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Compelled"to"Save
Making"payments"on"a"fully"amortizing"mortgage"requires"you"to""
set"aside"money"every"month,"because"a"part"of"each"installment""
is"allocated"to"the"repayment"of"the"borrowed"principal.""

Each"month,"both"the"loan"balance"and"the"amount"of"interest""
due"will"drop,"and"the"principal"portion"of"the"payment"will"increase"
until"it"is"paid"off."See"the"following"table"for"an"example"of"how""
principal"payments"grow"and"savings"accelerate"over"time"with""
a"$200,000"mortgage.

Is a Home  

The"most"meaningful"advantages"of""
owning"a"home"are"not"really"®nancial"in"
nature."You"can"pursue"hobbies"you"enjoy,"
decorate"as"you"wish"and"keep"a"pet"of"
your"choosingÐall"without"the"approval""
of"a"landlord.

More"often"than"not,"a"real"estate"purchase"
involves"a"lifestyle"decision,"so"it's"a"nice"
bonus"that"paying"a"mortgage"promotes"
savings"discipline"and"can"actually"help""
you"build"wealth"over"time.

Shorter"Terms"Get"You"There"Faster
Borrowers"who"can"afford"a"larger"payment"might"want"to"consider"
a"15-year"mortgage,"as"they"will"usually"qualify"for"a"signi®cantly"
lower"rate"and"could"save"thousands"of"dollars"in"interest"payments"
over"the"life"of"the"loan."Also,"a"larger"percentage"of"each"payment"
goes"towards"principal"from"day"one,"so"homeowners"can"build"up"
savings"even"quicker."

Today's"low"rates"make"a"15-year"term"realistic"for"a"larger"number""""
of"buyers,"but"it's"also"a"great"option"for"re®nancing"homeowners"""""""
who"want"to"lower"their"rate"and"stay"on"track"to"pay"off"their""
mortgage"before"retirement.

30-year ®xed payment at 4.25% = $983.88

Principal Interest
%""Added"to""

savings

Loan"amount"
reduced"/"Equity"

increased"

Initial"payment: 275.55" 708.33 28%

After"5"years: 340.66 643.22 35% $18,385

After"10"years: 421.16 562.72 44% $41,114

After"15"years: 520.68 463.20 53% $69,213

15-year ®xed payment at 3.50% = $1,429.77

Principal Interest
%""Added"to""

savings

Loan"amount"
reduced"/"Equity"

increased"

Initial"payment: 846.43 583.33 59%

After"5"years: 1,008.05 421.71 71% $55,413

After"10"years: 1,200.53 229.23 84% $121,406"

 e"housing"market"has"been"rocky"in"recent"years,"but"
many"homeowners"have"still"bene#ted"from"long-term"
property"appreciation,"and"the"potential"remains"for""
others"to"pro#t"in"the"future."In"fact,"the"longer"you"stay"
in"your"home"the"more"likely"it"is"that"market"increases"
will"add"to"the"savings"you"accumulate"in"your"home.



Choose the Right Time to  

There"are"a"number"of"good"reasons"to"pay"down"a"mortgage"ahead""
of"schedule."Increasing"home"equity"to"20%"might"allow"you"to"cancel"
expensive"private"mortgage"insurance."Maybe"you"dream"about""
becoming"debt"free"and"living"it"up"during"retirement."If"so,"prepaying""
your"mortgage"could"be"a"worthwhile"endeavor."

Are"you"fortunate"enough"to"have"extra"cash"¯ow"each"month"or"a"
larger"lump"sum"you"don't"need"for"regular"living"expenses?"
"""

Diminishing Returns for"

Yields
Recent Annual 

Yields

Money Funds  .04% 

Money Market Accounts .19%

6-month Certi®cate of Deposit 
(CD) 

.32%

1-year CD .53%

5-year CD 1.57%

5-year Treasury Bonds 1.17%

10-year Treasury Bonds 2.66%

Source:  Bloomberg Business Week, October 28, 2010 (National Average Yield) 
Federal Reserve, November 1, 2010

Prepay"for"Peace"of"Mind
�s�����%�V�E�R�Y���P�A�Y�M�E�N�T���T�H�A�T���R�E�D�U�C�E�S���P�R�I�N�C�I�P�A�L���I�S���T�H�E���S�A�M�E���A�S��"

a"guaranteed"and"risk-free"investment"return"equal"to"
the"interest"rate"on"the"mortgage."Therefore,"it"can"be"
bene®cial"to"devote"excess"cash"toward"paying"down""
a"mortgage"when"the"interest"rate"is"higher"than"the"
return"that"could"be"earned"with"new"investments.""""

�s�������&�O�R���M�A�N�Y���!�M�E�R�I�C�A�N�S�����E�S�P�E�C�I�A�L�L�Y���T�H�O�S�E���N�E�A�R�I�N�G��"
retirement,"it"makes"even"more"sense"to"pay"down"
mortgage"debt"now"because"the"market"returns"for""
the"safest"investments"have"fallen"to"the"lowest"point""
in"many"decadesÐyielding"only"1"to"3%"or"less*.

On"the"Other"Hand
�s���������)�T���S���B�E�T�T�E�R���T�O���E�L�I�M�I�N�A�T�E���H�I�G�H�E�R�
�I�N�T�E�R�E�S�T���C�R�E�D�I�T���D�E�B�T���B�E�F�O�R�E��

making"extra"mortgage"payments."You"may"also"want"
to"wait"until"your"employment"situation"and"income"are"
relatively"stable"and"you"have"set"aside"an"adequate"
savings"cushion"for"emergencies.

�s�������7�H�E�N���I�T���C�O�M�E�S���T�O���B�U�I�L�D�I�N�G���A���D�I�V�E�R�S�I�l�E�D���R�E�T�I�R�E�M�E�N�T��"
portfolio,"it"may"not"be"wise"for"workers"to"forego"the"
tax"bene®ts"and/or"company"match"associated"with"
ongoing"investments"in"a"401(k)"or"another"retirement"
plan"for"the"sake"of"prepaying"a"mortgage.

�s�������)�F���Y�O�U���A�R�E���I�N���A���H�I�G�H�E�R���T�A�X���B�R�A�C�K�E�T���A�N�D���I�T�E�M�I�Z�E���O�N���Y�O�U�R��
tax"return,"don't"forget"to"calculate"the"effect"of"your"
mortgage"interest"deduction"on"your"tax"liability"when"
deciding"whether"paying"off"a"mortgage"is"the"best""
use"for"your"available"funds.

*Source: Federal Reserve 
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