Working all the angles to get the best
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In the first of a series on consumer decisions, Michael Kane explains how you could be home
free in 16 years and save more than $150,000 on the ultimate cost of a $300,000 home.

It would be nice if you could buy your dream home with cash, but most of us need a mortgage
to bridge the chasm between our downpayment and the asking price. We call it taking out a
mortgage, but really we're taking out a loan. The lender holds the mortgage which provides
various legal remedies if we don't make the payments.

WHAT YOU'RE PAYING FOR

Interest rates determine the real cost of your home. By the time you burn your mortgage, you
may have paid more in interest than you did for the property itself. For example, that little
place listed for $300,000 will ultimately cost $533,876 if you put $50,000 down and spread
monthly payments of $1,627 on a $250,000 mortgage at today's posted five-year rate of six
per cent over 25 years.

To keep that in perspective, you will pay a lot of interest many years from now when the
dollar will be worth less because of inflation. Meanwhile, your take-home pay and the value of
your property should be rising.

For the sake of illustration, we're also pretending mortgage rates stay constant for 25 years,
the standard amortization period in Canada. Mortgage rates fluctuate frequently and are more
likely to rise than fall in the coming months.

FINE PRINT

Amortization is just a calculation to determine the time it would take to fully repay the loan
given the three other components of a mortgage:

- The principal (the amount being borrowed)
- The interest rate

- The payment

WHAT YOU NEED TO KNOW

Of most pressing concern is the "term,” or how long the mortgage has to run before it
matures. Standard terms are between six months and 10 years, although they can be longer.
Generally speaking, the longer the term, the higher the interest rate and payment.

When the term is up, the balance of the mortgage is payable. Typically the lender will offer to
roll the mortgage over into a new term with the remaining amortization.



We asked Vancouver mortgage broker Rob Regan-Pollock of Invis Inc. to show how buyers in
our $300,000 example could potentially save $154,386 in interest by varying each component
of the mortgage.

PUT MORE DOWN

First let's assume a homeowner increases the downpayment to $75,000, perhaps with help
from the Bank of Mom and Dad. That's 25 per cent of the purchase price, which means they
won't be required to buy mortgage loan insurance to protect the lender against default.

The insurance is provided by the federal Canada Mortgage and Housing Corp., or privately run
Genworth Financial Canada, which is owned by G.E. Capital. The cost is on a sliding scale up
to 2.75 per cent of your loan, depending on how much of the home's value is financed. There
is also an application fee, typically $165. The minimum downpayment is five per cent of the
purchase price.

In our example, mortgage loan insurance adds 1.75 per cent or $4,375 to the cost of the
home. If that's not paid up front, it is added to the mortgage, which makes it even more
expensive since the buyers will pay interest on a bigger balance.

TRADE SECRET

Ask for a better interest rate. If you have a good credit history, you can shave at least one
percentage point off posted rates by shopping around, or threatening to do so unless your
bank or credit union offers a deal. A provincially licensed mortgage broker will get you the
best available rate for your situation, but if we assume you're getting today's best widely
available five-year rate of 4.74 per cent on a $225,000 mortgage, the ultimate cost of the
home is reduced by $76,224 to $457,652.

HOW TO SAVE MORE

By making payments every two weeks rather than monthly, you can make one extra month's
payment each year.

The average monthly cost goes up from $1,275 to $1,381, but you will own your home free
and clear 3.5 years sooner. And your total interest cost will be $132,947, for an additional
saving of $24,705.

Next let's assume that every year you use a $2,000 refund from your RRSP contribution to
reduce your principal. That lowers the amortization to 17.92 years and saves another $23,984
in interest.

Finally, if you choose a variable-rate mortgage, you've got what is historically the cheapest
route to home ownership, but you have to be able to handle sudden spikes in interest rates.
Typically the interest on a variable rate mortgage moves up and down with bank prime rate,
currently 4.75 per cent, while the payment remains constant. For those with an adjustable
rate mortgage, payments would be adjusted on a monthly or quarterly basis depending on the
lender.

If you were taking all the steps outlined above, and making the same $1,381 average monthly
payment ($637 every two weeks) with today's best widely available variable or adjustable rate
mortgage at 3.90 per cent, you would be home free in 16.42 years, for a total cost of
$379,490 -- only $79,490 more than the original purchase amount.

THE CATCH



Mortgage rates fluctuate, so make the deal that lets you sleep soundly. Lock in if you can't
handle rising rates. With the gap between fixed and variable rates being so close, Regan-
Pollock says it's important for consumers to understand the pros and cons of each strategy,
including repayment options, pre-payment penalties, conversion terms, blended rates and
early renewal. This is where a mortgage professional comes in.

RESOURCES

For information on mortgage brokers visit www.cimbl.ca or www.mba.bc.ca
mkane@png.canwest.com

CUTTING COSTS:

How to bring down the long-term cost of your mortgage:
CONVENTIONAL APPROACH

Home price: $300,000

Deposit: $50,000

Fixed-rate mortgage:

$250,000 at 6.0%

Payments: $1,627 monthly

Home free: 25 years

Total cost: $533,876.

AGGRESSIVE APPROACH

Home price: $300,000

Deposit: $75,000

Floating-rate mortgage:

$225,000 at 3.90%

Payments:

$637 every two weeks

Annual lump sum payment: $2,000 (RRSP refund)
Home free: 16.42 years

Total cost: $379,490


http://www.cimbl.ca
http://www.mba.bc.ca
mailto:mkane@png.canwest.com

Savings: $154,386
NEXT WEEK:
SO YOU WANT TO OPEN AN EQUITY LINE OF CREDIT?

In a continuing series on consumer decisions, Michael Kane looks at what's involved in getting
an LOC.

- Let us know if you would like a free Money Makeover in which a chartered accountant will
review your finances and offer advice to knock them into better shape.

Smart Money; Ran with fact box "Cutting Costs", which has been appended to the end of the
story.
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Vancouver mortgage broker Rob Regan-Pollock of Invis Inc. helps clients shorten the length of their
mortgage by using smart management. We turned to Regan-Pollock to show how a buyer of a
$300,000 home could potentially save $154,386 in interest on their mortgage.



