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As sophisticated homeowners search for new ways
to get the most from their mortgage strategy,
Sandy Aitken explains how you can separate
yourself from the pack and offer them what was
once unthinkable - 3 tax-deductible mortgage

ince the publication of the Swmith Manocuvre <ix years ago.
s hoienwners have become seduced by the nution of tas-deductibic
murtgages and lured by the possibility of paying ofi their morigages
in hal® the time.
As a resuit. the tax-deducrible mortgage strategy, in its vacicry of

forms. fas hecome a rapidly emerging marketing opportunity - and one

that is truly exclusive o mortgage brokers, allowing them ro separate
themselves from the banks.
‘The simple fact is that any mortgage strategy thar
involves leveraged investing and tax advice for the
middle class is a rough bundle to sell. and no major
financial institudion in Canada is currently organized for
the challenge.

And given the recent credit crunch,
combined with the financial insticucions’
collective inability to adapt quickly 1o new
product offerings, it's quite possible thar
this will be an area of growth exclusive
to the mortgage broker channel, at Jeast
for the next few years.
But before you jump on board, it’s
important to do your rescarch - both
in learning the associated risks of this
mortgage strategy. as well as how to identify
your ideal client.

s g The basics

. . . - A preperly structured mortgage-centric tax surategy has
several key elements — the most important of which is 2

multi-component, re-advanceable mortgage or line of credit.

14 www.canadianmorntgageprofessional.com



[s best 1o have a single charge with
at least two components — usually a
fixed-term mortgage and an open line of
credit -- that can track and report interest
independently. This is ahsolutely cssentiai
under Canada Revenue Agency (CRA)
ruies and guidelines.

Second. the strategy musc emplov
conservative feverage-investment
techniques - which is why a morrgage
broker must team up with 2 financial
advisor in ardetr to comply with
{ederal regulations. The financial
advisor should be 2 Cerufied Financial
Panner (CFP) who is experenced in
leveraged investing, and able to acrively
moniror a homeowners porttolio on an
ongoing basis.

Santy Aitken

National Bank’s All-In-One product is well suited to tax-deductible mortgage strategies
hecause it enables clients to create up to 99 sub-accounts under cne main account. These
sub-accounts make the transferring of funds easy because, as the funds are separated,
clients can reserve the money for invesiment-related transactions and avoid accidentally

vivlating Canadian Revenue Agency regulations.

11 vou choose not 1o partner with
an expericnced CFPyvou run the 1ish
of becoming the Je facto financial
advisur to the homcowner - and
managing the back-end work on your
own. Not only is this tme-consuming,
but ity also not & appropriate situarion
for the mortgage brokerage.

Due to conflict of interest regulations,
CFPs are rarely livensed o soli moregages
as well as investments. so the CFP pecds
the mortgage apent «$ much as the
mortgage professional needs the CFP -
and the homeowner needs the advice

of both.

Finding the ideal client

Ideal borrowers for an advanced mortgage
and tax suategy are rvpically professionals
or ocher high-income carners who have
owned 2 home for Aive 10 15 years and have
builc up substantial equiry. They are usually
berween 35 and 35 vears old. and in their
peak carning years.

As high-income earncrs, their roral
debt—servicing ratio will br quite low and
they always have excellent credic (700~
Beacon scores). These borrowers are
financially sophicricated homeowners that
are keenly interested in establishing a securc
financial futurc and comtortable retirement.

They understand that financial securiry
is more than mevely paving oft their
home - it also involves saving cnough
cash so that they won't be faced with
the prospect of a minimal cash flow
when they are 80 years old.

For the most pait, they aiready tully
expect to pay off their mortgage before
retiring. but saving cnough money tw
retire comfortably is another story.
‘These borrowers are acutely aware thar
if they don't do somuthing different in
their financiul plan, chey will nor have
enough money for retirement.

The risks

The Ainancial benefits of a tax-

deductible mortgage are irrefutable and

justity the risks to the right borrower.
A 40-ycar-old protessional couple,

for example, should expecr 1o pay

off their mortgage in half the time

and generate up to three times the

mortgage amount in incrermental

net wealth over 20 years withouc

changing their cash flow. In addition.

the Arst vear’s ax refund for an

average client is in excess of $4.000

and these benefirs assume that all

tax refunds. generated by the stracegy,

are reinvested.

CMP Guides lssue 5 15




