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Standard Payment Terms in Residential Building
Contracts

When it comes to entering into a residential building contract, payment terms are a critical
component that both parties need to understand clearly. These terms specify when and how much
payment will be made during the construction process.

In this article, we'll define payment terms in a residential building contract and explain their
importance in ensuring a fair and transparent agreement between homeowners and builders. We'll
also provide an overview of the most common payment terms used in residential building
contracts, so you can better understand what to expect when you sign a contract.

Standard Payment Terms in Residential Building Contracts

Residential building contracts typically include standard payment terms that outline when and how
payments will be made throughout the construction project. These payment terms are crucial in
ensuring a fair and transparent agreement between the homeowner and the builder.

Progress Payments

One of the most common payment terms in residential building contracts is "progress payments."
These are payments made at different stages of the project as construction progresses. Progress
payments are usually calculated as a percentage of the contract price and are paid when specific
milestones are reached, such as the completion of the foundation, framing, or roofing.

The percentage of the contract price paid at each stage may vary depending on the size and
complexity of the project but typically ranges from 10% to 20% per payment. The exact payment
schedule should be clearly outlined in the contract to avoid any confusion or disputes.

Final Payment Terms

Apart from progress payments, the final payment terms are also an essential aspect of a
residential building contract. These terms cover the final payment due date, payment method, and
payment amount. The final payment is typically due upon completion of the project or at a
predetermined date outlined in the contract.

The payment method may also be outlined in the contract, and it may include a combination of
cheque, bank transfer, or credit card payments. The payment amount, on the other hand, should
reflect the total cost of the project, less any progress payments made.
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Variations in Payment Terms

In some cases, variations to the standard payment terms may be necessary. For example,
unexpected delays, changes in project scope, or unforeseen circumstances may require a change
to the payment schedule. In such instances, the builder should seek approval from the homeowner,
and any changes should be clearly documented in writing and included as an addendum to the
original contract.

It is important to note that any variations to the payment terms should not result in unfair or
unreasonable payment obligations for either party. Therefore, it is crucial to consult with a
construction lawyer to ensure that any changes made to the payment terms are fair and
reasonable for both the homeowner and the builder.

Risks and Issues

Payment terms are an essential aspect of any residential building contract, as they govern how
and when payments will be made throughout the project. However, unclear or ambiguous payment
terms can create disputes and issues that may delay or even halt the construction process.

One common issue that can arise is a dispute related to unclear or ambiguous payment terms.
This may occur if the contract does not specify the exact amount or timing of progress payments,
or if there are discrepancies in the payment amount. In such cases, both parties may disagree on
the payment schedule, which can lead to conflicts and delays in the project.

Another issue that can arise is the risk of non-payment. If payments are not made on time, the
contractor may be forced to stop work, leading to further delays and potential legal action.
Moreover, non-payment can result in the termination of the contract, and the contractor is entitled
to claim compensation or damages.

Itis, therefore, essential for both parties to ensure that the payment terms are clearly defined and
agreed upon in the contract. In case of any ambiguity or uncertainty, it is advisable to seek legal
advice to avoid potential disputes and issues.

Best Practices

When it comes to payment terms in residential building contracts, there are several best practices
that homeowners and builders can follow to ensure a fair and transparent payment process. Here
are some tips:
1. Have a clear and detailed payment schedule in the contract. This includes specifying the
amount and timing of each payment, as well as any penalties for late payments or changes
to the payment schedule.
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2. Use progress reports and site visits to monitor project progress. This can help identify any
issues or delays early on, and ensure that payments are made in accordance with the
agreed-upon schedule.

3. Communicate clearly and regularly with the other party. If any issues or disputes arise, it's
important to address them promptly and in a constructive manner. This can help prevent
minor issues from escalating into major conflicts.

4. Consider alternative dispute resolution methods. If a dispute does arise, consider using
mediation or arbitration as a less expensive and time-consuming alternative to going to
court.

By following these best practices, homeowners and builders can help ensure a smooth and
transparent payment process that minimizes the risk of disputes or misunderstandings.

Managing Payment Terms in Residential Building Contracts

In conclusion, payment terms are an essential part of any residential building contract and must be
clearly defined to ensure a fair and transparent agreement between homeowners and builders.
Ambiguous or unclear payment terms can lead to disputes and potential legal action, which can be
costly and time-consuming. Best practices for managing payment terms include having a clear and
detailed payment schedule, monitoring project progress through progress reports and site visits,
and effectively managing payment disputes. As a construction lawyer with over 10 years of
experience, | highly recommend homeowners and builders use our Building Contract Assessment
Checklist to ensure that their contracts include all the necessary elements to avoid payment
disputes and ensure a successful construction project.

Download Our Building Contract Assessment Checklist

To assist homeowners and builders in managing their payment terms and ensuring a fair and
transparent agreement, | encourage readers to download our Building Contract Assessment
Checklist. This comprehensive checklist covers all the essential elements that must be included in
a residential building contract, including payment terms, to help avoid disputes and ensure a
successful construction project.
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