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On behalf of the banking industry, the Canadian
Bankers Association has embarked on a program
called Building a Better Understanding. This is
our commitment to communicate better and to
provide useful financial information to Canadians.

As part of the program, we are offering a free
series of publications, ranging from money man-
agement and interest rates to mortgages, starting

a small business and saving for your children’s
education. To obtain copies, call toll-free
1-800-263 0231 or visit our web site at www.cba.ca.
You can also order by writing to Building a Better
Understanding, c/o Canadian Bankers Association,
Box 348, Commerce Court West, 199 Bay St.,
30th floor, Toronto, Ontario M5L 1G2.
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These publications are also available in
alternative formats for people who are partially
sighted or have limited vision.

La version francaise de cette brochure est disponible
sur demande.

This booklet gives information of a general nature
and is not intended to be relied on by readers as
advice in any particular matter. Readers should
consult their own advisors on how this informa-
tion may apply to their own circumstances.
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By doing your homework and carefully
weighing all of your options, you can make
an informed decision about home ownership.





















Two simple and often-used calculations that help estimate how much
of your income can be allocated to monthly housing costs are the Gross
Debt Service Ratio (GDS) and the Total Debt Service Ratio (TDS).

The GDS Ratio - Most lenders recommend that you spend no more
than 32% of your gross (before tax) monthly income on housing
costs — monthly mortgage principal and interest, taxes, and heating
costs, or P.I.T.H. (if applicable, this also includes half of any
monthly condominium maintenance fees). For instance, if your
gross monthly income is $4,000, you shouldn’t pay more than
$1,280 ($4,000 x 32%) in monthly housing expenses. Follow these
three easy steps to estimate the mortgage you can afford.

USING THE GDS RATIO

Complete Step 1 to figure out your GDS Ratio.

Gross 32% A
N\Ohthly x (Maximum Gross — (Maximum
Income* Debt Service Ratio) Affordable Monthly

Household Costs)

*Before personal income taxes and deductions

Complete Steps 2 and 3 to give you a rough estimate of the
maximum mortgage you can afford at different interest rates
and amortization periods.

monthly property taxes, B
A — heating costs and —— (The Maximum
50% of condominium Mortgage Payment
maintenance fees You Can Afford
if applicable Each Month)
Mortgage C
B —— Payment > 1,000 == (Total Mortgage
Factor** You Can Afford)

**(See Mortgage Payment Table on page 10.)



MORTGAGE PAYMENT TABLE

The following table shows the monthly payment factor of principal
and interest for each $1,000 of mortgage. The payment will vary
at different interest rates and for different amortization periods.
For example, the monthly principal and interest payment for a
$100,000 mortgage @ 6.5% per annum with a 25-year amortiza-
tion is ($100,000 + 1,000) x 6.698 = $669.80

*Interest calculated half-yearly, not in advance.

The TDS Ratio - Another way of looking at what you can afford is
by calculating your Total Debt Service (TDS) Ratio. What should
your total debt load be? According to most lenders, you should use
no more than 40% of your gross monthly income to service your
mortgage and cover other debts and obligations (such as credit card
bills, car payments, personal loans, alimony, and other monthly
expenses). If your TDS Ratio exceeds 40%, consider reducing your
outstanding debts before you try to take on a mortgage.

Keep in mind that the GDS and the TDS Ratios are prescribed
maximums. The lower your debt ratios are below these maximums,
the more affordable your home and lifestyle will be.










property’s boundaries. A survey of the property can cost around
$500 and may be required. See if the seller has a recent survey;
the lender might accept it and you could save yourself some
money. If you are obtaining title insurance, it may be an accept-
able alternative to a survey (title insurance is an insurance policy
you can purchase to protect your investment in your property if
there is a problem with title).

Inspection cost: With resale homes, make sure you’re making a wise
investment with a thorough home inspection to check plumbing,
electrical work and any structural flaws. It will cost anywhere
from $150 to $500.

Mortgage Defanlt Insurance: If you have a down payment of less
than 25%, you’ll have to pay for this.

Fire Insurance: You can’t obtain a mortgage without a fire and
damage policy that will cover the replacement cost of the
property. Costs will vary by property and insurance company.

Provincinl fees: Most provinces charge a fee ($100 or more)
for registering a mortgage and transfering the property title.
These registration fees are usually added to your legal bill.

Land Transfer Tax: Depending on the province you live in,
you may have to pay a land transfer tax. The cost is based
on a percentage of the total cost of the property.

Legal fees: TO protect your interests, it’s a good idea to use
a lawyer or notary to handle the purchase of your home.
Legal fees vary widely.

Goods and Services Tnx: If you buy a newly constructed house
you’ll have to pay GST.

Moving expenses, new appliances and service hook-up fees: COsts vary
widely for these. Shop around and budget for them.

Closing or adjustment costs: These are expenses for any necessary
adjustments to be made between you and the seller, like
property taxes and utility bills.
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when you find your dream home, you’ll already have
your financing in place. A pre-approved mortgage is a
preliminary approval by a lender of your application

for a mortgage to a certain maximum amount and rate.
Armed with a pre-approved mortgage, you can negoti-
ate your house purchase with confidence. You’ll know
exactly how much you can afford to spend, what your
mortgage payments will be and at what interest rate.
Plus a pre-approved mortgage helps to demonstrate

to prospective vendors that you are a serious buyer.

If you and the property qualify, the interest rate will be
fixed for 60 to 90 days, depending on your financial
institution. This means if rates go up during that period,
you retain your fixed rate. But if rates go down, you
automatically get the lower rate. When the time comes
to make an offer, simply contact your lender.

The next step is to start looking at properties, either

on your own or with the help of a real estate agent.

The advantage of using an agent is that he or she has
immediate access to a wide range of available properties.
Your agent will also be able to provide information on
current selling prices for comparable properties, arrange
appointments for you to view homes, negotiate with the
vendor and handle the paperwork involved in making an
offer to purchase. Talk to family and friends to get a referral.

Whether you use an agent or look on your own for a
home, you should be clear about your needs. Is location
critical? How close do you want to be to services such
as transit, schools, shopping, hospitals and community
centres? Urban, suburban or rural? Do you want a new
home or perhaps one that is under construction? Or do
you have your eye on a charming older home?

Make a list of what you must have and what you would
like, but be willing to compromise. The work sheets on
the following pages will help you compare the features of
different homes. Photocopy it and take copies with you
while you’re house hunting.
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HOME COMPARISON CHECKLIST

Home hunting may last several months. Here's a checklist to help you comparison shop
and compile a list of places that interest you.

Address
Agent Telephone
Asking price Occupancy date
TYPE OF HOME 0O New 0 Resale ... If resale, age of home
STYLE OF HOME
O Detached 0 Townhouse 0 Semi-detached O Duplex
O High-rise O Low-rise O Loft O Mobile home
OWNERSHIP O Freehold O Condominium [ Leasehold
EXTERIOR
O Brick 0 Wood 0 Aluminum siding

O Vinyl siding O Brick and siding O Stucco
0O Condition of Roof

0O Other

INTERIOR
Floor Area
Number of rooms Number of bathrooms
Number of bedrooms O Master bedroom en suite
Ground floor bathroom  Yes No Eat-in kitchen Yes No
Appliances Yes No Window coverings ~ Yes No
Hardwood floors Yes No Carpeting Yes No
Separate dining room Yes No Separate family room Yes No
Fireplace Yes No Woodstove Yes No
Spare room for den or home office Yes No
Basement for storage or workshop Yes No

Other features

DOORS AND WINDOWS
Type/condition
INSULATION
SEWER SYSTEM WATER
O Municipal O Septic O Municipal 0 Well
ELECTRICAL SYSTEM 0 100 amp O Fuses
0 200 amp O Circuit breakers
O Other
TYPE OF HEATING SYSTEM
O ail 0 Gas O Electric
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LOT

Size of front yard: Size of backyard:
Is there a garden? Yes No
Is there a deck/verandah/patio? Yes No
e |s there room to add one? Yes No
e Will zoning regulations or the
condominium bylaw allow you to do so? Yes No
GARAGE/PARKING
O Attached O Detached 0 Carport
O Private driveway O Mutual driveway O Street parking
LEGAL REQUIREMENTS
O Assessments O Easements/servitudes O Zoning O Up-to-date survey
ADDITIONAL FEATURES
O Heat recovery ventilator O Security features
O Central air conditioning O Barrier-free
O Apartment for rental income 0 Pool
Other
ONGOING COSTS
Property taxes Condominium fees
Other taxes/assessments Home insurance
Heating Garbage pick-up
Electricity Water
Other

LOCATION OF HOME

0 Sub-division O Suburb 0 Urban centre O Rural community
DISTANCE TO
Work Spouse's work
Public transportation Schools
Shopping Parks/playgrounds
Recreation facilities Restaurants
Places of worship Police station
Fire station Hospital
ENVIRONMENT/NEIGHBOURHOOD
O Noise 0 Traffic 0 Safety
O Environmental hazards O Future development plans
O Other
CONCERNS/PROBLEMS WITH HOME
O Visible cracks O Signs of water leakage O Structural
0 Other
OVERALL

Things | like about the home:

Things | dislike about the home:










Tip:

Remember
that you’ll soon
be changing
addresses.
Muake sure to
notify the post
office, phone
company, your
financial
nstitution (s),
doctor, dentist,
your childven’s
school, and

all other
relevant
persons and

01GANMIZALLONS.

= Proof of fire insurance (usually in the form of a copy of
your homeowner’s insurance policy).

= A survey signed by a qualified land surveyor. In the
case of an existing home, the survey on file may be
acceptable. Or you may want to explore title insurance
which may not require a survey.

= The money necessary to cover the balance of your
down payment, legal fees, applicable taxes, land regis-
tration fee, survey fee (if applicable), and adjustments
(such as fuel oil, utilities, prepaid property tax, etc.).

= If you are purchasing a condominium, you may be
required to make a contribution to the reserve fund
at the time of closing. You may also be required to
pay a portion of the common expenses paid by the
vendor in advance and covering the days that you will
be the owner.

Before the deal is closed and you take possession, you
should arrange for utility companies (such as electricity,
water, fuel and telephone) to begin service in your name.

Your first regular mortgage payment is likely to be

due one regular payment period after the Interest
Adjustment Date (IAD). This is the date on which the
term of your mortgage really begins. If mortgage funds
have been advanced before the 1AD, you will be
required to pay interest from the date the funds are
advanced until the 1AD.

Suppose your lender closes the deal on January 20.
Your interest adjustment date is February 1 and your
first scheduled bi-weekly mortgage payment is February
14. You pay interest on the money for the 11 days
between the time the seller receives the money
(January 20) and the IAD (February 1). How you pay
this interest is between you and your lender so make
sure you ask.
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mortgage, the interest on a closed mortgage is usually
lower. In a situation where interest rates are rising, it
could be to your advantage to lock in. If your income is
static, and you want the security of guaranteeing your
monthly payments over an extended period, this may be
the choice for you.

All mortgages are fully open at the end of their term. This
allows you to repay all or part of the outstanding principal
without penalty on the maturity date.

= Fixed Rate vs. Variable Rate

A fixed rate mortgage carries a set interest rate for a specific
period of time (the term of the mortgage). The regular
payment of the principal and interest remains the same
throughout the term. Again the benefit of choosing this
option is that you are protected if interest rates rise.
However, you could lose if they fall.

With a variable rate mortgage (or floating rate), the
interest rate rises and falls from time to time as market
conditions change. An open variable rate mortgage gives
you the flexibility to make unlimited pre-payments or
lock into a fixed term at any time. This type of mortgage
is more popular when interest rates are low.

If interest rates go down, more of your mortgage payment
goes to your principal; and if interest rates go up, less goes
toward your principal. But if interest rates rise dramatically
as they did in the early "80s, your regular payment may not
cover all of the interest owing. In this case, the unpaid
interest will be added to the principal still owing and this
can erode your equity.

e Short-term vs. Long-term

You can set the term of your mortgage. Typically, terms
range from six months to five years, but it’s possible to
arrange seven, ten and even twenty-five year mortgages.
A short-term mortgage is typically for two years or less
whereas a long-term mortgage is for three years or more.
Generally speaking, the longer the term, the higher the
interest rate. The benefit of a long-term mortgage is the
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Tip:

When
shopping for
a mortgage,
research and
compare your

options.
Check with
several
lenders and

decide on
one that best
meets your
needs.

security of knowing exactly what your interest rate and
payments will be for an extended period.

In contrast, the shorter the term, the lower the interest
rate you generally pay. A shorter term is also helpful if
you plan on selling your home and will no longer need
a mortgage, or as much of one.

While it’s a matter of personal preference, recent studies
have shown that locking in for a longer term can cost
you more money than if you renew every six months,
for example. This is largely due to the higher rate you
pay on long-term mortgages. If interest rates are rising,
or are expected to rise, it may make more sense to go
long-term and lock in at prevailing rates.

Specialty mortgages are also available through some
lenders. For instance, you may be able to split your
mortgage into a combination of terms or types.

Other features and options

* Partinl pre-payment: This is an important feature of
your agreement. It allows you to make extra payments
against your principal. Many institutions permit an
annual lump sum payment or extra regular payments.
Sometimes this pre-payment is restricted to the
anniversary date of your mortgage. Pre-payment
privileges let you pay down your mortgage faster.

e Compound interest: This refers to the interest that’s
charged on the interest owing on your mortgage.
The more frequent the compounding, the more
interest you’ll pay. Most traditional mortgages have
the interest compounded semi-annually. In the
case of variable rate mortgages, interest is usually
compounded monthly.

® Increases in regular payments. Some lenders will let
you increase your regular payments, usually by 10% or
15% annually. This can save you thousands of dollars
in interest costs over the life of your mortgage.
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® Frequency of payments: With this option, you are not con-
fined to making your mortgage payments monthly. You can
coincide your payments with your pay cheques, making
them weekly, for example. This flexibility may help you
budget better, and the more frequently you pay your mort-
gage, the more you’ll save on interest costs over time.

= Portability: 1f you are selling your present home and buy-
ing another, this option allows you to take your mortgage
— with the same term, rate and amount — and apply it to
your new house. If your mortgage isn’t portable, don’t
sign for a longer term than you’re likely to stay in the
house or you could wind up paying a penalty to break the
mortgage agreement.

= Assumability: This feature allows the buyer of your house
to take over or “assume” your mortgage. If your mortgage
has a fixed interest rate lower than current rates it could
be an attractive selling feature. In most cases, your lender
will release you from your mortgage, meaning if the
buyer defaults, you won’t be responsible for the payment.
But if the buyer doesn’t meet the lender’s usual credit
requirements, the responsibility could fall into your lap.
As provincial laws vary, check with your solicitor or notary.

e Early Renewal: This allows you to renew your mortgage
before it matures. It is a useful option if you expect
mortgage rates to increase because it allows you to
change to a fixed long-term rate. If current interest rates
are lower than your existing mortgage rate, you will likely
have to pay a charge for renewing early. Your lender can
calculate this for you.

Different lenders may offer other features and options such
as a convertible mortgage, blending and extending interest
rates and interest rate buydown. Make sure you inquire
about what they may be.

Other Types of Mortgages

e Second Mortyage

A second mortgage is granted when there is already one
other mortgage registered against your property. If you
default and the property is sold, the second mortgage is paid
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only after the first mortgage has been repaid. Because it’s riskier
for the lender, a higher interest rate is usually charged for a
second mortgage.

o Leasehold Mortgage

The leasehold mortgage is a mortgage on a home where the land
is leased rather than owned. These mortgages must be amortized
over a period that is shorter than the length of the land lease.

e Collateral Mortyage

This is a mortgage which secures a loan by way of a promissory
note. Usually, the money borrowed is used for home improve-
ments, a vacation, a business investment or other personal purposes.

® Bridge Financing

This refers to a special short-term loan needed to cover the time
between completing the purchase of a property and finalizing the
arrangements to pay. This usually occurs when two properties are
involved and the closing dates don’t match. For a short time, you
may find yourself the owner of both properties.

o Vendor-Tnke-Back Mortgage

If it’s a slow market, or the vendor wants the benefit of a steady
return on the mortgage, he/she may agree to a vendor-take-back
(VTB) mortgage. In this situation, the vendor will offer to help a
potential buyer by lending a portion of the purchase price. The
loan usually comes with favourable or flexible terms. 1t may be
an open loan or have a lower interest rate than that offered by
financial institutions. Take your time before you rush into an
agreement. Chances are, if it seems too good to be true, it proba-
bly is. Make sure a lawyer checks your agreement before you sign.

Those in the business of lending
money for mortgages include:

e Banks

e Trust companies = Credit unions

= Caisses populnives e Insurance companies

= Finance companies = Private lenders


















Buying a house is a complicated process but as

long as you do your homework, it can also be very
satisfying. Take time to shop around and find the
realtor, lender, neighbourhood, home and mortgage
that best fit your needs. Ask questions and make
sure you’re comfortable with the answers. All of
your efforts will be well rewarded on the exciting
day when the deal closes and you move into your
new home.




