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INTRODUCT!ON

So, you’re thinking of m<wing. Congratulations! Just
think: a brand new home, a fresh new start—hey, maybe
even some new furniture. It’s all very exciting, right?
Well, buying a home should be a lot of fun, and selling
a home shouldi’t be the main cause of your indigestion
and crumuling marriage. Unfortunately, that’s not always
the case. In fact, when youre dealing with what is most
likely the largest asset you will ever own, chances are the
stress alone will take its toll. So, imagine how much bet-
ter things might go if you actually had an understanding
of the whole process. Sure, every province and territory
follows different procedures as far as real estate is con-
cerned: varying closing costs and commission rates for

realtors—you name it. But that doesn’t mean you can’t go
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into buying or selling your home (or both) without some
helpful tools that can aid you in picking the right realtor,
get your financing sorted and get the best deal regardless
of whether you're buying or selling.

You don’t think you need help? When I bought my
first home, I actually bought it privately. The home owners
didn’t have a realtor to represent them and neither did I. In
fact, the owners were family friends. So, you can imagine
how that might make for an awkward negotiaticn. I wasn’ta
realtor at the time—I was a traffic reporter ior a local radio
station. Though I had always followed the real estate mar-
ket, I didn’t know the first thing-<bout a real estate contract
and the clauses I should inelide. T didn’t order a house in-
spection, and that cost me at least $1,000, as it turned out
the place needed a svhole bunch of re-wiring. (And it was
just a 900-square-foot cottage. Can you imagine the cost for
a larger homer) "The wiring was, in fact, a fire hazard, and
my first ¢lus was that the cottage went dark when I plugged
in a toaster.

Being on a shoestring budget, that $1,000 was a real
financial strain. So was the surprise I had at closing: nobody
had told me about the closing costs in British Columbia;
the Property Transfer Tax here is 1% of the first $200,000
of the purchase price and then 2% of the balance. I found
myself paying an extra $2,400 when I signed all the paper-

work, simply because I didn’t know about the transfer tax.
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Unfortunately, ignorance of costs doesn’t get you off the
hook, and if you haven’t budgeted for those expenses, you
might find yourself in a great deal of hot water.

So, have I turned you into a nervous wreck yet? Well,
don’t be—because once you get the hang of some of the
basics of real estate, you’ll be good to go. You don’t need
your real estate license—all you need is the information in

this book, and your own common sense. ENJCY!
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1 MORTGAGE FINANCING 101

If you are buying or selling 2 home, chances are you’re
going to need a mortgage broker. If you've already been
through the process before, consider this chapter a re-
fresher course. But for first-time home buyers, this step is
essential. In‘most cases, when you purchase a home, a por-
tion of it wiil have to be financed. (For those paying for a
home entirely in cash, please feel free to buy a second copy
of this book for a friend. You can afford it!) So, exactly how
do you go about getting a mortgage, let alone qualifying

for one?

MORTGAGE BROKERS
In the last couple of years, there’s been an upswing in the

prevalence of mortgage brokers in Canada, and as far as
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I’'m concerned, that’s a good thing. Why? Because a mort-
gage broker does all the hard work and negotiating for
you. They shop you to various financial institutions and
will help you find the best financing and terms to suit your
needs. That’s not to say you can’t go to your neighbour-
hood bank and apply for a mortgage, but it has been my
personal experience that you may not get the best rate.
That’s because banks don’t post their best ratesin the win-
dow, and many people who are looking to buyand are not
experienced in the process will not chaliziage the posted
rate, let alone know if there are other {i:iancial instruments
available that might better suit their needs.

I had exactly such an excerience. I owned a home in
which I had more than 60% equity, and was planning
to sell it in a hot seller’s market. I had found the home
I wanted to buy, und put in an offer, which the seller
accepted. Iike ‘many people, I had been with the same
financial 1nstitution for a long time, so with my accepted
offer in hand, along with my income statements and re-
cent tax returns, I trotted off to the bank. I sat down with
the banker with whom I had the appointment, and hand-
ed her all my information. She sat, saying nothing, as she
leafed through all my files. I could feel my cheeks getting
warmer. You know that feeling like you’re a naughty little
kid caught with your fingers in the cookie jar? As I began

to explain myself, she looked at me and left the room,
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leaving me to sit, feeling nauseous, for what seemed like
an eternity. Finally, she came back into the office and sat
down. Looking across from me, she said that she felt that
I would need to make my offer “subject to sale”—or have
my father co-sign the mortgage for me! I could feel steam
coming out of my ears.

I had a good income, savings and lots of equity in my
present home. Was she kidding? No offense te-my father,
but he was retired at the time, I definitely had a higher
yearly income, and I was 41 years old! (z1abbing my fold-
ers, I stomped out of the bank.and pulled out my cell
phone. I called a mortgage breler who also happened to
be a friend. It was a Friday aiternoon at three o’clock, and
I envisioned spending <he weekend developing an ulcer,
not knowing whether I would get financing. After talking
to my friend arid explaining my position, he told me not to
worry—conciger it done. In fact, he couldn’t believe there
was evei an'issue! It turns out that the branch manager of
my bank was pretty surprised, too; he found out what hap-
pened from the head of my real estate firm. It turned out
that my company did all its banking through that branch.
Apparently, the branch manager was not impressed.

So, that might sound like a bitter, cranky realtor hit-
ting her midlife crisis (probably true), but I have a truck
load of similar stories. For example, the client who almost

signed for a five-year closed rate of 6% when a mortgage
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broker got her 4.65%; and the clients who went out house
hunting thinking they were pre-approved by the bank
(they even had the paper documentation), only to have the
plug pulled on them. A mortgage broker came to the res-
cue, once again with a better interest rate.

Banks are becoming more proactive, realizing they are
losing business, and have since set up mortgage broker di-
visions within themselves, using mostly their yroducts. I
firmly recommend that if you want to remaia at the bank
or financial institution you currently work with, that you
do not deal directly with the branciy; rather, talk to the
mortgage broker arm of the institution.

Many prospective buyers try to go it on their own, but
what they don’t realizeis that every time you apply to a
different bank for a.wmortgage, you get “dinged” on your
credit rating. 'That's because every time your credit rating
is pulled by @ bank or credit union, it’s considered a credit
applicatinm, regardless of whether you end up dealing with
them. When you deal with a mortgage broker, your his-
tory is pulled just once; the broker uses that one “pull” to
market you to prospective lenders.

I have had many clients who have gone to their bank
and been offered a rate that has ultimately been bested by
a mortgage broker. What amazes me is how many people
will go back to their bank and ask them to match the bet-

ter rate: when the bank does, they sign with them on the
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dotted line. My question is this: if they weren’t willing to
do the best they could for you initially, why would you let
them have your business?

Ultimately, a mortgage broker does all the heavy lifting
for you. Once you have filled out a mortgage application
and they have pulled your credit rating and history, they
can also help you improve your overall rating by advising
you on credit card use and the like. The bestpart is that
all this costs you absolutely nothing. A mortgege broker is
paid by the lending institutions. They are l1eerally compet-

ing for your business, even in an uncertain credit market.

WHY DO | HAVE TO GEY FINANCING STRAIGHT-
ENED OUT NOW?

"The reason you're deiny all this now is so you don’t have to
be disappointed, frastrated and possibly even fuming lat-
er. If you’re kicking around the idea of selling your home
and buying another, you need to know exactly where you
stand. For instance, you may be self-employed, and on
your income tax return your stated income may actually
be less than what you earn, since you’re running income
through your own company. You might think you can
qualify for a larger mortgage, but the paperwork says oth-
erwise. Similarly, you might be under the impression that
you won’t be able to qualify for much in the way of financ-

ing, when it turns out that because of low interest rates or
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having 20% or more down, you might be able to spend a
little bit more on a home than you thought—and it might
actually cost you less. Confused? Your mortgage broker
will explain it all, and tell you the maximum dollar amount
you can consider paying for a house, and what your weekly,
bi-weekly or monthly payments would look like. This will
give you a feeling of confidence when you go out house
hunting, and will prevent you from falling in l<ve with a
property you actually can’t afford, or settling f5r one home
when you could have had another.

So, how do you find a good mortgage broker? Realtors
often work closely with several <.f these professionals, and
they will happily provide yeu with referrals. Realtors are a
good resource when looking for a mortgage broker, as they
obviously have a vested interest in their clients getting the
best rates and ternis: a happy buyer is a good buyer! But you
don’t have ta 1¢ely on realtors alone: friends, relatives and
work colieagues who may have recently bought a home are
also a good source of such information. Many mortgage
brokers, much like realtors, have their own websites, and
will be happy to supply a list of satisfied customers. Like
any client, you want to be treated promptly and efficiently,
so if you call a mortgage broker and don’t hear back from
them in 24 hours, move on. When you do find a mortgage
broker who fits the bill and with whom you feel comfort-

able working, find out what financial institutions he or she
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deals with and why. Ask the broker to give you different
scenarios for your financing needs, and see what he or she

comes up with.

INTEREST RATES, AMORTIZATION

AND ALL THAT JAZZ

We've been pretty lucky over the last several decades; in-
terest rates declined steadily throughout the 12%0s, and
have, for the most part, stayed at historic iows through
much of this decade. The rise or fall of tnicrest rates is vi-
tally important, however, because even a one-point change
can have a substantial impact on the mortgage amount for
which you will qualify.

The interest rate wil! iirimiarily be defined by your credit
rating and the amontt of money you have as a down pay-
ment (the more:mouey down, the more equity you will have
in your home¢—-and often the more desirable you will be to
lenders). /A traditional mortgage in Canada requires a 20%
down payment; if you were to purchase a home for $500,000,
you would then require a down payment of $100,000—
which would not include closing costs such as property tax
and any other title transfer taxes that may be levied in your
province. Both your mortgage broker and your realtor will
be able to advise you of those costs, so make sure you keep
them factored into your financial equation!

Any other property purchase that includes a down pay-

ment of less than 20% requires mortgage insurance. The
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amount is calculated on a percentage of the total mort-
gage, and does not boost the actual interest rate charged
on the mortgage itself. Currently, there are two major
mortgage insurers in Canada: Genworth and the Canada
Mortgage and Housing Corporation (CMHC). AIG still
does insure Canadian mortgages, but they are now more
on the fringes of mortgage insurers.

Here’s an example. You've got a $50,000-cown pay-
ment, and your mortgage broker has appreved you to
carry a mortgage up to $500,000. That gives you a total
of $550,000 to spend. We'll assume-that you have a very
good credit score, so the mortgage insurance rate you will
be paying is the lowest avajlahle, 1.5%. We’ll imagine that
you actually purchase & home for that magic amount of
$500,000, which meaiis that minus the down payment,
your mortgage wiii be for the amount of $450,000. That
is the amoust that needs to be insured. So, you would be
chargeda one-time fee of 1.5% on that $450,000, which
could be added to your mortgage and amortized into your

payment. This is what it would look like:

$50,000 = down payment

$450,000 = mortgage

1.5% = interest rate charged on mortgage amount (one-
time charge) to insure it

So: $450,000 x 1.5% = $6,750.



MORTGAGE FINANCING 101 15

The insurance on your mortgage would add $6,750 to the
cost of the home. Like I said, you are not obligated to pay
this in a lump sum; that cost can be added to the mortgage
amount and factored into your mortgage payments.

Of course, that 1.5% rate is reserved for the best quali-
fied clients—the rate can jump as high as 5% and beyond
in some cases—often considerably higher than all other
closing costs combined. Again, this is a great reason to
be in touch with a mortgage broker as soor.-4s you even
consider purchasing a home. With the¢ir irnow-how and
advice, you’ll have an opportunity to 1mprove your credit
rating and ultimately reduce yeur'costs and qualify for a
better interest rate.

For a brief time in ©.anada, you could secure a mort-
gage with an amorg¢ization of up to 40 years—meaning
that the cost ¢f'tiic amount you were borrowing would
be spread over 40 years. Now, the maximum amortiza-
tion is 35 years, with the average mortgage amortization
falling between 15 and 25 years. When you take out a
mortgage, you will agree to either a rate of interest to be
paid over a set amount of time, meaning your payment
will remain the same during that term, or a variable rate,
in which case your payment may fluctuate depending on
the interest rates. A lower interest rate means you will
pay down your principal faster; higher interest means

the opposite. In recent years, variable rates have been
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very popular, with Canada’s interest rates sitting at his-

toric lows.

USING THE MONEY IN YOUR RRSP

TO BUY A HOME

The Home Buyers’ Plan (HBP) allows you to withdraw
up to $25,000 (or $50,000 as a couple) from RRSPs to buy
or build a qualifying home for yourself (as a first-time
home buyer) or for a related person with a disability. It is
important to thoroughly check that you nieet the neces-
sary qualifications. You may still he considered a first-time
home buyer if you own a rental property or if you have not
recently owned a home.

This is a temporary. “loan” from your RRSP—you
must pay back the anm:cant you borrow within 15 years or
it will be added o your taxable income. There are many
exceptions te a'l of this: for the most part, you can use this
progran: ¢rily once—a one-shot deal, so to speak. There
are a variety of rules to be followed and qualifications to
be met, but outside of that fact, you have to look at the
possible negatives.

Yes, you will save, in a sense, by borrowing from your-
self. But at what cost? The money that could be earned
tax-free while in your RRSP will in most cases outstrip
the cost of borrowing, which is why many investment

counsellors will advise their clients to borrow money to
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put in RRSP accounts. If you have taken losses in your
RRSP account, cashing out would only permanently lock
in those losses, and not give stocks or mutual funds any
time to recover. The cost of borrowing is, in most cases,
less than the earning potential the RRSP account would
have otherwise. However, if you have no other funds to use
for a down payment, this might be the way to go. The best
solution here is to have a long discussion with-« financial
advisor, and another with your mortgage broxer. They will
be able to crunch the numbers to help decide whether us-

ing your RRSP is a wise idea.

INTERIM (BRIDGE) FINANCING

Interim financing, also ktown as bridge financing, is tem-
porary financing reguited to complete the purchase of a new
home, if the homie you currently own has either not sold or
has a firm offer but has not yet reached its closing date.

If you'will be using the money from the sale of your
existing home as a down payment on a new property but
don’t yet have this money, then you will need interim
financing to bridge the gap. Let’s say you bought a new
home that you absolutely love—and knew that you'd lose
the opportunity to purchase it if you waited to sell your
current home. So, now you technically own two proper-
ties—something that’s going to be costly. If you have sold

your first property by the time you have to complete the
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purchase of the new home, but the closing date (the date
you get paid) isn’t until a month after you have to pay for
the new one, you'll need interim financing. This type of
financing can be expensive, so it’s always best to have the
sale of your existing home and possession of your new
home coincide. Remember, as well: you might qualify for
financing if you haven’t got a firm offer on your current
home by the time you’re expected to close on your new
home, but you also may not. Make sure thet when you
speak to your mortgage broker you ask wiat would hap-
pen if you ended up in this latter sicaation. Most lenders
would classify this as buying 2-second property, and you
would have to have enough-cquity in your current prop-
erty, as well as qualify income-wise, to carry both homes.
Lenders would generaily not view this as interim financ-
ing, but instead as conventional financing. Any changes
in the real edtate market, particularly one that is trending
downward; can significantly impact you in this case, as
would any increase in interest rates.

Some lenders offer interim financing directly, while
others will leave it to you to find the funding elsewhere.
It is important to know—before you get into this situa-
tion—that interim financing can be reasonable, but it
some situations it can be very expensive!

The bottom line is that no matter what: always dis-

cuss every possible scenario with your mortgage broker.
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When your offer on a property you wish to purchase is ac-
cepted, make sure you fax a copy to your mortgage broker,
and make sure that everything passes muster. The lender
will most likely require an appraisal of the property to
ensure the value matches what you've offered. If you are
purchasing a strata property, in some cases the lender will
want to see some of the financials. Always ask questions!
Remember, your broker is there to help you prrechase, not
to put the kibosh on your new home. Work with your bro-

ker—and he or she will work for you.
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