Creating Wealth Series

Why You Should Take Charge and Start Saving for Retirement Now

One of the vehicles that many people believe will be there to assist them with their retirement is Social Security.  But Social Security is not something you want to depend on for your future.  Why?  There are several reasons and we’ll attempt to outline some of them here.  


Consider this statement: “Social Security simply provides a basic benefit for almost every worker.  It serves to bridge the gap between sheer destitution and having life’s bare necessities.”  In other words, Social Security is not designed to maintain the type of lifestyle you currently enjoy – it will provide you only with the very basics. 


To get a true picture of what this means, it’s important for you to find out what you will be entitled to under Social Security when you retire.  This benefit is called your “personal insurance amount” or PIA.  The amount of PIA changes with the age you choose to retire.  Most Americans think that they’ll start getting Social Security at age 65 but that’s not always the case.  If you’re born in 1960 or after that date, for example, the normal retirement date, according to Social Security, is 67 years old, not age 65.   You can retire as early as age 62, but you will receive a reduced percentage of your personal insurance amount for life.  


If you’d like to find out how much is due you and your spouse, you can stop by any Social Security office or you can call (800) 772-1213.  Ask for the Request for Earnings and Benefits Estimate Statement or form SSA-7004.  Within 4 to 6 weeks of filing this form, you will get a statement that shows you all the wages you have paid Social Security taxes on and an estimate of the monthly benefit you’ll get once you’re eligible.  It’s a good idea to request this information every three years or so in order to be sure Social Security has an accurate account.  


Once you know what your PIA will be, you may think, “Well, I can work to supplement that amount and improve the quality of my life.”  The only problem with that is not only will your efforts be taxed by the government, but your Social Security benefit will be reduced as well.  Currently, you’re allowed to earn up to $8,000 a year but if you make more than that, the amount of your Social Security received will decrease, eroding any benefit you get by working. 


How secure is Social Security anyway?  Changes in demographics are affecting retirement planning.  When Social Security was established in 1935, retirees might expect to live another 10 or 12 years after retirement.  Today, people can expect to live 20 to 25 years beyond retirement, stretching their fixed incomes over more years and at higher costs than anticipated.   In 1945, there were 42 workers contributing to Social Security for every retiree receiving it.  By 2020, as the number of retired seniors grows and the number of people working shrinks, there may be just two workers per retiree supporting the system.      


As people are living longer, it presents more and more of a burden on Social Security.  By the year 2030, the number of people age 65 and over will virtually double and those 85 and over will triple.  By 2020, an estimated 53 million retirees will get Federal benefits, up from 32 million in 1991. Combined with the fact that Congress has trouble keeping its hands off the Social Security fund, there may be real problems.  By the time many of us are in the position to retire, it will be interesting to see if Social Security, even in the form of merely providing bare necessities, will be in existence at all.  


Amazingly, only one out of five Americans will not require Social Security.  Be the one out of the five who doesn’t and start saving for your future today.
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Where Should You Invest Your Money?

By Barry Habib


Where should you invest your money?  Although people feel that investing dollars in a bank account may be a safe investment, it really isn’t.  True, there’s no risk as far as loss of principal is concerned. However, the effects of inflation will more than likely eat away any profits that you earn by saving money in a bank account.  Most times, interest earned on money in a bank account, although safe, will merely offset inflation, therefore providing you with no real gain.  So where can you invest dollars safely and still achieve good, long-term returns?  


Throughout the past 50 years, stocks have provided the best overall return of all the traditional investment vehicles offered in the United States.  Many people feel uncomfortable investing in stocks due to their lack of market awareness or inexperience in investing.  Or they may feel that the stock market can be very risky.  To some extent, that’s true.  However, if your goal is long-term investments meaning a time horizon of 5 years or greater, equities or stocks by far and away have been the best performing investments.  And as time increases, the risk diminishes.


Investing in stocks is a pretty broad term.  People may have heard stories of huge losses and in short periods of time, even with big name companies such as IBM.  My advice is not to invest in any single stock, but take a look at some mutual funds.  A mutual fund is a pool of investors, folks just like us, giving their money to a professional management company.  These professional money managers have huge research departments as well as years of experience.  They handle the investment decisions to meet the fund’s objective.  These companies are quite reputable and most have been in existence for several decades.  A mutual fund has to have diversification.  It can’t have more than 5% of it’s assets in a single stock.  Therefore, each mutual fund has to have at least 20 different stocks.  But what usually happens is that each mutual fund has closer to a hundred or two hundred, maybe even five hundred different stocks.  Now that gives you a tremendous amount of diversity.  It means that if one stock gets crushed, from either economic factors within that company, or within the industry, then you’re not going to have a devastating loss.  By the same token, if a stock announces that it’s been acquired, which could cause the price of that stock to jump dramatically in value, with a mutual fund, you will surely show a small benefit, but it will not give you the dramatic benefit that you would receive if you had been totally invested in that one stock.


But our game plan here is not to gamble.  We don’t want to take on too much risk.  We don’t want to try and either hit a home run or strike out.  We want to have gradual, long-term planning with relatively solid results.  Now unlike a bank account, mutual funds are not guaranteed by the FDIC (Federal Depositors Insurance Corporation).  However, stocks diversified over several different companies greatly reduces risk.  If your time horizon is five years or greater, you should attempt to invest in as aggressive a stock growth fund as possible.  Because although that’s going to be more volatile, over time, it will prove to have dramatically higher returns and it has always been the best performing investment over time.


Now if you’re planning to save for a home and need to have equity preserved over the next year or two so you can use it for a down payment on your home, this is not the investment for you because your objective is not long term savings in that case.  When you’re saving for a home, you’re much better off with a very conservative type of fund or even putting your dollars in a bank account.  But if your goal is long-term savings – five years or more – you should be involved with as aggressive an equity growth mutual fund as possible.
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What You Should Look For in a Mutual Fund

By Barry Habib


When shopping around for mutual funds, you don’t want to pay a sales load or a sales commission.  The funds without a sales charge have not proven to perform any worse than those with a sales charge.  So don’t wind up paying 3% or 6% as a commission when it’s not necessary.  Look for no-sales-load type of funds so that every dollar you invest is working for your benefit.  


There are three other fees that don’t jump out at you as quickly, but they must be disclosed.  You can find them while looking over the prospectus which is the full disclosure of the mutual fund or by discussing what charges a fund has with a representative of that particular fund over the telephone.  First, find out if the fund has any redemption fees, meaning that if you liquidated your account or took out a portion of your account, would you be subject to any penalties at that time.  There are plenty of terrific performing funds that do not have this negative feature.  The second thing I would look for is that the fund does not carry any what are called 12b-1 fees.  This is an asset based fee.  It has no direct relationship to investing money in the fund or taking money out of the fund, but periodically, the overall assets of this fund are charged a fee.  This is a fee that pays for all the advertising material, publications, public relations and things of that nature.  Most funds do not charge a 12b-1 fee.  


The last thing that I would be aware of is the expense ratio that each fund carries.  It’s basically how the fund makes money.  Included in the expense ratio are fees for the professional management, marketing fees, customer service representatives get paid from that overall expense fee that gets charged and other things that the fund needs to charge to carry on its day-to-day operation.  That fee should be approximately 2% or less.  If there’s a fund with a higher expense ratio, ultimately that will hurt the performance of the fund and there are several funds that are terrific performers, once again, with fees or around 2% or less.  Certainly don’t get involved with a fund that has expenses of 3% or 4% or greater.  That’s just way too high a price to pay and it will adversely affect the return you receive on your money.


If you’re new in the mutual fund game, where would you be able to compare these funds?  And where would you be able to become more educated?  There are several wonderful and affordable publications which compare different funds and give several recommendations.  Try Money magazine, Kiplinger’s Personal Finance, or Forbes. Another alternative is to check out Morning Star rankings or Lipper Analytical Services‘ rankings.  These services also rank funds based on risk and performance.  


Mutual fund rankings are based on different time categories such as one years’ performance, 3 years, 5 years or 10 years.  When you’re comparing these funds, if you just compare them by last years returns, that might not be the best thing to do.  If the fund had a tremendous year, chances are that fund might go through what is called a correction.  I wouldn’t necessarily buy a fund that’s been performing exceedingly well in the past year.  What’s wiser to do is take a 3 or 5 year history and see how that fund has performed over a longer period of time and look at the long term performance of the fund’s manager.  Most stock funds are compared to an index such as the S&P 500.  S&P stands for Standard and Poor’s which is a company that selects different stocks for their portfolio.  The S&P 500 represents the top 500 stock picks of the S&P.  Many equity funds use the S&P 500 as a gauge of their own performance.  Since most equity funds are tracking the S&P 500, trying to top the S&P 500’s performance, why not consider investing in a fund that just tracks the S&P 500 or simulates it exactly.
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Tips on How to Invest Your Money

By Barry Habib


The way that most people invest is in a lump sum.  That might not always be the best way to go.  Another thing is that as the investments do well, and as the returns become greater and greater, the human tendency is to want to chase the returns and keep adding a lot more money to a fund that’s performing exceedingly well.  When the market itself or a fund is doing poorly, human tendency is to either stop investing or worse, take money out of the fund.  Our human tendencies are contrary to successful investing.  


Since 1920, there have been 10 bear markets, meaning that the market has declined by 20% or more.  However, what’s very encouraging, is that the market has always recovered.  Now it might have taken 6 months, or a year or maybe even two years, but once again, the market has always recovered its losses and then moved further to higher gains.


Let’s look at the October crash of 1987.  The Dow Jones Industrial Average, which is the most widely-quoted stock index in the world, represents the overall performance of the United States stock market.  Back in October of 1987, the market was performing exceedingly well and the Dow Jones was up to a level of approximately 2300.  In a short 2 days, the stock market lost over 600 points, 508 of that in a single day.  Many investors panicked and many investors withdrew all their money from the stock market, being worried about the crash.  However, by mid-1994, the Dow Jones Industrial Average stood at about 3700 points.  So the market went from 1700 to 3700 over a 6 year period, reflecting about a 61% gain. The appreciation is actually much greater than that when you account for reinvested dividends.  When the Dow was at 1700, just prior to that it had been performing exceedingly well.  Therefore, it was due for the inevitable correction.  
When that correction in the market occurs, most people panic and take their money out.  However, that’s the exact time when you should be investing more because the market will invariably recover.  Those individuals who withdrew their money or failed to invest when the stock market was at that low 1700, made a critical mistake because they missed out on the 2000 points of appreciation and dividends that followed over the next several years.  


It’s also our tendency to take money out or stop investing at the exact time when we should be adding more money.  There’s a gentleman by the name of John Templeton.  He is considered to be one of the deans of investing.  Mr. Templeton says that the best possible day to invest is the day when the market seems the most pessimistic – when it seems that the market is the worst place to be.  Mr. Templeton also says the worst time to invest is on the day where the market seems most optimistic or when it feels like nothing can go wrong.  So based on this information, which is the opposite of our human tendencies, I would like to introduce you to a system called “dollar cost averaging.”  Now dollar cost averaging is a very interesting way of investing.  It’s a disciplined way of doing it and it can be set up for you automatically with an automatic withdrawal from your checking or savings account by virtually all mutual fund companies.  Rather than investing in a lump sum, you invest in equal monthly amounts.  This will automatically buy more shares when the price is lower – when you should be buying more – and buy less shares when the price is heading higher – when you should be buying less.  


Dollar cost averaging is a wonderful way to put your investments on automatic pilot.  And that’s the way you should invest.  You should stick to your long-term plan and not get caught up in the inevitable interim market lows and highs.  Stick to the system that has a proven track record.  You have to remember that this is long-term investing.  You have to understand going into this that there’s going to be times when your returns will be negative.  There will also be times where your returns will be tremendously higher.  But neither of these is an accurate picture.  It’s over the long term – 5, 7, 10 years or more, that’s when you’ll see true appreciation and true value for your patience and systematic investment.
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The Magic of Compound Interest Can Work for You

The Rule of 72

72 ÷ The rate of return =

The number of years it takes 

for principal to double.

You may have heard of the rule of 72.  The rule of 72 says that if you take the number 72 and divide it by the rate of return you’ll be receiving on your money, that will be the number of years it will take for your money to double.  For example, if you’re receiving 12%, 72 divided by 12 equals 6.  Therefore, it will take 6 years for your investment to double.  If you invested $10,000 at a rate of 12%, 6 years from now it will be worth $20,000.  6 years later, or 12 years from today, when you started, it will be worth $40,000.  6 years after that, it will be worth $80,000.  So money will double in the amount of years that interest rate goes into 72.  Now that can happen pretty rapidly.  And what makes it happen rapidly is the magic of compound interest.

EXAMPLE

Take an 8% rate of return

72 ÷ 8 = 9

At 8%, money will double every 9 years

$15,000 in 9 years = $30,000

In 9 more years = $60,000

In 9 more years = $120,000
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What Do You Need to Save to Retire Comfortably?

By Barry Habib

                                YEARS TO RETIREMENT
	Annual Income
	5
	10
	15
	20
	25
	30

	30,000
	2,602
	1,003
	480
	232
	97
	19

	40,000
	3,540
	1,383
	679
	346
	165
	60

	50,000
	4,478
	1,764
	879
	460
	233
	101

	60,000
	5,416
	2,145
	1,078
	574
	301
	142

	70,000
	6,354
	2,526
	1,278
	689
	369
	183

	80,000
	7,292
	2,907
	1,477
	803
	436
	224

	90,000
	8,231
	3,288
	1,677
	917
	504
	265

	100,000
	9,169
	3,669
	1,876
	1,031
	572
	306


Let’s get into how much money you have to invest monthly to retire in either 5, 10, 15 or 25 or 30 years from now and to receive an income that, by today’s standards, you’d be very comfortable with.  Before we do that, let’s look at the assumptions we need to make.  The first is that we will assume that you have at least $10,000 to start with.  Obviously, if you have more, you will reach your goal sooner.  If you have less, you’ll have to accumulate the $10,000 first and then follow the chart for how many years it will take.  Secondly, we have to assume a rate of return.  For our example, we’re going to use an annual rate of return of 14% because that’s the annual rate of return for the S&P 500 over the last 20 years.  Thirdly, we have to assume an annual rate of inflation.  The annual rate of inflation based on the past 20 years average is 3.5%. If you look at our chart, you can see how much money by today’s standards we would earn annually if we were to invest a monthly amount for a certain period of years.  Now if you look at the top of the chart, it reads, “Years to Retirement,” and we’ve broken it down into columns of retirement in 5, 10, 15, 20, 25 and 30 years from now.  Then the left hand column, from top to bottom shows the annual income by today’s standards.  We start at $30,000 per year and go up in $10,000 increments until we reach $100,000 per year by today’s standards.  If you wanted to retire say 15 years from today, with a $50,000 annual income, by today’s standards, you would have to invest $879 per month, every month for the next 15 years.  If you were able to contribute to a qualified plan, you probably would invest the entire amount before taxation.  If you don’t have access to a qualified plan, certainly it would be a little bit more costly because that number would be net after taxes.  But if you’re a relatively good income earner, and let’s say your income is $70,000 a year, now at retirement age, you probably would only need about 70% of your normal income, considering that your tax bracket is probably going to be reduced and you will have paid off most of, if not all of, your debts.

In addition, you won’t have to make additional savings and chances are whatever college tuition you’ve been responsible for would have been completed by then.  So if your annual income is now $70,000, you should be able to live the same type of lifestyle with $50,000 per year by today’s standards.  According to our chart, that means you would have to put away $879 a month.  $879 a month is approximately $10,500 a year.  So if you’re making $70,000 a year, you’d have to save about 15% of your income and live on the remaining 85% - which is not a terrible scenario considering that what you’re building is a very comfortable retirement in just 15 years from now.    


If your time horizon is 20 years rather than 15 and you’d like to have $80,000 by today’s standards, rather than $50,000, you’d look on your chart and find $803 a month.  So you need to find out where you fit in and what you can afford.  Certainly if you’re considering a 20-year time frame, and looked at $60,000 per year by today’s standards, that’s $574 per month.  


You have to consider this as if it were a bill – as if it were a mortgage payment, as if it were an automobile lease – whatever the debt or obligation, consider this a debt or obligation to yourself.  After all, shouldn’t you be the most important person that you pay?
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The Future Value of Your Annual Income

                                   YEARS TO RETIREMENT
	Annual Income
	5
	10
	15
	20
	25
	30

	30,000
	37,000
	42,000
	50,000
	60,000
	71,000
	84,000

	40,000
	48,000
	56,000
	67,000
	80,000
	95,000
	112,000

	50,000
	59,000
	71,000
	84,000
	99,000
	118,000
	140,000

	60,000
	71,000
	85,000
	101,000
	119,000
	142,000
	168,000

	70,000
	83,000
	99,000
	117,000
	139,000
	165,000
	196,000

	80,000
	95,000
	113,000
	134,000
	159,000
	189,000
	225,000

	90,000
	107,000
	127,000
	151,000
	179,000
	213,000
	253,000

	100,000
	119,000
	141,000
	168,000
	199,000
	236,000
	281,000


This chart takes into account the effects of inflation and corresponds to the chart shown on our “What Do You Need to Save to Retire Comfortably?” flyer.  

If we take a look at a $50,000 income, 5 years from now, it would be the same as a $59,000 income.   In other words, if you’re earning $59,000 a year five years from now, it would feel like $50,000 a year today.  In 15 years, you’d have to make $84,000 a year for it to feel like $50,000 a year by today’s standards and basically, that’s what the chart shows you.  If you go back to the chart on shown on our “What Do You Need to Save to Retire Comfortably?” flyer,for a $50,000 income by today’s standards, and retiring in 15 years, (that’s $879 a month savings) would, at the time, give you an $84,000 a year income.  But remember, that $84,000 a year income is 15 years from now and that would feel like $50,000 a year today.  
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Total Savings Chart

By Barry Habib

	Annual Income
	5
	10
	15
	20
	25
	30

	30,000
	255,000
	302,000
	359,000
	426,000
	506,000
	601,000

	40,000
	339,000
	403,000
	479,000
	569,000
	675,000
	802,000

	50,000
	424,000
	504,000
	598,000
	711,000
	844,000
	1,002,000

	60,000
	509,000
	605,000
	718,000
	853,000
	1,013,000
	1,203,000

	70,000
	594,000
	705,000
	838,000
	995,000
	1,182,000
	1,403.000

	80,000
	679,000
	806,000
	957,000
	1,137,000
	1,350,000
	1,604,000

	90,000
	764,000
	907,000
	1,007,000
	1,279,000
	1,519,000
	1,804,000

	100,000
	848,000
	1,008,000
	1,197,000
	1,421,000
	1,688,000
	2,005,000



This chart shows you the total of the assets you would have accumulated based on the chart shown on our “What Do You Need to Save to Retire Comfortably?” flyer.  If you think about it, if for a period of 15 years, you’ve saved $879 a month, you would have $598,000 15 years from now.  That’s pretty amazing because if you take a look, $879 a month, which means you’re putting in $10,548 a year, times 15 years, is only $158,220.  So although you’re only putting in $158,220, over 15 years, it’s worth pretty close to $600,000 and that’s what the magic of compound interest will do.  The nice thing about this is when you begin to take the money out year by year, you will never touch principal.  So long as you withdraw the money in monthly increments, there will be interest earned on the balance remaining.  This will offset the effects of inflation.  So in effect, you could actually give yourself a cost of living increase or adjustment of 3.5% a year from the date you decide to retire.  


On the example we’re using, you will have $50,000 a year by today’s standards or $84,000 per year 15 years from now.  Each year, your amount will be going up from that $84,000 a year by 3.5%, but it will continually feel like $50,000 a year by today’s standards.  In addition, having this asset will provide you with the ability to give something to your heirs – something very substantial to your heirs when you pass on - and that’s kind of a nice feeling as well.  So you never touch principal.  You have a benefit to give your heirs and you always retain the same level of income.  You will have accounted for the effect of inflation.
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To Prepay or Not to Prepay

By Ruth Simon


In these troubling times for investors, there’s no place like home.


That’s the thinking of Adam Eisenson, a fourth-grade teacher who lives in Hillsborough, N.C.  This summer, Mr. Eisenson stopped making contributions to the 403(b) retirement savings plan offered by his school.  He’s now applying the extra $700 a month to pay down his 30-year mortgage, which carries a 7-1/8% interest rate.


“Even though I love the market and have an online trading account, I was getting really disappointed,” says Mr. Eisenson, whose mortgage payment would normally total $1,065 a month.  Mr. Eisenson says he plans to continue making the  extra payments “until after this whole war thing calms down and we start seeing a rebound.” 


With stock prices plummeting and the 10-year Treasury note (which calls the tune for mortgage rates) currently yielding just under 4.6% some investors have decided that prepaying their mortgage is the way to go.  The basic premise is simple: Prepaying a mortgage offers a return equivalent to the interest rate on your mortgage minus any tax benefit.  Thus, spending $10,000 to prepay an 8% mortgage will save you $800 a year, the same guaranteed yield as an 8% Treasury bond.


Taxes are what make the calculation more complicated.  If you’re in the 27% tax bracket, losing the deduction on $800 of interest will reduce your net savings to $584 a year, or a 5.84% yield.  But even that thrashes the current yields on bonds and bank accounts, most of which are taxable.


“You get a higher return paying off an 8% mortgage than investing in a 5% Treasury,” says Robert Van Order, chief economist for Freddie Mac, the government-sponsored mortgage finance company.  Because of lower tax rates and limits on itemized deductions, the tax advantage of a mortgage isn’t what it used to be,” he adds.


So far, any increase in prepayments hasn’t shown up in mortgage statistics.  The most recent data, from the second quarter, showed many people were doing exactly the opposite: opting for cash out refinancings that increased their mortgage payments.


Indeed, many financial planners say that now isn’t a good time to prepay mortgages, especially when stocks already have tumbled to more attractive valuations.  They say investors over the long run will be better off plowing any extra money into the stock market, which historically has produced average annual returns of 10% or better.  “I can’t in good conscience suggest that clients pay down” 6.5% and 7.5% mortgages, says Linda Lubitz, a financial planner in Miami.


Ross Levin, a financial planner in Minneapolis, says he had been recommending that clients invest in their mortgages as a way to “reposition some assets.”  But Mr. Levin adds that he’s more reticent to do it now because mortgage rates have become “so cheap.”


But in a time of political and economic turmoil, many people want the sure thing.  Last week, Mark and Nancy Xander of Albuquerque, N.M., paid down about $135,000 of their $265,000 mortgage and refinanced the balance to reduce the monthly payments.  “It was a peace of mind thing,” says Mr. Xander, 39 years old, a medical equipment salesman who sold some stock to raise cash.


Falling share prices played a key role in the couple’s thinking, says Mr. Xander.  “We’re not even breaking even if the market is losing money.”  By refinancing, the Xanders also sliced their monthly payments to $1,200 from $2,300 and reduced the interest rate on their loan by more than a percentage point.  “If things get really bad, we’ve got a real manageable expense,” Mr. Xander says.


To see how paying down a mortgage stacks up against a taxable fixed-income investment, you simply compare the interest rate on the mortgage with the yield on the investment.  “It’s a straight comparison because both are subject to the same tax,” says Tom Ochsenschlager, a partner in the national tax office of Grant Thornton LLP.


Mr. Ochsenschlager is paying down about two-thirds of the balance on his 6.25% adjustable rate mortgage because he’s earning just 3.85% on his money-market account.  “I was trying to sit out the market even before the terror attack,” he says.


The comparison is trickier if the alternative to prepaying your mortgage is buying stocks.  That’s because stocks held more than one year are subject to a lower capital gains tax.  The accompanying chart to this article shows the break-even point for investors weighing a stock-market investment against paying off their mortgage.  Someone who has an 8% mortgage and is in the 35% tax bracket, for instance, would be better off paying down their mortgage if they expect stocks to earn less than 6.5% a year.  The calculations from Grant Thornton don’t include state and local taxes and assume all stock-market earnings are taxed at the 20% capital-gains rate.


Prepayments shorten the time it takes to pay off a loan.  A one-time, $5,000 prepayment made in the 13th month of an 8%, 30-year mortgage can cut 56 months off the term of the loan and produce roughly $36,000 in savings, according to HSH Associates, financial publishers in Butler, N.J.


Two big caveats.  If you have a 15-year or 30-year fixed-rate mortgage, prepaying your mortgage generally won’t reduce your monthly payment, which is fixed at the time you take out your loan.  Likewise, prepaying your mortgage won’t allow you to skip payments when times are tough.


The exception is homeowners with adjustable-rate mortgages, who will see reductions in their monthly payments if they prepay.  That’s because the monthly payments on ARMs are typically adjusted once a year based on the outstanding balance and the current interest rate.  If you have an ARM, it’s best to prepay about two months before the loan readjusts, says Keith Gumbinger, vice president of HSH.  “Otherwise, the real savings on your monthly payment won’t show up” until the next readjustment.


There are many ways of prepaying your mortgage beside a lump payment.  You can replace a 30-year mortgage with a 15-year mortgage, adding a few hundred dollars to each monthly payment.  Or you can simply include a few extra dollars when you send in the mortgage payment each month.


However, homeowners should be wary of so-called “biweekly” mortgage payments, says Nancy Castleman, a partner in goodadvicepress.com, a Web site that covers how to manage debt.  Biweekly plans allow homeowners to make 26 biweekly payments, or the equivalent of one extra monthly payment a year.  But they generally carry a one-time set-up fee and sometimes include a monthly charge.  “It’s a waste of money,” says Ms. Castleman.  “You end up paying for services you don’t need.”


Before prepaying your mortgage, make sure that you have enough spare cash to cover emergency expenses or the loss of a job.  It’s also best to pay down credit-card debt, car loans and other forms of consumer debt first because the interest on these loans isn’t deductible and the rates are generally higher.


Keep in mind, too, that if you do need cash in the future, you’re going to have to do some shuffling to get money back out of your house after prepaying.  Donna Skeels Cygan, the Xanders’ financial planner, says she advised the couple against paying off their entire mortgage because “I wouldn’t want that money tied up where it’s not accessible.”
