
Fixed rate, variable rate or both:
how to choose the right type of mortgage rate for you.

Oneof the biggestdecisions manyCanadianhomeowners
face is whether to choosea fixed or variablemortgagerate.

In recent years, interest rates have been
historically low, but the possibility of
rate fluctuations causesmany
homeowners to question whether it’s
best to ‘lock in’ a fixed rate or to choose
a variable rate mortgage or take
advantage of both. Here is some
information about each option to help
you make the right choice.

Thecasefor fixed rates
A fixed mortgage offers you the security
of locking in your interest rate for the
term of your mortgage. This means that
you will know exactly how much
principal and interest you’ll be paying
on each regular mortgage payment
throughout the term you select.

Becauseyour regular mortgage
payments won’t change, you enjoy a
level of certainty that could help you
sleep at night. If interest rates rise, you
may pat yourself on the back for your
foresight. However, the down side of a
fixed mortgage rate is the lack of
flexibility to take advantage of any rate
decreasesthat could reduce your

interest costs. A second consideration is
that you typically pay a slight interest
rate premium for this added security.

Thecasefor variable rate mortgages
Many Canadian economic experts
believe that a variable rate that ‘floats’
with the prime rate† will offer the
greatest advantage, when it comes to
long-term savings on interest costs.
Typically, variable rates include some of
the lowest rates available and have
discounts below the prime rate†. But the
downside of a variable rate mortgage is
the element of uncertainty, due to
possible increases in mortgage rates.

With a variable rate mortgage, your
regular mortgage payment can also be
fixed. However, the amount of your
mortgage payment that goestoward
principal and interest will vary with
changes in the prime rate†. When rates
go down, an increased amount of your
payment goesto pay the principal.
When rates go up, you’ll seean increase
in the portion that goesto paying the
interest.
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Although variable rate mortgage
payments are generally set for a
certain term, your monthly payments
could increase if the prime rate† went
up enough that your regular payment
no longer covered the interest
portion of your regular payment. If
your mortgage payments jumped
significantly, would you have the
cash flow to manage it?

Thecasefor both: fixed and variable
rates in one mortgage
Uncomfortable putting all your eggs
in one basket?Now you don’t have
to, with RBCHomeline Plan™. If you
have 25%equity in your home, the
RBCHomeline Plan gives you the
flexibility to choose both fixed and
variable rate options, all in one plan.
You can split your mortgage between
fixed and variable with different

terms and maturities to provide you
with potential interest savings and
the security of a predictable rate.
Whether rates remain stable or
fluctuate, this strategy reduces the
risk of making a bad decision and
could saveyou thousands of dollars
in interest costs over the life of your
mortgage.

Whoshould choosefixed, variable or
both?
Your RBCRoyal Bank® mortgage
specialist can advise you on the
current rates offered by RBCRoyal
Bank and help you decide which
mortgage option best fits your
situation and risk tolerance. To help
you start thinking about what’s right
for you, here are some general
guidelines to consider:

Here are a couple of scenarios to
illustrate our point. Our homeowner
in these examples has a mortgage of
$150,000amortized over 25 years,a
monthly principal and interest
payment of $1,000*and a 5-year
term. Pleaseremember these are
examples only, not actual rates, nor
are we projecting that these scenarios
will actually occur.

Steady Rate Environment
In this scenario, interest rates are
expected to remain relatively steady
for the 5-year term. The adjacent
graph shows the interest rates for
fixed and variable clients. Here’s
what the homeowner’s interest
payments would look like:

In this case,it is clearly more
economical to select the variable rate
mortgage during this steady rate
environment, during which the
homeowner savesover $2,300in
interest costs.

Rising Rate Environment
In this scenario, interest rates are
projected to rise over the course of
the term. While this has no impact on
the interest payments of the fixed
rate homeowner, who locked in a
mortgage at 5.8%,you will seethat
the variable rate homeowner is now
faced with rising interest rate costs.
Again, please refer to the adjacent
graph, which illustrates the timing of
the proposed rise in rates. Here’s
what the interest costs would look
like in this rate environment:


