Fixed rate, variable rate or both:

how to choose the right type of mortgage rate for you.

Whetheryou are acquiring, renewingor refinancingyour
mortgage,one of the biggestdecisions you face as a homeowner
Is choosing betweena fixed or variable mortgage.

Afew yearsago, it was clear that going
with avariable rate mortgage could
result in savings. Now, discounts on
fixed rate mortgages and the narrowing
spread between short-term and long-
term interest rates have made the choice
lessobvious.

Choosing between afixed or variable
rate mortgage is no longer a simple
decision, which is why many people are
looking for advice to help them decide
which type of mortgage will work best,
based on their personal circumstances.
You can choose to go with astable, less
flexible fixed rate mortgage. Or, you may
feel more comfortable with the risks and
potential rewards of a variable rate
mortgage. For the “best of both worlds”,
you might decide on a mortgage that
combines both. It really depends on
your tolerance for risk, aswell asyour
current goals and life stageyou are in.

Here is some information about each
option to help you make the right
choice.

Thecasefor fixed rate.

Fixed rate mortgages are chosen most
frequently because of the high level of
stability they provide. A fixed rate
mortgage offers the security of locking
in your interest rate for the term of your
mortgage. This means you'll know
exactly how much principal and interest
you will be paying on each regular
mortgage payment throughout the term
you select.

The main advantage of selecting a
mortgage with afixed interest rate is
that you can depend on an interest rate
that staysthe same during the term of
the mortgage. The down side is that you
can't take advantage of a lower interest
rate —and the ability to have more of
your payment go towards the principal
and lessto interest —if interest rates
drop during the term of your mortgage.
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Thecasefor variable rates.

Many Canadians shy away from the
option of avariable rate mortgage
because of the potential risk of rate
increases. However, while there is
always arisk of interest rate fluc-
tuations, this concern may be less of
afactor than you may think and there
are other reasonsto consider a
variable rate mortgage.

Many Canadian economic experts
believe that a mortgage rate that
varies with fluctuations in the bank
prime rate will offer the greatest
advantage when it comes to long-
term savingson interest costs.
Examining Canadian mortgage rate
data from 1950-2000, Dr. Moshe
Milevsky, Associate Professor of
Finance at York University, found:

> Choosing a variable rate mortgage
would have saved Canadians
$22,000in interest payments
over 15years (based on a
$100,000mortgage).

> Canadians would have been better
off borrowing at a prime rate
(variable) compared to afive-
year fixed rate 88% of the time*.

With a variable rate mortgage:

> Regular mortgage payments are set
for the term, even though interest
rates may fluctuate during that
time.

> When rates go down, an increased
amount of your payment goesto
pay the principal. With more
going into your principal, the
lessinterest you pay, and the
faster the mortgage is paid off.

> When rates go up, you'll seean
increase in the portion of payment
that goesinto paying the interest.
With lessgoing into the principal,
the amortization period is
extended.

> Typically, variable rates include
some of the lowest rates available
and have discounts below the
prime rate’.

Thecasefor both: fixed and variable
rates in one mortgage.

Not sure about putting all your eggs
in one basket?Now you don’t have
to. If you have sufficient equity in
your home that mortgage default

insurance is not required, the RBC
Homeline Plan® might be for you. It
givesyou the flexibility to choose
both fixed and variable rate options,
all in one plan. You can split your
mortgage between fixed and variable
rates with different terms and
maturities in order to benefit from
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.

Variablerate versusfixed rate versus
both:

Which should you take?

Your RBC® mobile 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:



