FINANCING

Income Properties: What Clients Must Know
Many people in today’s economy are looking for an investment that provides stable returns and growth. Understanding financing for non-owner-occupied income properties can lead you to a number of high-quality clients. 

Financing non-owner-occupied properties can be difficult because the lender and insurer guidelines are tighter and vary from lender to lender. 

The minimum down-payment  is 20% of the purchase price. The down-payment  may come from traditional and nontraditional sources such as borrowed funds, equity in another property, sweat equity, lender cash-back incentives and gifts from an immediate relative.

When using nontraditional sources of down-payment , the source of the funds must be arm’s length and not tied to the purchase or sale of the property. The amount of down-payment  is determined by the number of units and your client’s credit score. 

The mortgage lender will require documents proving the source of the down-payment . Examples of the documents needed are recent investment statements, loan agreements, gift letters and contracts for the work being done as sweat equity. Proof of gifts and loans being deposited into your client’s bank account will be required.

The maximum loan-to-value percentage for a residential one-to-four-unit income property is 80%. The minimum credit score many lenders require is 650. If your client is self-employed, the minimum credit score is 680.Helping clients understand the debt service guidelines will help you manage their expectations and make the purchase go more smoothly.

Many lenders follow the insurers’ guidelines of using 80% of the gross rental income from all properties, but some use less income than the insurers’ guidelines. The maximum total debt service (TDS) is usually 42%. Some consideration may be given to clients who have a credit score of 680 or higher, have a strong credit history and need a TDS up to 44%. The formula to calculate the TDS is the total of the principal, interest, taxes and heat of all properties owned plus all other debts, minus 80% of the gross rental income from all properties, divided by the gross annual household income. The heat is used only when your client pays the heating costs.

If your client is employed, the lender needs proof of income such as job letters, notices of assessment and recent pay stubs. 

If your client is self-employed, the lender will need audited financial statements or financial statements prepared by a practicing accountant, notice of assessments, business registration and GST returns. The lender will require proof of rental payments and may require copies of leases. Some lenders require extra documents for proof of income.

An often-overlooked aspect of income properties is the zoning. Many lenders are cautious about zoning bylaws, and the property must meet the local bylaws or have been granted legal nonconforming status by the municipality. The lender will ask for proof of the zoning and of any exceptions that may have been granted to the property or the current owner. 
