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What is private financing?

Private financing refers to any mortgage your co-op
takes out with a private lender (bank, credit union or
other lending institution). It can take the form of a first
mortgage, a second mortgage or a refinanced first
mortgage.

Why would we want private
financing?

Like any property owner, your co-op will have to
borrow new money if your buildings need more work
than you have funds on hand to pay for.

How would we decide if we need to
borrow?

First, you need to decide how much work your property
needs. A building condition assessment (BCA) by an
engineer will help with this. A BCA will tell you what
you need to do, how soon it should be done and what it
may cost. Estimates are often conservative, meaning
they are set high to avoid surprises. Soft costs, such as
the architect’s or engineer’s fees, legal costs and
project-management fees, are not usually included. So,
for a large job, you will need to add these to the
estimate.

The next step is to decide how much of the work you
can fund through your capital replacement reserve and
how much you will need to borrow. The best way to do

this is to develop a capital plan. (The co-op sector also
calls this an asset management plan.) The plan will
show, year by year, what you will need to pay for, what
your reserve can cover and when your reserve funds
will fall short. At that point you can look at different
options, including taking out a new loan.

If your co-op still has an operating agreement, your
relationship manager can tell you how to get a BCA and
a capital plan done. They can also explain how to
project your co-op’s cash flows into the future, showing
the results of greater or smaller amounts borrowed,
contributions to your reserve and yearly housing-
charge increases. See the Co-operative Housing
Federation of Canada’s guide and the Agency’s Q&A for

more on capital planning.

Can’t we save the bother of a BCA
and borrow just enough to fix one
thing, such as our windows?

That depends. You may be able to get a loan for a single
project if you can show that your co-op can pay it back
within a few years. However, lenders and Canada
Mortgage and Housing Corporation (CMHC) may
hesitate to approve such a loan, knowing that several
high-cost buildings components often need
replacement at about the same time. If you want a
longer-term loan—say, for more than five years—you
will have to show your lender that you know what
other work your property might need before the loan is
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paid back and how you will pay for it. A BCA and
capital plan will answer these questions.

When we borrow more money, how
does the new loan work with the
mortgage we already have?

Private financing can take two forms. Some co-ops take
out a new, larger loan that replaces the original
mortgage and provides new funds for work on the
property. The new loan ends some years later than the
one it replaced. This approach is called “refinancing.”

Other co-ops take out a second mortgage on top of the
first one. The co-op continues to make payments on
the first mortgage until its scheduled end, while also
paying off the second mortgage, which may end on a
different date.

What is mortgage insurance and will
we need it?

Mortgage insurance is a guarantee to the lender that it
will get its money back if the co-op is unable to repay
the loan. CMHC is the only source of mortgage
insurance for multiple-unit properties.

Some lenders are happy to make an uninsured loan at
an attractive rate. But, if the loan looks riskier, they
may ask for CMHC insurance. This is available through
National Housing Act (NHA)-approved lenders.
(Virtually all credit unions and all the major banks are
approved lenders.) Mortgage insurance will give your
lender confidence to lend your co-op more money or
charge you a lower interest rate. But bear in mind that
you will have to pay CMHC a per-unit application fee
and a mortgage-insurance premium. You’ll need to
check to see whether getting the insurance will save
your co-op money over the long run. If you decide that
it will, you can borrow the mortgage-insurance
premium as part of your loan.

If you can’t find a private lender, you may be able to
borrow directly from CMHC. However, CMHC’s direct
loans are only available as a last resort.

How will alender decide whether to
giveus aloan?

A lender has three questions, and the answer to all of
them must be “yes.” The first is “If we lend you money,
can you pay it back?” Before you talk to a lender, your
board needs to make sure the answer is “Yes, we can.”
(Before you answer, take care to allow for unexpected
expenses, like surprise increases in taxes or utility and
repair costs.)

If you are losing money, you are not a good candidate
for aloan. Lenders look for what they call “positive
debt coverage.” They want to see money left over after
all operating costs and the mortgage have been paid
and funds set aside in the capital replacement reserve.
In short, a lender’s preferred customer shows a surplus
every year. (Instead of recording a surplus, some co-ops
will add this extra money to their reserve.) You may
need to raise your housing charges to meet this
expectation.

The second question is “Do you have an asset you can
put up as security for our loan?” The lender will want to
know that you are looking to borrow quite a bit less
than the value of your property, allowing for any other
loans you have. (How much less depends on whether
the loan will be CMHC-insured.) Lenders refer to this as
the “loan-to-value ratio.” You may not be able to
answer this question without getting a professional
appraisal to find out the value of your property in
today’s market. While your property-tax assessment
may give you a rough idea of its current worth, most
lenders will ask for an appraisal unless the loan you
want is quite small.

The third question is “If we lend you money, will you
pay it back?” This speaks to your co-op’s track record
and whether your past actions show that you keep your
word and pay your bills on time. A lender will also want
to know that your members regularly approve housing
charges increases that are high enough to cover all the
bills.
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What if we’re not sure we’ll qualify?

In that case, your board first needs to ask itself some
questions.

1. Can we raise our housing charges enough to meet
the payments on the new loan while still putting
money aside in our capital-replacement reserve?

2. Are we keeping all our units occupied?

3. Are we collecting everything our members owe us,
in full and on time?

4. Do we use a collection agency or take other action if
someone moves out owing money? Could we avoid
such losses by increasing our member loan, share
or deposit requirement?

5. Ifwe have paid member parking, can we raise our
rates?

6. Can we charge more for cable TV or laundry?

You may have some work to do before talking to a
lender. Your relationship manager can help with this.

If we can borrow to pay for major
repairs, can we stop putting money
into our reserve?

No. With a healthy reserve you can make repairs when
you need to, rather than putting them off. Your lender
will want this protection in place, and you should too.
Besides, it costs more to borrow than to use your own
funds. And you can’t count on affordable interest rates
any longer. Higher interest rates may mean that you
are not able to get a new loan when you need one.

How long can we take to pay back
the loan?

You and your lender will decide this together, based on
your financial capacity. The longer you take to repay
the loan, the smaller the monthly payments. On the
other hand, the longer you take, the more interest you
will pay and the less flexibility you’ll have to meet the

unexpected. You also run the risk of facing a higher
interest rate when the loan is renewed (typically every
five years).

Like Goldilocks, you want the repayment period that is
just right for you. If you try to pay back the loan too
fast, you may have trouble meeting the payments. If
you repay it too slowly, you may find yourself in debt
for another new roof before the last one is fully paid
for. It’s like borrowing to buy a car. You don’t want to
be saddled with loan payments when your
maintenance costs start soaring. Above all, you don’t
want to make loan payments long after you stop
driving the car.

Again, a BCA and a capital plan can help you—and
your lender—make the right decision.

We think we need to borrow. What
happens next?

These transactions can be very complex. You will likely
need professional help with your application. If you are
considering refinancing your first mortgage or
acquiring a second mortgage,

= co-ops outside of B.C. and Quebec should contact
CHF Canada for information on its Refinancing and
Asset Management Planning programs. Other sector
groups may also be able to assist you

= co-ops in B.C. should contact CHF BC for private-
financing assistance and asset-management
planning services

= other service providers may also be able to help you
with private financing

= Agency clients with an operating agreement can call
their relationship manager for advice and assistance.

How long will it take?

This is a hard question to answer. Obtaining a BCA and
capital-plan or asset-management plan can take
several months. Much will depend on how quickly your
co-op can answer the lender’s questions and produce
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the information it needs. Every day counts. Check your
by-laws or rules to see what the board can approve and
what must go before a members’ meeting. Schedule
meetings well in advance and make timely decisions.
Once the loan is approved, get the paperwork to your
lender and lawyer without delay. (And ask how quickly
it can be processed.) Getting your loan could take more
than a year or as little as six months.

Where does the Agency fitin?

The Agency acts on behalf of CMHC, but we also help
your co-operative. We will review your capital plan and
give it our stamp of approval, which will help with your
new financing. When the paperwork is ready, we make
the recommendation to CMHC for approval to put
another mortgage, or an extended mortgage, on your
property. This approval is required if your co-op’s
operating agreement with CMHC is still in effect.

What is CMHC’s approval based on?

Like your lender, CMHC will want to be sure that you
can pay back the new loan. Its staff will look at your
finances and seek assurance that you understand the
condition of your property and the work you need to
do. They will check to see that you have been making
your current mortgage payments on time. And they
will ask whether your housing charges are high enough
for you to meet all your other obligations and also
repay the loan.

Can’t we just go to alender and
borrow money? Why would we need
CMHC approval first?

Aslong as you have an operating agreement with
CMHC, you need its permission before putting a
mortgage on your property. A co-op that has had its
operating agreement extended by CMHC, but has paid
off its CMHC mortgage, does not require CMHC’s
approval to refinance or further encumber the

property.

Once your board has decided on what is best for your
co-op, the Agency will work with you to get CMHC
approval for the new loan, provided we agree that the
loan will improve the property and your co-op can
handle the debt.

Are there any grants available to
help our co-op get the work done?

CMHC’s Preservation Funding can cover the cost of a
building condition assessment and other technical
reports. You can find more information here.

The National Housing Strategy includes programs for
low-cost loans to repair and renew existing housing.
You can find more information here.

Grants or other financial assistance may be available in
some areas for energy- or water-saving retrofits or for
adapting housing for persons with disabilities. Check
with your relationship manager or your local
federation for more information about any offers that
your co-operative could benefit from.

Some municipalities may have special programs that
could help. It is worth asking a friendly local councillor
about any possibilities, such as small grants for
heritage properties that need work. Every little bit
helps.

Is there anything else we need to
know?

If you do borrow, you will sign a mortgage with your
lender and perhaps a loan agreement. Your obligations
go beyond paying back the loan. They include things
like giving your lender regular financial reports,
keeping up your property and not taking out new loans
without your lender’s permission. While you can find
general information on the internet, your co-op’s
lawyer is the best person to help you understand the
documents you will have to sign.
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https://www.cmhc-schl.gc.ca/en/developing-and-renovating/funding-opportunities/preservation-funding
https://www.cmhc-schl.gc.ca/en/nhs

For more information see the Agency’s Guide to Private
Financing for Agency Clients, available on the
Agency’s website.
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