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Cut years off your mortgage

With today’s low interest rates, deciding to buy a home is one of the best decisions anyone can
make. Financing such a big purchase, however, often means combining savings with money
borrowed through a financial arrangement, commonly referred to as a mortgage.

Mortgages allow you to pay back the principal, or amount borrowed, plus interest, in regular
installments. The taxes on your home can also be added to the mortgage payments. Most
mortgages are amortized over 25 years — that’s the length of time it takes for you to pay the debt
off in full.

For most home buyers, paying off the mortgage is a long-term commitment. That’s why it’s
important to begin looking at options before buying, or before renegotiating your existing
mortgage. When home buying, your Realtor can help you calculate how much mortgage you can
afford and provide advice on the many options available.

But even if you find yourself locked into a long-term mortgage you can afford, there may still be
ways to pay it down and be mortgage-free sooner.

Pre-payment options

Most financial institutions now offer generous pre-payment options. Although many limit how
often you can use an option, it is well checking into them and comparing what one lender offers
over another.

Many lenders now permit an annual lump sum payment on your mortgage with the amount going
directly to reducing your principal. A lump sum payment of $2,000 a year on an $80,000
mortgage, for example, can significantly cut years off your mortgage.

Other pre-payment privileges include doubling up payments whenever you have extra cash.
Some lenders allow additional payments against the mortgage balance up to the equivalent of a
full monthly payment on every payment date or several times throughout the year. Accelerating
payments by paying every two weeks instead of monthly, for example, can also result in
substantial savings over the life of a mortgage.

While taking advantage of pre-payment privileges can save you thousands of dollars in interest
costs over the life of your mortgage, it also pays to consider all your options. You may be
reducing the principal, but you are not reducing your existing payment obligations. You still
must make your regular payments.



Pre-payment critics also say that if your interest rate is reasonably low, you may be able to put
the extra money to better use. When you pre-pay $2,000 a year, you reduce your principal, but
you get no tax benefit. Put the same amount of money into a registered retirement plan and you
get a tax break. If you invest this amount in a mutual fund at 10 per cent and your mortgage rate
is seven per cent, you’re making three per cent more on your investment.

Lower your amortization period

The average mortgage must be paid off in 25 years. By selecting a shorter amortization period
you can cut years off your mortgage. The shorter the period, the larger the payments, but the
more you save on interest and the long-term cost of the loan. Shortening the amortization period
is a great idea when interest rates are low and you can afford the larger monthly payments.

Re-finance your mortgage

This is only a good idea if you have a fixed, long-term mortgage and rates have fallen more than
two per cent. But the cost of refinancing a loan to get a better rate can be very high. To have
your closed mortgage discharged, you will usually have to pay either a three-month interest
penalty or an “interest differential”, which can cost considerably more.

You can reduce the penalty, which is based on the outstanding principal, by exercising a
prepayment privilege and reducing the principal first. This can be done using your own money
or by arranging with another lender to borrow enough to discharge your mortgage and pay the
discharge penalty. Whatever you decide, seek expert advice before re-financing, or you may end
up paying more than if you stayed the course.
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