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FEATURE Smaller investors frozen out as lending tightens for Class B commercial and residential loans

FRANK O'BRIEN
WESTERN INVESTOR

ortgage brokers were once the
princesin the red-hot residential
market in British Columbia—the

gatekeepers who could massage the num-
bers to get virtually anyone into any deal.
Bad credit but still wanting to buy a 20-unit
apartment building? No problem. They would
count your rental income as part of the quali-
fying income and prove to the lender that the
1:1.1 ratio was as solid as gold. (This refers
to therental income of an investment property
being 1.1 dollarsfor every 1 dollar inlending.)
Need to float abridge |oan for anew subdivi-
sion? Give amom 'n’ pop broker a minute
and they would havefivelendersand aprivate
source bidding for the loan.

Those werethe days.

“Things are alot tougher today, especially
for the smaller mortgage brokers,” said Kyle
Green, a broker with M ortgage Alliance,
Meridien M ortgage Services| nc., Vancouver.
“Some of these can’'t even get funding. They
arecut off”

Mortgage Alliance doesn’'t have that prob-
lem. Rated number 6 in Canada by volume, it
continues to deal with every major lender in
the country. Most of the big banks will only
deal with brokersranked intheir ownlist of 50
preferred brokers.

The change has rippled right through the
mortgage market, forcing less-than-sterling
buyers chasing speculative deals to pay much
higher ratesto stay in the game.

As Green explains, the Class B deals are
often being bypassed in the general lending
market and going straight to private sources,

Mortgage
brokers

who can be charging interest rates of 9 per cent,
or even much higher

ClassB dedls can relate to the potential bor-
rower having a poor credit rating, or property
that is deemed to be harder to sell.

“1 recently had aclient with agood personal
credit history, but the vacation property he
wanted to buy was in the midst of extensive
renovations and was located in a small town
inthe B.C. interior. The best rate he could get
from private lenderswas 14 per cent, witha 10
per cent fee” Green said.

Commercial
loans

The commercial real
estate sector has
taken the worst
hit.

Sincelast year,
Green added, a
lot of the major
banks have cen-
tralized under-
writing, mostly in
Toronto, and risk
management hastaken
over. “We found deals
were being declined right,
front and centre. The rates are
good, though, if you can get the money.”

An especially hard sell isdevelopment loans
for such projects as spec-built, mixed-useresi-
dential and retail, Green said.

Consumers are also seeing problems with
lines of credit, either being forced to pay high-
er rates, or having a cap put on the amount of
credit available.

Basically, lenders arelooking now for more
liquid assets, higher debt coverage ratios and

better credit scores, brokers confirm.

Solid mortgage brokers can still help bor-
rowers, Green said, because they can access
30 or perhaps 40 potential lendersto get the
best possible dedl.

The 1:1.1 rulestill worksin today’s market,
Green said, but the criteriais tighter. “Now
some |lenderswant a 25-year amortization, not
35 years, and higher liquid assets, such as sav-
ingsor stocksthat they can go after if they have
toforeclose”

Refinancing homes
With interest rates at an all time low, mort-
gage brokers are being inundated with calls
from homeowners looking to refinance at
lower rates. Unfortunately a 10 to 15 per cent
plungein B.C.’sreal estate market over the
past year means refinancing to take advantage
of lower interest ratesisimpossible
for some. A recent study by
independent broker firm
Aver bach M ortgagesof
Vancouver found only
two out of 10 clients
actually qualified
for refinancing.

“If you pur-
chased your prop-
erty with 10 per
cent down or less

in the last couple
of years, you're
out of luck,” said
Mike Averbach with
Averbach Mortgages.
“Every day we are contacted
by homeowners who want to take
advantage of thelower rates. What they need to
consider is how much they owe on their mort-
gage and what istheir current home value?’

A combination of decreasing home values
and overfinancing has left many homeowners
in aposition of negative equity, making them
ineligiblefor lower interest rates. Homeowners
who purchased with 15 per cent down or more
could still be eligible for the lower rates, but
Averbach cautions them to look into the cost

benefit. Lega fees and penalties for breaking
mortgage agreements can outweigh the benefit
of switching to alower interest rate.

“There's no point in getting our clients all
excited about greater savings when in fact
it can cost them more to break their current
terms,” he explained. “A good broker should
be able to suggest what is the most equitable
in each situation.”

Vancouver homeowners interested in refi-
nancing, should contact their current lender to
find out if they are eligible for the lower rates
and if refinancing will result in savings.

Rate cuts

Several of Canada’s big banks are lowering
someof their long-term mortgage ratesto slow
therefinancing trend.

Scotiabank cut its 10-year fixed-rate mort-
gageto 5.25 per cent recently, nearly two per-
centage pointsbelow its previously posted rate
of 7.15 per cent.

TD Canada Trust cut its two-year mort-
gage rate, which fallsto 5 per cent from 5.75
per cent. Itsone-year, three-year and four-year
rates are also reduced.

CIBC cut its 10-year rate by seven-tenthsto
6.6 per cent in early March. The bank also cut
the rates for its one-year, three-year and four-
year mortgages.

There has been adownward trend in rates,
but the decrease has been no more than one-
quarter of a percentage point, according to
Callum Ross, a mortgage broker with the
Mortgage Centre.

“They'retrying to attract peopleto that [long
term] product and it's timely, because we're
rolling into the spring mortgage market,” said
Ross. But he added, “there’s alot of uncer-
tainty in the economy today, and so we're see-
ing consumers going into longer-term fixed
products.” But he said a consumer “should
never forget that banks make more money
based on longer-term products.”

That’s true even though short-term variable
ratesisn’t as profitable as it was when banks
charged below-prime rates, rather than above
prime rates asthey do now, Ross said.e
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125 Acres with 1 Mile of
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e Large floats with dock
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horsepower, along with the fuel efficiency of a full hybrid.

LUXURY IS MORE FEEL GOOD MOMENTS PER LITRE.

The world's first and only luxury hybrid SUV, the 2008 RX 400h
offers breakthrough power and performance along with low
emissions. Loaded with advanced Lexus technology, comfort
and safety features, the RX 400h puts out an outstanding 268
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*2008 RX 400h MSRP is $55,545 including freight and PDI. Price does not include GST, PST, battery tax, tire tax, levies ($125), documentation fees ($250), license or insurance. Up to $2,000 provincial hybrid tax credit available on 2008 models. Offer expires on April 30, 2009
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