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Overview

As areal estate investor, choosing the right lending partner is one of the most important

decisions you will make.

And for many real estate investors, a private lender offers the best combination of speed,
flexibility and ease of financing to take advantage of prime opportunities.

But it’s also important to understand the differences between the various lending options
to ensure that you're making the right choice at the right time for your business. In this
guide, we'll delve into three key types of loans—Bridge, Construction, and Rental—and
explore when real estate investors should consider each.
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Bridge Loans:
TheKeyto
Seizing
Opportunities

Just as the name suggests, a bridge loan serves
as a financial bridge, providing short-term capital
to address immediate needs like acquiring and
renovating an existing property. Investors often
turn to bridge loans when they are presented
with time-sensitive opportunities but don't have
the cash on hand to seize them.

Bridge loans are popular with fix-and-flip
investors, but can be an equally good choice for
investors who plan to hold the property
long-term and rent it to tenants. In that case, the
investor will typically start with a bridge loan, then
refinance with a longer-term loan once the
properties are stabilized.
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When to Opt for a Bridge Loan

. Time-Sensitive Acquisitions: If you've identified a lucrative investment but lack the
immediate funds, a bridge loan can help you secure the property quickly, preventing you from
missing out on the opportunity.

. Property Upgrades and Flips: Bridge loans are ideal for investors looking to renovate or
upgrade a property for a quick turnaround. The short-term nature of the loan aligns well with
the speedy renovation and resale process.

. Buy-and-Hold Investments: A bridge loan can be an equally good choice for investors
who plan to hold the property long-term and rent it to tenants. In that case, the investor
will typically finance the purchase (and potential renovations) with a bridge loan, then
refinance with alonger-term loan once the property is stabilized.

Considerations

. Higher Interest Rates: Bridge loans often come with higher interest rates to compensate
for their short duration. It's important to carefully evaluate both the potential returns and the
amount of time it will likely take before the property starts producing revenue when
considering a bridge loan.

. Exit Strategy: Have a clear exit strategy. Whether it’s selling the property, refinancing with a
long-term loan, or using profits from another investment, a solid plan is essential.

. Interest-Only Payments: Throughout the term of the loan, you will be making interest-
only payments. The loan’s principal will be due at payoff (typically when refinancing with a
long-term loan) or at sale.
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Construction Loans: Building
Dreams from the Ground Up

Construction loans are tailored for real estate developers and investors looking to build new
properties or perform extensive renovations to existing ones. These loans sometimes provide
funds in phases, aligning with the different stages of construction.

When to Opt for a
Construction Loan

Ground-Up Development: If you're embarking
on a project to construct a new property (such
as a Build For Rent project), a construction loan
is typically the best way to finance.

Extensive Property Renovations: For
investors looking to overhaul existing

structures, a construction loan can
cover the costs of significant
renovations, ensuring the

property meets modern

standards and market

demands.

Considerations

Detailed Project Plan: Lenders will scrutinize
your construction plans to ensure you've
covered every contingency. Having a
detailed, well-thought-out budget

is crucial for securing a

construction loan.




Rental Loans: Generating
Income, Building Wealth

What is a Rental Loan?

Rental loans, also known as buy-and-hold loans, are tailored for investors seeking
long-term income from rental properties. These loans help finance property
acquisitions or optimize existing rental holdings.

Rental loans typically come with lower interest rates and longer time horizons. A
buy-and-hold investor who purchased a property with a bridge loan or financed
development with a construction loan will typically refinance with a rental loan as
soon as possible once construction/renovations are complete and the property
is stabilized.

When to Opt for a Rental Loan

Acquiring Rental Properties: If your strategy involves building a portfolio of
income-generating properties, a rental loan can provide the necessary capital

for acquisitions.

Refinancing for Better Terms: Investors holding rental properties may opt for a
rental loan to refinance existing loans (like bridge loans), potentially securing better
terms and freeing up capital for additional investments.

Considerations

Steady Cash Flow: Rental loans are only appropriate for stabilized, cash-flow
generating properties. Ensure your investment generates enough cash flow to cover
mortgage payments and other expenses for the long term.

Long-Term Strategy: As the name suggests, rental loans are for the long haul.
Consider your investment horizon and ensure it aligns with the extended repayment
terms of arental loan.

Fixed vs Floating Products: Often bridge loans can have floating rate terms that
can be fixed when refinancing into a rental loan.



The Power of Continuity

As you can seeg, a single project will often require multiple lending solutions for different
phases (e.g., acquisition/construction, renovation, stabilization).

Therefore, it can be helpful to form a partnership with a private lender who offers options
for each of these project stages, and who prioritizes long-term relationships with
borrowers. The dependability and certainty of execution that such a relationship brings
can be extremely valuable to a real estate investor’s business.

Encore Finance offers multiple lending options to finance every stage of your project,
from inception through long-term stabilization. Reach out today to learn more about how
we can help you execute your next project and build your real estate business.

Single Asset vs Portfolio Financing

Early on, investors are often evaluating a single investment opportunity. But as the busi-
ness grows investors tend to focus on managing pools of assets. Having a private lender
with portfolio options for bridge acquisitions, stabilization, and longer term rental pools
ensures more efficient business growth.

Portfolio loans offer many great advantages, including:
. You can finance multiple properties with a single loan closing and single mortgage

. Loans are generally non-recourse to the borrower (depending on the asset value
and net operating income)
. Expenses can be spread over many properties

. The pool approach isolates and reduces the risks to your business

About Encore Finance

Encore Finance is a private lender serving experienced real estate investors. Founded by long-
time industry veterans, Encore’s mission is to help real estate investors grow their businesses
quickly and sustainably. Our focus is on building long-term relationships with borrowers through
trust, integrity and flawless execution.

Visit our website today for more information.
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