
 
 

Page 1 of 8 
 

Glossary – AMP2: Understanding Specialized Mortgages 
 

Term Definition 
LIBOR See LIBOR (London Interbank Offered Rate)  

NOI See Net Operating income  

PLAMs See Price Level Adjusted Mortgages  

SAMs See Shared Appreciation Mortgages  

SFAM See Sinking Fund Assisted Mortgage 

Accrual Loan An accrual loan accumulates interest charged which is added to the principal amount 
and, which in turn, earns interest over the remainder of the contract. 

Bonus Mortgage A bonus mortgage is a variation of participating construction loans where the lender 
agrees to provide a high ratio construction loan (up to 100%) in exchange for a 
specified bonus, usually a share in development profits.  

Builder A builder is the manager who carries out the actual construction of residential and 
commercial properties.  

Capitalization Rate The capitalization rate, the free and clear return for a property, is calculated by 
dividing the net operating income by the sale price.   

Constant Blended Repayment Plan 
(Fully Amortized) 

A fully amortized constant blended repayment plan has equal payments throughout 
the life of the loan. Each payment consists of all interest due for that period, plus 
some repayment of principal, such that the loan will eventually be entirely repaid at 
the end of the amortization period. 

Constant Blended Repayment Plan 
(Partially Amortized) 

In a partially amortized constant blended repayment plan, the loan's contractual term 
is set for a shorter duration than the amortization period, meaning not enough 
regular payments will be made to fully repay the loan. At the end of the contractual 
term, the amount remaining must be repaid. 
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Debt Coverage Ratio  The debt coverage ratio is the ratio of the property's annual net operating income 
(NOI) to the annual debt service. It states that annual NOI must cover the annual debt 
service payments more than once. 

Detailed Feasibility Costs Detailed feasibility costs, one of five major activities in project initiation, involves the 
preparation of a detailed feasibility study. 

Developer A developer is a financial manager who creates new properties by effectively 
managing the necessary components in the creation of those properties. 

Dual Rate Variable Rate Mortgages 
(Teaser Rate) 

This variable rate mortgage alternative involves using a "dual rate," or a rate that 
changes during the loan term at set intervals. A common variation of this is a "teaser 
rate" mortgage, where a lender offers a low upfront rate, typically as a marketing 
incentive, and then raises the rate to market levels in six months to two years. 

Effective Gross Income Effective gross income is the gross potential rental income minus allowances for 
vacancy and bad debts. 

Efficiency Ratio The efficiency ratio is the ratio of net to gross leasable space. 

Equity Reserves Equity reserves represent the developer's own capital available to contribute to the 
project; e.g., accumulated revenues, retained earnings, profits from other 
development ventures etc. 

Equity Second Mortgage An equity second mortgage is a variation of the participating construction loan where 
the construction loan is obtained from a conventional construction lender (up to 85% 
of cost, for instance) with additional funds being provided by the equity lender.  

Estimated Market Value The estimated market value is the net operating income (NOI) divided by the market 
capitalization rate.  

Exploratory Business Costs Exploratory business costs are incurred when developers use capital to quickly 
explore the economies of a potential project indicated by market monitoring through 
preliminary feasibility studies.  

Fee Simple Interest In a fee simple interest, one of four leasehold interests, the owner of an unleased 
property has the whole estate and is the owner of the property, holding the legal title 
in perpetuity. 
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Financing Costs Financing costs, one of five major activities in project initiation, is the stage where the 
developer should be in a position to adequately assess the viability and profitability of 
the proposed project subject only to the availability and cost of the capital the 
developer requires to construct the project, and carry it to the stage where profits or 
cash flows will be realized. 

Fixed Operating Expenses Fixed operating expenses are costs that, in the short-run, remain constant throughout 
the period, independent of the level of occupancy, e.g., real property taxes and 
insurance. 

Fixed Overhead Business Costs  
 

Fixed overhead business costs are costs incurred in operating a business that remain 
constant including the cost of business accommodation, basic staff wages and 
salaries, and the required minimum income of the developer.  

Graduated Payments Mortgages Graduated payments mortgages have payments that increase during the loan term. 
These mortgages reduce payments below interest cost, and the interest effectively 
accrues, adding to the loan balance as payments increase. 

Gross Lease (Inclusive Lease) A gross lease is a lease in which the owner pays all or most of the property’s 
operating expenses and property taxes, and applies primarily to residential 
apartments, older and/or smaller office buildings, and government leases.  

Gross Potential Rental Income Gross potential rental income is the expected annual gross income from the property, 
at 100% occupancy, based on the type of lease arrangements commonly used for this 
type of property. 

Gross Square Footage Gross square footage includes all space within the exterior dimensions of a building. 

Ground Lease Ground leases are generally used as a means of acquiring land for development 
purposes in concentrated urban areas and in outlying suburban areas. Lenders are 
requested to advance funds to be secured by buildings and structures proposed for 
construction where the borrower will lease rather than own the land. 

Income Constraint 
 

Income constraint occurs when the lender applies its lending policy to determine the 
size of mortgage the net operating income from a property can support. Two ways of 
expressing the income constraint are the safety margin and the debt coverage ratio. 
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Initial Marketing Initial marketing, is one of five major activities in project initiation, refers to the 
process of market testing the proposed project by attempting to obtain a lease or 
purchase commitment from final occupiers of the space prior to initiating 
construction. 

Interest Accruing Loan An interest accruing loan is one on which no payments of interest and no repayments 
of principal are made during the life of a loan. 

Interest Only Loan An interest only loan is one where the borrower contracts to make regular payments 
of interest only to the lender. The borrower always owes the principal amount, but 
this amount never increases since the interest is paid when due.   

Land Acquisition/Assembly Land acquisition/assembly, one of five major activities in project initiation, involves 
obtaining control over a site before detailed feasibility studies, financial 
commitments, or planning approval have necessarily been obtained in order to have 
full control over the site in case initial expectations are confirmed, and to avoid being 
"stuck" with the site if reality differs from these expectations. 

Land Sale/Leasehold Mortgage A land sale/leasehold mortgage is a mortgage where a developer sells the land to an 
institutional lender in return for a long-term ground lease and a long-term mortgage 
commitment which may provide for progress advances. 

Lease A lease is a contract by which one party (the landlord or lessor) conveys the use and 
exclusive possession of an interest in real property to another (the tenant or lessee) 
for a definite or determinable period of time (the term of the lease) in exchange for 
the payment of rent. 

Leased Fee Estate A leased fee estate, one of four leasehold interests, exists when an owner in fee 
simple leases his or her interest in a property to a second party (the lessee),  and a 
partial estate is created.  

Leasehold Estate A leasehold estate, one of four leasehold interests, is created when a person enters 
into a lease creating a further interest in a property.  

LIBOR (London Interbank Offered 
Rate)  

The LIBOR, or London Interbank Offered Rate, is the interest rate set by the British 
Bankers' Association at which banks loan to one another. The LIBOR is like the Bank 
Rate in Canada, but it is used internationally. 
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Long-Term Loans with Progress 
Advances 

Long-term loans with progress advances occur when a long-term lender underwrites 
the permanent loan, but makes incremental loan progress advances to the developer 
during the construction phase.  

Loan-to-Value Ratio (LTV) The loan-to-value ratio is the amount of the mortgage loan compared to the value of 
the property. The ratio = 1 – (down payment / property value). The higher the LTV, 
the higher the risk that the value of the property will be insufficient to cover the 
remaining principal of the loan. 

Market Monitoring Business Costs Market monitoring business costs includes the ongoing costs by developers to 
monitor changes in market conditions in order to identify potential development 
opportunities. 

Market Study A market study, an integral part of the feasibility study, involves the projection and 
analysis of the determinants of demand, and including a careful analysis of current 
economic, social, political, and demographic trends. 

Marketability Analysis A marketability analysis a study to determine to what extent the completed project 
can be marketed under current or anticipated market conditions.  

Mortgage Tilt  Mortgage tilt refers to the problem that arises when, due to inflation, the real 
mortgage payments will decline. These mortgage payments represent a relatively 
heavier burden during the early stage of the mortgage, the reverse of what borrowers 
may prefer. 

Net Lease A net lease is a lease in which the tenant typically assumes payment of a base rent 
and all property charges, such as taxes, insurance, utilities, repairs, maintenance, etc. 

Net Operating Income (NOI) Net operating income is the effective gross income minus operating expenses. 

Net Square Footage Net square footage refers to usable space, excluding access space, servicing space, etc. 

Non-Recourse Mortgage In a non-recourse mortgage, the lender is limited to the value of the property itself to 
satisfy outstanding amounts  in the event of default. Because it is generally less 
desired by lenders, it has lower loan-to-value ratios (50%). 

Occupation Lease An occupation lease is one in which the tenants occupy, for their own use, a defined 
portion of space. The leased premises are fully constructed, and the tenant pays for 
the right to occupy and use the space. 
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Offer An offer, one of seven essential elements of a contract, is a promise made by one 
party to another. An offer must be made in clear and unambiguous terms, or it may 
not lead to a binding contract. 

Participation Construction Loans Participating construction loans are commonly used as secondary financing, and can 
fund up to 100% of the construction costs of the project (and a loan-to-value ratio 
greater than 75% in some situations).  The lender is compensated for its additional 
risk by being granted a negotiated participation in the cash flows or an exit fee when 
the project sells. 

Participation Mortgages Participation mortgages are mortgages where the lender obtains some sort of share 
or interest in the venture instead of payments. 

Percentage Lease A percentage lease is a lease where the tenant is required to pay a specified 
percentage of gross or net sales made upon the premises. 

Periodic Tenancy A periodic tenancy, one of four general types of leases and tenancies, is a lease which 
is automatically renewed on the last day of the original lease term for a further term 
of the same duration. This process continues until it is formally terminated by either 
party with a proper notice to quit. 

Planning Costs Planning costs, one on five major activities in project initiation, includes the planning 
and design of the project itself, including detailed soil tests, surveys, grading and 
levelling designs, the preparation of architectural and engineering plans, and costs 
associated with obtaining government approval. 

Pre-Sale Contract A pre-sale contract provides the construction lender with assurance that the 
construction loan will be paid off upon project completion, and the sale proceeds of 
the project available. These contracts are rare for commercial properties, but 
common for residential properties such as condominiums.  

Price Level Adjusted Mortgages 
(PLAMs)  
 

In a price level adjustment mortgage, the principal and interest portions of the 
mortgage payments are revised to reflect the previous year’s rate of inflation. A 
PLAM can be fully or partially indexed to inflation. 

Recourse Mortgage A recourse mortgage is a mortgage where the lender has the right to go after a 
borrower's other assets to settle a claim in the event of default.  

Replacement Reserves (Operating 
Expenses) 

Replacement reserves are funds allocated in reserve to cover replacement of short-
lived items such as stoves, refrigerators, air-conditioning equipment, and roofing. 
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Reverse Mortgages (Reverse Annuity 
Mortgages) 

A reverse mortgage is a loan where the periodic payments are made by the lender to 
the borrower. At the end of the contractual term or upon the death of the borrower, 
the accumulated balance of the principal advances and accrued interest becomes 
repayable. 

Safety Margin The safety margin ensures that the net operating income can cover the mortgage 
payments by expressing the margin between the net operating income and mortgage 
payments as a percentage of net operating income,  generally 20% to 25%.  

Sale of a Part Interest In a sale of a part interest, the developer sells the land to an institutional lender, but 
retains part ownership in the entire project and receives a cash payment for the 
portion sold.  

Sale-Leaseback A sale-leaseback is a combined transaction involving a sale of real property by a 
vendor to a purchaser with a simultaneous lease granted by the purchaser (lessor) 
back to the vendor (lessee). The lease is generally for a term certain. 

Shared Appreciation Mortgages 
(SAMs) 

Shared appreciation mortgages provide the lender with a fixed percentage of the gain 
(appreciation) in property values (e.g., owner-occupied residences) in exchange for a 
reduction in the mortgage rate.  

Sinking Fund Assisted Mortgage 
(SFAM)  

A sinking fund assisted mortgage advances the borrower an amount that is less than 
the full face value of the loan, setting the difference aside in an interest-bearing 
account that is used to draw down initial payments. The withdrawals continue until 
the account balance is zero. 

Stand-By Commitment A stand-by commitment is a long-term loan commitment where, for a fee, a lender 
guarantees to act as a lender of last resort, demonstrating to the construction lender 
there will ultimately be long-term funds available, although another lending 
institution may provide them. 

Straight Line Principal Reduction 
Repayment Scheme 

A straight line principal reduction repayment scheme requires an equal amount of 
principal repaid every interest compounding period plus interest for the period. 
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Sublessee’s Interest A sublessee’s interest, one of four leasehold interests, is created when the tenant or 
lessee subleases a property to a third party. The person to whom the sublease is 
given is known as the sublessee and his or her interest is known as the sub or top 
leasehold estate. The estate is a partial estate and exists only during the term of the 
sublease. 

Syndication Syndication describes the process by which two or more investors come together to 
form an association for the purposes of conducting business.   

Tenancy at Sufferance A tenancy at sufferance, one of four general types of leases and tenancies, arises 
when a tenant, having entered the premises under a valid lease, remaining in the 
premises (holds over) without the landlord's assent or dissent. 

Tenancy at Will A tenancy at will, one of four general types of leases and tenancies, arises whenever a 
tenant, with the consent of the owner, occupies land as a tenant under the provisions 
of a contract which can be terminated at any time by either party. 

Term Certain Lease A term certain lease, one of four general types of leases and tenancies, is a lease for a 
certain and definite duration of time. Both the commencement date and the 
maximum duration of the term are known before the lease takes effect. A lease for a 
term certain automatically ceases when the term expires. 

Variable Operating Expenses Variable operating expenses are outlays that vary directly with the level of occupancy, 
e.g., water, air-conditioning, light, and power. 

Variable Rate Mortgages with 
Amortization Period Adjustment 

In a variable rate mortgage with amortization period adjustment, a decrease in the 
market interest rate will shorten the amortization period and an increase in the 
market interest rate will lengthen the amortization period.  

Variable Rate Mortgages with 
Outstanding Balance Adjustment 

In a variable rate mortgage with outstanding balance adjustment, if the interest rate 
increases, more of the payment goes to cover interest and less to principal, meaning 
the outstanding balance will increase. If interest rates fall, more of the payment is 
paid toward the principal portion of the loan and the outstanding balance will 
decrease. 

Variable Rate Mortgages with 
Payment Adjustment 

In a variable rate mortgages with payment adjustment, if the interest rate decreases, 
the borrower's payment declines; if interest rates increase, the payment increases. 
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