
46  june 2012  canadianrealestatemagazine.ca

  strategy smart financing 

A fter having made the decision to climb 
a mountain, it is not enough to just 
show up with gear and guidebooks. 

You’ve got to be physically prepared to go the 
distance, as there aren’t any quick exits from 
the side of a mountain. You’ll want to spend 
an appropriate amount of time and energy on 
getting your body’s physical systems ready for 
the demands that climbing puts on you.

with regard to that topic, in order to reach 
their investment goals.

This guide will help you do just that. It 
covers in detail conventional financing – which 
pertains to getting approved for a loan with 
all of the rules and limits around that process, 
and creative financing – which pertains 
to strategies you can use to legitimately 
overcome some of those rules and limits.

That mountain is not unlike the proverbial 
mountain people face when looking at real 
estate investing. If you are on a wealth 
building journey with real estate, you need to 
master one or more investment strategies as 
well as financing strategies. You also need the 
right trainers by your side. 

It is essential investors master the ins and 
outs of financing and get the right advice 

Part 1

Finding the right 
financing 
Conventional and creative financing strategies for 
building wealth in real estate. By Dalia Barsoum 
and Enza Venuto
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Conventional financing 
Conventional financing is about getting 
approved for a loan and doing so formally 
by submitting a mortgage application 
directly to the lender or through your 
mortgage broker. 

Lenders
A lender is any institution or individual 
who loans money to borrowers. Lenders 
are generally categorized by the following 
categories: “A,” “B” and Private. An “A” 
lender typically looks for income proof and 
is picky about the calibre of credit they deal 
with (620+) and offers the most competitive 
rates for applicants meeting those criteria. A 
“B” lender typically deals with applications 
that do not fit the “A” lending criteria. 
Private lenders are in most cases lenders of 
last resort and their criteria are most flexible 
but their rates are the highest.

Lenders are not equal. They differ in 
terms of:
• The geographic focus of where they lend: 
Some lenders are not willing to lend in cities 
or towns where property value fluctuates 
or the local economic fundamentals are 
weak (i.e. lack of job growth, infrastructure 
expansion)
• The property types they lend against: 
Some lenders shy away from lending 
towards student/rooming houses or rental 
properties all together. Some lenders 
specialize in residential while others 
specialize in commercial properties. 
• The number of rental properties one can 
own: Some lenders will finance a maximum 
of two rental properties per individual/
entity. Others are willing to go with five 
in total with that particular lender or per 
individual while some may not have a limit.
• The criteria they use to evaluate the 
strength of a particular application: 
Each lender has its own qualification 
ratios for evaluating applications. Some 
lenders accept higher investor debt load 
than others and some will consider the 
strength of the property over the applicant’s. 
Some deal with minimum credit score 
requirements while others do not. For 
example: “A” lenders require a credit score 
of 620+ minimum with a solid credit report. 
They also require your total monthly debt 
obligations (including your mortgage 
payments) not to exceed 44% of your 
income. “B” lenders on the other hand can 

work with credit scores below 620 and are 
comfortable with your debt obligations being 
at 50% of your total income. 
• Product offering: Lenders differ in the 
client segments they focus on. For example, 
some have good products for the self-
employed or clients with challenged credit 
while others don’t. They also differ in terms 
of the extent of support documentation 
required from the client to close the deal.
• Down payment requirement: Applications 
that meet the tight lending criteria of “A” 
lenders can purchase a primary residence 
with 0%–5%. On an investment property, 
the minimum is 20%. The minimum down 
payment requirement with a “B” lender is 
10%. It can be higher depending on the 
property and the credit. 
• Allowing second mortgages: “B” lenders 
are generally open to the idea of having the 
client arrange a second mortgage on the 
purchased property (typically up to 90% of 
the value – between the first and the second 
mortgages). “A” lenders, however, are very 
strict with respect to this policy and the 
majority do not allow a second position if the 
“A” lender holds the first mortgage against 
the property.
• How they factor in rental income: Lenders 
differ in how they look at rental income. They 
differ in what they factor, how they factor it, 
the degree to which it’s factored, and their 
perceived risk of a rental property. With 
regard to what they factor: lenders won’t 
factor in income from a non-legal suite even 

if it is rented. How rental income is factored 
also depends on the lender: some add rental 
income to total income while others use  
it to offset expenses for the property.  
The percentage of income factored in can 
range from 50%–100% and some lenders  
add a rate premium for buyers purchasing a 
rental property.
• The structure under which they finance 
the deal: Some lenders won’t finance deals 
that are set up under a corporate structure (if 
the corporation is the primary applicant on 
the application). Simply because they perceive 
it as a higher risk deal due to the effort/costs 
associated with dealing with multiple parties if 
a foreclosure was to take place.   

A = A Lender, B = B Lender, P = Private Lender

the key factors in financing 
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Mortgage brokers
A mortgage broker in Canada is a 
professional trained to represent you, the 
borrower, in obtaining financing from a 
variety of lending sources. In most provinces, 
mortgage brokers are required to be  
licensed. Brokers have access to several 
sources of lenders including Chartered  
Banks, Trust Companies, Credit Unions and 
private lenders. 

Lenders change their lending guidelines 
and qualification criteria on a regular basis. 
That is why it is important for you to have a 
long-term relationship with a lending advisor 

who is in touch with the market and lending 
guidelines changes and who would know 
where to place your deal to ensure it will be 
approved given your unique situation. 

Mortgage insurers
We have three mortgage insurers in 
Canada: the Canadian Housing and 
Mortgage Corporation (CHMC), governed 
by the government, Genworth and AIG 
(private insurers), governed by shareholders 
of private funds.

Mortgage insurance protects the lender if 
you (the borrower) default on your mortgage 
loan. If a borrower stops paying on a 
mortgage, the insurance company ensures 
that the lender will be paid in full. Lenders 
pick insurance providers for their borrowers, 
but the borrowers have to foot the bill. 
Usually, they do so in monthly instalments 
but some lenders offer programs whereby the 
borrower pays the entire insurance premium 
in a lump sum.

As a borrower you pay for a mortgage 
insurance premium if you put less than 20% 
down of the appraised value for purchasing 
your primary residence or second home. The 
cost varies depending on the size of the down 
payment and the loan but typically amounts 
to about 0.5% of the loan.

If a lender’s practice is to insure all of their 
mortgages, then regardless of your down 
payment, both the lender and the insurer 
have to review and approve your application 
when you submit a deal. We have come 
across situations where an insured lender 
initially approved an application but their 

Professionally
trained to 

represent you
(the borrower) in the
lending transaction

Access several 
lending sources

(Chartered Banks,
Trust Companies,
Credit Unions and
private lenders)
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directly

Shop the best options
on your behalf
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advice to your  

unique situation

Non biased

Don’t promote a 
particular product

Do what is best  
for you

Get paid by lender

(most of t he time)

What a broker can do for you insurer declined it, resulting in an  
overall decline.  

With respect to investment properties, the 
minimum you need to put down under the 
conventional lending rules is 20%. Having 
said that, some insured lenders may require 
you to put it in more and if you are below 
their minimum requirement, you will be 
charged an insurance premium. 

Appraisal
An appraisal is the process of determining 
the value of the property for lending 
purposes. A lender may see that a property 
is only worth $100,000 although its market 
value or the price you paid for it is $150,000.

Discrepancies between the appraised 
value and the price you pay for purchasing 
a property mean that you either have to put 
more money down, negotiate your price down 
or submit your application to another lender 
or insurer.

Some lenders rely on system valuation 
whereby the value of the property is 
determined based on the local area market’s 
sales trends and norms while other lenders 
will send someone to physically appraise  
your property. 

Conventional financing requires not only 
a deep knowledge of insurance and lending 
guidelines and products but also a skill in 
structuring the deal and knowing where to 
send the application.

As the CEO of your real estate investment 
business, you need to know the context 
of conventional financing and what does/
doesn’t work. With this knowledge you will 
be able to work better with your lenders and 
mortgage broker as an understanding of what 
lenders look for will enable you to plan better 
and increase your chances of approval. 

Lenders change 
their criteria on 
a regular basis. 

This is why it 
is important to 

have a long-term 
relationship with a 

lending advisor
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heating (lenders typically factor $100/month),  
half of any condo fees, and sometimes 
secondary financing. Generally, this ratio 
should not exceed 40% for A lenders and can 
go up to 50% for B lenders.

b. Total debt service ratio (TDS)
TDS is the percentage of gross annual income 
required to cover payments associated with 
housing and all other debts and obligations, 
such as car loans and credit cards. This 
includes the above expenses in addition to 3% 
of any revolving outstanding credit balances 
(for example: if your credit card balance is 
$1,000 and your limit is $5,000, the lender 
will factor $30 dollars as a monthly obligation 
regardless of the minimum payment you are 
making on that card). For secured loans, the 
lender factors an interest-only payment as 
your monthly obligation. Generally, the TDS 
should not exceed 44%.

2. Good credit 
Lenders are not only looking for a good 
credit score (generally 620 and above) but 
also a good story behind your credit. They are 
looking for credit established for at least two 
years with two major trade lines. This means 
that you have had at least two credit cards 

Part 2

Smart 
financing
Dalia Barsoum and Enza Venuto present your essential 
guide to conventional and creative financing strategies 
for building your wealth in real estate

W hether you are a starter or veteran 
investor, mastering the ins and 
outs of financing and getting 

the right advice is crucial to your continued 
success.

The smart financing guide will help you 
do just that. This series covers in great detail 
conventional financing, which pertains to 
getting approved for a loan with all of the 
rules and limits surrounding that process; 
and creative financing, which pertains to 
strategies that you can use to legitimately 
overcome some of those rules and limits.

In the last issue we started discussing the 
Canadian conventional lending landscape 
including the differences among lenders and 
how they evaluate rental applications as well 
as the role of mortgage brokers, appraisers 
and mortgage insurers in the lending process. 

Remember the three categories of lenders: 
‘A’, ‘B’ and ‘Private’.
•	 A lenders include banks and bank-like 

lenders. Those are lenders with the most 
stringent mortgage qualification criteria 
and are the ones offering the lowest lending 
rates to clients with solid credit. 

•	 B lenders deal with lending situations that 
A lenders typically don’t deal with, such as 
bankruptcies, credit proposals, high debt 

loads, lower credit scores or certain self-
employed cases. 

•	 Private lenders are those lenders with the 
most expensive interest rates and who are 
willing to take much larger risks compared 
to the A and B lenders. 
In this issue we discuss the varying client 

scenarios and how they impact your ability to 
qualify and finance a residential investment 
property (defined as a property with one to 
four units).

These include: 
•	 new immigrants to Canada
•	 employed clients (full and part-time)
•	 self-employed, commissioned employees 
•	 clients with cash-paying jobs

What the lenders are looking for
Regardless of your situation, lenders offering 
the most competitive rates look for the 
following three basic requirements when 
qualifying your application:

1. Your monthly debt load
a. Gross debt service ratio (GDS)
GDS is the percentage of gross annual 
income required to cover payments 
associated with housing. Payments include 
mortgage principal, interest, property taxes, 
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that you have been wisely using and paying 
on time for the past two years. Lenders care 
not only about your score but also the body 
of your credit report.

3. Closing and down payment funds 
Lenders want to ensure that you have 
sufficient funds for down payment and to 
close your deal. 

For an investment property, you need 
20% plus closing costs. For a first home you 
need 5% down at least plus closing costs, 
and for a second home, you are looking 
at anywhere between five and 10% down 
plus closing costs. Some lenders still offer 
a 0% down – through a cash back – for 
purchasing a primary residence, all subject 
to qualification.

The lender wants to know where your 
down payment will be coming from. 
Lenders may allow you to get portions or all 
of the down payment as a gift from someone 
as long as they provide a letter stating that 
it is a gift and not a loan and as long as the 
lender allows it and the numbers support it.  

With respect to closing costs, lenders 
want to see that you have 1.5% of your 
purchase price in closing costs. Moreover, be 
prepared to provide a three-month history 
of your bank account that hosts your closing 
costs and down payment funds. You may 
run into glitches and/or have to provide a 
legitimate explanation if you are transferring 
funds from outside Canada into your bank 
account within the three-month window 
prior to your closing date. 

Now let’s explore how your situation can 
impact your application and ability to buy a 
home or an investment property. 

Non-resident/new to Canada
As a non-resident or a new arrival to 
Canada, who is not yet established, you 
likely don’t have established credit in the 
country and you may not have a provable 
source of income within Canada. 

Under the non-resident program, most 
lending institutions require 35–50% 
down from the investor’s own resources. 
The required percentage for down 
payment is determined on a case-by-case 
basis depending on the individual’s net 
worth, property location and individual 
circumstance. The lender would be looking 
for a letter of reference from your home bank 
and a transfer of your credit report/history if 

available, in addition to a bank statement. It 
is very unlikely that income from a business 
in your home country would be considered 
for qualifying. If you can afford the down 
payment, you can buy a primary and a second 
residence under this program. 

Salaried employees (full- and  
part-time)
In the eyes of the lenders, this is the most 
favourable category for purchasing a 
property. You purchase with as low as 5% 
for your primary (possibly zero down with 
cash back), 5–10% down for a second home 
and 20% down for a rental property with a 
healthy credit score. If you own an existing 
rental property, lenders would be looking at 
how your rental income offsets your expense 
(i.e. is your rental income covering your 
expenses, including mortgage payments, 
taxes and heat?).

The requirements of salaried employees 
are very simply – paystub and employment 
letter – but if you have been employed for 
less than three years the lender may require 
further documentation such as past history 
of employment with copies of your two most 
recent notice of assessments.  

If you are employed on a part-time basis 
or hourly, the lenders would want to see two 
years of provable income, for example: two 
years of your T4s and T1 Generals showing 
consistent employment, not necessarily with 
the same company but at least within the 
same industry, and they would use an average 
of your income. 

Business for self-employed/
commissioned clients
This category includes self-employed clients 
under a Sole Proprietorship or Corporation 
directly paid as well as commissioned clients.

Most lenders like seeing a good, strong 
beacon score and good credit behaviour 
with this type of lending. If your tax returns 
show sufficient income to qualify you, then 
you are pretty much in the same boat as 
salaried employees and the rules that apply 
to them would apply to you, except that the 
lender would use an average of the two years’ 
income you are showing and gross it up 
(multiply it by 1.05).

If you don’t show sufficient income on your 
tax returns but in real life you make a strong 
income, then your application is qualified 
using “a stated income approach”. With 

stated income, your broker is declaring to the 
lender how much you make as long as that 
number is within the norms of the industry. 
For example: a consultant in the engineering 
field would reasonably earn around $80,000–
$100,000.

As a Business for Self, you need to 
demonstrate a business licence for two years 
or greater, down payment of funds coming 
from your own resources (i.e. no gifted 
funds), and you can enjoy purchasing one 
to two properties (first and second home) 
with an ‘A’ lender using 10% down and 
additional properties under ‘B’ lending with 
15% down. For an investment property, you 
would need to put 20% down regardless of 
the lender type.

Cash-paid clients
Purchases for cash-paid clients are qualified 
with ‘B’ lenders. The lender would factor in 
the cash income if the client has a business 
with a business licence for two or more 
years and can support their claimed stated 
income through invoices or client letters. 
For example, a hair dresser can register a 
business, and income used would be stated 
and based on industry norms. A babysitter 
can get letters or invoices from their clients 
supporting the income they make. Cash-paid 
clients require 15–20% down, depending on 
the beacon. 

With the continued changes to the 
lending guidelines, it is best to work with a 
lending advisor who can help you navigate 
the vast network of lenders, rules and 
products. Also, it is worth noting that the 
above rules apply to residential properties 
(1–4 units) and the rules differ with respect 
to commercial properties, which we will 
discuss in another issue. 

Dalia Barsoum  
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VEnuto AMP, CMP 
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Mortgages #11789 and 
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your closing costs such as land transfer tax, 
appraisal, survey or application fees. 

Why consider a Vendor Take Back?
There are many reasons as to why seller-
arranged financing may be attractive to you 
as a buyer:

1. Buying a distressed property. If you are a 
flipper or looking to buy distressed properties 
with the mindset of improving/renovating 
those to increase value then a VTB may come 
in handy, simply because some lenders may 
shy away from lending against such a property 
or may lend at whopping interest rates. When 
dealing with distressed properties, it is often 
beneficial that you finance your purchase 
through a combination of a VTB, line of 
credit, your own cash and then approach a 
lender once you have brought the property to 
a certain standard. 

2. You are unable to obtain financing 
through the standard lending sources. 
Qualifying for a VTB is a matter of 
negotiating one with the seller, while getting 
a mortgage requires you to qualify with 
the lender. If your financing application 

Part 3

Smart 
financing – 
vendor 
takes back
Dalia Barsoum and Enza Venuto explain the pros and cons 
of using vendor take-backs in the third instalment of  
the Smart Guide to Conventional and Creative Financing 
Strategies for Building Your Wealth in Real Estate

W hether you are starter or veteran 
investor, mastering the ins and 
outs of financing and getting 

the right advice is crucial to your continued 
success.

The “Smart Financing Guide” will help 
you do just that. Covering in great detail 
conventional financing – which pertains to 
getting approved for a loan with all of the 
rules and limits surrounding that process – 
and creative financing – which pertains to 
strategies that you can use to legitimately 
overcome some of those rules and limits.

In the last issues, we discussed the 
Canadian lending landscape, what lenders 
look for when they evaluate your application 
and how your individual situation (income, 
credit and down payment) impacts your 
ability to purchase a primary/secondary 
residence or an investment property.

We have seen a tightening in the 
lending guidelines and they are expected 
to continue tightening, especially as the 
economic situation changes. We have seen 
amortizations drop from 40 years to 30 years 
in most cases, tighter rules for buying as a 
self-employed individual, especially if you 
don’t show much income on your tax returns, 

and we have also seen an increase in down 
payment requirements over the years for 
rental properties. 

The good news is that despite the 
tightening in guidelines, you can still buy 
and benefit from investing in real estate. It 
just means that you may now have to broaden 
the pool of lenders and financing strategies 
you deal with. It may also mean that there 
would be some increase to the cost of doing 
business.

In this issue, we discuss one of the key 
financing strategies that investors can 
tap into for lowering their out-of-pocket 
financing expenses and to save time: Vendor 
Take Back mortgages. 

What is a Vendor Take Back 
(VTB?)
A VTB or Vendor Take Back is when the 
seller (vendor) of a property provides you 
with some or all the mortgage financing for 
purchasing his/her property. This type of 
financing is more common on commercial 
properties (including multi-residential). 
However, you can tap into this strategy 
on residential purchases. A VTB can also 
entail the seller covering one or more of 
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got declined and you have exhausted your 
sources, you may be able to finance your 
purchase through the seller. Your ability 
to negotiate a VTB would depend on how 
motivated the seller is and his willingness to 
continue to tie his capital onto the property.

3. Increase your return on investment. 
Assume you have $50,000 in down payment 
funds to buy your next investment property. 
In today’s world, this is a 20% down 
payment for a $250,000 purchase. 

If you were able to first arrange mortgage 
financing on this property for 80% of 
the value, your first mortgage would be 
$200,000. If you are able to arrange with 
the seller a VTB for 10% of the purchase – 
which is $25,000 – then you have effectively 
lowered your down payment for this 
property to $25,000 and as a result have 
boosted your return on investment due to 
the lower cash outlay. 

4. Buy a larger property with the same 
amount of funds or less. As per the above 
example, you can buy a $250,000 property 
with $50,000 in down payment funds. 

With the same amount of funds, you can 
buy a $500,000 property if you were able to 
arrange a VTB first mortgage for 90% of 
the value.

5. Save on the costs and time associated 
with traditional financing. There are 
various costs associated with financing a 
property. Those costs are typically much 
higher in commercial properties and 
include but are not limited to the following: 
appraisal, survey, lender fees, environmental 
analysis fees and mortgage insurer fees. 
In addition to the costs, the process of 
getting approved for a loan may be lengthy 
– depending on the complexity of the deal 
– and often require providing the lender 
with one or more support documents such as 
income and employment verification, details 
about your existing property holdings, 
credit, bank statements and tax statement. 
A vendor take back saves you the time and 
costs associated with getting approved as 
you are dealing directly with the seller.

It is also worth noting that with a VTB, 
generally there isn’t a penalty for pre paying 
the mortgage before the end of the term, 
while with traditional lenders such as banks, 
for example, you will incur a penalty for 

prepaying the mortgage prior to the end of 
the term. 

6. You can afford to pay more for the 
property. By negotiating a VTB with 
favourable interest and terms, you may be 
able to offer the seller a higher price for their 
property, making your offer more attractive. 

What is the maximum Vendor 
Take Back that you can get from 
the seller? 
If you are negotiating a VTB as a first 
mortgage, then the loan to value (the ratio 
of how much the seller is loaning you to 
the purchase price) is a function of what 
you negotiate with the seller. We have seen 
buyers able to arrange a VTB First Mortgage 
as a high as 90% of the price at which they 
are buying the property.

If you are arranging a VTB in a second 
position, meaning that you are going to an 
institution for your first mortgage, then the 
maximum you can use in a VTB is 10% of 
the purchase price. 

Do lenders allow Vendor Take 
Backs? 
Not all lenders allow a VTB. Your lending 
advisor would be able to assist you in placing 
your deal with the right lenders that support 
this strategy. 

If you are planning on using a VTB for a 
particular deal, it is important to disclose this 
information to your lending advisor.

What are the rate and terms of a 
Vendor Take Back? 
The rate and terms on the VTB are 
negotiable. In most cases, however, the seller 
will charge you an interest rate higher than 
what you would typically get through your 
bank. This is reflective of the higher risks 
that the lender is willing to accept. 

The terms on a VTB can vary from interest 
only payments with one balloon payment at 
the end of the term or interest and principal 
payments.

Why would the seller agree to 
such arrangement? 
The advantages of a VTB are many to the 
seller, including:

1. Monthly cash flow. A VTB provides 
the seller with monthly cash flow after the 

property sells. Some sellers are likely to 
charge higher than market interest rates on 
their loans, enhancing their overall returns 
and ongoing cash flow.

2. Obtaining a higher price for their 
property. A seller who is providing a VTB at 
attractive terms can demand a higher price 
for their property

3. Deferring taxes. Instead of getting taxed 
on the full capital gains from selling his/her 
investment property, the seller can defer the 
taxes payable on some of those capital gains 
over a period of five years by arranging a 
VTB mortgage. 

4. Avoiding pre-payment penalties on 
existing locked-in loans. If the property has 
a locked-in loan, the seller can sell without 
having to negotiate with the lender for a 
higher loan amount or permission to assign 
or repay the loan, saving the seller time and 
money 

5. Selling in a slow market. Offering a VTB 
in a stagnant market offers an extra incentive 
to buyers. It also helps the seller successfully 
market a hard to sell property

What are the risks of a VTB?
Despite its advantages, a VTB mortgage 
should be entered into with caution. It is 
complicated and you should always consult 
with a real estate lawyer to review all 
documentation, and for due diligence. From 
a seller’s point of view, he/she is dealing with 
the risk of default. From a buyer’s point of 
view, he may find himself having to pay off 
the VTB mortgage in a lump sum if the seller 
dies, goes bankrupt or needs to liquidate his 
estate. 

Dalia Barsoum  
MBA, FICB  and Enza 
VEnuto AMP, CMP 
are lending advisors with 
CENTUM Streetwise 
Mortgages #11789 and 
real estate investors with 
over 48 years of combined 
lending, financial and 
investment experience. 
They also provide advisory 
services and lending 
solutions tailored to real 
estate investors (visit 
streetwisemortgages.com)
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for local area contractors.  

Having a plan
Investing without a plan means that you will 
buy anything and everything. It also means 
that you are very likely to take on unnecessary 
risks, incur extra costs and hit a wall at some 
point with financing. 

In any successful business, you need a 
business plan that is well thought out and is 
communicated to your team to help execute it.
As an investor, think about the aspects of 
your business plan and discuss those with 
your team members and in particular with 
your lending advisor as those will drive where 
and how s/he structure financing to support 
your long-term plan. See game plan on 
opposite page.

Question #2: 
When will I hit a financing wall? 

Part 4

I n the last issue of the smart financing 
guide, we discussed Vendor Take Back 
Financing. In this issue, we go over some 

of the questions we receive on a regular basis 
from starter and veteran investor clients. 

Question #1: 
I am thinking of investing in real estate or 
growing my property holdings. Where do I 
go from here?
Answer:
Whether you are buying your first investment 
or planning on growing your property 
holdings, getting the right education, having 
a solid support team in place and a plan are 
crucial to your success.  

Getting the right education
If you are building your wealth in Canada, it 
is important to learn from reputable Canadian 
sources as some of the investment techniques 

that work in non-Canadian markets don’t 
work locally. Also, be selective about where 
you get your education from and do your 
homework before you choose to sign up for a 
particular training program. Some training 
programs also bring to investors readily 
packaged opportunities to invest, and while 
many of those may be great opportunities, it 
is important that you conduct your own due 
diligence with your independent team before 
choosing to invest.

Having the right team
Investing is a field that requires 
specialization and therefore it is important 
that the members on your team: (1) invest 
themselves; and (2) have a track record 
and experience in dealing with real estate 
investors. Your team will include a realtor, 
lending advisor, accountant, lawyer, 
property manager and a support network 

Common  
financing 
questions  
investors ask
Dalia Barsoum and Enza Venuto present part 4 of 
Your Guide to Conventional and Creative Financing 
Strategies for Building Your Wealth in Real Estate series
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Answer:
The real question is not about “when you 
will hit a financing wall”, rather “when will 
your cost of financing start to go up”. 

Remember that lenders look at the 
following when they evaluate your mortgage 
application: your credit, rental income from 
existing property holdings and that coming 
from legal suits for the purchase at hand, the 
property value and characteristics including 
the area in which it is located, your sources 
of personal income as well as the structure 
under which you are buying (personal, 
corporate, joint venture).

The group of lenders which will you give 
you the most competitive rates as well as 
lowest costs associated with the financing 

reservations about lending to clients who own 
above a certain number of properties.

The next group is called “B” lenders, and 
while they generally offer good rates, their 
rates are relatively higher than the A lenders 

Investing without a plan means you 
may buy anything and everything.  
It also means you are likely to take  

on unnecessary risks

Your Investment Goals  Are you are looking for 
cash flow, equity upside or both?
_________________________________________________
_________________________________________________

the Investment tIme horIzon  Over which 
timeframe you would like to achieve your investment goals?
_________________________________________________
_________________________________________________

the number of Doors  How many doors will help 
you achieve your cash flow, equity goal or both?
_________________________________________________
_________________________________________________

Your Investment stYle  refers to the strategies 
you will use and specialize in to invest in real estate. Are you 
considering fixer uppers, rent to own, buy and hold and/or 
new construction? Selecting a strategy goes hand in hand 
with your risk appetite. Some strategies are riskier than 
others.
_________________________________________________
_________________________________________________
_________________________________________________

the tarGet ProPertY tYPes  What type of 
properties you plan to focus on. Single-family homes, 
Condos, Commercial and/or multi residential? Consider 
how each of these properties is impacted by economic 
cycles and the local economy of the city you are investing

_________________________________________________
_________________________________________________

the Investment CItIes  Which cities you plan to 
focus on
_________________________________________________
_________________________________________________

Your  rIsk aPPetIte   this relates to your 
understanding of your risk appetite and the suitability of the 
investment strategy you are choosing to that appetite, as 
well as your sensitivity to interest rate fluctuations
_________________________________________________
_________________________________________________

Your fInanCIal sItuatIon  This is about 
assessing your income, down payment options, credit score, 
assets and liabilities 

_________________________________________________
_________________________________________________

the Investment struCture  This is about the 
form under which you plan to set up your investment, 
including investing personally, with joint venture partners, 
using a Corporation, limited partnerships, bare trustee 
corporations or syndications
_________________________________________________
_________________________________________________

YOUR GAME PLAN

are called “A” lenders. They are also the most 
selective about your credit, the property and 
qualification guidelines. Each A lender has 
a cap on how many properties per individual 
they are willing to lend and some also have 
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and they typically charge a fee to arrange for 
financing. B lenders are more flexible when 
it comes to qualifying for a mortgage but 
typically require 20% down on a purchase 
(regardless whether or not it is a rental). 

Ideally, you want to approve as many of 
your investment properties with A lenders 
and you can accomplish that by working 
with a lending advisor who understands the 
lender’s rules behind the scenes and knows 
how to strategically place your deals so that 
your applications continue to get approved. 
As you grow your portfolio and if you 
continue to own these properties personally, 
you will definitely hit a wall with A lenders. 
That is when you start moving to the next 
group of lenders (the B lenders) or start 
bringing strong joint venture partners to the 
table, who will strengthen your application 
and can help you continue to get approved 
with A lenders. 

How to beef up your loan application
The following are general rules of thumb that 
will strengthen your application and increase 
the chances of approval with A lenders
•	Maintain	a	strong credit of 650 or above
•	When	buying	a rental property, ensure that 

your rental income will cover 100% taxes + 
mortgage payment. Lenders like to see the 
property carrying itself. Also, any negative 
cash flow is considered a liability from a 
lender’s point of view and will impact your 
mortgage qualification. 

•	 Your	lending	advisor should submit your 
application (if possible) to lenders who 
are rental income-friendly and who would 
factor the majority of it for the purpose of 
qualification. Lenders vary in how they 
factor in rental income. Some don’t look 
at it all while others may factor in as high 
as 100%.

Question #3: 
How does buying under a Corporation 
impact financing?
Answer:
As we are not tax/accounting advisors, 
we suggest that you speak with an 
experienced accountant with regard to 
whether or not setting up a Corporation 
for the purpose of purchasing real estate is the 
right option for you. 

Downsides of using a Corporation when 
applying for a loan

What we have seen from a financing point 
of view is that applying for a residential 
mortgage (one to four units) with the 
corporation as an applicant will hinder 
financing in the following ways:
1. Many lenders will charge a higher interest 

rate on a corporate purchase compared to 
a personal purchase, simply because they 
perceive it as a higher risk. In case of a 
mortgage default, the lender will have to 
pursue legal action against one or more 
shareholders, a more costly process from 
their perspective.

2. As a risk management measure, the 
majority of lenders are willing to lend up to 
75% of the appraised value of the property, 
versus 80% value under a personal 
purchase.

3. Corporate purchases with more than one 
office holder may indirectly have a negative 
impact on your qualification ratios: when 
the lender evaluates an application under 
a corporate purchase, they will ask for 
personal guarantees from the officers of 
the corporation. The combined assets 
and liabilities for those officers will be 
used during the qualification process and 
sometimes you will find that without 
one or more of the other officers, your 
mortgage application would be stronger 
but the lender has to use the combined 
purchasing power of all officers to qualify 
the deal.

4. Some lenders don’t want to deal with rental 
property purchases under a corporation, 

Rental income

 Credit

Personal income

Property

 Investment  

     structure

FACtORs thAt wILL AFFECt YOUR 
LOAN APPLICAtION
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benefits associated with a Corporation as well 
as access to financing options associated with 
personal purchases.  

To facilitate this, your accountant can 
help you setup a trust agreement between 
you and your corporation, which allows you 
to purchase in your personal name on 
behalf of the corporation in Trust. Under 
this setup, you won’t encounter the 
limitations indicated above.

Question #4:
Should I go fixed or variable? 
Answer:
It doesn’t matter what the market news about 
interest rates is. What matters is the suitability 
of the option to your investment strategy.

Right now fixed rates are at historic lows 
and the gap between fixed and variable rates is 
tiny. Historically, it would have cost you about 
$150 extra with a fixed rate mortgage 
compared to a variable while today that 
difference is non-existent and many experts 
are recommending locking into the incredibly 

low fixed rates.  
Be careful and don’t follow the crowd. For 

every property you buy, you need to discuss 
your plans for that property with your lending 
advisor. What benefit would it be to you if 
you are planning on flipping or refinancing 
the property in the short term, you lock into a 
great five-year fixed rate and then have to pay 
a very hefty penalty to get out?  

Corporate 
purchases with 
more than one 

office holder may 
have a negative 
impact on your 

qualification ratios

which effectively limits the pool of lenders 
available to you
Despite the above, the good news is that 

you can purchase under a Corporation but it 
has to be setup in a certain way, allowing you 
to reap both the tax and liability protection 
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