RUNTHE NUMBERS

Three out of five
homeowners
buy the pitch

By DAviD MENZIES

Canada’s Big Five banks love
peddling mortgage insurance —
policiesthat cover the outstand-
ing mortgage on a house in case
of the breadwinner’s death or
disability. And three out of five
mortgage holders buy the pitch,
purchasing the policies often
without askinga singlequestion.

In some cases, banks will auto-
matically include the cost of
mortgage insurance in the
monthly mortgage payments.
Customerswho reject the option
are often obligedto sign a docu-
ment acknowledging that
choice, implying such arefusal is
aninherently foolishact.

But is mortgage insurance real-
ly such a good idea? According
to several observers, the answer
isaresounding no.

“Forget a 10-foot pole — |
wouldn’ttouch [mortgage insur-
ance] with a 20-foot pole,” says
Burlington, Ont., mortgage con-
sultant Ron Cirotto. For starters,
he says, it’s simply not a good
deal for the money.

“You have to go through the
numbers and do a cash-flow
analysis,”says Mr. Cirotto. Take
a $150,000 mortgage that re-
quires a monthly mortgage in-
surance payment of $67. “The
true cost of the yearly insurance
isnot 12times $67. The true cost
iswhat that $67 would yield if
you stuck it into your mortgage
[to reduce the principle]. That
$67 a month added to the
monthly payment will make a
hell of a difference in paying off
the mortgage quicker.”

Mr. Cirottosaysas important is
the fact that the same insurance
premium applies for the dura-
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Banks argue mortgage insurance has afew thingsgoingfor it: It’sconvenientand easy to obtain.

tion of a mortgage — even if
you’re  your 24th year of a 25-
year term and the outstanding
mortgagethat you’d get in a pay-
out is miniscule. “That’s rob-
bery,”hesays.

Indeed, Mr. Cirotto calculates
that a $150,000 mortgage at 5%
interest for 25 years costing
$872amonth would result in to-
tal interest payment of $111,722.
But if the $67 mortgage insur-
ance premiums were tacked on-
to the monthly mortgage, that
debt would be paid off within 21
years and eightmonths, with the
interest topping out at $95,324.
“So you’d knock $16,000 off
your mortgage and have it paid
off more than three years earli-
er,” Mr. Cirottosays.

Mr. Cirotto used to have mort-
gage insurance, paying about
$50 amonth, “butl got rid of it
real quick after | did the num-
bers.What pissed me off was the
fact ...that I had to pay a con-

stant amount in insurance for a
mortgage that diminished with
time.”

Make no mistake: having suffi-
cient insurance to ward off fi-

"WHATPISSED ME OFF
WAS I HAD TO PAY A
CONSTANTAMOUNT

FORA MORTGAGE
THAT DIMINISHED’

nancial disaster is always a good
idea. But there’s a far better al-
ternative to mortgage insurance:
old-fashionedlife insurance.
Dave O’Laughlin, a financial
planner with Investors Group,
saysthat, first and foremost, life
insurance offers flexibility.
When ahomeowner signs up for

mortgage insurance, the benefi-
ciary is always the bank that
holds the mortgage. That means
if the policy holder dies, the
bank gets paid while the surviv-
ing family members receive a
mortgage-freehouse. But with a
life insurance policy, anyone can
be designated the beneficiary.
And that beneficiary can choose
to investthe money, for example,
rather than paying off the mort-
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ot surprisingly, banks see
things a little differently. Nader
Gorgi, vice-president of credit
protection at TD Canada Trust,
points outthat mortgage insur-
ance is convenient. In most cas-
es a consumer can obtain cover-
age by checking off a four-ques-
tion checklist.

“Theapplication is simple,”’he
says. “Thereare no [bodily] flu-
ids required, whereas with term
insurance you have to go
through a more thorough appli-

cation process — the nurse will
cometo seeyou.”

As well, Mr. Gorgi notes, a
mortgage insurance premium is
constant. “Thepoint [life insur-
ance companies] don’t make is
that you are taking a 10-yearor
15-year policy and the renewal
rate is always higher: he says,
because the person is older and
thus abigger risk.

Mr. Gorgi also notes that there
are many conditions and exclu-
sionsin life insurance policies.
“Wedon’task if you’re a smoker
or a non-smoker. We go by one
rate,”he says.

Mr. O’Laughlin, however,
points our that banks sometimes
ask for this medical information
only afterthe fact. The result, he
says, isthat in certain cases peo-
ple “thinkthey have life insur-
ance but they don’t.” There have
been instances, he says, where
the bank refused to pay out on
mortgage insurance because the
policy holder was afflicted with a
medical condition prior to the
insurance taking effect. (Mr.
Gorgi says such cases are very
rare.)

If you’re sold on the merits of
mortgage insurance, be aware at
least that you don’thave to buy it
from the bank issuing the mort-
gage. For example, the person
paying $67 a month at TD Cana-
da Trust could get the same poli-
cy from Clarica for only $48 a
month. What’smore, the Clarica
policy offers the same level of
payout for the entire life of the
mortgage. In other words, if the
policy holder was into year 24 of
a 25-year mortgage when he
passed away, Clarica would pay
outthe entire $150,000, as op-
posed to whatever was left on
the mortgage.

Mr. Cirotto says the financial
industry “isnotorious for play-
ing upon people’s fears. When
people are frightened, they don’t
tend to be logical. And when you
make emotional decisions, you
can be fooled easily.”
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