
A GUIDE TO DEVELOPMENT FINANCE



WHAT IS DEVELOPMENT FINANCE?

Property companies and developers use finance to buy land, begin development, or to

convert or refurbish an existing property. Funds are advanced upfront initially as a short-

term loan towards land purchase followed by draw-downs in staged payments for build

works. Loans are calculated based on the predicted value of the property at completion

with factors such as project type, developer experience, level of build cost, and equity

taken into account.

Each stage release payment may be subject to sign off by an independent surveyor,

working on behalf of the funder, to ensure the work is being done to a high standard and

there is sufficient value in the site to release the next stage.  

It's very important to consider development finance with a strategic mind-

set. By doing so, it can improve the financial status of your project, how

each choice of product influences the outcome, and helps to define the

structure of your case.



WHAT CAN IT

BE USED FOR?

 

Single and multi-unit

residential

Multiphase residential

Commercial to

residential conversion

Houses of Multiple

Occupancy (HMOs)

Mixed use

residential/commercial

Property development

finance can be used for

new build construction,

conversion or

refurbishment, covering:

 

WHAT TERMS CAN I

EXPECT?

 Property development

finance is a 'short term'

loan with terms typically

ranging from 12 up to 36

months.
Interest charges,

typically at 6.5%-8%

for experienced

developers and

8.5%-12% for limited

experience

Lender arrangement

fees

Broker fees, typically

1% of the total loan

Lender exit fees 

Surveyor valuation

fees

Legal fees

Drawdown fees

The main fees to consider

include:

 

HOW MUCH DOES IT

COST?



the borrowed amount;

the percentage borrowed against the

current value and build costs

combined; 

and, the term of the loan.

Every deal is assessed on its own merits

and structured to make sure their’s

enough funding in the pot to complete the

build. 

Fees and interest charged by the lender

are dependent on: 

 

 

HOW MUCH CAN I

BORROW?

 

The value of the site with planning or

the value of the property before

refurbishment

The build costs

The Gross Development Value (GDV),

i.e. the forecast revenue or sale that is

anticipated from the completed

development scheme

Minimum borrower equity

In theory any property development can

benefit from funding, but each lender will

have their own criteria to calculate

borrowing limits. The size of the loan is

based on four key metrics:

Generally, the percentage of the Gross

Development Value (or GDV) will sit

between 55% and 65%, though more can

be loaned dependent on individual

circumstances.



WHAT IF A LOAN

NEEDS EXTENDING? 

Lenders are plentiful and

varied in what they

provide. There are

tailored funding options;

for specialist or complex

needs; first time

developers; and,

applicants with no

deposit. But of course, in

the mind of the lender,

the bottom line is always:

Can developers return a

profit and are they viable

enough to pay back the

loan. Given this, pretty

much any property

developer can apply for

financing.

Details of the team

involved (E.g.

Architects,

Contractors)

Asset liability, income

and expenditure

summary

Details of your

proposed exit strategy

Proof of ID, residence

and deposit 

THE ESSENTIAL

DOCUMENTS.

Details of planning

permission and any

drawings

Details of any planning

restrictions 

Full breakdown of

costs

CV and details of

development

experience (this can

include experiences of

others such as a

project manager, or if

specialist skills are

being employed)

Schedule of works

(broken down in

stages)

Underestimate the

importance of fully

packaging an application

at your peril. Presentation

is key! It is vital to a

speedy assessment, and

importantly a positive

outcome! Reducing

delays, securing a site, or

starting the works.

Preparation is the

keyword. Here are some

of the all important

documents:HOW DO I KNOW IF

I'M ELIGIBLE?

Sometimes developers

can experience delays

during the build or sales

may take longer than

expected. To mitigate

these scenarios, factoring

in several exit alternatives  

is a good idea. In the case

of a slow sale for example

refinancing options can

act as a plan B, C or D. 



DO I NEED PLANNING

PERMISSION TO GET

DEVELOPMENT

FINANCE?   

 

CAN I APPLY FOR

DEVELOPMENT

FINANCE WITHOUT

ANY EXPERIENCE?

 Lenders prefer

experience. They

appreciate developers

who start small and scale

-up with each project.

Case relevance is

paramount, but some

niche lenders are happy to

work with first time

developers. In the main

lenders prefer experience

to be in your own name,

however on-boarding the

experience of others can

be considered. Also, If

you’ve worked on similar

schemes under others, as

a project manager, for

example, these may also

qualify you. Recognise the

skills you don't have and

reach out to others. It will

strengthen your case and

help you to grow into

larger schemes.

DOES ADVERSE

CREDIT AFFECT MY

CHANCES OF

SECURING FINANCE? 

Yes. But, there are niche

lenders who will consider

bad credit such as

payment defaults, CCJs,

and even bankruptcies. 

 

In the main this is true.

But it’s not obligatory. An

Agreement In Principle

(AIP) is rarely offered in

advance of planning

permission being given.

It's usually wise to wait

until you have planning

permission before

applying. Should you not

yet have permission, you

can opt for 'planning gain

finance' in the interim.

 

HOW IS A LOAN

STRUCTURED?

Primarily, development

finance is layered as land

cost, build cost and

equity. A broker aims to

tailor this to enable

minimum investment and

maximum profits. Lenders

will need a clear, precise

breakdown of the

structure to determine the

potential risks and

returns. Importantly

though, lenders don't

necessarily require large

deposits, (typically

upwards of 10% of all

costs is the norm) though

it is possible to secure

100% development

finance for the build alone

-  creating opportunity for

profitable gains.    



WHY DO DEVELOPERS CHOOSE BROKERS? 

                                 Tailoring finance to

the specific requirements of the

development project

                             Adherence to best

practices when dealing with lenders

and structured case management at

the start can speed up processes at

critical moments of construction. 

                    Dealing directly with

lenders can, for the in-experienced

developer, be a daunting prospect.

Today’s lenders, look for the devil in

the detail. Brokers understand the

pitfalls to look out for and can guide

you through the minefield of

questions, applying their in-depth

knowledge to help the project come to

life.

A skilful broker enables developers to

maximise the investment being made in

their project. The benefits can be far

reaching and go beyond simply processing

an application, including:

                                                    Working

with a broker with the right

relationships to navigate the market,

can greatly increase the likelyhood of

making a successful application.

Brokers can help to identify the right

deals from their well-researched

lender panels, whilst facilitating the

flow of information as a go-between.

They know each lenders’ criteria

inside out, how they work, and

importantly, when presenting a case,

know what works and what doesn’t. 

                         The cost and time

needed to research development

funding can be reduced by using a

broker. Their expertise can highlight

the most competitive pricing which in

the long-term could support growth in

developer portfolios, help with tight

profit margins on developments,  and

help to avoid any unexpected

surprises, especially for the more

inexperienced. 

Bespoke support - 

 Mitigating risk -

 Expertise - 

 Broker-Lender relationships - 

 Cost control -



WHAT ARE THE DIFFERENT TYPES

OF FINANCE?

Bridging Finance to fund a gap in

finance which credits you for a short

period until a property is sold, so that

you can begin your next project

Development exit to pay outstanding

finance once a project is complete

A refurbishment loan for properties in

need of modernisation,

reconfiguration, extension or

conversion

Commercial mortgages used to

acquire, refinance, or redevelop

commercial properties

HMO mortgages, a type of loan

specifically for landlords who want to

rent out their property to more than

three tenants who aren't from one

household.

There are a range of loan types available

to you as a property developer or investor.

Put simply, development finance, to

recap, is for the purchase of land or

buildings requiring development, but as

your strategy roles out and some of the

aforementioned complexities come into

play, you may consider the possibility of

supporting it by combining a mix of

options. These could include:

Understanding the key differences, in

terms of interest, fees, and use is

important to your strategy. 

WHAT LENDER SHOULD                  

 I CHOOSE?

Few property developers can afford to

achieve their long-term objectives

counting on the same lender over-and-

over again. Every project and case is

different – needing to be tailored to fit

what is an enormous array of products on

the market. Yet many developers are

simply not aware of all the choices

available to them. Getting the right finance

in place requires a deep understanding of

the funding opportunities at their disposal,

large or small. Brokers help by finding the

most competitive pricing, which in-turn

can help with tight profit margins. They

know how to structure a deal and

customise it to the type of project a

developer is working on.



CASE STUDIES.

£1.035M Development Loan, Nuneaton

 

When our client, who hadn’t lived in the

UK for long needed development finance

to build five residential dwellings (four 3

Bed Semi-Detached and one 4 Bed

Detached), we sourced a £1,035,000 loan

with an 18 month term to meet their need,

including £838,000 for build costs. We

managed the case on behalf of the client

with the lender, to ensure their previous

non-UK residence wasn’t an issue. A

lender willing to support timber frame

development also had to be found so that

upfront payment could be made to the

manufacturer in order to avoid any cash

flow issues for the client. A 60% Loan To

Gross Development Value was a key

element in their commitment to financing

the project. 

 

£2.2M Development Loan, Northampton

 

Our client needed finance for a ground-up

development of fourteen houses

consisting of eight 3 Bed Semi-Detached,

four 3 Bed Terraced and two 3 Bed End of  

Terrace. We raised 65% Loan To Gross

Development Value (LTGDV) enabling our

client to proceed quickly with their

development. The facility involved a

combination of senior debt and mezzanine

finance on a second charge. By navigating

the complexities of the case on behalf of

our client with the lender, including

finance over and above the terms, we

were able to secure a solution which

meant them paying less money into the

deal. 



WHAT IS THE BEST

EXIT STRATEGY?

An exit plan for the end of the term, will

need to be established before any finance

is granted, to help to reassure lenders

enough equity will be available by either

selling the property, refinancing, finding a

commercial mortgage, or paying the loan

off with a lump sum. Alternative

refinancing plans can be explored should

it prove difficult to sell. Development exit

finance offers a short-term solution

should more time be needed. At the start

of the project, consideration should be

given when designing an exit strategy to

how easily you anticipate the property to

sell? How much time to allow for any

delays? How long the development is

going to take? Taking into account social

and economic conditions, and relying on

previous development experiences in

planning exit strategies. Being realistic

about how long each phase will take is

key! 

 

For both the borrower and lender, timing

irregularities and phased working, makes

cash flows difficult to manage during a

build. So how does it work? If your case

has been structured well, then any interest

is retained by the lender as each stage is

drawn down. Removing the need for

monthly payments, enables any interest

that has accrued to be paid when the

development is finished. The result? A

steadfast feeling of confidence for all

parties that the agreed financial goals

remain on track. 

HOW IS THE LOAN

PAID?

 



TOP FIVE TIPS.

To summarise, in this

explainer guide, we’ve

covered elements of

development finance

which we think are

important both to us to

get right as a broker, and

for all parties to achieve a

better, more profitable

return on investment. To

pick the best five top tips

is difficult, but we think

the following will go along

way to unmasking any

unwelcome surprises:

 Access to lenders 

A broker can provide

developers with clear

access to niche and

specialist lenders,

coupled with the best

understanding of their key

funding drivers and

strategies.

 Focus on strategy.

Imagine what could be

done when you try to

hammer out a strategic

view of your project. It

could lead to relatively

less painful ways of

getting finance! For

example, developers who

plan development budgets

effectively, are more likely

to implement a well-

structured financial

strategy aligned to a

strong build and exit plan.

Moreover, it may also

lessen the potential for

unforeseen risk.

Developers need to be

very aware of their

outgoings and have a

realistic idea of how long

it will take to see returns

on their project. Good

brokers can help with the

understanding of this! 

Preparation is key. Making

sure that the figures work

and simple things like

making sure planning is in

place are a given. Other

important aspects to

consider include

implementing a purchase

plan; making sure you’re

not paying over the odds

for a development site;

and, getting a full

breakdown of the building

costs so that accurate

calculations can be made.

Clarity at this point will

add more relevance to a

case.

Recognise and understand

the cost of investing in

your project. 

 

 Be honest. 

A property developer

needs to be honest with

themselves, their broker,

lender, and wider support

chain about the issues

they face.

 Communicate.

Accurate information is

key. Communicating these

to all parties involved in

the financing of your

project will produce the

best outcome as outlined

in the section 'The

essential documents

needed for securing

development finance.' 

Updates on a project’s

progress are also key to

managing change. These

can take the form of

timeline issues,

unexpected delays or

accelerated progress.



Creative deals need creative finance.

thepropertyfinancecollective.co.uk

http://www.thepropertyfinancecollective.co.uk/
https://www.facebook.com/thepropertyfinancecollective
https://twitter.com/TPFCollective
https://www.linkedin.com/company/19133370/admin/
https://www.instagram.com/thepropertyfinancecollective/
https://open.spotify.com/show/7JiDtm7hc0EfSW9LjCXDaO

