
When there are credit issues, having the proper downpayment is critical because the lender has a financial cushion.








FINANCING


Some Options for Buyers with Credit Issues





Clients who have the requisite downpayment for an insured mortgage but can’t get approval from a bank because of damaged credit can still qualify for a loan.


There are a large number of bank and non-bank lenders that accept lower credit scores and some that lend on the equity of the property. Many lenders also offer credit assist programs.


These are all lumped together under the non-conforming mortgage loan and are specifically designed for clients with past credit issues, including bankruptcies. The mortgage is also available for clients who are purchasing a unique property.


A first mortgage is available on a 75% loan-to-value (LTV) ratio for clients who can verify consistent employment and whose credit is not too bad.


If a client’s credit history is more challenging because he or she is self-employed with little documentation, has a previous bankruptcy, or is new to Canada, mortgage financing can often be arranged for up to an 85% LTV ratio through a combination of first and second mortgage financing.


There are also credit assist programs. Lenders will consider lending a mortgage on a short-term basis while the broker helps the client repair his or her credit history so that when the term is up, this client will get approval for a traditional mortgage.


There are also lenders that look only at the equity in the property and its potential value. This is a very expensive proposition and should be used only in the short term.


What your client should know:


When there are credit issues, having the proper downpayment is critical because the lender has a financial cushion if the mortgage goes into collection.


Your client’s income must be enough to service the loan, but the income does not have to fall into the traditional gross debt service and total debt service ratios.


The property being purchased has to be a marketable piece of real estate. This is the lender’s security that their investment is protected.


There must be at least a minimum credit rating. Different lenders will have different criteria. Most lenders look for a credit score of 480 to 500.


For most deals, the fees are paid directly to the mortgage broker by the lender, similar to a traditional mortgage transaction. 


However, there are fees for the most challenging deals, which are typically paid on closing and are a percentage of the financing arranged. A typical brokerage fee is 1% to 3%. If there is a second mortgage lender, there will also be a fee.


The interest rate will likely be higher, but not always. Mortgage brokers will always negotiate for the best rates possible.











