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Are There Any Disadvantages Associated With Paying off a Mortgage Early?

When deciding whether to pay off a mortgage early, a homeowner needs to consider his or her
feelings about debt, the potential to earn a higher rate of return if the money were deployed
elsewhere, tax savings associated with mortgage interest, future plans, and overall debt load.

The disadvantages, if any, may stem from the financial trade-offs that a mortgage holder needs to
make when paying off the mortgage. Paying it off typically requires a cash outlay equal to the amount
of the principal. If the principal is sizeable, this payment could potentially jeopardize a middle-income
family's ability to save for retirement, invest for college, maintain an emergency fund, and take care of
other financial needs.

If you have the financial means to pay off a mortgage, consider the following:

e Your feelings about debt -- Some homeowners like the feeling of security that comes with
owning a home free and clear. If this describes you, it may be to your benefit to pay off or
reduce the size of your mortgage. Should conditions in your local real estate market decline,
there's less of a chance of owing more than you own.

e Your timeline until retirement -- If your mortgage is relatively small, you may be able to
invest the money formerly used for mortgage payments for retirement or other long-term
goals. Your timeline until retirement may be a factor when making this decision. With 10
years or more remaining until you expect to retire, you could have time to build a nest egg if
you invest the money formerly used to pay a mortgage. If you plan to retire sooner, entering
retirement without a mortgage could provide you with more flexibility during your later years.

e Your tax savings -- Mortgage interest typically is tax deductible. During the early years of a
mortgage, when the interest payments are highest, many homeowners benefit from a
sizeable deduction. This could be important if you are in a higher tax bracket. If your interest
payments are relatively low, the tax savings could be less of a factor.

e Your future plans -- Owning a home outright could be an advantage if you plan to sell it
during the next few years. You could potentially leave your existing residence with more
home equity.

e Your overall debt load -- If you are carrying other forms of debt, such as credit card
balances or a college loan, consider whether you could benefit from paying off other debt first
before reducing or eliminating your mortgage.

There is no "right" answer for everyone when it comes to potentially paying off a mortgage. Consider
your feelings about debt, your timeline with respect to long-term goals, your tax savings, and other
factors before making a decision that is in your best interest.
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After-Tax Value of Home Mortgage Deduction

One of the big benefits of home ownership is the mortgage interest deduction. The federal
government lets you deduct mortgage interest on a first or second home, up to $1 million per year.

For 30-year conventional mortgage with a 5% annual percentage rate
Mar Manthly Marginal Tax Rate
Payment 15% 22% £8% 33% 35%
Pretax $537 $537 $537 $537 $537
After tax 5474 $433 $420 $399 $3In

150,000 Pretax $8035 8035 8035 805 8035
After tax 5711 649 $630 $599 586

Pretax $1.074  $1.074 51,074 $1,074 51,074
After tax 5949 $865 5840 $799 $782

Pretax 51,342 51,342 51,342 $1,342 51,348
Aftertax  $1,186  $1,082  $1,050 $098 977

Pretax $1,610 $1.610 $1.810 $1,610 $1,610
Aftertax  $1,423 51,238 $1.260 51,198 $1.173

Pretax $1,873 $1.87% $1,873 $1,87% $1,87%
Aftertax  $1,660 $1,514  $1.471  $1,398 $1,368

Pretax 2,147 32,147 52,147 $2,147 52,147
Aftertax  $1,897 31,731 351,681 $1,597 31,564

Pretax $2416 35246 F246 $2,416 52,416
Aftertax  $2,134  $1,947  $1.891  $1,797  $1,759

Pretax $2,684 32,684 2684 $2,684 52,684
Aftertax  $2,372 32,163 $2101 51,997  $1,355

Source: Wealth Management Systems Inc. Monthly payments assume a conventional 30-year fixed-
rate mortgage at 5% APR, excluding escrows for taxes, insurance, or other fees. Mortgage
deductions are based on first month's interest. Assumes that other deductions exceed the standard
deduction. (CS0000218)

Because of the possibility of human or mechanical error by Wealth Management Systems Inc. or its
sources, neither Wealth Management Systems Inc. nor its sources guarantees the accuracy,
adequacy, completeness or availability of any information and is not responsible for any errors or
omissions or for the results obtained from the use of such information. In no event shall Wealth
Management Systems Inc. be liable for any indirect, special or consequential damages in connection
with subscriber's or others' use of the content.
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