
The “New” Reality of Conventional Development Financing 

 

Abundant capital chasing the “Perfect” Project 

 

As a much needed and much deserved sense of optimism creeps back into the market, 
developers are once again contemplating development. Shelved projects are being 
resurrected, stalled projects are being accelerated and new projects are hitting the 
drawing boards. Fuelling the spark of this optimism, at least partially, is a sense that the 
banks are not only lending again, they are actually looking for business.  

Generally speaking, this is an accurate perception. The conventional development 
lenders do have an appetite to lend. They have capital waiting to be deployed, they 
have a mandate from their head offices to do business, and interest rates and lending 
fees are arguably favourable. However, what is not immediately obvious is the fact that 
most conventional lenders have returned to a strict adherence to underwriting policy 
with little deviation. In order to attract this capital with the least difficulty, the developer 
needs to present the “perfect” project. 

And what is the “perfect” project? In the eyes of the conventional and institutional 
lending community at this point in time, it is a development that will possess the 
following attributes: 

• Well Capitalized. Projects looking for financing beyond 75% of cost or 65% of 
value are not currently being warmly embraced by conventional lenders. The 
developer needs to show an equity contribution in the range of 25% and the 
sources of that equity need to be well documented. While purchaser deposits 
and appraisal surplus are still being discussed as equity contributions, they are 
not as readily accepted without a fair amount of due diligence.  
 

• Well Qualified. The project needs to show a healthy level of pre-leasing or 
presales. If the project is a residential multi-family or subdivision development, 
the conventional lenders prefer a presale level that equates to near or full 
coverage of the amount of financing committed. This usually means a project 
needs to be at least 50% presold. And once again, presale contracts and 
agreements are being rigorously scrutinized before being accepted. 
 
 
 



• Well Sized. Interim lenders in the current market prefer to commit to timeframes 
between 12 and 18 months and usually not longer than 24 months. In order to 
accommodate these timeframes, the project must be of a smaller scale or have 
the ability to be developed in phases. Large high-rise projects with three year 
development windows aren’t quite as attractive to the conventional lender as a 
four storey low-rise or revolving townhouse project. 
 

• Well Conceived. Conventional project lenders want to see municipal approvals. 
The project must conform to the zoning requirements of the neighbourhood or be 
approved for new zoning designation. A development permit already in place 
helps to prove the project’s viability. Raw land with no Area Structure Plan or 
zoning approval waves a yellow flag in today’s lending community.  
 

• Well Supported. Finally, the project needs to be supported by a developer with a 
proven track record and resume. Likewise, the project team needs to be able to 
demonstrate expertise specific to the project’s requirements and their assigned 
tasks. And in most cases, the personal guarantee or guarantees of the project’s 
developers and principals need to be offered.  

And that, in very general terms, outlines the components of a “perfect” project in today’s 
development-lending community. And while this project is largely mythical, it is 
described in great detail in the underwriting guidelines of most conventional lenders.  

However, this isn’t to suggest that good projects having some but not all of these 
attributes can’t find financing. There are many ways of structuring and presenting good, 
viable projects that allow them to garner attractive financing and proceed to a 
satisfactory build-out. By recognizing the lenders’ “hot buttons” presented herein and 
utilizing the professionals and resources available in the market to address these “hot 
buttons”, the optimism that currently exists in the industry can continue to grow as 
projects are completed.  

 

  

  


