
 

 
 

Almighty Rate 
 
RATE. It’s how we Canadians tend to shop for mortgages. Why? Because thanks in large to the media and advertising, it’s 
how we’ve been conditioned. Since we absorb a ton of marketing every day, we can only meaningfully retain a certain amount 
of information per second, per pixel, per column-inch…so RATE has been awarded prominence in the mortgage advertisers’ 
battle for our fleeting attention.  
 
Rate was the natural winner of that battle, obviously. It’s a simple, important icon: a two-decimal number in front of a percent-
symbol, a snapshot of the cost of borrowing funds to (re)finance home ownership. And at some stage during our transition 
into adulthood, we learned that in the world of borrowing, a lower rate is indeed better – especially with such a large loan.  
 
So we ran with it.  Off we went as homeowners – dutifully shopping, shaving and grinding for the very sharpest mortgage rate 
available to us. Then we wear that number as our badge of honour, a symbol of our negotiating prowess and our personal-
finance acumen. And when you’re standing around the barbeque with friends, the lowest number gets the nod of approval. 
Every banner ad, poster and radio jingle helps perpetuate the message: rate, rate, rate. Which is silly when you think about it… 
 

Silly Math 
 
Consider the following two mortgages: 
 

Mortgage Amount Type Amortization RATE Monthly Payment 

$313,500 Closed 5-Year Fixed 25 Years 2.59% $1,418 

$313,500 Closed 5-Year Fixed 25 Years 2.49% $1,403 

 
I’ll go out on a limb and say that unless you are an absolute poster-child of frugality, this $15-a-month difference will have a 
negligible impact on your financial well-being.  
 
Sure, hypothetical savings increase if I use a more “alarming” spread (and at a certain rate discrepancy, it indeed pays to shop 
or switch). But I used two of the lowest available rates at the time I wrote this piece as the example.  
 
Why? Because in their “race to the bottom,” some of my clients have based their past mortgage decisions solely on a 0.05% 
(five basis-point) rate difference – that’s even less than my example. And in the long run, it has hurt them badly.  
 
The REAL costs of a mortgage can blow your barbeque-talk about “rate” right out of the water… 
 



 

 
 
Rate Bait 
 
Around the time I wrote this article, a Big Six Canadian Bank was aggressively marketing a mortgage rate of 1.99% across all 
major media. Everyone drooled at the fixed 4-year mortgage rate that started with…a ONE. The little penguin in the TV ad 
danced a jig. Read the fine print however, and you’ll find that 1.99% is an “introductory rate” that jumps up to 2.83% just nine 
months in. That means that this four-year mortgage has an effective average rate of 2.69%.  
 
If you had phoned me around the same time, I could have gotten you a 4-year fixed rate of 2.49% from another lender – no 
roller coaster, no upfront teasing. AND, the rate wasn’t the only superior feature. Moral of the story: the next time you get an 
invitation to “ONE-der-land” or some other rate that seemingly sets the world on fire in your current mortgage market, be 
cynical and thorough. You’ll find other rock-bottom rates at rate sites or from discount brokers, and by the end of this article I 
hope you’ll realize that rate is only part of the picture – and the picture can be ugly. 
 

Pre-Payment Pitfalls 
 
I preach that mortgage flexibility is more valuable than a sharper rate. For example, the extent to which a lender allows you 
pay your mortgage off more quickly than scheduled can save you thousands of dollars. 
 
Watch out for discounted, no-frills mortgages that only offer you “10/10” pre-payment privileges – that is, the ability for you to 
make an annual lump sum payment of 10% of the loan’s original amount AND to increase your monthly payment by 10% once 
every year. If you were able to make full use of those privileges, you could pay off a 25-year mortgage in less than ten years.  
 
Very good; but by comparison, some of my lenders offer 20/20 pre-payment privileges; and by making full use of them, you 
could pay off your 25-year mortgage in less than four years. Not only is that six less years without mortgage payments; but for 
example on a $300,000 mortgage, that’s interest savings of over $16,000 between the two products. And it gets better: some 
of my lenders offer a third pre-payment luxury of being able to temporarily or permanently increase your monthly mortgage 
payment by up to double its normal amount. 
 
You may be thinking: “So what? I’d NEVER be able to pay off a mortgage that fast.” I hear you. But maximum flexibility is a crucial 
arrow to have in your quiver. Should some extra funds ever come your way, you can see the marked difference that paying 
down your mortgage even faster can make to your financial health. 
 
More importantly, that kind of flexibility can be very handy in two other very plausible scenarios. First, when you’re trying to 
minimize penalties; and second, when we’re following a hedging strategy in order to take the “future sting” of today’s low 
rates. Ask me for details on this.  
 

Penalized 
 
Canadians lock into long-term, closed mortgages with the best of intentions. Whenever we buy a property or renew a 
mortgage, we hear a real estate clock that ticks slowly: we may have visions of paying off the mortgage steadily, and living in 
(or at least holding and renting out) the home forever after. 
 
But here’s reality. Canada Mortgage and Housing Corporation’s research suggests that up to one in six Canadian homeowners 
break their mortgage before its term matures, typically in the third or fourth year of a 5-year term. Why? They are either selling 
or refinancing the home. A move may be planned (upsizing or downsizing as family needs evolve), or unplanned 
(employment/transfers; health; and who knows what else).  
 



 

Refinancing a home mortgage may be an exercise of prudence (lower rates), opportunity (renovations, other real estate, 
investments), or necessity (debt consolidation, unforeseen expenses). Regardless of the circumstance, prematurely breaking 
a mortgage happens more frequently than you expect, and doing so will cost you a penalty. 
 
For the purpose of this article, know simply that all mortgage penalties are not created equal. If you have a $300,000 mortgage 
and want to break it three years into its five-year closed term, your approximate penalty would currently be: 
 
RBC: $11,423  
BMO: $10,522 
CIBC: $12,106 
 
That is a significant difference in calculations. And to compare, the penalty for one of my non-bank lenders would be 
approximately $2,102. In some cases, a penalty of $10,000 or even more may keep you trapped in your circumstance and 
trapped with your current lender. Whether this is annoying or devastating to you depends on your situation; regardless, if you 
painted yourself into a penalty of this magnitude for the sake of a slightly sharper rate way back at the start, promise yourself 
you’ll never be ambushed again.  
 
Imagine opting for the lower rate in our earlier barbeque scenario, in order to save $900 in interest over a five-year mortgage – 
only to break that mortgage two years early and pay $8,000 more in penalties. See? Flexibility can absolutely blow Rate away.  
 

“Post” Mortem 
 
“Posted rates” are the rates for various mortgage products that certain banks openly advertise, and publishing them serves 
three motives: 
 
#1. Posted rates are published without any obvious indication that they are in fact entirely negotiable. They are a tool for 
setting the bar high – in the hope that less sophisticated, less informed and less assertive customers will settle for or be 
persuaded into taking the Posted rate or close to it. Thankfully, the Internet and the mortgage brokerage industry are 
beginning to make consumers wiser to this dumb game. 
 
#2. A glaringly high Posted rate makes a bank’s own  “Promotional” or “Best” rates look stellar. For example – as I write, 
BMO’s Posted rate for a 5-year fixed closed mortgage is a relatively atrocious 4.74%, but right now you can take advantage of 
their special offer: a 5-year fixed closed “Smart” mortgage at a mildly sharp 2.69%. It’s all psychological positioning. 
 
#3. Regardless of how well you fair in motives 1 or 2, the third motive is potentially the most hidden and damaging. Certain 
banks use their Posted rate to calculate penalties and to offer renewals. Keeping the BMO scenario above in mind: if you ever 
chose to break your mortgage early, your penalty may be calculated by certain banks on their POSTED rate, NOT the rate you 
got at the start. That’s right – you’re the victim of your own success, because as part of your punishment for returning their 
money early, certain banks will charge your penalty at the rate they “say” they could have charged to some other borrower 
(see motive #1 above). Brutal! 
 
That’s a major reason you see such a massive difference in penalties between some of the big banks, and some of my other 
lenders (as illustrated in the previous section). And to add insult to injury: if you stay for the full term of your bank mortgage 
and it comes up for renewal in the form of a robot-letter, their opening renewal rate may be offered at – you guessed it – the 
Posted rate or darn close. The same game all over again. 
 

Now You Know 
 
Essentially: some lenders market attractive rates on the bet that you will break your mortgage term early; and their 
prepayment restrictions & penalties are waiting for you like handcuffs or a big payday. An independent advisor can get you 



 

past these traps, and find you a superior mortgage product – with a competitive or even lower rate being a coincidence.  
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