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Tips on Overseas Mortgage
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While Hong Kong's average home prices hit a record high ever, Noble Apex Homes’ customers have made an
early move to overseas property gold digging over the past year. We have great responses this year with the
introduction of new properties in Canada, Australia and the UK. Typical overseas property buyers have also
shown patterns of changes from all-cash buy to mortgage oriented.

For other potential overseas property investors, how could you distinguish the benefits of the two options before

you make an appropriate financing choice? Here are three questions and answers; | believe can give you a
deeper understanding of how mortgage loans work.
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Question 1: Are you investing for capital growth or rental yield?
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Question 2: What is my potential return on property purchased with mortgage?
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Answer: First of all, mortgages do not have impact on the potential appreciation of the property itself, but factors
such as locations, listing price, economic cycles do. Instead, mortgage will have a direct effect on the volatility
of your net investment return.

Assuming you decided to invest in a particular oversea property with an average growth of 8%p.a., in 5 year
time, it will generate a return of 47% on the property itself. Yet, if you invest with just 50% down payment,
assuming mortgage interest rate at 3%p.a., the ROl will increase substantially to 86%! With the use of mortgage,
the potential ROI can be magnified.
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House Value Compound Effect

Mortgage Interest Rate  EEFIE 3%
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Years House Value Annual Payment Mortgage
1600000 1 1,080,000.00 107,812.20
1400000 2 1,166,400.00 107,812.20
3 1,259,712.00 107,812.20
1200000

4 1,360,488.96 107,812.20
1000000 5 1,469,328.08 107,812.20
800000 Total Mortgage Repayment RIRIBIE 539,061.00
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Net Return on Investment (ROl) 315 & @37 86.05%

Question 3: Why taking mortgage is preferred?

B3 1 RiiER?

Answer: Leverage is commonly used in property transactions through the use of mortgages to enhance potential
return. In addition, interest payments are often tax deductibles, reducing tax burden and increasing potential
return. With less initial capital required, any remaining funding can be invested elsewhere to make more efficient
use of capital and further diversification. Moreover, banks will conduct property appraisal for every mortgage
application, providing an extra protection to the investor. Last but not least, overseas mortgages often have more
varieties, such as 'Interest-Only Mortgage', where the mortgagor is only required to pay off the interest that arises
from the principal borrowed, in a way reducing expenses. Anyhow, mortgage does have its own risks. Although
mortgage interests are generally among the lowest loan category, it is a double-edged sword as leverage
magnifies both gains and losses. The most commonly cited example is the 1997 Asian financial crisis when
mortgage rates surged to Prime plus a 4-5 range (equivalent to more than 12%p.a.), driving average household
debt-to-income ratio as high as 93%. Before you consider mortgage applications, you should ‘stress test’ your
mortgage increase to make sure you could cope with interest rates rise or your circumstances change, as well
as reviewing your risk tolerance level.
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