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EXECUTIVE SUMMARY

This study investigates the use of vendor takeback mortgages (VTM1 s) 

in London, Ontario in 1979 and 1981. The major findings are:

1. VTM's were used in roughly 15% of all house transactions in the 
latter part of 1981.

2. The incidence of VTM's has increased rapidly since 1979.

3. The growth in VTM's is directly the result of recent escalations in 
interest rates.

4. House purchasers view VTM's as a means of (a) increasing the amount 
of mortgage financing available, (b) making a house more affordable, 
and (c) negotiating a lower price.

5. Vendors offer VTM's to (a) broaden the potential market for their 
property, (b) secure a long-term investment, and (c) obtain a higher 
sales price.

6. The terms of VTM's are similar to mortgages offered by financial 
institutions except that they offer lower than prevailing interest 
rates.

7. House purchasers and vendors do not report problems with VTM's. 
However, we found that buyers and sellers typically have a limited 
understanding of costs and benefits of VTM's.

On the basis of these findings, we propose that CMHC not take any 

action at this time with regard to VTM's. Extension of CMHC's insurance 

programs to include VTM's appears unnecessary and the absence of reported 

problems argues that any other involvement by CMHC in the VTM area is 

unwarranted.

We suspect that other housing markets, primarily those that have 

experienced rapid price increases, will register a larger incidence of



VTM's and a greater likelihood of actual or potential problems. .If 

CMHC decides to undertake a further investigation of VTM's, we recommend 

a study that:

1. examines a housing market with rapid growth in house prices,

2. gathers a smaller sample of house transaction data

concentrates on interviews to investigate financing arrangements 
and difficulties experienced by buyers and sellers.

3.



THE INCIDENCE, TERMS, AND REASONS FOR OCCURRENCE OF 
VENDOR TAKEBACK MORTGAGES IN LONDON ONTARIO, 1979 and 1981

INTRODUCTION

This study was motivated by the widely held belief that various 

forms of vendor assistance were increasingly being made available to 

house purchasers in the late 1970's and early 1980's. At the same time, 

very little secondary data was available to assess major trends in this 

area. Vendor assistance took two forms, buy downs and vendor takeback 

mortgages. A buy down occurs when the vendor of a house offers a sum of 

money to the mortgagee or the purchaser, which results in lowering the 

interest payment on the mortgage. Partly due to the lack of available 

data, and partly due to our belief that a buy down is simply a decrease 

in the selling price, buy downs were not investigated as part of this 

project. A vendor takeback mortgage is simply a mortgage loan made 

by the seller of a property to the purchaser of the property. The 

mortgage could be a first, second or lower priority claim. The focus 

of this study is on vendor takeback mortgages.

Study Objectives

The objectives of this study were twofold;

(1) to provide CMHC with an understanding of the procedures and 

techniques of private house financing with special emphasis 

on vendor takeback mortgages (VTM's), and
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(2) to ascertain if there are any difficulties experienced by 

either sellers or buyers when arranging private financing, 

and whether or not there is a useful role for CMHC in 

alleviating these difficulties.

Overview of the Research Approach

The study was divided into two parts; the acquisition of secondary 

data on the frequency and terms of VTM's, and interviews with a variety 

of persons who had experience with VTM's. Data were gathered from registry 

office files dealing with 1,000 single family house sale transactions in 

the London area. These transactions were approximately equally divided 

between 1979 and 1981. For each transaction, several pieces of information 

were collected to describe the frequency and nature of VTM financing. 

Fifteen interviews were conducted with lawyers, mortgage brokers, lenders, 

developers, real estate agents and public officials, to obtain an overview 

of the major participants in the VTM area and the mechanics by which VTM's 

are created. Finally, twenty interviews were conducted with buyers and 

sellers of homes which involved a VTM with a view to carefully documenting 

their experiences.

All data were gathered and all interviews were conducted in London, 

Ontario. London was chosen as the site for this project, primarily for 

several reasons. First, the potential payoff from a large scale national 

study did not appear to justify the anticipated costs, consequently a
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single research site was chosen. Second, the immediate availability in 

London of an experienced team of researchers who were familiar with 

mortgage financing, made London a particularly attractive choice. Third, 

the City of London is large enough to have a reasonably sophisticated 

financial and real estate infrastructure, and offers socioeconomic diversity 

of house purchasers. Although London is similar to most other cities in 

terms of the availability and cost of mortgage money and the general level 

of inflation, it differs from other Canadian cities with respect to 

population growth rate and recent escalation of house prices. Therefore, 

the findings of this study may not be representative of VTM activity 

elsewhere in Canada. The generalizability of our conclusions, and the 

need for additional research will be discussed at an appropriate point in 

this report.

Overview of the Report

The report is divided into three parts. Part.One provides data on 

the frequency of occurrence and the terms relating to vendor takeback 

mortgages. Part Two discusses why VTM’s are occurring and the process by 

which VTM's are originated. The final part summarizes the findings of 

the study along with recommendations for further action.

- 3 -



- 4 -

PART ONE

THE FREQUENCY OR OCCURRENCE AND TYPICAL TERMS OP 

VENDOR TAKEBACK MORTGAGES

Research Questions

The purpose of this phase of the study was to become acquainted 

with the frequency and nature of VTM’s and changes that have occurred 

in recent years. Five broad research questions were investigated.

1. How frequently did private (i.e., non financial institution) 

mortgage financing occur in 1981 and 1979?

2. How frequently did VTM financing take place in 1981 and 1979?

3. How significant are vendor takeback mortgages as a proportion 

of new mortgage financing?

4. How do the prices of houses sold with vendor takeback 

mortgages compare to prices of houses sold without vendor 

takeback mortgages?

5. What are the financial terms of a "typical" vendor takeback 

mortgage?

Data Sources

All of the data collected for this phase of the project were obtained 

at the registry office in London.



The registry office divides the city into planning districts, 

which are further subdivided into lots. Each planning district and 

lot is identified by a specific number. For record keeping purposes, 

the registry office maintains several journals, called plan books, 

each of which contains one or more pages for each lot in the planning 

district. On these pages, registry clerks record all sale or financial 

transactions relevant to particular properties,

As seen in Exhibit 1, the first step in our data collection was 

to record certain information pertaining to house purchase transactions 

found in selected plan books for the chosen time periods. The information 

contained in the plan books was not detailed enough to meet our research 

needs. As a result, additional documents had to be reviewed. For each 

house sale transaction, the deed to the property was examined and the 

selling price of the property and the amount of all mortgages assumed 

were recorded.

The primary thrust of this research was private mortgage financing. 

A private mortgage was defined as a mortgage from any source other than 

a financial institution. For each sale transaction in our sample that 

involved a private mortgage, the mortgage document was reviewed and the 

terms of the mortgage were recorded, wherever available. Our data 

obviously excludes any financing that does not involve a registered claim 

against the property. In addition, the names of the house purchaser and 

vendor were obtained in order to conduct follow-up interviews. A sample
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of the form used to record registry office data is seen in Appendix 1.

The data are available to CMHC in machine readable form in a Statistical 

Package for the Social Sciences (SPSS) format.

Choice of the Sample

Since each plan book, deed and mortgage document had to be 

individually requested and a fee paid for its use, it soon became 

apparent that the process of data gathering would be time consuming 

and costly. As a result, it was decided to limit the sample to 1000 

house sale transactions (each house sale is labelled a case).

In order to examine VTM's under current housing market conditions, 

roughly one-half of the sample was chosen from 1981 house purchases.

The other half of the cases were chosen from the year 1979 to assess 

the changes that had occurred over the time period preceding 1981. The 

year 1979 was chosen because it represented a period when interest rates 

were historically lower and economic conditions were better but was 

sufficiently recent to better ensure that data were available and the 

participants in the house purchase or sale were more likely to be still 

residing in the London area.

House sales in a given year display a seasonal pattern. To ensure 

that the transactions recorded in 1979 and 1981 occurred under similar 

seasonal conditions, the sample was chosen only during the May to October 

period. Furthermore, since May to July is a peak demand period, an attempt



EXHIBIT 1

Steps in the Data Collection Procedure

STEP 1 
PLAN BOOKS

For each transaction, 
record

- Plan number
- New versus existing house
- Date of registry
- Type of financing registered
- Source of financing
- Amount of new mortgage(s)
- Registry numbers for the deed 

and mortgage

for all 
transactions

for transactions 
involving private 
financing

_______________  "y________________ _

STEP 3
MORTGAGE DOCIMENT 

For PRIVATE financing cases only, 
record

- Name of vendor and buyer for 
interview contact

- TERMS of the PRIVATE MORTGAGE
rate
amortization
term
open or closed 
sale to third party 

For PRIVATE financing where the 
mortgage was sold to a third 
party, record 

amount 
date
purchaser of mortgage (private, 
institutional)

STEP 2
DEED DOCUMENT 

For each transaction, 
record

- Selling price
- Amount of assumed mortgage



was made to divide the 1979 and 1981 samples equally into May-July and 

August-October periods. It should be noted that the data obtained from 

the registry office was the closing date. In all liklihood, the actual 

sale was transacted one month or more before this date.

We suspected that the incidence of VTM's could be affected by the 

income levels of the vendor or purchaser or by the value of the house sold. 

In order to control for this income effect, it was decided to divide the 

city into low, medium and high priced areas and to sample equally from 

the three areas in 1979 and 1981. As a result, the sampling procedure 

resulted in a stratified random sample.

Exhibit 2 shows the distribution of the observed house purchase 

transactions by time period. The number of house transactions differ 

slightly from year to year and month to month because there weren't 

always enough purchases in the areas of the city selected to obtain the 

target number of observations.
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EXHIBIT 2

Number of Cases (House Sales) Recorded by 

Date of Registration of the Transaction

MAY JUNE JULY AUG SEPT OCT TOTAL

1979 69 92 74 147 83 78 543

1981 70 103 89 88 64 43 457

TOTAL 139 195 163 235 147 121 1,000
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RESULTS

Frequency of Private Financing

As seen in Exhibit 3, ten percent of the 1,000 house sales in the 

sample were at least partially financed by private loans. Furthermore, 

the importance of private financing grew over the period from seven 

percent of all cases in 1979 to 13.6 percent of all cases in 1981. The 

exhibit makes clear that the increased importance of private financing 

can be attributed almost exclusively to the increasing use of vendor take- 

back mortgages.

EXHIBIT 3

Distribution of Cases by Source of Mortgage Financing

Source of Mortgage 1979 1981 Total
Financing No.* %* No. * %* No.* %*

No financing registered 29 5.3 27 5.9 56 5.6

Institutional lender 500 92.1 403 88.2 903 90.3

Private lender 38 7.0 62 13.6 100 10.0

-vendor 14 2.6 53 11.6 67 6.7

-private non vendor 20 3.7 8 1.8 5 0.5

-developer

Total number of cases

4

543

0.7 1

457

0.2 28

1000

2.8

*Multiple mentions are possible due to the possibility of several mortgages 
on a given property
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Frequency of TTM1 s

Over the period 1979 to 1981, the proportion of house sales 

involving VTM's grew dramatically from 3.4 percent to 15.4 percent. 

Exhibit 4 demonstrates that the increased use of VTM's in London was 

closely related to rising interest rates. Furthermore, in the wake 

of a recessionary economy, house sales in 1981 slowed appreciably 

compared to 1979.

EXHIBIT 4

Frequency of VTM's

1979 1981
May-July Aug-Oct May-July Aug-Oct

Share of house 
sales with VTM's 3.4 1.9 8.8 15.4

Average conventional 
mortgage rates 11.14 12.5 18.4 20.92

Average London monthly 
house sales 450 315 240

*No information available

Amounts of VTM's

Houses that are sold often have existing mortgages against the 

property. In some cases, the purchaser assumes the existing mortgage 

obligation and arranges a new second or even third mortgage to finance
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the transaction. In other cases, the existing mortgage is paid off and 

a "new" first and perhaps second mortgage is created. Exhibit 5 shows 

the importance of VTM's relative to all "new" mortgages created to finance 

house purchases. It demonstrates that in 1981, 21.7 percent of all new 

mortgages, and 18.1 percent of the dollar value of new mortgages were VTM's 

The increase in both of these percentages over 1979 figures was dramatic.

EXHIBIT 5

Vendor Mortgages as a Share of New Mortgages Registered 

and as a Share of the Dollar Value of New Mortgages Registered

1979 1981

VTM's as a percent of new mortgages 4.4% 21.7%

VTM's as a percent of mortgage dollars 2.3% 18.1%

Exhibit 6 provides additional data on the importance of VTM's as a 

source of first, second and third mortgage financing. Since the sample 

size is very small, the numbers must be interpreted with caution. However, 

it appears that the use of vendor takeback mortgages as a proportion of all 

new mortgages, increases as the priority of the mortgage claim decreases. 

Furthermore, first mortgage VTM's have demonstrated the largest growth.

The data in Exhibit 7 indicate that the dollar value of the average 

VTM decreases as the priority of the claim declines. It also shows that on 

average, VTM's are smaller in dollar amount than non-vendor mortgages.
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EXHIBIT 6

VTM Share of New Mortgages by 

Priority of Mortgage Claim

Priority of Claim Share of VTM Mortgages Share of VTM Mortgage Doll,
1979 1981 1979 1981

1st Mortgage 1.9% 18.8% 1.7% 17.8%

2nd Mortgage 15.7% 26.1% 9.3% 19.3%

3rd Mortgage* 33.3% 33.3% 4.8% 11.8%

Total ■ 4.4% 21.7% 2.3% 18.1%

*Caution: Small sample, in 1979 there was one VTM third mortgage out of a
total of three third mortgages. In 1981 there was one VTM 
third mortgage out of a total of three third mortgages.

EXHIBIT 7

Average Amount of VTM Versus Nonvendor 

Mortgages by Priority of Claim

Priority 1979 1981
of Claim Vendor Nonvendor Vendor Nonvendor

First $41,000 $44,661 $46,116 $49,221

Second 11,036 20,066 15,783 23,209

Third* 3,300 32,436 6,500 24,418

*Caution: Small sample as outlined in Exhibit 6
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Prices of Houses with VTM1s

Exhibit 8 shows the average price of homes purchased with and 

without vendor takeback mortgages. In 1981 houses sold with a VTM had

EXHIBIT 8

Average House Prices for Vendor Financed 

Versus Nonvendor Financed House Sales, 1979 & 1981

Total sample
1979

$63,508
1981

$71,515

Vendor financed 56,250 77,622

Nonvendor financed 63,708 70,686

Vendor-1st Mortgage 65,000 93,096

Nonvendor-lst Mortgage 63,558 70,899

Vendor-2nd Mortgage 51,388 60,245

Nonvendor-2nd Mortgage 80,001 77,255

a higher average price than other houses, a finding which was the opposite 

of that for 1979. However, closer inspection of the data show a more 

consistent pattern. If a vendor first mortgage is arranged, then the 

average selling price of the house is higher in both years. On the other 

hand, vendor second mortgages seem to occur for houses where the price was 

substantially below the price of a house sold without vendor second mortgage

financing.
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Characteristics of VTM's

A number of characteristics of VTM's were observed including the 

rate, term, amortization period and loan to value ratio.

Since the general level of interest rates is constantly changing, 

the most useful measure of the rate charged on VTM's is the ratio of the 

current rate on the VTM to the prevailing rate for conventional mortgages. 

Exhibit 9 shows that the median rate charged on VTM* s was consistently

EXHIBIT 9

Median Ratio of Interest Rates on Vendor Mortgages 

Relative to Conventional Mortgages, 1979 & 1981 

Priority of VTM 1979 1981

1st Mortgage 94.9% 70.2%

2nd or 3rd Mortgage 93.4% 74.1%

below the conventional mortgage rate in both 1979 and 1981. In 1981, with 

house sales falling and interest rates rising dramatically, the interest 

rates offered on VTM's were dramatically lower than conventional mortgage 

rates.

Exhibit 10 shows the median term to maturity for VTM's. It is 

apparent that the term to maturity on first mortgages tends to be longer
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EXHIBIT 10

Median Term (in Months) of Vendor Mortgages

Type of VTM 1979 1981 Total

All vendor cases 58.0 36.0 36.7

Vendor-New 1st Mortgages 60.0 36.7 49.0

Vendor-New 2nd or 3rd Mortgages 55.5 24.3 35.8

than the term on second or third mortgages. This shorter term on second 

or third mortgage VTM's was often caused by the desire on the part of the 

purchaser to have his second mortgage mature on the same date that an 

existing first mortgage would have to be renewed. All VTM's in the 

sample were fully open to prepayment without penalty. The fully open 

nature of these mortgages suggests that a vendor's primary objective in 

making the loan is to sell the house, rather than to lock in a long-term 

investment. The data in the exhibit also show that during the period 

1979 to 1981, the term of all vendor mortgages decreased significantly.

This finding is not surprising. As interest rates rose over the period, 

and as vendors gave better and better discounts relative to market rates, 

vendors were increasingly reluctant to commit to these "bargain" rates 

for extended periods.

The amortization period of conventional mortgages is typically 20 or 

25 years. As seen in Exhibit 11, new first mortgages issued by vendors are
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EXHIBIT 11

Median Amortization Period (in Months) of Vendor Mortgages

Types of VTM*s 1979 1981 Total

All vendor cases 249.0 291.3 295.2

Vendor-New 1st Mortgages 280.0 294.0 293.7

Vendor-New 2nd or 3rd Mortgages 210.0 248.0 241.5

within that range as well. On the other hand, second or third mortgages 

have substantially shorter amortization periods. Over.the period from 1979 

to 1981, the average amortization period increased on all vendor mortgages. 

This increase was likely due to an effort on the part of vendors to lower 

the monthly payment to make the house more affordable.

Exhibit 12 shows the proportion of the house selling price represented 

by registered mortgage loans. Total financing fell from 73.6 percent of the

EXHIBIT 12

Median Ratio of Vendor or Nonvendor Financing to House Selling Price

1979 1981

Total sample of cases 73.6% 69.2%
Cases with
Vendor mortgages 80.9 77.8
Nonvendor mortgages 72.8 67.7
Vendor-1st mortgages 72.2 66.8
Nonvendor-1st mortgages 77.6 75.0
Vendor-2nd mortgages 92.5 82.8
Nonvendor-2nd mortgages 70.1 73.6
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selling price In 1979, to 69.2 percent of the selling price In 1981.

When the sample Is divided into vendor assisted versus nonvendor 

assisted purchases, it is quite apparent that the loan to value ratio 

is much higher (77.8 percent versus 67.7 percent in 1981), for vendor 

assisted purchases in 1981. This difference represents preliminary ' 

evidence that VTM's are more than a simple substitute for nonvendor 

mortgages. Instead, they are used by purchasers to provide added 

leverage. When vendor first mortgages are granted, the loan to value 

ratio tends to be lower than if nonvendor first mortgages are issued. 

Perhaps the most important finding demonstrated in the exhibit, is 

that when a house purchase involves a second mortgage, the loan to 

value ratio for vendor assisted deals is substantially higher than when 

vendors are not involved.

Exhibit 13 attempts to show the extent to which lenders with 

secondary claims (i.e., second or third mortgages) are protected in the 

event of loan defaults. The "residual equity" is defined as the selling 

price less the amount of the first mortgage. Exhibit 13 shows the ratio 

of residual equity to the amount of the secondary financing for vendor

EXHIBIT 13

Protection for Vendor vs. Nonvendor 
Mortgagees with Secondary Claims

Median Ratio of Residual 
Equity to Mortgage Value

Secondary Claims by
Vendor
Nonvendor

1979 1981
1.79
1.98

1.90
2.14



18 -

versus nonvendor secondary financing in 1979 and 1981. These data suggest 

that the coverage provided to vendors is typically less than the coverage 

provided to nonvendors. The protection afforded to both types of lenders 

improved from 1979 to 1981.

Very few VTM’s in our sample were subsequently sold to third 

parties. Only one first mortgage VTM and eight (out of thirty-three) 

second mortgage VTM's were transferred to other parties during or after 

the time of the house closing. Of the nine mortgages sold, four were 

purchased by private investors, and five by financial institutions.
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PART TWO

VENDOR TAKEBACK MORTGAGES - THE PROCESS AND THE PLAYERS

Research Questions

The second phase of the study focussed on the process by which 

VTM's are created. Particular attention was paid to the economic 

conditions along with the unique characteristics of house buyers and 

sellers that stimulated the use of VTM's. This phase addressed three 

broad research questions.

1. Why do VTM's occur?

2. How are the terms of VTM's set?

3. Are there any obvious problems for the buyer or seller 

with the use of VTM's?

Research Approach

This phase of the study relied almost exclusively on interviews. 

As a first step, the major parties who have an influence on the house 

purchase decision were identified and knowledgeable representatives of 

each group were interviewed. The parties contacted included

- mortgage insurance firms (MICC and CMHC)

- lawyers

- real estate agents

- mortgage brokers

- builders/developers

- financial institutions (banks, trust and finance companies)
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The second step was to conduct interviews with house buyers and 

sellers who had experience with a VTM. A letter was sent to all buyers 

and sellers in the sample who had engaged in a house purchase transaction 

involving a VTM, requesting their assistance with the study. Budget 

constraints permitted a maximum of twenty interviews. In order to 

obtain a representative sample a mix of five purchasers and sellers 

for each of 1979 and 1981 was set as a target. Because of non responses 

to our letters, and an unwillingness by certain individuals to be interviewed, 

the actual interviews conducted were as seen in Exhibit 14.

EXHIBIT 14

Interviews Conducted with House

Purchasers and Sellers

Total

Purchaser 12

Seller 8
Total 20

A third activity during this phase of the study was to gather

secondary data on house sales, interest rates and other economic

conditions that existed during 1979 and 1981.
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Overview of VTM Creation

The major players and conditions affecting the creation and 

characteristics of VTM's are presented in Exhibit 15. The primary

EXHIBIT 15

Overview of the Factors and Players Influencing the 

Use and Characteristics of VTM's

House
Buyer <-

Real Estate Agent 
Lawyer

Mortgage Broker

eres

"> House
Seller

Xo^e nS S,
UPP1■y & Jemar

players in the process are the buyer and seller of the house. Both the 

desire to have a VTM and the type of VTM created depend on such factors 

as the wealth of the parties and the degree of urgency surrounding the 

transaction. As seen in the exhibit, the contact between buyer and 

seller is usually established by a real estate agent. Other parties 

such as lawyers and mortgage brokers are sometimes involved. The need 

for a VTM also depends to some extent on economic conditions, primarily 

interest rates and the state of the housing market.
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Role of the Real Estate Agent

The real estate agent plays the key role in facilitating the 

house sale and introducing financing options.

House purchasers generally rely on real estate agents to provide 

advice on how much they can afford to spend for housing. The agent 

typically provides them with the guidelines commonly imposed by 

financial institutions. In particular, he points out that financial 

institutions stipulate a maximum permitted gross debt service ratio 

(ratio of principal, interest and taxes to gross income of the 

purchaser) and maximum loan to value ratio (ratio of loan amount 

to appraised value of the property). If a purchaser is unable to 

afford the down payment or monthly payment associated with his 

preferred house, the agent will often suggest several ways of making 

the house affordable including, offering a lower price or, borrowing 

some portion of the required funds from the vendor at favourable rates.

Real estate agents also assist house sellers. Typically, the 

agent advises the seller as to a reasonable selling price given the 

type of property involved and market conditions. As is true with most 

free markets, the seller usually is prepared to lower his price by a 

modest amount if he cannot complete the sale within a reasonable time 

frame. If VTM's are commonly being used in the market (as was true in 

1981), the real estate agent usually suggests that the vendor offer a VTM, 

depending on the seller's financial situation. If the house seller does
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not have adequate capital to retain the mortgage, the real estate agent 

may shop around among finance companies or mortgage brokers, in order 

to determine the price at which a VTM could be resold. At this stage, 

the mortgage broker or financial institution may become involved in 

structuring the loan so that it meets the needs of lenders with respect 

to term, collateral, and so on.

Since the objective of the real estate agent is to consummate 

the sale, and since VTM's help facilitate sales, we were not surprised 

to find that agents regularly encouraged both buyers and sellers in 1981 

to consider a VTM. Buyers and sellers rely heavily on the real estate 

agent's judgement respecting the reasonableness of a VTM being proposed.

If that judgement is not sound, the potential for future buyer or seller 

dissatisfaction exists. Although some lawyers and mortgage brokers that 

we interviewed noted that real estate agents had often given poor advice 

to their clients regarding VTM's, our interviews with both house purchasers 

and sellers failed to disclose any major problems caused by real estate

agents.
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THE REASONS FOR VENDOR TAKEBACK MORTGAGES

The House Purchaser's Motives

There are four major reasons why house purchasers request VTM's; 

(1) to obtain additional financing, (2) as a response to economic 

conditions, (3) for convenience, and (4) because the "perceived" or 

real financing cost is lower.

"Additional Financing"

The purchaser typically has some capital saved before he attempts 

to buy a house. If he is a first time home buyer, available savings are 

usually modest, but if he already owns a house it is likely that he has 

accumulated considerable equity which may be invested in the new house. 

As a result, one would think that new home buyers would be more inclined 

than repeat buyers to demand VTM* s to make up for their shortage of 

wealth. However, it was noted that purchasers at all income levels 

tended to "overbuy" to some extent. This tendency to purchase a home 

which placed a modest strain on the current capacity of the buyer to 

repay, was at least partly based on the anticipation of improved future 

income. It was further motivated by the realization that the principal 

residence does not attract capital gains tax, and since its value tends 

to grow with inflation, it provides an attractive after tax inflation

hedge.
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Exhibit 16 illustrates the situation of a hypothetical house 

purchaser who could readily purchase a house valued at $100,000 by 

borrowing from a financial institution (Case A) but decides to purchase 

a house valued at $ 120,000 instead (Case B). In this illustration, it 

is assumed that the buyer has $25,000 cash and an annual salary of 

$46,000. The conventional mortgage interest rate is 18% and property 

taxes are .008 of the value of the property per year. In Case A, the 

loan to value ratio is 75 percent (75,000/100,000), an acceptable level 

to a financial institution, while the gross debt service ratio is 30 

percent (14,000/46,600), also reasonably acceptable to a financial 

institution.

In Case B-l, the financial institution could legally make a loan 

of at least $90,000 and still have a 75 percent loan to value ratio but 

the annual payments, assuming an 18 percent interest rate, would be 

$15,840 for the mortgage, plus about $960 property taxes for a total 

of $16,800. This represents a gross debt service ratio of roughly 36 

percent plus the buyer would still have to borrow another $5,000 through 

a second mortgage or personal loan at a rate in the neighborhood of 20 

percent.

Given the higher risk nature of the financial package being 

proposed in Case B-l, the major financial institutions such as banks 

and trust companies would prefer to see borrowers raise secondary 

financing from lenders such as finance companies, or vendors who are
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Purchasers

Case A

Case B-l

Case B-2

EXHIBIT 16

May Ask for VTM's Because They Need Additional Capital 

Not Available From Traditional Lenders

Purchase of an Affordable House - Loans From a 
Financial Institution

Price
Conventional mortgage 
Cash down 
Mortgage payments 
Taxes
Loan/Value ratio 
Gross debt service ratio

$100,000 
$ 75,000 @ 18% 
$ 25,000 
$ 13,200/yr.
$ 800/yr.

75%
30%

Purchase of a Higher Priced House - Loans From a 
Financial Institution

Price
Conventional mortgage 
Cash down 
Personal loan 
Mortgage payments 
Taxes
Loan/Value ratio 
Gross debt service ratio

$120,000
$ 90,000 @ 18%
$ 25,000 
$ 5,000 @ 20%
$ 15,840/yr.
$ 960/yr.

75%
36% (not including 

personal loan)

Purchase of a Higher Priced House - Loans From the 
Vendor and A Financial Institution

Price
Conventional mortgage
Cash down
VTM
Conventional mortgage payments
VTM payments
Taxes
Loan/Value ratio 
Gross debt service ratio 
Loan/Value ratio 
Gross debt service ratio

$120,000
$ 75,000 @ 18%
$ 25,000 
$ 20,000 @ 15%
$ 13,200/yr.
$ 2,990/yr.
$ 960/yr.

62.5% before VTM 
30.4% before VTM 
79% including VTM 
36.8% including VTM
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willing to take on a higher risk. Thus, in Case B-2, we have suggested 

that the purchaser may seek out a VTM, perhaps hearing an interest rate 

of 15 percent. Under these circumstances, the financial institution is 

reasonably protected by a low loan to value ratio, and gross debt 

service ratio.

During the period covered by this study, it was common knowledge 

that in response to increasing delinquencies and defaults brought on by 

higher interest rates and a slowing economy, the major financial 

institutions and mortgage insurers began to apply increasingly 

stringent loan to value and gross debt service criteria in their loan 

evaluations. As seen in our illustration, a decrease in either the 

acceptable loan to value ratio or gross debt service ratio stimulates 

greater secondary financing, and therefore a greater demand for VTM*s.

It is very common for the purchaser of a house to assume the 

obligation of the existing mortgage against the property. Exhibit 17 

illustrates the case where the purchaser has $25,000 cash against a 

purchase price of $100,000. One alternative financing arrangement is 

to create a new first mortgage for $75,000 at the current rate of 18%, 

and have the seller repay the existing $45,000 mortgage. Another 

alternative for the buyer, is to assume the $45,000 first mortgage 

and to arrange secondary financing to make up the $30,000 balance.

As seen in the exhibit, the second alternative is more desirable even 

if the interest rate on the second mortgage exceeds current rates on
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EXHIBIT 17

Purchasers Require a Second Mortgage in Order 

to Keep an Attractive First Mortgage

Purchase Using a New First Mortgage 

Price $100,000

First mortgage $ 75,000 0 18%

Cash $ 25,000

Purchase Keeping the Existing First Mortgage 

Price* $100,000

First mortgage $ 45,000 @ 15%

Cash $ 25,000

Financing gap (VTM) $ 30,000 @ 19%

*Average financing cost 16%%

first mortgages. As with our earlier illustration, the purchaser may obtain 

this financing from a variety of sources, including financial institutions, 

but may settle on the vendor for convenience or if the deal offered by the 

vendor appears attractive.

"Response to Economic Conditions"

In the preceding section, we saw that the tendency of house 

purchasers to overbuy, combined with the application of lending criteria 

by institutional lenders, led to a demand for secondary financing provided
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by vendors. This demand for secondary financing may increase dramatically 

under conditions of inflation and/or a localized increase in house prices.

Exhibit 18 illustrates the impact of inflationary expectations on 

house financing. In Case A, it is assumed that the inflation rate is 

expected to be seven percent, and interest rates are ten percent. Our 

hypothetical home buyer has a salary of $29,500 and cash available for 

a down payment of $25,000. He purchases a house for $100,000 which has 

property taxes of $800 per year. As seen in the exhibit, the loan to 

value ratio is 75 percent, and the gross debt service ratio is 30 percent, 

both of which are assumed to be acceptable to a lending institution.

Suppose the expected inflation rate suddenly rises to 12 percent. 

Under these circumstances, if capital markets are efficient, interest 

rates will rise to about 15 percent in order to provide lenders with a 

reasonable expected real return. The price of our hypothetical house 

will not change immediately, but it is now expected to increase in the 

future in line with the inflation rate. In addition, the purchaser's 

salary will not increase immediately, but it is expected to increase at 

least along with the rate of inflation. Case B in Exhibit 18 shows that 

under these conditions, the gross debt service ratio is now 40.7 percent 

for the conventional loan, a debt burden which would be unacceptable to 

the financial institution. This case demonstrates that a change in the 

rate of inflation can cause house purchasers to demand funds from non

traditional lenders.
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EXHIBIT 18

Purchasers May Ask for VTM1s Because of the Need for Additional- Capital 

Caused by Inflation or Localized House Price Increases

Case A

Case B

Case C

House Purchase - Inflation Rate 7% - Salary $29,500

Price
Conventional mortgage 
Cash down 
Mortgage payments 
Taxes
Loan/Value ratio 
Gross debt service ratio

$100,000 
$ 75,000 @ 10% 
$ 25,000 
$ 8,050/yr.
$ 800/yr.

75%
30%

House Purchase - Inflation Rate 12% - Salary $29,500

Price
Conventional mortgage 
Cash down 
Mortgage payments 
Taxes
Loan/Value ratio 
Gross debt service ratio

$100,000 
$ 75,000 (§ 15% 
$ 25,000 
$ 11,215/yr.
$ 800/yr.

75%
38.9%

House Purchase - Inflation Rate 12% - Salary $29,500 - 
House Price Increase to $120,000

Price
Conventional mortgage 
Secondary financing 
Cash down 
Mortgage payments 
Taxes
Loan/Value ratio
Gross debt service ratio

$120,000
$ 75,000 @ 15%
$ 20,000 @ 15%
$ 25,000 
$ 14,206/yr.
$ 960/yr.

79.2% (all debt) 
51.4% (all debt)
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Case C in Exhibit 18 demonstrates that the pressure for non- 

institutional borrowing is increased still further if, in some local 

areas such as Calgary, house prices rise faster than the inflation rate.

In this case, house prices are assumed to rise instantaneously by 20 

percent. Notice that inflation and local house price increases have a 

multiplicative impact on financing requirements.

"Convenience"

Since the vendor is already intimately familiar with the property, 

he may be willing to make a loan with fewer formalities than those 

required by institutional lenders. Furthermore, the complete financing 

package can be negotiated at the time of the offer and the purchaser can 

include loan features which meet his particular needs.

"Lower Perceived or Real Cost"

A house purchaser may request a VTM because he feels that he will 

be able to obtain the house at a lower total cost after taking the financing 

package into account.

The negotiating process for a house begins when the owner lists his 

house for sale at a particular price. For purposes of illustration we have 

assumed, as seen in Exhibit 19, that the list price is $110,000. Furthermore, 

let us suppose that the property has an existing first mortgage of $65,000 at 

18 percent interest. The purchaser intends to assume this first mortgage as 

one of the terms of the sale. Given existing market conditions, it is possible 

for the purchaser to borrow against a second mortgage if he is willing to pay 

20 percent interest.
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EXHIBIT 19

Purchasers May Ask for VTM's as a Negotiating Strategy

Suppose a house is listed for $110,000, has an existing $65,000 first 
mortgage at 18%, and second mortgage money is available from financial 
institutions at 20%. The purchaser has $25,000 cash.

Alternative A

Offering price 

Existing mortgage 

Cash

Financial institution mortgage 
($340/month for 10 years)

$108,000 

$ 65,000 @ 18% 

$ 25,000 

$ 18,000 @ 20%

Alternative B

Offering price 

Existing mortgage 

Cash 

VTM
($340/month for 10 years)

$110,000 

$ 65,000 @ 18% 

$ 25,000 

$ 20,000 @ 17%

It is typical for the purchaser to offer less than the list price 

for the house. In our situation, suppose the purchaser is willing to pay 

$108,000 for the house, as seen in Alternative A of the exhibit. This means 

that he must raise $18,000 through a second mortgage, resulting in payments 

of $340 a month, which will just amortize the mortgage over ten years. If 

the vendor is willing to take back a second mortgage at 17%, the purchaser 

could afford to pay $110,000 for the house, because the $340 monthly payment 

for the $20,000 VTM would be just equal to the $340 monthly payment for the
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finance company mortgage. Thus, in the absence of tax or administrative 

considerations, the purchaser would be just indifferent between Alternative 

A and Alternative B, because the total monthly payment under the two 

alternatives are identical.

As a negotiating strategy, the purchaser would choose Alternative B 

if he could purchase the house for a price lower than $110,000 (and there

fore a VTM lower than 20,000), or if the VTM had an interest rate below 

17 percent (thus lowering monthly outlays below $340). Thus, this exhibit 

vividly points out that a VTM will be used if the entire package of offering 

price and mortgage financing is more attractive with a VTM than with other 

alternatives available in the market.

It is important to note that while several purchasers felt that they 

were able to lower their total cost through use of VTM's, few purchasers, 

were familiar with the mechanics of how to assess the tradeoffs between 

different selling price and financing packages. This led us to the conclusion 

that some of the benefits claimed by purchasers were more perceived than real.

The House Vendor's Motives

Vendors are willing to supply VTM’s for three general reasons; (1) the 

desire to broaden the market for the house, (2) as a negotiating strategy, 

and (3) as an investment.
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"Broadening The Market"

Vendors often have a need to sell their houses as soon as possible.

The need for a quick sale can result from several factors such as; (1) a 

move from the city, (2) sale as part of a divorce settlement or following 

the death of a spouse, or (3) the vendor has contracted to buy another 

house. By offering a VTM, the vendor hopes to interest a broader segment 

of potential purchasers increasing the liklihood that the house will be 

sold rapidly and at close to the listed price for the property.

The real estate agent plays a major role in stimulating this type 

of thinking, in that he is often the first person to suggest to the vendor 

that he consider a VTM. Of course, a rapid sale is also in the best 

interest of the real estate agent.

"Negotiating Strategy"

We may return to Exhibit 19 to see how the vendor views the role of 

the VTM as part of his negotiating strategy. Under Alternative A, the vendor 

receives $43,000 cash, and the purchaser takes on the $65,000 first mortgage 

obligation. Under Alternative B, the vendor receives $25,000 cash plus a 

promissory note of $20,000 to be paid off over ten years. If, under 

Alternative B, the vendor was to sell the VTM to a finance company, the 

selling price would be $18,000 because, as seen in Alternative A, the 

present value of $340 per month with interest rates at 20 percent is $18,000. 

This means that under Alternative B, if the VTM was sold by the vendor, his 

total cash received from the house sale would be $18,000 plus $25,000 or 

$43,000. Since the cash received from the two alternatives is identical,
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the vendor would be indifferent between Alternatives A and B.

In order to tip the balance in favour of the VTM, the vendor would 

have to receive an interest rate in excess of 17 percent or would have to 

sell the house for an amount greater than $110,000. Our interviews found 

that vendors do not fully understand the tradeoff between the selling 

price of the house and the interest rate on the VTM. As a result, the 

benefits to the vendor of a VTM could be more perceived than real.

"Investment Strategy"

Some vendors grant a VTM as an investment. These vendors typically 

are wealthy or are trading down to a smaller house (or in some cases such 

as retirees to an apartment) thus freeing up equity for investment 

purposes.

For these vendors, VTM's may be seen as an attractive investment. 

Since mortgage rates are generally one to two percent higher than money 

market savings vehicles such as CD's, a VTM even with an interest rate 

which is discounted from the prevailing conventional mortgage rate may 

appear desirable. In addition, the vendor usually sees the mortgage as 

relatively low risk because of his intimate knowledge of the property.

The risk of a VTM depends on the ability of the purchaser to repay 

the loan and the amount of equity downpayment. Our interviews found a 

virtual lack of any analysis by the vendor of the purchaser's ability to
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repay. The vendor usually relied on the purchaser's profession (e.g., a 

doctor or lawyer) or his place of employment (the University, London Life) 

as an indicator of his ability to pay. Very frequently the real estate 

agent reassured the vendor that the VTM was a "reasonable" investment, 

the implication being that the agent had engaged in some objective risk 

assessment. A small minority of the vendors requested a more formal 

credit check of the purchaser through their bank, real estate agent 

or lawyer.

Vendors almost entirely assess the level of risk by the amount of 

equity invested in the house. If this equity provides a reasonable cushion 

then the lender felt that his loan was reasonably secure. No consideration 

seemed to be given to the discount from market value that might result if 

the property was not well cared for, and if forced sale took place. More

over, holders of VTM's were not aware of their legal position in the event

of default.
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HOW THE TERMS OF VTM'S ARE SET

The purpose of this section is to review the factors that the 

purchaser and vendor take into account when setting the terms of a VTM. 

Generally, the real estate agent plays a significant role by making the 

parties aware of current market conditions and suggesting a financial 

package which will meet the needs of both borrower and lender.

"The Interest Rate"

The interest rate is the feature of the VTM which is most likely 

to be modified through negotiation between the vendor and buyer. Several 

considerations affect the rate chosen. First, the vendor is made aware 

(usually by the real estate agent) of the current market rate on VTM1s 

or other listed properties. At the time of this project, the rate on 

first and second mortgage VTM1 s was 3 to 4 percent less than the rate 

on new conventional first mortgages. A second consideration in setting 

the rate is the ability of the prospective purchaser to meet the monthly 

payments implied by the combination of amount, amortization period and 

rate. By lowering the interest rate, the vendor can make his house more 

affordable. Finally, the interest rate is usually set at a level which 

makes resale of the mortgage possible without too great a discount from

the face value.
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"Term to Maturity"

Most VTM's have a term to maturity of five years or less. The term 

of a first mortgage is typically the same as for conventional mortgages.

The term of a second mortgage is usually based on the remaining term of 

the first mortgage. This is done because it is expected that in some 

future period, the borrower may consolidate both his existing mortgage 

and his VTM into one mortgage. From the vendor's standpoint, a short 

term is desirable because it limits his exposure and may also limit his 

cost if the mortgage has been granted at a below market interest rate. 

Virtually all VTM's are fully open to prepayment at any time without notice 

or bonus. This arrangement is acceptable to the vendor who would like to 

receive his funds as quickly as possible and benefits the purchaser because 

mortgage prepayment is typically one of his most desirable after tax saving 

opportunities.

"Amortization Period"

The standard amortization period on VTM1 s is 20-25 years. This 

particular amortization period appears to be chosen because it is common 

on conventional mortgages and allows the purchaser the opportunity to keep 

his payments as low as possible.
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POTENTIAL PROBLEMS WITH VTM'S

During the course of this investigation we attempted to identify any 

problems for the buyer or the vendor in using a VTM. No real problems were 

reported by the many persons interviewed but a number of conditions were 

identified which could lead to future problems.

Problems for the Purchaser

A purchaser financing his house with a VTM could experience two 

potential problems, one caused by rising interest rates and the other by 

his lack of knowledge of mortgage pricing.

The purchaser commonly is able to negotiate a VTM which bears an 

interest rate below the current rate on conventional mortgages. Frequently 

this mortgage has a short term followed by a balloon payment. If rates 

remain unchanged, the borrower is faced with renegotiating his mortgage, 

usually with an institutional lender who demands the prevailing conventional 

mortgage rate for the level of mortgage priority. This may lead to a 

substantial increase in the monthly payment. To the extent that the original 

purpose for the VTM was to make the house payments just manageable for the 

purchaser, he may now be faced with an unmanageable situation and may even 

have to sell the property. Our interviews suggest that borrowers are often 

either unaware of this risk or they rely on optimistic assumptions that 

future rates will decline, or the purchaser's salary will rise due to 

inflation or job advancement.



The second potential problem for the purchaser results from a 

general lack of knowledge of the tradeoff between house prices and the 

mortgage rate offered by the vendor. This could (although we have no 

evidence that it did) cause the purchaser to pay an excessive price for 

a house.

Problems for the Vendor

Perhaps the most noticeable potential problem faced by vendors 

concerns the assessment of the riskiness of the loan. We found that few 

lenders did an adequate assessment of the credit worthiness of the borrower. 

Instead, the lender relied quite heavily on the real estate agent who normally 

provided verbal reassurance that the buyer's credit worthiness was reasonable. 

Given the obvious pressure on an agent to consummate the sale, and the general 

lack of readily available credit information for the lender, the potential for 

misunderstanding is very great. It is important to note however, that this 

study did not uncover any mortgage defaults, and as a result, cannot comment 

on the actual seriousness of this problem.

Another potential problem for the vendor, is that the terms of the 

VTM may make the instrument illiquid. For example, the vendor may not be 

able to sell the VTM in the market if the interest rate on the mortgage is 

extremely low or if special clauses are added to the mortgage agreement which 

are undesirable to a potential purchaser of the mortgage. However, the 

vendors in our sample who sold their VTM had generally prearranged the sale 

and consequently set mortgage terms in accordance with an institution's
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instructions. Real estate agents also made vendors aware of the’ dangers 

of unusual mortgage terms.

Vendors often make mortgage loans without a clear knowledge of their 

security rights, or how they might go about exercising their rights in the 

event of delinquent payments. As a result, they may find their position 

jeopardized by a default and foreclosure by a mortgagee with a prior claim. 

Furthermore, the vendor may find himself incurring unexpected legal costs 

associated with collecting regular payments or a foreclosure.

A final potential problem is the lack of. understanding on the part of 

vendors of the costs or benefits of VTM's. Very few lenders as well as 

borrowers could specifically assess the tradeoff between changes in the VTM 

interest rate and the price received for the property. This lack of analysis 

means that a shrewd buyer or seller could conceivably take advantage of the 

other party to the transaction. We were not able to determine if this 

had actually occurred for the VTM transactions in our sample, because we 

did not have appraised values for the properties involved.
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PART THREE

SUMMARY AND RECOMMENDATIONS

This study examined the use of vendor takeback mortgages in the 

London, Ontario housing market over the 1979 to 1981 period. Our objectives 

were to provide CMHC with a better understanding of how frequently VTM's 

are used, the process by which VTM's are created, and the difficulties that 

buyers or sellers experience in arranging private financing. These issues 

were investigated through thirty-five interviews held with buyers, sellers 

and other individuals knowledgeable of the housing market, and through 

statistical analysis of data collected for a sample of 1000 house transactions. 

The major findings and conclusions of the study are as follows:

1. The use of VTM's in London increased dramatically from 1979 to 1981. 

However, VTM's still play only a modest role in most house transactions 

as only 15.4% of houses sold during the August to October period in 1981 

involved a VTM.

2. The typical characteristics of a VTM arranged in 1981 were:

(a) the vendor financing is usually a second mortgage, although first 
mortgage VTM's are becoming more popular,

(b) the average amount of a second mortgage VTM is approximately $15,000

(c) buyers who arrange a first mortgage VTM purchase houses with higher- 
than-average prices, whereas second mortgage VTM's tend to be used 
more commonly for lower-than-average priced houses

fllS
(d) the interest rate for a VTM is set equal to about 45% of prevailing 

market mortgage rates
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(e) the repayment term for a VTM varies between 2 years (for second 
mortgage VTM's) and 3 years (for first mortgage VTM's)

(f) the amortization period for a VTM is 20 to 25 years

(g) the equity down payment is less for VTM transactions (22%) 
than the equity investment (32%) for the general house sale

(h) the vendor generally holds the VTM as an investment as opposed 
to selling the mortgage to a third party.

3. Growth in the use of VTM's in the London area is principally the result 

of escalating interest rates. Each of the major parties in a house 

transaction have different motives for arranging a VTM.

(a) House purchasers use VTM's to:
- stretch the amount of mortgage financing
- make the house more affordable
- negotiate an effectively lower price for the house

(b) House vendors are prepared to offer a VTM to:
- broaden the potential market of buyers
- make a long term investment
- negotiate an effectively higher price for the house

(c) Real estate agents promote the use of VTM's to broaden the potential 
market for the vendor's house and to facilitate negotiations between 
buyers and sellers.

4. The purchasers and vendors interviewed did not report any problems with

the VTM's that had been arranged. However, there are potential difficulties 

that could arise:

- purchasers and vendors are typically not very knowledgeable of the cost 
or benefits of a VTM

- house purchasers run the risk of not being able to service the mortgage 
loans when a low rate VTM matures

- vendors undertake a very limited analysis of the credit risks associated 
with a VTM.



Recommendations for CMHC

One of our aims throughout this study was to recommend further 

action that CMHC should undertake with respect to vendor takeback 

mortgages. VTM's would be of concern to CMHC in two major ways. First, 

CMHC's mortgage insurance activities might be extended to VTM's. Second, 

a major element of CMHC's mandate is to promote the improvement of 

housing and living conditions in Canada. VTM's may increase the 

availability of housing or, to the contrary, may create difficulties 

for home purchasers or sellers.

The findings of this study suggest, at least initially, that 

there is no obvious role for CMHC in the VTM area. VTM's are negotiated 

infrequently, and for small amounts. A CMHC insurance program would be 

costly to establish and administer in view of the limited market activity.

Our interviews specifically addressed the need for insurance: vendors,

institutions, lawyers, real estate agents, and mortgage brokers alike 

feel that lack of insurance had not impeded the use of VTM's. In fact, 

the creation of an insurance scheme might exaggerate the vendor's 

perceptions of the risks in a private mortgage or complicate the process 

of VTM creation and would, therefore, cause VTM activity to decline.

VTM's are an innovative market response to the increased costs of home 

ownership. There are few reported problems. The potential difficulties that 

we have identified result because certain buyers and sellers are willing to 

take on more risks to carry out their housing plans. Such activity will 

always develop in a free market and the potential problems appear reasonable.
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Our interviews suggest that real estate agents are being increasingly- 

trained to estimate the precise costs and benefits of a VTM and are 

passing this information on to purchasers and vendors. Further activity 

by CMHC, in the way of education, training or direct control of VTM's, 

seems to be unnecessary.

However, the appropriateness of these recommendations for CMHC 

depends on the extent to which the findings of this study are representative 

of the experiences of other housing markets in Canada. We can predict that 

VTM*s will be used more widely in centers where housing costs have increased 

more than in London. The combination of high interest rates and escalating 

house prices in centers such as Toronto, Calgary and Vancouver, would lead 

one to expect (a) more frequent use of VTM's, (b) more imaginative 

financing arrangements, and (c) greater chances of borrower or lender 

errors and difficulties. A larger proportion of purchasers in such over

heated markets may use VTM’s to stretch their financial leverage in buying 

a house. A downturn in the economy or a fall in housing prices could cause 

many of these borrowers to default on their mortgage obligations and leave 

the vendors with unexpected credit losses or collection expenses.

An expansion of the study to high-priced housing centers would permit 

an examination of VTM use in markets where vendor assisted vehicles are more 

popular. If CMHC were to under take further study, we would recommend only 

one additional site. Costs would be minimized and a carefully chosen market 

area should provide CMHC with an adequate feel for the use of VTM1 s in different 

housing settings. We would recommend that:
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(1) the sample of house transactions be reduced by one-half to include 
late 1981 only. The changes over time have been adequately 
established by this study;

(2) the project concentrate on the interview phase. Discussions with 
purchasers, sellers, real estate agents, lawyers and lenders, would 
provide information on different types of financial arrangements 
that are used and the predominant reasons why VTM's occur in that 
market.

r



APPENDIX 1

CMHC STUDY - RECORDING SHEET

CARD - COLUMNS

ID1 1 - 1- 5
REG/LAND TITLES 6- 7
PLAN/SECTION NO. 8-11
NEW/EXISTING 12-13
REGISTRY OF SALE 14-19
SELLING PRICE 20-25
FINANCING
ASSUMED 1ST ■ 26-27
ASSUMED 2ND 28-29

NEW 1ST 30-31
NEW 2ND 32-33
NEW 3RD 34-35

AMOUNTS
ASSUMED 1ST 36-41
ASSUMED 2ND 42-47
NEW 1ST 48-53
NEW 2ND 54-59
NEW 3RD — 60-65

ID2 2 1- 5
IF PRIVATE
RATEj/RATE2 / 6-13
AMORT1/AMORT2 14-19
term1/term2 / 20-25
open1/open2 26-29

3RD PARTY!/3RD PARTY2 __/__ 30-33
AMOUNT!/AMOUNT2 ___________/___________ 34-45
DATE!/DATE2 ___________/___________ 46-57
WHO!/WHO2 _ _/_ _ 58-61


