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National Housmg Act

Designed to Help T hose
Who Wish to Build Homes

Part I of Act Provides For Assistanee in Financing Con-
struction of House for Home Owners, Including Single
Family Houses. Complete Explanation.

Purpose of the Act
The National Housing Act, 1938, 1s a

comprehensive measure designed o
make a three-fold attack upon housing
problen. Part I provides assistance
in the financing of houses constructed
for home owners. Part II is intended
to provide housing accommaodation to
be leased to families of low income at
less than the economic rental. Part
III enables the Dominion Government
to pay under certain conditions a por-
tion of municipal taxzes levied durinz
a three-year period on new houses
whose construction is commenced dur-
ing the period beginning June 1, 1938,
and ending December 31, 1940.

This comprehensive housing legis-
lation, combined with complete exemp-
tion from sales ta: of the major ma-
terials entering into the building of
houses. should not only make possible
a substantial improvement in the
housing conditions of the Canadian
people but should also provide a pow-
erful stimulus to the resumption of
normal construction activity, thereby
creating productive employment and
reducing unemployment relief charges.

Purpeses of Part I of the Act

As already stated, Part I of the Na-
tional Housing Act is intended prim-
arily for families who wish to own
their own homes. It repeals The Do-
minion Housing Act, 1935, and re-en-
acts its chief provisions with import-
ant amendments and additions. The
amendments and additions are design-

ed to remedy some of the defects of

the old Act, particularly the difficul-
ties which were previously experienced
by persons living in small or remoie
communities or in certain districts of
large communities, in securinz loans
under that Act. Part I establishes the
machinery which makes it possible to
give financial assistance to those who
wish to build homes, and formulates
the conditions under which such fin-
ancial assistance may be secured.

Many families, perhaps most families,
hope that some day they will own &
home of their own. They desire a home
built to their own individual needs with
madern conveniences that they may
have been forced to forego in their
present abode—those little things that
make the difference between a house
and a home. It is hoped that this
new legislation will make it possible for
those families which can comply with
the stipulated conditions to achieve
their long-cherished ideal.

How Accomplished

Fai1 I of the National Housing Ac
endeavours to make it possidie 0
achieve this ideal by providing gener-
ous financing at reasonable Iinterest
rates and by establishing a p.an for
moderate monthly instalments for in-
ierest, princinal repayment and taxes
which in most cases, should be less
than the monthly rental now paid.

This plan of financing involves a {irst
morigage loan which in the normal
case may be for any amount from (0
per cent. to 80 per cent. of the lend-
ing value of the completed properiy
The lending value of a completed prop-
erty is either the cost of construciion
or the appraised value, whichever a-
mount is the lesser. The cost of con-
struciion includes the cost of the land,
the cost of the building, legal and other
actual - expenses architect’s fees and
the cost of all permanent improve-
ments 1o the property.

The fact that the prospeciive home
owner may secure from 50 per cent 0
80 per cent. of the lending value of the
completed properly should meke it
unnecessary to secure any additional
funds by second mortgage {inancing.
Second mortzage money is always cost-
lyv and, under present conditions, 1s
almost impossible to secure. The mori-
gage, however, runs for a long term
of years and bears & low rate of in-
terest. These desirable objeclives are
aocomplished by the Dominion Gov-
ernment entering inyo agreements with
approved lending institutions whereby
the Government makes an advance, al
a very low rate of interest, for an
anount equal 1o one-fourth of the

amount of the total loan.

The plan is even more generous in
the case of very low cost homes. Thus
in the case of a single family dwelling
where the lending value does not ex-
ceed $2,500 the first mortzage loan
may be for an amount from as low as
50 per cent. to as high as 90 per cenf.
of the lending value, provided that the
house is being built for occupancy hy
the borrower himself, and not for sale
or for rent. Families, therefore, of low
incomes who desire to own homes of a
value of $2,500 or less may be enabled
to do so if the familv is able.to pro-
vide an amount equal to 10 per cent.
of the completed property. Approve<d
lending institutions are given special
inducements to make such loans by a
generous guarantee from the Dominion
Government.

In other words, the plan makes pos-

sible a mortgage loan for a high pro-

portion of the total cost or value of
the completed property, a low rate of
interest, and the privilege of monthly
repayments spread over a lonz term of
VEeAars.
Reguirements

In order ito be elizgible to borrow
under Part I of the National Housing
Act. the prospective home owner must
have the reguired amount of “equity.”
That is to sayv, he must be able to
make an investment from his own re-
sources egual to the difference between
the cost of the new house and the pro-
ceeds of the mortgage loan. This equity
may be in the form of available cash
or a building lot, or both. In addition
to this, if his application is to be con-
sicpred favourably by an approved
lending intsitution, the borrower must
have a reputation for meeting his ob-
ligations promptly and be reasonably
assured of sufficient income to meet
his monthly pavments for interest,
principal and taxes. The house which
he proposes to build must also comply
with the minimum standards of con-
struction, formulated by the Minister
of Finance, which the designed to as-
sure the erection of a sound and dur-
able house, and the location should he
sich as to give reasonable protection
against undue depreciation in property
values.

Who May Obtain a Mortgage Loan

Mortgage loans under Part I of the
National Eousing Act may be made
only to assist in the construction oi a
new house, They are not available (0
finance alterations, repairs or improve-
ments 1o houses already bullt, nor can
they be used to refinance old mort-
gages on e<xisting properties. Under
the Home lrnprmemem. Loans Guar-
antee Act 1637, loans may be secured
through chartered banks and other
approved lending institutions to Iin-
ar-.:e “Ena;':" or improvements to exist-

A Hc.&-h to0 be financed by a loan
under Part I of the National Housinz
Act may be either a single family
dwelling, or & duplex. Or an aparimens
house, 5‘11 it “11.5* be built solely for
the purpose of human habitation. In
other worgs, loans cannot be made for
stores or oiner commercial projects, or

for a house which includes a dwelling
place and a store or otner commercial
nouse may
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project. However, ine
an attached or detached garage.
Loans may be made {0 three classes 0i
OWIEers:
(a) An owner building a house Ior
his own oocupancy.

(b) An owner building a house for
sale; ana

(¢c) An owner bulding &
family house 0T Tens.

In the case of class (b) or class (c),
25 per cent. of the amount of the loan
will be withheld until the house IS
s0ld or leased. or the apartment house
eny’. leased, uné<r conditions
satisfactory 10 the epraoved lending

multipie

Terms of Meortgage
As already indicated, mortzage loans
will be made in the normal case onh
the basis of 80 per cent. of the lending
value of the completed property. In
some Cases the owner  may be able

and willing to provide more than 20
per cent. equity, or the lending insti-
tution may not bz willing to share Iin
a mortgags loan for an amount as
high as 80 per cent. for reascns con-
1ected with the location or the char-
acter of the property. Provision Is,
therefore .made for the loans for an
amount ranging from 70 per cent. 0
80 er cent. of the lending value. In
the case of loans for amounts not in
excess of $4.000, special inducement
by way of higher guarantee is given by
the Government to the lending insti-
tution to make the higher percentage
loans wherever they may be needed,
The borrower's equity will range from
20 per cent. to 30 per cent. depending
upon the percentage which the ab-
proved first mortgage loan bears (O
the ‘lending value of the completed
property.

Reference has already been made 10
the fact that where the lending valne
does not exceed $2.,500 the first mort-
zage loan may be for an amount from

50 per cent. to 90 per cent. of such
lending value. An equity as low 2as
10 per cent. is permitted in order

to enable persons in the low income
groups to finance the erection of a
modest home. even though they may
not have already accumulated any
large amount of personal savings. There
will. however, be other cases in this
group where a substantially larger
equity can be provided, either because
the borrower has already secured a
part or all of the necessary materials
for building his home as well as a
lot or because he may be able to build
all or a substantial proportion of the
house by his own labour.

The morteaze is drawn for a term
of ten wvears but provision 15 made
for a renewal of the mortgage for a
further period of ten years, subject 10
revaluation of the security and on con-
ditions mutually agreed upon at the
time of renewal.

The raie of interest payable on the
mortegage is 5 per cent. per annum.
This rate which applies in all cases, no
matter what percentage the morigage
locan bears to the lending value of the
property, is a very reasonable one and
is made possible by the very low rate
which is required on the portion of
the loan advanced by the Dominion
Government. It compares favorably
with interest rates charged on similar
security in the United States and in
Great Britain:

Method of Repayment

One of the greatest advantages of
mortgage loans obtained under Part I
the National Housing Act is the privi-
lege of using the monthly instalment
plan. The mortgage provides for
monthly payments to cover the interest
on the loan, repayment of principal
and the estimated annual taxes on the
propertv. The retirement of principal
is provided for in accordance with a
standard amortization table at a rate
sufficient, in the normal case, to retire
the full amount of the loan in twenty
years. If, however, the borrower S50
desires, he may arrange for a higher
payment in order to retire his loan
more quickly, say, in ten or fifteen
vears. Also at any time after three
vears he may pay off his mortgage 1n
full upon payment of a bonus equal
m three months’ interest on the a-
mount of the loan then outstanding.
The monthly payment for interest is
slizhtly less than 1-12 of the annual
interest charge inasmuch as the bor-
rower is entitled to be credited with
interest on every monthly payment he
makes. The monthly payment for
taxes is 1-12 of the estimated annhual
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:1:1 illustration will make clear the
working of the monthly. instalment
plan. On a properiy costing, or ap-
praised, w -:‘:‘-.: completed, $3,750, an
80 per ceni. morigage would involve a
loan of $3.000. The equity which the
borrower would have io put in, either
in the form of a lot, or cash, cr both,
would, therefore, be $750. The borrow-
er in this case would have to make
monthly payment of $19.62 (excluding
taxes, which will varv with the parti-
cular community in which the house
is located); and bv the end of twenly
vears if he kept up his payvments re-
gularly he would own his property free
and clear. At the end of ten years his
loan should have be enpaid down to $1.-
€58.84 and at the end of fifteen years
to $1,04224 By adding to the month-
v instalment of $£19.62 for interest and
principal referred 1o above, 1-12 of the
normal annual taxes on a $3,750 prop-
perty in his own community, the read-
er will be zble 10 czlculate the totsl
monthly instalment which should be

required for an 80 per cent. ‘jan on
such a property and should bz able (0
determine for himself how clc *y this
compares with the rent which a& would
have to pay in the same ccoununity
for similar accommeodation. I he de-
sires to determine the corrs: vonding
monthiy payment for any c:iher size
of ioan, all he needs to do i: L0 cal-
eulate the monthly instalmer: for in-

terest and principal on the Jasis of
$6.54 for each thousand dollar: o loan
and to add 1-12 of the amoun: ~equired

for taxes. The monthly payrenis arc
planned to commence alier + lwouse
is completed.

The advantage of this morihly in-

stalment plan will be readily sjwparent.
It enables the borrower to budyat his

income and to set aside eacti month
a fixed amount to protect .15 ImMOost
precious investment, his homg—land

the amount should not be bzjyond his
capacity to pay with reason:z ¢ com-
fort. The plan, therefore, is ‘r22 (rom
the difficulties which are pre:zni with
straight mort2age loans, whese quite
large payments for interest .ud Ior
taxes have to be made on twec or three
dates during the year. 'Whzn such
heavy payments come due, 5 5 fre-
quently found that the meonzy with
which to meet them is nct ovilable.
The plan moreover is cheaper -h.in any
straight mortgage plan; it =zves Ire-

quent renewal fees and the oonihly
retirement of a stipulated prcoociion of
the principal amount of the loin means
in effect that the borrower .3 nvest-

ing that amount of savings il J per
cent. compounded monthly, Ti2se are
all advantages secured by the horrow-

er. To the lender the plan Involves
more bookkeeping cost but thie addi-
tional cost is likely to be far more than
cutweighed by the increased :ilety 0l

the investment.

Minimum Standards of Consiruction
Plans and specifications for the new

house to ke financed under =airt I O

I

the Act are required to be suirmitted
with any application for a loan. 'Ihe
Minister of Finance, under zuibiorily
of the Act, has issued Minimun. =Stan=-
dards of Construction which liy dcwn

MINIMUM requirements to whica plans
for all houses must conform o2fore an
application for a loan will be approved,
he has also issued Memorancu:l \Specl-
fications which make it easy far Tluae€
prospective homeowner to declle upon
the type of materials and the m=thod
of construction which will give him
the best value for the invesiment neé
wishes to make, and which als> makes
it, possible for the architect or nuilder
to comply readily with the reguirement
that specifications must ba submitted
with any application for a loan. If
the house is construed accordinz 1o
thess Standards and the Memorandurn
Specifications, the owner should have
a well-built house.

The lending institutions have zireed
in order to protect their own intsrestis
and that of the Government. Y2 maks
several inspections of the houss dur-
ing construction, thus providing & fur-
ther safeguard against faulty construc-
tion and poor workmanship. It zshould
be noted, however, that the insnection
by the lending institutions is %o pro-
tect the security of the mortgage only,
and in no sense does this insp2ction
relieve the owner of his obligation to
see that the plans and specifications
are complied with and that the house is
completed as security for the loan ac-
cording to the requirements of the
National Housing Act.

How to Proceed

1f you wish to secure a lecan in order
to build a house under Part I of the
Naticnal Housinz Act, you shouid -write
10 or apply personally to an approvad
lending institution. Give all details as
to what type of house you prepo:se to
build and, if you already own a lot, the
location of such lot. If you do not
cwn a building lot, you would be well
advised to consult an approved lend-
ing institution before purchasinz 2
lot. You should also give the lending
institution information about yourself
which will indicate to the lending in-
stitution will send vyou application
forms and complete instructions re-
garding the plans, specifications. and
other decuments required,

Progress Advances

As a loan is made to assist in the
construction of a new house, the pro-
ceeds will be advanced as construction
proceeds. Therefore, at certain per-
lods, in accordance with the usual

practice of the lending instituticns, =a
proportion of the proceeds will be ad-
vanced, upon the recommendation of
the lending company’'s own inspector.
-(Continued on next page)




