Why a Split Mortgage Might Be Right for You
Split mortgages are now being advertised by many mortgage lenders in Canada. As a result, many homeowners and potential buyers have been calling their mortgage professionals, asking questions like “What is a split mortgage?” and “How can it save me money?”
A split mortgage is great for people who are afraid of being in a variable mortgage but who don’t want to lock into a fixed mortgage because of the higher interest rate.

A split mortgage is a mortgage that basically is split into two parts. One part has a fixed interest rate, much like a traditional mortgage, and the other part has a variable rate. 

A split mortgage, like a traditional mortgage, has only one mortgage registered against the property. The percentage of the mortgage that can be split between the fixed amount and the variable amount is different at different lenders.

A split mortgage gives you the safety of protecting part of your mortgage from increases in the prime rate, but at the same time it gives you the ability to enjoy the savings of a variable mortgage. 

You can see the interest savings when you calculate the weighted average interest rate. For example, if a mortgage is a 50/50 split and the fixed part is at an interest rate of 4.39% and the variable part is at prime minus 0.40%, the weighted average rate is 3.12%.

If you are thinking about a split mortgage, there are a number of things to look at. 

It is important to know the prepayment options on both parts of the mortgage. Do the fixed part and the variable part have the same payment period or are they separate? Can the variable part be turned into a fixed mortgage? If it can, what will the interest rate be? Can you take the mortgage to another property? Can you get a 35-year amortization?

Not all split mortgages are the same, so it helps to speak with a mortgage professional who has information about the different offers.

