WHICH MORTGAGE SHOULD I TAKE?

Based on the figures in the Excel sheet summarized below, if one has funds one can draw on of about $219,000 and a mortgage of $600,000
, there is an advantage of using a 15 year loan at 5.3% versus a 30 year loan at 5.9% if one cannot make more than 5% after taxes guaranteed return.
In other words, if you had an account that netted you 2% after taxes at a tax bracket of 33%, that account could produce a net benefit equivalent to making 5% after taxes instead!
Have your financial advisor or accountant calculate what is true for you.

Results are shown for:   15 years

Mortgage:  $600,000; Alternative return 2% after tax; tax bracket of 33%
	
	ALT. I
	ALT. II
	DIFFERENCE

	Term
	30
	15
	

	Interest rate
	5.7
	5.3
	

	Balance of loan
	421,000
	0
	421,000

	Extra funds used up
	
	202,800
	-202,800

	Net advantage of 15 year
	
	
	218,200

	Equivalent return after tax
	
	
	4.98%

	Ending Investment acct. at 2% 
	
	
	272,942

	Increase return due to strategy
	
	
	148,058


Results are shown for:   15 years

Mortgage:  $600,000; Alternative return 4.7% after tax; tax bracket of 33%
	
	ALT. I
	ALT. II
	DIFFERENCE

	Term
	30
	15
	

	Interest rate
	5.7
	5.3
	

	Balance of loan
	421,000
	0
	421,000

	Extra funds used up
	
	197,400
	-197,400

	Net advantage of 15 year
	
	
	223,600

	Equivalent return after tax
	
	
	5.19

	Ending investment acct at 4%
	
	
	355,506

	Increased return due to strategy
	
	
	65,494


Results are shown for:   15 years

Mortgage:  $600,000; Alternative return 10% after tax; tax bracket of 33%
	
	ALT. I
	ALT. II
	DIFFERENCE

	Term
	30
	15
	

	Interest rate
	5.7
	5.3
	

	Balance of loan
	421,000
	0
	421,000

	Extra funds used up
	
	 
	-188000

	Net advantage of 15 year
	
	
	 233,000

	Equivalent return after tax
	
	
	 5.52

	Ending investment acct at 10%
	
	
	785,322

	Increased return due to strategy
	
	
	None


Results are shown for:   15 years

Mortgage:  $600,000; Alternative return 5.5% after tax; tax bracket of 33%
	
	ALT. I
	ALT. II
	DIFFERENCE

	Term
	30
	15
	

	Interest rate
	5.7
	5.3
	

	Balance of loan
	421,000
	0
	421,000

	Extra funds used up
	
	 
	196,000

	Net advantage of 15 year
	
	
	225,000

	Equivalent return after tax
	
	
	5.23

	Ending investment acct at 5.5%
	
	
	437,565

	Increased return due to strategy
	
	
	-16,000


Results are shown for:   15 years

Mortgage:  $600,000; Alternative return 5.5% after tax; tax bracket of 18%

	
	ALT. I
	ALT. II
	DIFFERENCE

	Term
	30
	15
	

	Interest rate
	5.7
	5.3
	

	Balance of loan
	421,000
	0
	421,000

	Extra funds used up
	
	 
	196,000

	Net advantage of 15 year
	
	
	225,000

	Equivalent return after tax
	
	
	5.23

	Ending investment acct at 5.5%
	
	
	437,565

	Increased return due to strategy
	
	
	-16,000


At an 18% tax bracket, the equivalent rate of return of about 5.35% after tax (or pre-tax of 6.52%, which is very hard for anyone to do without substantial risk.  
If $202,800 is paid as additional down against the mortgage, the loan balance at the end of 15 years is $278,513, which is an advantage of $142,487 on the 30 year mortgage over being at the higher amount ($600,000) up to that point, but it continues to produce after that over having the full $600,000 loan at the beginning.  The rate of return should be 5.7% less the tax bracket (at 33% = 3.82% or at 18% = 4.7%), which is not as good as taking the 15 year loan compared to the 30 year loan.     
The conclusion is that it is better to keep the investment moneys separate and do a 15 year mortgage than it is to do a 30 years mortgage and better than putting the money down on a 30 year or 15 year mortgage.  

� Use the proportional numbers for your situation.  For instance, a $200,000 mortgage (1/3 of the $600,000) would require only a set aside fund of $73,000 to make the additional payments on the 15 year mortgage.


� For loan amortization, use � HYPERLINK "http://www.aimloan.com" ��www.aimloan.com� and then you can use the figures on the Excel spreadsheet included in the section this conclusion piece is included in (Financial, Financial Planning, Home).
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