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Whether you are a first-time real estate investor or a seasoned pro, there is no substitute for a thorough 

understanding of real estate capital markets. The efficient use of debt to leverage your commercial 

property investments can provide increased investment returns while minimizing risk in the broader 

context of your overall investment portfolio.

Real estate investors frequently find themselves caught between traditional and alternative lending 

options.  While on the surface it appears these two groups of lenders are different only in the rates 

and fees charged (traditional lenders offer lower rates and typically charge lower fees) – it is important 

to understand both fundamental and nuanced differences between the loan products offered by each. 

Understanding which type of lender is best-suited to your project can save critical time and make the 

difference between satisfying a financing contingency on a Purchase and Sale Agreement and losing an 

acquisition opportunity.

We hope this brief ebook serves as a guide through the complicated web of commercial real estate 

finance. Despite all the information contained herein, on our website and blog, we love to talk to 

investors about real estate finance, so don’t hesitate to reach out to us directly via phone, chat or email.

— Modern Funding Team

At Modern Funding, we focus on your 

success. Our streamlined application process 

is compatible with hundreds of commercial 

real estate lenders, from traditional banks to 

private capital sources. We work hard on your 

behalf to find the best loan for your project.

Visit us at modernfunding.com to get a free 

interest rate quote for your CRE deal.

Traditional vs. Alternative  
commercial real estate lenders— 
what’s right for me? 

LET’S TALK
617-695-4777

Key Commercial Real Estate Lending Concepts

http://modernfunding.com
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TRADITIONAL ALTERNATIVE

Flexibility Less underwriting flexibility  

Banks, life insurance companies, SBA (U.S. Small 

Business Administration) and agency lenders (Fannie 

Mae and Freddie Mac) have very strict credit policies.

Loan requests are reviewed and approved by credit 

committees staffed by credit trained risk managers. 

Any lending policy exception must be fully documented 

and defended and thus loan officers may not have the 

will to bring marginal deals to committee.

More underwriting flexibility 

While alternative lenders certainly have underwriting 

guidelines, as less-regulated entities they have the ability 

to make deal specific policy exceptions. Plus, as there 

is so much competition among specialty lenders, private 

equity real estate funds, marketplace lenders and hard 

money lenders, they are more likely to structure a loan to 

fit your needs than to look for reasons to say no. 

Personal Credit Good credit required 

Among traditional lenders, a strong personal credit 

history is required. In the absence of appropriate net 

worth and liquidity, a guarantor may also be required.

Below average personal credit score not a deal breaker  

Borrowers with good to marginal personal credit may 

qualify for loans with some alternative lenders. In fact 

many lenders are purely asset-based and will not require 

tax returns or personal financial statements.

“
Flexibility & Personal Credit
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Borrower Recourse & Loan Term

TRADITIONAL ALTERNATIVE

Borrower 
Recourse

As a general rule, banks require a personal guarantee.  

Most other traditional lenders including commercial 

mortgage-backed securities (CMBS) conduits and life 

insurance companies do not require personal recourse 

for permanent loans. However, short-term bridge loans 

will typically require recourse regardless of the lender. 

Long-term, owner-occupied loans guaranteed by 

SBA always require a guarantee by all principals with 

greater than 20% ownership of the borrowing entity.

Most private money lenders will require full-recourse, 

especially for bridge or other short-term loans. Depending 

on the amount of leverage sought (expressed as loan-to-

value ratio) loans with very low leverage may not require 

a personal guarantee. 

Loan Term Most traditional lenders will write loans with terms of 

5-10 years. Loans for apartment buildings that meet 

the requirements of federal housing agencies can 

be secured for terms out to 20 years. SBA loans for 

qualified owner-occupied buildings can be financed up 

to 25 years.

Most alternative lenders who make riskier loans are only 

willing to lend over shorter terms. Typical loan terms 

range from six months (hard-money) to three years 

(bridge) with the occasional private equity lender willing 

lend up to five years.

INSIDER TIP: Recourse is a deal-point 

that is commonly negotiated.
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Leverage & Time to Close

TRADITIONAL ALTERNATIVE

Leverage Most traditional lenders are constrained by strict credit 

policies that cap loan amounts to a set percentage of 

appraised property value. CMBS lenders will typically 

stretch further than bank or insurance company 

lenders. Government guaranteed SBA lenders will 

provide the most leverage, but only for owner-occupied 

buildings that meet their strict lending criteria.

Private lenders may be willing to stretch to get you more 

proceeds than traditional lenders, especially for properties 

that need renovation. You’ll also want to understand 

which lenders will accept subordinate financing behind 

their senior (1st lien) loans.

Time to Close 45 – 90 days 

Credit committees at traditional lenders only meet 

weekly or bi-weekly. Often times their processes  

cannot be accelerated to meet the demands of  

a transaction.

As little as two weeks 

For borrowers who need to take advantage of a 

CRE investment opportunity that has to close on an  

expedited timeline, private loans can close in  

two weeks or less.



flexibility personal credit
borrower  
recourse

loan term leverage time to close

Banks Good Excellent Yes 5-10 years < 75% < 3 months

CMBS Limited Very Good No 5-10 years < 80% < 3 months

Agency  
(Apts only)

Limited Very Good No 5-20 years < 80% < 3 months

SBA  
(Owner occupied only)

Limited Very Good Yes 5-25 years < 90% < 3 months

Hard Money High Flexible Yes < 1 year < 70% < 1 month

Private Equity 
(Bridge)

High Very Good No 2-3 years < 75% < 2 months

Private Lenders High Flexible Varies 3-30 years < 75% < 2 months
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Small Balance Real Estate Lender Matrix
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Below is a chart where you can easily see the differences between types of traditional and alternative lenders.

A Quick Glance at Lenders Available to You
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THE MARKETS FOR CRE  
LENDING ARE DYNAMIC. 
Different lenders enter and exit the market based  

on a broad range of factors. Modern Funding has relationships 

with hundreds of lenders with a variety of loan products 

across the credit spectrum, so we always have lenders who 

are actively seeking good projects to finance.

“
“

DAVID ROOVER 
Modern Funding Co-Founder
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Start Early 

Get Organized

Understand Your Personal Risk Tolerance

Clearly Define Your Needs

 

Preparation

1

3

2

4

Use these tips as you prepare to  
finance your investment property.
 

INSIDER TIP: Every commercial real estate deal is different. 

Organizing your personal and property level information is 

critical to ensure a timely and efficient financing transaction.

HOW TO GET STARTED
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Many Purchase and Sale Agreements have financing contingencies, so you’ll 

need to have your financing in place to avoid breaching your purchase 

contract. If you are refinancing, it is important to understand whether there 

will be a penalty owed to the existing lender if you prepay the loan prior to 

maturity. Prepayment penalties written into your existing loan agreement 

can be difficult to quantify. While many loans are open to early prepayment 

without penalty during the six-month period before maturity, you should 

check your loan documents to confirm. Your loan advisor can help you work 

through the cost-benefit analysis of whether it makes sense to refinance 

even if you have to pay a penalty. 

Tip  1

START EARLY

INSIDER TIP: Many loans are open to early  

prepayment without penalty during the six month  

period prior to maturity.

If you are planning to acquire a 
new property, research financing  
options early in the process.

Make sure that you have an executed 
Purchase and Sale Agreement to share  
with potential lenders.
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GET ORGANIZED

Different information is required based on the  
type of loan being sought.

Tip  2

  Executed Purchase & Sale Agreement.  

  An Offering Memorandum or Investment  

 Summary, typically prepared by the 

 listing agent.  

  “Pro-forma” (projected) property 

 operating statement.

  Last three years property operating statements

  Current rent-roll/tenant roster

  Information about your current loan 

 including lender, current interest rate and 

 maturity date. 

  Demonstrable experience with projects of 

 similar scope

  Verifiable liquidity commensurate with  

 loan request

  Business plan for property 

PURCHASE REFINANCE BRIDGE
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If you have the personal net worth to guarantee the loan and are comfortable 

making that commitment, you may be able to get a better rate – or higher 

loan proceeds – for assuming this additional risk.

UNDERSTAND YOUR 
PERSONAL RISK TOLERANCE

Tip  3

As a general rule, most banks  
require a personal guarantee,  
while many other types of  
lenders do not.

Factors that determine your  
personal risk tolerance include

Age / Investment Time Frame

Income Level / Net Worth

Future Financial Commitments 

Investment Objectives 

1

3

2

4
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QUICK CLOSING Many situations demand quick closing above all else. If you need money in a hurry, your best bet is to go with a private 

lender. Just remember you will pay for the expedited closing in the form of upfront fees (points), a higher monthly 

interest rate and (possibly) exit fees at loan maturity.

RATE In most cases, a traditional lender like a bank, credit union or insurance company will provide the lowest interest rate. 

However, these lenders are also the most demanding and selective.

HIGHEST 
PROCEEDS

Most traditional lenders are constrained by strict credit policies that cap  

loan amount to a set percentage of appraised property value. CMBS  

lenders will typically stretch further than bank or insurance company  

lenders. For owner occupied commercial properties, SBA (U.S. Small  

Business Administration) lenders can stretch to 90% loan-to- value (LTV).

TERM Traditional lenders can typically provide longer terms. 5-10 years is considered a “permanent” loan for commercial real 

estate but some specialized lenders can go out to 20 or even 30 years for apartment buildings or retail buildings leased 

to single tenants with long-term leases. SBA lenders can stretch to 25 years for owner occupied commercial property.

CLEARLY DEFINE YOUR GOALS

Tip  4
INSIDER TIP: Certain lenders are better positioned to meet the 

needs of certain types of transactions. To optimize the process, 

you should understand what factors are most important to you.

INSIDER TIP: You’ll also want to understand which 

lenders will accept subordinate financing behind their 

senior loan.
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Where to Turn

Avoid falling into the trap of expecting your local bank or your existing lender to always be 

there. Lenders are constantly managing their loan portfolios and are moving into and out 

of different segments of the lending business as economic circumstances dictate. 

 

Above all, don’t lose sight of the fact that there plenty of traditional and alternative 

lenders who want to compete for your loan. Despite what lenders may lead you to believe, 

capital is a commodity if you are an educated consumer and know where to look for it 

and what questions to ask. 

In some cases, your transaction  
will be a fit for your local bank 
or credit union and with any luck 
that lender will be actively funding 
CRE loans when you need one .

LET’S TALK
617-695-4777

FINDING THE BEST LENDER  
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Take the Next Step with Modern Funding

Use the Loan Wizard to determine  

which loan product best fits your deal.  

Try it now for free.  

modernfunding.com/loan-wizard

Genarater is the first online rate quote  

app for small balance commerical real 

estate loans. You don’t have to wait for 

a return call from your current lender or 

mortage broker.Try it now for free.   

modernfunding.com/genarater

http://modernfunding.com/loan-wizard 
http://modernfunding.com/loan-wizard
http://modernfunding.com/genarater 
http://modernfunding.com/genarater
http://http://modernfunding.com/genarater 
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MODERNFUNDING.COM 

If you want to stay on top of the latest CRE  

financing trends, connect with us on social media. 

If you need CRE financing, email us getanswers@modernfunding.com or call 617-695-4777  

LET’S GET IN TOUCH.

https://twitter.com/ModernFundingUS
https://www.facebook.com/modernfunding/
https://www.linkedin.com/company/modern-funding-llc
mailto:getanswers%40modernfunding.com?subject=
https://www.youtube.com/channel/UCejIwnIeYv3GIIWMNuhN6_A

