellaneous allowances cover any other items not specifically listed in the contract. This can
include items such as hardware, window treatments, or built-in cabinetry. It is important to note that
any items purchased outside the allowance will be an additional cost to the homeowner.

By understanding the different types of allowances, homeowners can better budget and plan for
their home construction project. It is also important to note that the allowance amounts are
estimates, and any changes to the specific items chosen may affect the final cost of the project.

Understanding Allowance Limits

Allowance limits are an important consideration for both homeowners and builders. Here are some
key points to keep in mind:

1. Allowances are typically set based on the builder's estimate of what is reasonable for the
specific item. For example, a builder may set a $5,000 allowance for flooring in a 1,500
square foot home.

2. If the homeowner selects flooring that costs more than the allowance, they will be
responsible for paying the difference. This is why it is important to carefully consider options
and make selections that fit within the allowance limits.

3. In some cases, homeowners may be able to negotiate a higher allowance if they have
specific needs or preferences that are outside the standard allowance.
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4. Itis important to remember that allowances are just estimates, and the final cost of the item
will depend on a variety of factors, including the specific product chosen, installation costs,
and any additional materials or services required.

5. Homeowners should also be aware that allowance limits can vary depending on the type of
item. For example, the allowance for fixtures may be set at a lower limit than the allowance
for appliances, which can be more expensive.

6. In some cases, it may be possible to request a change order to increase the allowance if
the homeowner discovers unforeseen issues during the construction process that require a
different product or service.

7. ltis important to communicate openly with the builder throughout the construction process
to ensure that both parties are on the same page regarding allowance limits and any
potential changes or issues that may arise.

By understanding allowance limits and carefully considering options within those limits,
homeowners can avoid unexpected expenses and ensure that their construction project stays on
budget.

Negotiating Allowances in a Contract

When negotiating allowance limits in a contract, there are a few key considerations that
homeowners should keep in mind:

1. Be realistic: It's important to set realistic allowance limits that reflect the actual costs of the
items in question. Homeowners should do their research to understand the typical costs of
materials, fixtures, and appliances to ensure that the allowances are not too high or too low.

2. Seek professional advice: Working with a construction lawyer or solicitor can be
invaluable in negotiating the terms of a construction contract, including allowances. These
professionals can help homeowners understand their rights and obligations under the
contract and ensure that the terms are fair and reasonable.

3. Be clear and specific: The contract should clearly state the types of items that are
covered by the allowances and the dollar limits associated with each allowance.
Homeowners should review the language carefully to ensure that there are no ambiguities
or misunderstandings.

4. Consider contingencies: In some cases, unexpected costs may arise during the
construction process that exceed the allowances set in the contract. Homeowners should
consider including contingencies in the contract to cover these potential costs, such as a
contingency allowance for unexpected structural issues.

By negotiating allowance limits carefully and thoughtfully, homeowners can ensure that they are
getting a fair and reasonable contract that protects their interests and aligns with their
expectations.
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Cultivating a Successful Residential Construction Project:
Understanding Allowances and Negotiating Contracts

Understanding allowances is an essential aspect of any residential construction project.
Homeowners must have a clear understanding of the different types of allowances, their limits, and
how to negotiate them to ensure that they are getting the best value for their investment. As a
construction lawyer with expertise in NSW, | advise homeowners to work with a solicitor to review
and negotiate the terms of the contract, including allowances. By doing so, they can avoid
unexpected expenses and ensure that the project stays on track.

Download our "Request and Compare Builder Quotes Checklist" to help you make informed
decisions when selecting a builder and negotiating allowances. With over 10 years of experience in
construction law, | am confident that this checklist will be a valuable resource for homeowners
embarking on a residential construction project.
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