The Definitive Plain Language Guide to:

MORTGAGE BASICS
IN CANADA

Understanding how mortgages
work in Canada doesn’t need to
feel overwhelming. This guide
breaks it down in simple, accurate
terms so you can move forward
with confidence, whether you're
buying your first home, next
home or simply brushing up.




The
Author

Malcolm is a seasoned Canadian mortgage broker with over 20 years of experience
helping people navigate the complex world of home financing. Affectionately known
as “Malcolm the Mortgage Guy,” he combines deep technical knowledge with a
refreshingly down-to-earth approach, guiding first-time buyers, families, investors,
and retirees through every stage of the mortgage journey. With billions in closed
files and a background that includes two master’s degrees (one in Financial Service
Law and one in Management). Malcolm brings both street-level experience and
academic insight to every conversation.

What sets Malcolm apart is his belief that mortgage advice should be clear, honest,
and designed to empower. He's a trusted advisor to thousands of Canadians, with a
passion for cutting through the noise and delivering strategies that work in the real
world, not just on paper. Whether you're buying your first condo, refinancing your
family home, or planning your next big move, Malcolm’s guides are designed to give
you the clarity, confidence, and the expert insight you need to make smarter
mortgage decisions.

If you've got mortgage questions, Malcolm the Mortgage Guy has the answers.
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WHAT IS A
MORTGAGE?

Let’s start with the fundamentals.
What exactly is a mortgage, how does it work,
and why does it matter?




Mortgage 101

YOUR GATEWAY TO HOMEOWNERSHIP

A mortgage is a secured loan that helps you buy real estate, typically a home. It's
backed by the property itself and paid back over time, often over 25 to 30 years.
Mortgages in Canada come in many shapes and sizes, and understanding the
basics can help you avoid costly mistakes.

Different types of lenders, interest rate options, and repayment terms mean your
mortgage can (and should) be tailored to your needs. Choosing the right structure
is one of the biggest financial decisions most Canadians make. For the vast
majority of Canadian’ their primary residence is their largest asset and their

mortgage is their greatest debt. /\q
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1. HOW A MORTGAGE WORKS

e You borrow money from a lender to purchase a property and repay it with interest
over time.

e The loan is secured by the home and if payments stop for any reason, the lender
can take possession of the property and force their sale through different legal
actions (power of sale or foreclosure).

e Your total payments typically cover both principal and interest, these are often
referred to P&L.

e Most Canadian mortgages include a term (usually 1-5 years) and an amortization
(up to 30 years).

2. THE ROLE OF A MORTGAGE BROKER

e A broker shops your file to multiple lenders to find the best match. This is not
always just the lowest rate. Terms and features matter and can make an enormous
difference to your financial situation over time.

e Brokers have deep relationship with lenders. They understand their unique
policies, risk appetite, and unique products that offer flexibility with income or
credit issues.

e Working with a broker can open doors to lenders you won't find on your own.

e Mortgage brokers also help with paperwork, negotiate on your behalf, and the
good one offer strategic mortgage planning and long-term advice.



3. FIXED VERSUS VARIABLE RATES

e Fixed rates stay the same through the entire length of the term; you'll know exactly
what you're paying regardless of what happens within the broader economy.

e Variable rates can go up or down depending on the Bank of Canada's rate
overnight rate which in turn affects the big banks prime rates. Your payments may
fluctuate as prime rate changes.

e Historically, variable rate mortgages have offered savings over time but carries
more risk if rates rise.

e The choice depends on your budget, tolerance for risk, and long-term goals.
4. UNDERSTANDING MORTGAGE TERMS

e A mortgage term is the length of time you're committed to a specific lender and
specific rate and term.

e Terms typically range from 6 months to 10 years, with 5 years being most
common. Terms may be open or closed and each bring different costs and
benefits.

e When a term ends, you renew your mortgage at a new rate. That rate will depend
on what you qualify for at that time.

e Early exits can come with penalties, and these can often thousands of dollars.

CHAPTER SUMMARY:

Understanding mortgage fundamentals puts you in the driver's seat.
Whether you're aiming for a first home or refinancing a long-held
property, knowing how interest, terms, and structure work gives you the
power to negotiate smartly and plan ahead. Remember, the right
mortgage isn't just about rate... it's about fit.

MALCOLM'’S PRO TIP: @

A LOWER RATE DOESN'T ALWAYS MEAN A BETTER DEAL. PREPAYMENT
PRIVILEGES, PENALTY STRUCTURES, AND PORTABILITY ALL MATTER.
THESE CAN SAVE (OR COST) YOU MORE IN THE LONG RUN.
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QUALIFYING FORA
MORTGAGE

Lenders want to know you're a safe bet.

This chapter breaks down how they decide
what you can afford, and how you can improve
your odds of qualifying for the right mortgage.




Mortgage
Qualification

HOW LENDERS ASSESS YOU

In Canada, qualifying for a mortgage means proving your income, creditworthiness, and ability
to carry and service your debt. Different lenders have different rules, especially when it comes
to self-employment, gig income, or poor credit.

Understanding the key ratios, required documents, and lender expectations can help you plan
ahead, reduce surprises, and strengthen your approval chances as well as the rate and term
that you are offered.

. THE BIG FOUR: INCOME, CREDIT, DEBTS, AND DOWN PAYMENT

You need stable income to prove repayment ability, usually job letters, pay stubs,
and tax returns are key.

Credit scores above 680 make approvals easier, but some lenders accept lower
scores with conditions. Higher scores often come with better rates and less cost.

Your total monthly debts (credit cards, loans, car payments) must fit within allowed
ratios. Lenders look at two ratios in particular, Gross Debt Service Ratio (GDS) and
Total Debt Service Ratio (TDS).

A minimum 5% down payment is required on homes under $500K; more if higher
priced. You'll also need to be able to show the lender an additional 1.5% for closing
costs, they may be higher or lower than that depending on where you live, so
budget accordingly.

THE STRESS TEST

You must qualify at the greater of your contract rate plus 2%, or the benchmark rate
set by the Office of the Superintendent of Financial Institutions (OSFI).

The stress test is intended to reduce risk for lenders and borrowers alike by
ensuring that you can still make your payments, even if rates rise.

If you're getting a 4.89% rate (your contract rate), you may have to qualify at 6.89%,
but your payments will be based on the contract rate.

It affects how much you can borrow, sometimes reducing approval limits by 15-
20%.



3. DOCUMENTS YOU'LL NEED

e Government ID, income proof (T4s, NOAs), employment letters, recent pay stubs.

Full details on existing debts and property taxes for any owned real estate.

Statements for down payment sources including gifts, RRSPs, or bank savings.

If self-employed, business financials and CRA tax documents may be needed.

4. ALTERNATIVE AND B LENDERS 7

e These lenders offer more flexibility for self-employed, bruised
credit, or complex income files. Debt servicing ratios and credit /
scores may not be as important these lenders.

e They often charge higher rates and/or fees but can offer 1-2 year solutions until
you qualify with a bank. An exit strategy to get back to an A lender is important.

e These mortgage are generally only available as conventional mortgages, so you'll
need at least 20% down.

e These can be a great short-term repositioning solution and increasingly common
in today’s market.

e A skilled broker can guide you through these paths and when to use them
strategically.

CHAPTER SUMMARY:

Mortgage qualification is more than just math, it's about matching your
profile to the right lender. Whether you're salaried, self-employed, or
rebuilding you credit, understanding what lenders want (and how to
present your story) can unlock better terms and avoid roadblocks.

MALCOLM'’S PRO TIP: @

GETTING PRE-APPROVED HELPS YOU UNDERSTAND YOUR BUDGET,
BUT IT'S NOT A GUARANTEE. ALWAYS GET A SECOND OPINION FROM A
BROKER BEFORE REMOVING CONDITIONS OR MAKING AN OFFER.
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MORTGAGE FEATURES
AND OPTIONS

Your mortgage isn't just a loan, it's a financial
tool. This chapter explores features that can
save you money, offer flexibility, or help you
pivot as life changes.




FEATURES THAT
MATTER

WHAT TO LOOK FOR BEYOND THE RATE

There’s more to a mortgage than the interest rate. Features like prepayment
privileges, portability, and penalty structures can have a huge impact on your long-
term costs This is especially true if you move, refinance, or pay down debt faster
than expected.

Choosing the right features means understanding how you might use your
mortgage in real life. Planning for flexibility now can help you avoid expensive
surprises later.

1. PREPAYMENT PRIVILLEGES

e Many mortgages let you pay extra each year without penalty,
often 10% to 20% of the original principal amount.

e In many cases you can make lump-sum payments, increase your
regular payments, or both.

e Even small extra payments can save thousands in interest and shorten your
amortization.

e Some lenders offer more flexibility than other. Credit unions and monoline lenders
are often more generous with their pre-payment priviledges.

2. PORTABILITY AND ASSUMABILITY

e A portable mortgage lets you move your mortgage including the current rate and
terms to a new property if you sell and buy.

e Porting can help avoid penalties, but it is important to note that not all mortgages
are fully portable and even those that are, it is not always as straight forward as it
should be.

e Some mortgages are assumable, meaning a buyer could take over your mortgage.
This can be attractive if your rate is much lower than current market rates.



3. PENALTIES AND FINE PRINT

Breaking a fixed rate mortgage early can trigger big penalties, often using an
“Interest Rate Differential” (IRD) calculation. These penalties are often highly
technical and in many cases are calculated differently by different lenders.

IRD penalties can range from a few thousand to tens of thousands, depending on
rates, the benchmark used for calculating the penalty and term remaining.

Variable-rate mortgages usually charge only three months’ interest to break.

Ask your broker to review how penalties are calculated before signing.

4. PAYMENT FLEXIBILITIES

Many mortgages let you choose monthly, bi-weekly, or accelerated bi-weekly
payments.

Accelerated payments mean you make the equivalent of one extra monthly
payment per year. This can save you big dollars interest over time. Accelerated
payments have the effect of lowering your amortization.

Some lenders allow payment skips, deferrals, or re-amortization options in times
of hardship.

These features can be useful if your income is variable or seasonal.

CHAPTER SUMMARY:

A mortgage is more than a rate, it's a contract with very specific terms and
conditions. Understanding how prepayments, penalties, and portability
work gives you flexibility and protects your bottom line. The right
mortgage will work for you today, tomorrow, and even if your plans
change. None of us can predict the future.

MALCOLM'’S PRO TIP: @

THE BEST MORTGAGE ISN'T ALWAYS THE ONE WITH THE LOWEST RATE —
IT'S THE ONE THAT FITS YOUR LIFESTYLE, YOUR GOALS, AND YOUR
EXIT STRATEGY.
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RENEWING,
REFINANCING,
AND MANAGING
YOUR MORTGAGE

Your mortgage doesn't end when you sign the
paperwork. This chapter explores how to
manage it over time, take advantage of lower

rates, and make smart decisions at renewal or
about refinancing.




MORTGAGE
MANAGEMENT

HOW TO SAVE, SHIFT, AND STAY AHEAD

Over time, your life will change and so might your mortgage needs. Whether you're
looking to lock in a better rate, tap into your built-up equity, or change your terms,
refinancing and renewals offer key opportunities.

Managing your mortgage well means knowing your options before you're locked in, and
not being surprised after. With interest rates, penalties, and new rules constantly shifting,
planning ahead pays off.

1.

MORTGAGE RENEWALS

At the end of your term, your mortgage doesn’t disappear, it renews. This means
you'll enter a new contract for a new mortgage at a new rate and with new terms
and conditions.

Your current lender may offer you a new term and rate, often without requalifying. If
your financial situation has changed and your concerned about requalification, this
might be the best solution.

If your financial situation has improved, don't just auto-renew, this is a key time to
shop for a better deal.

Working with an experienced broker in advance of your renewal is an excellent
strategy, they can compare options and help you negotiate or switch lenders.

REFINANCING: WHEN AND WHY

Refinancing means breaking your current mortgage during its current term to get
a new one, often for a better rate or different terms.

If you choose to refinance, you may also be eligible to borrow additional funds
from your home equity for renovations, debt consolidation, or investments.
Tapping into your home's equity through strategic refinancing can be an effective
strategy, but it also comes with real risks.

It requires a full requalification under current stress test rules. Be ready to gather
paperwork and jump through lender hoops.

There may be penalties, but long-term savings or strategic goals can make it
worthwhile.



3. ACCESSING HOME EQUITY

In many cases you can borrow up to 80% of your home's appraised value, minus
your current mortgage balance. Depending on property type and location this
amount may be less, but it should never be more.

Equity can be accessed through a new first or second mortgage, a Home Equity
Line of Credit (HELOC), or a combination of both.

These funds can be used for major expenses, business ventures, or paying off
higher-interest debt.

Be strategic, understand the risks, opportunities and costs of accessing equity. The
process isn't free, and it increases your overall debt load.

. MANAGING YOUR MORTGAGE OVER TIME

Review your mortgage annually to ensure it still fits your
financial goals.

Watch interest rates and stay informed about market conditions. Keep in contact
with your Mortgage Broker, sign up for a mortgage newsletter or read the news.
Have a sense of where mortgage rates are and the direction that they might be
heading.

Consider re-amortizing if your budget is tight or switching terms if your risk
tolerance changes. Get expert advice to help with the math and to find the best
options.

Planning early helps avoid reactive and potentially expensive decisions later.

CHAPTER SUMMARY:

Your mortgage journey doesn't stop when you buy, it evolves. Smart

renewals, strategic refinancing, and active mortgage management can
save you thousands of dollars over time, can reduce stress and align your

financing with the ups and downs that life throws at all of us.

MALCOLM'’S PRO TIP: @

THE BIGGEST MORTGAGE SAVINGS OFTEN HAPPEN BETWEEN THE LINES
— AT RENEWAL TIME, DURING RATE CHANGES, OR THROUGH STRATEGIC
REFINANCING. A SECOND OPINION IS ALWAYS WORTH IT.




FINAL SUMMARY: MORTGAGE BASICS

At its core, a mortgage is powerful tool that can help you build equity, grow wealth,
and secure a home for your family. But like any tool, it needs to be used the right way.
Whether you're buying your first home or exploring your financing options,
understanding the basics, from down payments and amortization periods to interest
types and qualification rules, is key to making confident decisions. Knowledge is
power, especially in a market as dynamic (and sometimes confusing) as Canada'’s.

As we've covered, every mortgage is a complicated contract with all sorts of moving
parts including the rates, terms, penalties and lender types. No two borrowers are
exactly the same and no two solutions are identical. Your income, credit, goals, and
risk tolerance all shape what the right mortgage looks like for you. Working with a
professional who takes the time to educate you, not just sell to you, is really
important. A great mortgage strategy doesn't just fit today, it sets you up for
tomorrow, it grows with you through all of your life stages.

If there's one thing to take away from this guide, it's that you don’t have to navigate
the mortgage world alone. Whether you're unsure what you qualify for, wondering
about fixed vs. variable, or just want to run the numbers with someone who gets it,
I'm here to help. Mortgage advice should be personal, transparent and tailored to you
and your unique situation.

That's exactly what I offer, every single day.

Let's chat when you're ready.

1 e

Malcolm Stoffman
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Real Mortgage Associates Inc. (FSRA 10464)
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If you've got mortgage questions,
Malcolm the Mortgage Guy has the answers.

I'm here to help. Whether you're buying your first home, renewing,
refinancing, or planning ahead, I'll walk you through it with honest advice
and real, practical solutions.

Visit MalcolImTheMortgageGuy.ca for tools, rates, and resources.

Call or text me directly at 905-517-4228 or we can book a time to chat that
works for you.

Office Hours
Monday - Thursday: 8:00 AM - 8:00 PM
Friday: 8:00 AM - 4:00 PM
Sunday: 9:00 AM - 12:00 PM

Talk to Malcolm before you apply, call Malcolm the Mortgage Guy.
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Legal Disclaimer

This publication is provided for general informational and educational purposes only and does not constitute an
offer, solicitation, or guarantee of credit, financing, or mortgage approval. Any examples, rates, scenarios, or
strategies referenced are for illustrative purposes only and do not represent actual loan offers or commitments.

All mortgage applications are subject to full underwriting, credit review, income and asset verification, property
appraisal, and compliance with applicable lender policies and mortgage regulations. Approval is not guaranteed
and will depend on individual financial circumstances and lender criteria at the time of application.

The information contained in these guides reflects current Canadian mortgage practices, programs, and
regulatory requirements as of the date of publication, and may change without notice. Readers are strongly
encouraged to seek personalized advice from a licensed mortgage broker, financial advisor, tax specialist, or legal
professional before making any decisions related to mortgage financing or real estate transactions.

No representation or warranty is made as to the accuracy, completeness, or suitability of the information for any
particular individual or purpose. Malcolm Stoffman (Malcolm the Mortgage Guy) and any affiliated entities
expressly disclaim all liability for any loss, damage, or inconvenience arising from reliance on the content of these
materials.

Use of this guide does not establish a client-broker relationship with Malcolm the Mortgage Guy. All trademarks,
service marks, product names, and logos are the property of their respective owners and are referenced here for
identification purposes only.




