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Is it agood ideato investin aresidential rental property? Here are some things to consider
before taking the plunge.

What are the first things you should ask yourself before buying rental property?

First of all, will you live there or not? From a tax perspective, if you are renting out the entire property,
you could deduct all of the day-to-day expenses related to the building from your income. But if you're
an owner-occupant, only expenses related to the rental units will be deductible. On the other hand,
when you sell, the portion of the building occupied by the owner is exempt from capital gains tax. If it is
completely rented out, all of your capital gains will be taxable.

In addition, when you have a specific property in mind, you need to consult the assessment roll to
ensure that the number of units on the realtor’s listing is correct. If a livable basement is considered to
be a dwelling by the municipality, this counts as one more unit. If this is the case, you might have to
make a bigger down payment.

Speaking of which, how much of a down payment do you need for this type of
purchase?

If you're renting out all of the units, you need to make a minimum down payment of 20% of the
building’s purchase price. If you're going to be an owner-occupant, you could lower the down payment
to 5% of a duplex’s purchase price with mortgage loan insurance. For a triplex or quadruplex, you'll
need to put down a minimum of 10%.

The rules are the same for all Canadian financial institutions.
What are the other associated fees?

Initial fees include land transfer taxes, legal fees, inspection costs and property tax adjustment,
meaning the portion of the municipal and school taxes that the buyer is responsible for.

To cover these fees, Canadian mortgage loan insurers calculate a standard amount of 1.5% of a
building’s purchase price.

However, in the event of unforeseen circumstances, a number of financial institutions including National
Bank recommend a cushion of 3.5% of the building’s purchase price in an easily accessible savings
account or line of credit.
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Besides the building’s condition, what should buyers look for?

Proximity to schools and services is important if you want to find tenants easily. You should also
consider the distance between your home and the building to make it easier to pick up rent cheques, for
example.

To find out if you're getting a good deal, you need to look at comparable buildings’ sales prices from the
past year. A realtor can help you out with this.

You also need to make sure you have the information you need on the tenants. How long have they
been living in the building? How much are they paying in rent?

Do you have any tips for new landlords?

Ensure good communication with your tenants. Include even the smallest details on your leases and
make sure that everything is in writing.

It is also recommended to schedule your mortgage payments for the middle of the month in case rents
are paid late.

It's a good idea to open a bank account devoted entirely to managing the building. It's easier to take
care of accounting if rents, expenses and mortgage payments all go through the same account.

What does it mean to leverage real estate?

You can leverage your property if you take out a second mortgage on your first property to finance the
purchase of a second building. The second mortgage can reach up to 80% of the value of the initial

property.
What are some benefits of investing in rental property?

Some people like the tangible aspect of this investment. When you have other investments, real estate
is a good way to diversify your assets. And for someone who is looking to buy a house on a tight
budget, the rents will help pay back the mortgage.

And what are the downsides?

Real estate isn’t for everyone. You have to like being a manager, you need to have a lot of patience
with your tenants, and you have to be available to fix any problems. If this doesn’t sound like it’s for
you, it might be best to meet with a financial advisor and make a different type of investment.
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Any reproduction, in whole or in part, is strictly prohibited without the prior written consent of National Bank of Canada.

The articles and information on this website are protected by the copyright laws in effect in Canada or other countries, as applicable. The
copyrights on the articles and information belong to the National Bank of Canada or other persons. Any reproduction, redistribution, electronic
communication, including indirectly via a hyperlink, in whole or in part, of these articles and information and any other use thereof that is not
explicitly authorized is prohibited without the prior written consent of the copyright owner.

The contents of this website must not be interpreted, considered or used as if it were financial, legal, fiscal, or other advice. National Bank and
its partners in contents will not be liable for any damages that you may incur from such use.

We wish to inform you that the information presented on this website, whether of a financial, fiscal or regulatory nature, may not be valid
outside the province of Quebec.

This article is provided by National Bank, its subsidiaries and group entities for information purposes only, and creates no legal or contractual
obligation for National Bank, its subsidiaries and group entities. The details of this service offering and the conditions herein are subject to
change.

The hyperlinks in this article may redirect to external websites not administered by National Bank. The Bank cannot be held liable for the
content of external websites or any damages caused by their use.

Views expressed in this article are those of the person being interviewed. They do not necessarily reflect the opinions of National Bank or its
subsidiaries.

For financial or business advice, please consult your National Bank advisor, financial planner or an industry professional (e.g., accountant, tax
specialist or lawyer).
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