Low Interest Rates are Still Appealing - But is Refinancing your Mortgage Worth it?
Are you still thinking about refinancing your mortgage? After many years paying moderate to high interest rates on mortgages, we have finally seen a break over the last few months. While rates aren’t the historic lows we saw a few months ago, they are still lower than average, for now, causing many Canadians to hope they didn’t miss the boat.  
Perhaps you personally know people who are currently enjoying lower monthly payments after reanalyzing their mortgages and taking advantage of the all-time low rates offered a few months ago. It’s natural to be envious of their situation, but does that mean you will reap the same benefits? With all of the hype surrounding it, jumping on the mortgage refinancing wagon seems very appealing indeed. 
Refinancing has certainly become a trend; a trend that certainly isn’t surprising. Fear may very well be a big motivator, especially at a time of economic unrest. Everyone is looking to save money where they can. Obtaining a new loan with better interest rates for your home could mean saving money on monthly mortgage payments or using the extra money on other projects such as renovations or investing.
But, while getting in on the benefits, and in turn, gaining a better night’s sleep knowing your payments are lower for a chunk of time seems appealing, you may want to post pone making an appointment with your financial institution until you have determined if a new loan is right for your particular situation. After all, the decision to break an existing mortgage should not be taken lightly. You should know that, regardless of what the benefits look like on the surface, there are penalties associated with refinancing your mortgage; penalties that could leave less change in your pocket than you had expected. 

Before you sign any papers, do your research and speak with your mortgage broker. If now isn’t the time to refinance, keep in mind that mortgage brokers can review your mortgage at any time so don’t think there is nothing you can do about your mortgage as it matures. For now, ask your broker to conduct a mortgage analysis to determine if renewing your loan at a lower rate is worth it. 
What are the penalties?

Until recently, the main penalty you would ever have to pay was three months interest, but now, many people are locked in on a fixed rate mortgage. Because of this, institutions use a formula called Interest rate differential (IRD) for prepayment penalties. The calculation of your penalty using IRD involves the percentage difference between your current and new lower rate times the number of months left in your mortgage. In other words, this could be expensive. 
According to Dan Eisner, senior mortgage specialist with True North Mortgage, “Refinancing to achieve a rate reduction is not for everyone; firstly, you must have at least 5 per cent equity in your home. Secondly, the method a bank uses to calculate the IRD penalties vary and the resulting penalty may be too high to make the process worthwhile.  Thirdly, you must re-qualify for the mortgage.” 

Yes penalties can get costly, but that doesn’t mean it’s not worth looking into. In order to keep your business, financial institutions can take 15 per cent off the balance of your mortgage to calculate the penalty, rather than using the full amount; thus, lowering your overall penalty fee.  Or in some case, banks will offer a blended rate for the remainder of your mortgage period. Your penalty really does depend on your lender so it is wise to negotiate. 
What is a blended rate? A blended rate combines your present mortgage at its existing rate with any additional money you borrow at the current rates. Doing this allows you to take advantage of existing lower rates without having to pay a penalty.
Be warned however, that some financial institutions may be using posted rates, rather than the lower rates to calculate your new blended rate. So be sure to ask if the rates being used are the discounted rates. It is also wise to shop around and ask your mortgage broker if the rate you are being offered is in fact the lowest available.

Whether you choose to refinance your mortgage, go with a blended rate to take advantage of some of the lower rates available or stick with your current rate, you should be looking long term rather than short term. As Eisner states, “We recommend taking a variable rate mortgage to take advantage of the recent prime rate reductions but we believe in the long run it will be wise to lock in your rate.”
No one can predict where interest rates will be five years from now. Therefore, it may be wise to lock in on the current low interest rates available – if you are nearing the end of your term.  Otherwise, take time to do the math to determine if the penalty equals less than the money you are hoping to save. If you and your mortgage broker determine that long term savings outweigh the penalty, taking advantage of the current low interest rates may be something you shouldn’t pass up.
