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REAEK Realtor specializing in
Newport Village, Port Moody

Reversing the mortgage — pros and cons

free into cash, without having to sell the home. It is available regardless of one’s

ﬁ reverse mortgage allows homeowners to turn a portion of their house that is debt-

current income and no monthly payments are required to pay back the mortgage
until the borrowers no longer use the home as their principal residence. The homeowner
retains full ownership and control. It is required, though, that any outstanding loans that are
secured by the home must be paid with the funds received and that property is maintained and
property taxes, fire insurance and any condominium or maintenance fees are kept up-to-date.

Reverse mortgages are designed for those 60 years of
age and older and some of the reasons for getting a
reverse mortgage are: to pay for home improvements,
increase cash flow, pay off existing debt, provide gifts to
children (for down payments on a house or for education),
buy a new car, travel or fund home medical care.

The Vancouver-based Canadian Home Income Plan
Corporation has dominated the home equity conversion
marketplace for years with its reverse mortgage, the
Canadian Home Income Plan (CHIP). It is available
through a referral network of major banks, credit
unions, mortgage brokers and financial firms. A new
entry into this marketplace is New Zealand’s Seniors
Money International (SMI) operating under Seniors
Money Canada (SMC). Some financial institutions may
also offer this product.

The exact amount of the loan varies depending on
one’s age, the house value and the location of the

GROWING SUPPLY HELPS STABILIZE MARKET

The Greater Vancouver housing market continues to
rebalance. In May, new listings increased 20.2% compared
to May 2007 and sales of 3,002, although on par with April
2008 ‘s 3,218 sales, decreased from 4,331 sales in May 2007.

Says Real Estate Board of Greater Vancouver president
Dave Watt, “With more property listings and a decline in
the number of sales, prices are not increasing as rapidly.
They are now down to single digits overall, which is good
news from an affordability standpoint. The housing market
is at a balanced state, sellers have more competition and
buyers have more selection.”

The benchmark price of a detached home in Greater
Vancouver in May was $771,250 up 8.4% from one year
ago, the benchmark price of a townhome was $478,931, up
9.0%, while the apartment benchmark price increased to
$389,668 in May, up 8.7% compared to May 2007.

home. In general, loans start at 10% and go up to 40% — 45% (depending on the lender) of the home’s value. The older
one is and the more equity in a home, the larger the loan that can be accessed.

The proceeds from a reverse mortgage are not taxed and do not affect Old Age Security or Guaranteed Income

Supplement benefits. Interest can be paid regularly (which can help to preserve greater equity in the home) or accumulated

and paid off when the homeowner dies (the estate would have to repay the loan) or sells the home.

For all of the benefits of a reverse mortgage, there are the drawbacks. Reverse mortgages are subject to higher interest
rates than other types of mortgages and interest keeps building (compounding) on the amount of money borrowed (hence
the maximum 40% - 45% loan). Equity in the home decreases and it is possible that its value will even be exhausted by
the interest. However, neither the borrower who decides to move nor the estate if the homeowner dies are responsible for the
repayment of the debt beyond the fair market value of the home at the time it is sold. Other disadvantages are the costs of
home maintenance, the psychological and emotional impact of debt and the costs associated with a reverse mortgage:
appraisal fee, title search and legal and closing costs which are deducted from the proceeds at the time of funding. In
addition, a review of the final reverse mortgage contract by an independent lawyer or legal professional is recommended and
fees, which can range from $300 to $700, are the responsibility of the client.

Reverse mortgages are not right for everyone. It’s important to get good advice on the drawbacks and benefits before making a

decision. Other options should be explored carefully comparing costs and consequences: a line of credit
or a conventional mortgage, selling, downsizing, renting. It is recommended that a financial planner,

lawyer or accountant be consulted.

Sources: Realty Times, Financial Consumer Agency of Canada (www.fcac.gc.ca)

If you would like to know the value of your home,
call me for a free market evaluation.

Gord Allan - 604.936.0422




