Advanced Mortgage Investment Corporation’s President and CEO was featured in a recent article in the Ottawa Business Journal.

Read it online.
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Homebuyers bunkmg
on alternative lenders

Federal governments tougher stress test rules for mortgages
implemented in 2018 pushing more and more borrowers away
[from the Big Six banks and toward private lenders and credit
unions, industry experts say

BY DAVID SALI
b g =

ichael Hapke has a perfect vaniage

[point From wiidch towilness a
dramatic shilt In the way Conadians ane
bt money o buy homes.

A founding partmer of Otawa-based
Advanced Morigage Investment Corp,
Haplke has been a privale mongage
lender for 15 years. He says oagher
stress test mides Implemented last
yeir for home buyers who don't need

morigpge Rsurance are pushing

e ansd mare Canadians tolook to
aliernative lenders that arent obliged o
Tl the Difice of the Superintendent
of Fimandlal Institutions” tghder lending
Tequiremenis.

"Iy btk a wall, vou'll figore out
Bvtmer b o e 1, umser 18 o around 1,
Hapke says.

Hapkes company Is one of hundreds
of private morigege nders acmss
Canada that don't tnke deposits and

are not under the pandew of the O5FL
Somme of therm, e his firm, ame marigage
mvesimenil corporations —of MICs, as
they're commonly miemed vo— that pool
muoney Fom Investors and ae smmetlmes
mn as publichy traded firms. (ther

types of “aliemative fendems” Inchude
credit undons, which are provincally
mther than federally regulated, and
other private lenders that typeally
chargs much higher rates of Interest
than traditional banks —some as high as

doarhle-digits for second mongages.

Hapke says there’s no question the
et siress best nules enacted In Jamary
2005 have bed i 8 splie In business for
aliernative lenders.

“The majonty of MICs woulbd @l you,
wene busier than we've ever been” he
says. T could be basler than I've ever
been, but just because we see (new
business) doesil mean D wani o do 1L We
are very selective. But there's definliely
mae business peing (o allematlve or
privaie sources than in the past.”

Recont statistics on the nimber of
Canadians bormmadng fom allermative
lenwders prove him dght

According io the Bank of Canada,
alternative kenders have seea thelr shame
of the morgage marked double since
200 5, witth Instiintkons outstde the “Big
Six” banks now holding about etght per
cent of all Canadian mortgages.

The nenw OFS] guridelines, known as
R20, were designed to reduce the number
of rislder morgage loans as home prices
skyrocketed In markets such as Toronto
and Vincover and housefolds began
rackdng up miore and more debt inorder
o et i the market.

T order io obiain a loan from a
federally reguiated londer, hometryers
e st prove they can service thedr
unirssred morigage af a qualifying rate
of the greater of the contraciual morgage
mate plus fwo perceniage potnis o the
fve-year benchmark rate published by
1he Bank of Canada. An extsting stress
test already requires those with insured
mariyages o qualify at the Bank of
Canada benchmark five- year mongge
raie.

With refection rates from traditional
Reawfers rising, Hapke says an Increasing
mumber of chenis who would have
cpualified for bank mortgages in the past
are now erming to s ke his

"W tum dwm miore, bui all of the
anid stuf that all of the e changes have
left behind Is where we really step In and
eamour keep, 5o tospeak,” he explains.
“These martgage mile changes have made
1t more dafficult, snd whal we're seeing
o the private kending side 1s the quality
of bixstness that Is coming over o s 15
seconid in none. s fantasie”

e These
mortgage rule

changes have made
it more difficult (for
potential buyers),
and what we're
seeing on the private
lending side is the
quality of business
that is coming over to

us is second to none.

For examiple, Hapke says marny of
s clents are penple who've spllt from
thedr spouses but sill donft have a fommal
separation agreemsent in place.

“If theres ot 2 sepamation agreement,
(the banks) ame not toasching i 1T sul
do that deal,” he says. “[ don't need &
separation agreemen i see that the
persons gol & perfectiy pood repayment
history, the person can afford the
payments and there’s good equity Inthe
property. That's a deal 'm happy to do”

Self-erployed business owners
are alse i 11 wougher to qualify
for morigapes umder the new mules
because the big banks tend to sorutinge
thee nummbers on thetr T4 shps without
teking Into-account the equity In thelr
oompanies, says (iimwn morigage broker
Steve Cochrane.

“There ame two sides of the cobi: You
can etther claim more nooms, pay mHbe
taxand get a lower (morngage] inteses
mate or claim less Income, pay less tax
and havea hgher Interest mie (theough a
private lender),” he says.

“It pretty much ahways comes oul 1n
the wish anyway.”

Hapke alsn says he's seeing more
ousinmers who ae partnertng
with friends or getiing bap with a
dimwnipayment from the “hank of Mom

and Dad™ In order o Jumg inio the
market.

Ottawa morigage broker Chris Allard
zays he's noticed a similar rend, with a
“stgnificamt” uptick mn the number of files
crssing bis desk from peophe who've
been gifted funds for a down payment as
‘wedl as npplicatines co-siged by a irend
or relaiive.

“INhere's an opton at all for parents
or family members o gift fnds or to
oo-sign, they will take that option before
choosing (o pay & higher morigage
Interest rate,” he says.

‘COMPLETE OVERKILL

The new niles have effectively cost
potential hemebuyers 20 per cent of thelr
bommwing power, Allard says, estimating
that that mnmy buyers who would
have qualified for & $400,000 mongags
two years agn might onky qualify for a
S320,000 fnan today.

“That ls-a pretty significant difference
for & bot of people,” he says. “That is
iy you'ne seebg so many gifted down
payments or co-signers or aliemative
maor s

Hapke and many locs] brokers say
they e niy s of the sircter stress est,
arguing mezsures orginally designed to
ool overteated madkets in two partioular
cities — Toromto and Vancouver - have
woumnd up hurting bemeboyers from
roast o coasl

“Instead of Just punishing the fwo
had kids In the class, theyre holding
everybody back from moess,” Hapke says,
asenibment ecioed by Cochrane.

“It's complete overdll, cortainy for
Otawa,” hesays. Now e place ke
Calgary 15 struggling: The markets that
were already having a hani ime am
having a really hand tme noe”

Sulll, broker Fran Faubert says
potential hometnyers shouldn't be
srared off by the prospect of turming o
alternative kenders Ny can® quallfy
Tor & mostgage from o rsditonnl bank.
For penple with good credit and a steady
Income, MICs, cred#l umilons and other
private bending instmflons ane ofien a
vizhle opdion.

“hzst because your bank says no,
dioesnt mean you can't bormmye monesy
oday,” Fauben says.

Allard says many shemative lemders
nday offer mies only “mangmnally higher”
than the big banks, but i a hali-point

Income Required to Afford a Home
in Each Ottawa Neighbourhood
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difference i & red Aag, then he suggests
potential buyers think long and hard
about whether pemplng Indo the market
15 8 prudent move.

“1f that 1s the dealhresker of buying a
home oF not, sometimes we have to ask
purseives, ‘s buying a home (the) righi
{dectsion) &t this tme 11 $100 ks golng
1o be the difference between me betng

comfonahle with the payments or nod™
Cochrane, too, says 15 important for
those constiering the aliermative lending
markel to do thelr homework.
“Winrk with somebody who's honest
and transparent and will provide
v wilth options” he counsels “The
Eandscape b constantly changing. Every
day theres snmething new.”
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