Renovation Backgrounder


Financing Your Home Renovation

One of the key questions you need to ask yourself, when first thinking about a home renovation is how you are going to pay for it. Will you use cash from savings or will you borrow the money, and how much are you willing and able to spend?

You can get an early sense of the cost of your proposed renovation by talking with a professional renovator. But before you begin any detailed planning, or even sooner, contact your lender to find out how much you can borrow, and what your options are. 

The choice of financing usually depends on the cost of the renovation, and how you want to repay the loan. For instance, do you wish to make large payments over a short time, or smaller regular payments over a long period?

· Credit card. Using your credit card is a convenient way to purchase materials or pay for small projects. If you pay your account in full each month by the due date, you will have the benefit of a short-term, interest-free loan.

· Personal line of credit. A revolving credit line is a popular option and ideal for on-going or long-term projects. You have access to the funds any time, up to your approved limit, and you only pay interest on the funds you use. Monthly statements help you keep track of expenses, and as you pay off your balance, you can “re-use” the funds without reapplying.

· Personal loan. With an instalment loan, you can budget regular payments at a fixed or variable interest rate for a set period of time. Repayment periods typically vary from one to five years. Once you pay off your loan, you no longer have access to the credit and will have to go through the approval process again if you need to borrow more funds. 

· Secured lines of credit and home equity loan plans. By using the equity in your home as collateral for your line of credit or personal loan, you can enjoy lower interest rates. While there is typically no cost to open a secured line of credit or home equity loan plan, legal and appraisal fees usually apply. 


A relatively new product, a home equity line of credit (HELOC) provides access to up to 80% of the equity in your home and can be used for a wide range of purposes and purchases, including both home-buying and renovation. A HELOC can be split into a number of different financial products, such as a mortgage and a line of credit. 

· Homeowner mortgage. If you have an existing mortgage, it can be advantageous to increase the amount by the cost of the renovations, particularly if you're planning a major project and want to spread the cost over a long period. Mortgage rates are often substantially lower than other loan rates. You may be able to borrow up to 90% of the value of your home, less the outstanding balance of any existing mortgage. Loans of 80% or more of the appraised value of your home must be insured against borrower default with mortgage loan insurance.

With major renovations, lending institutions generally require appraisers to conduct inspections at key milestones. The inspection reports are used by the lender to determine the amount of funds that can be released at each stage.  
· “Purchase plus improvements” loan. If you are buying an existing home and want to upgrade it right away, you may be able roll the cost of the renovations into the mortgage. This is possible even on a low down payment loan. Mortgage insurance providers, such as Canada Mortgage and Housing Corporation and Genworth Financial Canada, will consider a number of factors, including the amount of the renovation loan and the value of the home once the work is completed.
Renovate with confidence—know how much you can spend on your renovation, before you begin detailed planning. 
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