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How to grow your

real estate investment portfolio
Graduating from homeowner to real estate investor is a major decision that requires
thorough research and careful planning. Once you’ve decided to take this step to
enhance your property holdings, what next? Suzanne Sharma explains

P

roperty investing is tricky if you
don’t understand the market or
have a strategic plan in place.
Homeowners should be well versed in
the investment aspect of real estate and
in keeping their emotions intact, because
it’s a different ball game altogether.
Buying a primary residence is driven
by emotion, say Marnie and Ryan
Griffiths, owners of Insumo Property
Solutions Ltd, Calgary. “It’s your
home and emotion needs to be part of
this purchase.”
However, property investors are
advised to eliminate emotion, treating the
purchase as a business transaction. Focus
on the local, provincial, federal and global
economic fundamentals, which drive the
investment in a positive direction.
The financial considerations involved
in buying a personal property and an
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Ask yourself…
Short term:
•
•
•
•

What sort of cash flow do I need from the property to cover cost of ownership?
Is there any work that needs to be completed before it is rented? If so, what
will it cost?
How can I as an investor afford the property?
Does this property fit my system of investing?

Long term:
•
•
•

How long do I plan to hold this property?
Is the property in an area of economic growth and sustainability?
What is my exit strategy? For example, do I plan to sell smaller properties to
buy a multi-family? Will I do a rent-to-own strategy, or will I sell it at the right
time in the market and use the funds to support my goals and vision?

Source: Marnie and Ryan Griffiths, owners of Insumo Property Solutions Ltd, Calgary

investment property vary. A primary
residence requires the purchaser to put
a down payment on the property and
secure a mortgage.
The latter involves a thorough
evaluation of the unit and the lender
needs proof it will financially stand on
its own before granting approval.
“Disclose everything to the lender
– good, bad or otherwise in regard to
your financial position,” says Griffiths.
“Working with a mortgage broker who
understands real estate investing and
your long-term goals will be of huge
benefit to you moving forward.”
Also, if you put less than 20% down
on a residential investment property
there is mortgage insurance similar to a
primary residence. However, the rates

for insurance on investment properties
are typically much higher, says Tom
Karadza, broker and co-founder, Rock
Star Real Estate Inc, Burlington, Ont.
The insurance rate depends on the
down payment and the amortization
period. According to Karadza, it can
range anywhere from as low as 10%
to as much as 70% higher. Rates are
constantly changing as banks and
insurers adjust their mortgage product
offerings. Be aware of these fees when
factoring in carrying costs.
In order to succeed in property
investing, the key is to research the
market, property and area, look at
the numbers, surround yourself with
an experienced team and learn from
certified experts.
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“Education, proper guidance, market
research, due diligence and picking
the right people to assist you is one of
the largest investments of your life,”
says Navtaj Chandhoke, founder of
Professional Real Estate Investors Group
(PREIG) Canada, Toronto.
“Seek information only from experts
instead of neighbours, co-workers,
friends and relatives.”
It’s also critical to research where
to invest. Rent control regulations
vary from province to province and
can depend on the age of the building.
Some markets are more restrictive, for
example, on when and by how much
you’re able to raise rents. As an investor,
if you’re not able to apply an increase to
help keep pace with rising property taxes
and other costs, it could negatively affect
your cash flow and bottom line.
Getting started

A novice investor should analyze
the reasons behind their decision,
including short- and long-term goals.
Not everyone has the same objective in
mind. Griffiths suggests asking: “How
many properties will I need to own to
reach my goals and vision?” With the
end result in mind, it’s easier to work
backwards and formulate a plan.
“Decide how many properties you
want by what date and write it down,”
says David Sandbrand, vice-president,
business development, Cobblestone
Investments, Calgary. “Then, you need
to take action – just having the goal isn’t
enough and analyzing properties day after
day won’t change your situation at all.”
Speak with other investors for expert
advice, attend seminars and research the
market to get an idea of where to invest.
Also, know how much capital is
available to begin with, advises Karadza.
“These decisions made early will help
you decide what types of transactions
you want to get involved with.”
Short and long term
Initially, focus on cash flow then decide
how many assets are needed free and
clear to produce the desired income.

Cont. p40
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Marnie and Ryan Griffiths

Tips for novice investors

1.
2.
3.
4.

5.

Always buy real estate in fundamentally good communities. Look for
population growth, higher than average family incomes and expanding
transportation routes. These communities hold their value well and will
often appreciate strongly.
After you’ve found a good community, find a solid property. An attractive
home will always rent more easily and sell faster. You protect yourself by
purchasing a good property in a good community. Also, starter homes will
typically not rise and fall as fast and hard as high-end luxury real estate.
Don’t buy a property because it’s a good deal, instead buy a property
because it’s in demand and will sell or rent quickly.
Surround yourself with an experienced team. The team is more important
than the property because they will steer you around obstacles that you
may not even be aware of. Look for real estate brokers, mortgage brokers,
lawyers and accountants with real estate investing experience and not just
real estate experience.
Most people overestimate what they can accomplish in one year and
underestimate what they can accomplish in 10. Keep the big picture in
mind and never stop driving towards it. Keep things in perspective and
expect bumps along the way: ultimately, they make you stronger.

Source: Tom Karadza, broker and co-founder, Rock Star Real Estate Inc, Burlington, Ont.
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Case study – front

Case study: first timer
New to the world of real estate investing, David Murray and his wife entered a
joint investment partnership with David Sandbrand in April 2008. The purchase was
a three-bedroom bungalow for $340,000 in the Forest Lawn neighbourhood
in Calgary.
Murray had been interested in investing for the past 10 years and researched
various properties and locations. However, he was apprehensive about the process
and wasn’t able to take the plunge until recently.
He partnered with Sandbrand, who is vice-president of business development
for Cobblestone Investments in Calgary. Murray put up the $84,000 funding
required for the property in exchange for the expertise of Cobblestone. All
proceeds are split 50:50.
“We were able to leverage the experience from Cobblestone to allow us to
take the guesswork out of buying an investment property,” says Murray. “David
[Sandbrand] walked me through the details of the property and why this was the
one, and we went from there.”
The property has a yield of 9.18%, with an annual rental income of $31,200.
Murray and Sandbrand each pocket about $292.97 per month from the cash flow,
once expenses are paid out.
The partners paid close attention to factors such as location, growth and
development potential. Forest Lawn is undergoing significant redevelopment,
including a new Sobeys, a Calgary Health Region building and other residential
improvements. The area is close to the downtown core, has excellent public transit,
including the C-train (LRT) a short bus ride away. Lastly, the neighbourhood is
established, having schools, parks, playgrounds, shopping and restaurants.
“It’s no secret in the real estate investing world that Forest Lawn has a lot of
potential. The neighbourhood is turning around, there are improvements underway
and it is on the way up,” says Murray.
In order to spot a good investment, Murray advises teaming up with an expert,
asking questions and researching the fundamentals of the area. Make sure you have
an understanding of the whole process and what deals can be expected, he says.
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“No matter how you do the math,
if the property costs you money to
carry then it likely isn’t a very good
investment,” says Karadza. “Many
beginners convince themselves that a
negative cash flow property is a good
investment because the appreciation of
the property will more than make up for
the monthly losses.”
Often times, this strategy backfires
because appreciation of a property is
never guaranteed.
Further down the road, investors
should focus on how large an asset base
they would like to own. As positive cash
flow produces monthly income and pays
down the mortgage, the property will
eventually be mortgage free.
“You can then refinance and pull out
substantial amounts of capital or use the
cash flow for other investments,” says
Karadza. “If you do pull out some equity
on a rental property, your tenants will
help pay the mortgage down again.”
Flip versus buy-hold-rent
The most common types of investment
strategies include property flipping and
buy-hold-rent. While the first includes
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purchasing, renovating and selling in a
short period of time, the second is about
finding a tenant to pay rent that covers
your mortgage costs, with the aim to
make cash flow on a regular basis.
“Flipping properties has gotten a lot
of media attention lately, especially on
TV,” says Sandbrand. “Flipping is a huge
amount of work, and takes a lot of time
– and that’s true even if you’re not doing
the work yourself.”
Several variables need to work in the
investor’s favour, including the right
property, location, time, upgrades and
team. If everything goes well, flipping
can be a good way to make a decent
profit quickly, but it’s not that easy,
Sandbrand warns.
Instead, many investors prefer the
buy-hold-rent method because it allows
them to control the asset and acquire
cash flow through rental yields. The
main issue that typically arises is tenant
related. Tenant screening, including a
referral and credit check, is mandatory
in order to ensure reliability.

“Working with a mortgage broker who
understands real estate investing and your
long-term goals will be of huge benefit to you
moving forward”
Build a team
As with any business, having a
supportive team is essential. Megan
Parkman, CEO of Advanced Investors
and Downie Investments Ltd,
Mission, BC, notes she at first made
the mistake of trying to do everything
herself when she started to invest.
“I soon learned after flipping my
first property that there are so many
variables that I could not solve,”
Parkman says. “As one person, I didn’t
have all the answers or the energy to
do it myself.”
Be sure the team includes a
mortgage broker, lawyer, realtor
and insurance agent, as well as a

contractor for investors planning on
doing renovations. Before employing
their services, however, interview several
candidates and check referrals.
Financing

It’s important to pay close attention to
tax deductibility and mortgage needs.
In a principal residence, the long-term
strategy is usually to pay the mortgage
down to zero. However, with an
investment property, the goal is to find
one with positive cash flow after all
expenses are paid such as maintenance,
vacancy and property management fees.
“To get this cash flow, you may need
to have a longer mortgage amortization,

David and
Diane Sandbrand,

Case study – backyard
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use creative financing such as a second
mortgage or work with a seller that is
willing to carry some of the financing,”
says Sandbrand.
“For investment properties, the
mortgage amount is a secondary concern
as long as the investment carries itself,”
he explains.
For example, if the investor purchases
a property for $320,000 and puts 20%

down or $64,000 to avoid mortgage
insurance fees, the mortgage will be
$256,000. Assuming a 4.25% interest
rate on the mortgage and a 25-year
amortization, the monthly payment will
be $1,381.53.
If the amortization period is changed
to 35 years, the monthly payment drops
to $1,166.42 – a savings of $215.11 per
month in expenses and therefore an

increase of $215.11 in positive cash
flow. Use a 40-year amortization and
the expenses drop an extra $62.36 per
month, compared to a 35-year mortgage.
“In other words, if you find an
investment property that only breaks even
using a 25-year amortization mortgage,
you can easily turn this into a positive
cash flow investment by increasing the
amortization period,” says Sandbrand.

Sample cash flow report
Detached home, 1,075 sq ft, with two rental suites plus storage rental in garage; purchase price $400,000; down payment of $80,000
Description

Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Jan

Feb

Mar

Total

Rental
income, main

$1,225

$1,225

$1,225

$1,225

$1,225

Garage,
storage rent

$250

$250

$250

$250

$250

$250

$250

$250

$250

$250

$250

$250

$3,000

Rental
income,
basement
apartment

$925

$925

$925

$925

$925

$925

$925

$925

$925

$925

$925

$925

$11,100

$2,400

$2,400

$2,400

$2,400

$2,400

Property
taxes

$135

$135

$135

$135

$135

$135

$135

$135

$135

$135

$135

$135

$1,620

Insurance
premium

$70

$70

$70

$70

$70

$70

$70

$70

$70

$70

$70

$70

$840

Maintenance
(ongoing)

$65

$65

$65

$65

$65

$65

$65

$65

$65

$65

$65

$65

$774

Mortgage
payment

$0

$1,460

$1,460

$1,460

$1,460

One time
expenses

$750

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$750

$4,525

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$4,525

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

Down
payment

$80,000

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$0

$80,000

Total
expense

$85,545

$1,730

$1,730

$1,730

$1,730

Cash flow

-$83,145

$670

$670

$670

$670

$670

$670

$670

$670

$670

$670

$670

-$75,773

Grand total

-$83,145

$670

$670

$670

$670

$670

$670

$670

$670

$670

$670

$670

-$75,773

Revenue

Total
revenue

$1,225 $1,225 $1,225

$2,400 $2,400 $2,400

$1,225 $1,225 $1,225 $1,225

$2,400 $2,400 $2,400 $2,400

$14,700

$28,800

Expense

Closing costs
Deposit on
purchase

$1,460 $1,460 $1,460

$1,730 $1,730 $1,730

$1,460 $1,460 $1,460 $1,460

$16,064

$1,730 $1,730 $1,730 $1,730 $104,573

Source: Remasoft Canada Inc
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Tom Karadza

Megan Parkman

Also, when dealing with rental
properties, it’s imperative to acquire
rental property insurance and the
tenants should consider contents
insurance. “That way you have insured
the property yourself and the tenants
have insured their belongings inside,”
says Karadza.
For properties with five or more
units, investors will be dealing with
commercial mortgages, which may carry
higher fees such as broker and property
appraisal fees.
According to Walter Koziej, broker,
Mercury Mortgages Inc., Mississauga,
Ont., appraisal fees on a residential
mortgage run anywhere between $250
and $400, and on a commercial property
$1,500 to $2,500.
Broker fees are entirely up to the broker
on both residential and commercial deals,
he says. A reasonable fee would be 1–2%.
Also, commercial mortgages face
lender fees, which range from 1% to 3%
and are charged simply for processing
the deal. “As opposed to residential
mortgages, where the rates and fees
are pretty much set in advance and
everybody knows what to expect, with
commercial mortgages each deal is
always priced individually as there are
many more risk factors than with a
residential mortgage,” says Koziej.
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“You need to take action - just having the
goal isn’t enough and analyzing properties
day after day won’t change your
situation at all”
Lastly, for investors planning to
purchase a property and rebuild it, a
construction loan might be required.
“This type of loan product allows you
to draw more money from the lender at
predetermined stages of completion,”
says Karadza. “You’ll want to get a
complete understanding of when you
will have access to the funds so that you
can plan accordingly.”
Managing your assets

First-time investors gain valuable
experience when managing a property
on their own.
However, as assets continue to
accumulate and the portfolio grows,
many investors agree it’s advisable to
hire a property manager.
When managing a property, investors
must be able to screen the tenant,
move them in, attend to maintenance
issues, collect rent and keep abreast of
all tenancy act regulations which are
province-specific.

It’s easier to attend to these tasks if the
investment property is in proximity to
your primary residence. One other thing
is that, even if the property management
fees aren’t being outsourced, be sure to
set them aside anyway.
Always include a property
management line in your pro forma,
because even if you’re managing your
own property now, you may have to
hire a property manager in the future.
When it’s not in the budget, the
property may become a negative cash
flow, says Parkman.
Typically, management fees are
$100–200 per property per month, or
8–10% of the rental income for a single
unit, according to Al C Dodimead,
certified property manager at ACD
Realty Corp., New Westminster, BC.
If you manage on your own when you
start, says Karadza, then when you do
eventually hire a property manager you
will have an intimate understanding of
how the property should be run.
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