
FINANCING SMALL INVESTMENT 

PROPERTIES 



1. List some of the differences between financing of single 
family residences, commercial, and industrial properties. 

2. Explain why interest rates, points and terms of loans for 
different categories of properties vary so widely. 

3. Cite tax shelter opportunities for various classes of 
property. 

4. Describe what financial information should be obtained 
in listing an apartment project.  

5. Compare advantages and disadvantages of investments 
in residential income-producing properties to 
commercial and industrial properties. 



A. General Characteristics of SFR rentals 

1. Varied supply from which to choose 

2. Management less demanding 

3. High liquidity  

4. 100% occupied (or 100% vacant) 

B. SFR Rental Financing Options 

1. Financing available 

2. Lenders require 10% down with minimum FICO of 620 

C. SFR Rental Interest Rate and Loan Terms 

1. ¼% to ½% higher interest rate on rental property 

2. SFR command the best interest rate and overall terms 

 



1. AMPLE SELECTION OF PROPERTIES AVAILABLE.  

 

2. EASE OF MANAGEMENT.  

 

3. LIQUIDITY OF INVESTMENT.  

 

4. TENANT USUALLY PAYS ALL UTILITIES, MAY DO THE 
GARDENING AND MAAKE MINOR  

 

5. TENANT REMAINS LONGER IN SFRs   

 

6. VACANCY RATE IS LOWER  

 

7. PRICE APPRECIATION QUICKER & AT GREATER 
RATE THAN OTHER TYPE OF RENTAL PROPERTY  



1. HOMES TEND TO HAVE MORE AREA THAN APARTMENTS; 
THE LARGER THE UNIT, THE LESS THE RENT PER SQUARE 
FOOT IS COMPARED TO COMPACT RENTALS.  

 

2. WHEN THE HOME IS VACANT, 100% OF THE RENT IS LOST 
UNTIL RE -RENTED. 

 

3. INVESTOR MUST PERSONALLY MANAGE AS THERE IS NO 
RESIDENT MANAGER.  

 

4. AS INVESTOR ACQUIRES MORE HOUSES IN SCATTERED 
LOCATIONS, MORE MONEY AND TIME IS REQUIRED FOR 
TRAVEL THAN IT UNITS WERE ALL UNDER ONE ROOF AS IS 
THE CASE WITH APARTMENT UNITS.  



A. General Characteristics 
1. Availability of duplexes, triplexes and four-plexes are more limited than single unit 

rentals. 

2. Management is relatively simple.  

3. Demand by investors creates a better resale market and liquidity position 

 

B. Financing Options. 

1. Conventional loans of 75% of value from savings and loan associations and 
banks, with a minimum FICO score of 620.  

2. Lenders prefer the property to at least debt service.  That is, the income derived 
from the property should be sufficient enough to satisfy the loan payments on 
the property. 

 

 C. Interest Rates and Other Terms. 

 1. Conventional lenders generally ask from 1/4% to 1/2% higher Interest than for 
owner-occupied, single-family dwellings.  

 2. Loan fees run 1/2% to 1-1/2% than on prime owner-  occupied houses.  

 3. Term of loan may be less than for single dwellings. 

 4. Prepayment penalty might apply, generally calling for six months' interest on 
the unpaid loan balance, with 20% payoff allowable in any one calendar year 
without penalty.  



1. Many such properties can be found in most communities. 

  

2. No resident manager required.  

  

3. Owner may delegate some of management duties such as gardening, cleaning and 
minor repairs to one of the tenants for a nominal fee or for rent concession, 
saving time and expense for the absentee owner.  

  

4. Tenants usually pay for their own utilities. 

  

5. Two to four-unit rentals are the next most popular to that of single dwellings and 
will often rent while large apartments complexes remain vacant. 

  

6. More privacy, with fewer people above or below tenant's unit.  

  

7. The units are under one roof or in a central location, saving management 
supervisorial time and travel.  



1. Yields to investors are not usually enough to meet 
operating costs and debt service, requiring the owner to 
"feed the property" because of negative cash flow.  

  

2. Owners most generally pay the water, outside lights and 
laundry room utilities, unlike single dwellings where 
tenant pays all.  

  

3. Owners are often forced to keep rents at lower than 
break-even point (income meets the debt service + 
operating expenses) in areas containing an excessive 
number of such properties.  

 



A. General Characteristics 

1. During periods of oversupply owners must be able to withstand 
temporary losses by "feeding the property" through their own cash 
resources.  

2. Higher prices for new apartments are due to environmental factors . 
New energy requirements, insulation, reduced land density are 
required. 

B. Financing Availability  
1. Most apartment houses are financed by conventional loans of from 70% to 

80% LTV. The ratio is reduced from 80% to 70% with larger complexes. 

2. Interest rates can range from ½% to 1½% higher than for SFRs. Loan fees 
range from ½% to 1% higher than for single units.   

3. Term of loan can be 30 years, but is usually 25 years on larger complexes.  

4. Lenders are generally more concerned about credit of the borrower.  

5. Lenders make their own evaluation and rents may not support the payment.  

6. For furnished apartments, lenders deduct rental income attributable to the 
furniture 

7. Creative financing may be used when conventional financing is available. 

 



1. Apartment investments tend to be safer than other real estate 
options for the average investor.  

  

2. Management is concentrated in one location, rather than diffused 
over a wide area for the same number of units.  

  

3. Cost of operation is usually less per unit than in scattered 
properties.  

  

4. Tax relief is available through depreciation write-off. Typically 80% 
of total value is in improvements. Costs for personal property such 
as carpets, drapes, appliances, and furnishings are also recoverable 
over much shorter periods, ranging from 3 to 10 years.  

  

5. Good hedge against inflation, estate builder and possible generator 
of retirement income 



1. Changing neighborhood patterns and encroachment 

of heavy business or industrial buildings, may result 

in declining property values.  

  

2. Rent controls and other consumer ordinances can 

lead to rent collection problems and legal fees.  

  

3. Many owners do not have the temperament to deal 

with problems of management involving numerous 

requests for services from tenants.  

 



A. Owner Motivation To Sell Their Apartments  

1. On-going management problems may prompt some to sale.  

2. Cash needs. Such sellers may not be in position to carry back a loan.  

3. Desire for a larger building. The possibility of an exchange might be considered. 

4. Moving from the area. Here the owners may wish to    reinvest in the new area, or they 
may be willing to carry back paper that will generate monthly income. 

  

B. Needed Financing Information 

1. Get name of lenders, address, phone number and loan number. Get written authorization 
from owners to write lenders in order to obtain such vital information as  status of 
existing financing, terms of the note, loan balance, pay-off provisions and ability to 
assume etc. 

2. If more than one loan, obtain same information for each. Ascertain whether any of the 
lenders will permit financing through an AITD or other creative instrument. 

3. Ask owners for a copy of the note and deed of trust on each loan. If they do not have 
copies obtain written authorization for you to obtain from lender.  

4. Check each note for monthly payment, interest rate, due dates, prepayment provisions, 
due-on-sale and acceleration clauses, along with any other information that will help 
you determine appropriate financing options.  

5. Determine whether the loan is held by an institutional investor or by private party. 

  

 



C. Probable Financing Strategies For the Sale 

1. Confer with existing lender on all loans with letter in hand from owner. 

2. Ask lender how the loan can be assumed.  Interest  - points - payments?   

3. Is the lender willing to increase the loan to a new buyer? 

4. How much prepayment penalty will the lender charge?   

5. What special terms will a new loan likely contain? What will the interest rate be? 

Will the note be fixed or variable? How long will it run? What about 

prepayment penalty, acceleration clause, loan fees, other requirements? Will 

lender allow junior financing?  

6. Will new lender require an impound account for taxes, or will this be waived? 

7. If a new first loan can be obtained for higher than the existing loan, will the 

holder of secondary financing (may be a 2nd, 3rd, 4th)  require a complete 

payoff,  allow a portion of that loan to remain on the property? 

  


