BUSINESS FOCUS:

With rates at historic lows, do I want a 30-year mortgage?
By Mike Urnezis, Ledyard National Bank
Everywhere you turn today, there’s
commentary on low mortgage rates, high
refinance volume and increasing home
buying power due to our current COVID19 economy. The “go-to” loan is 30-year
fixed, fully amortized, because it’s the
most affordable and provides stability in a
monthly principal and interest payment
that will not change over the life of the loan
(unlike an adjustable rate mortgage that
comes with interest rate risk). Additionally,
it’s an important path to ownership for
first-time homebuyers and low- to
moderate- income borrowers that might
otherwise remain renters. According to
Freddie Mac, 90% of homebuyers chose a
30-year loan in 2019.

Understand how amortization works
With homeownership being the average
American’s largest asset and respective
debt, understanding the impact of debt/
loan expense and amortization is important
to financial goals. Many are surprised
by the material interest savings a shorter
term/amortization delivers, albeit the
payment is higher. Amortization is defined
in the Cambridge Dictionary as, “the
process of reducing cost or total in regular
small amounts.” A 30-year loan stretches
repayment out longer with more interest
expense incurred due to the slower pace of
principal reduction.
For example (round numbers): $250,000
loan amount:
• 30-year fixed @ 3.125% = $1,071 monthly
principal and interest; total payments life
of loan = $385,538
• 15-year fixed @ 2.625% = $1,682 monthly
principal and interest; total payments life
of loan = $302,710
Result: Shorter term/amortization saves
over $82,000!
A 30-year loan provides a more affordable
payment, creating increased cash flow for
savings, maximized retirement, 529s and
everyday expenses. The 15-year loan builds
equity (amortizes) much quicker, reducing
interest expense. Additionally, a 15-year
rate is typically .375% to .625% less than that
of a 30-year. Below is the allocation of the

first principal and interest payment from
our example above:
• 30-year fixed @ 3.125% = $1,071
First payment allocation:
principal: $419.90 / interest: $651.04
• 15-year fixed @ 2.625% = $1,682
First payment allocation:
principal: $1,134.84 / interest: $546.88
Result: In the very first payment, the 15-year
loan pays down principal by an additional
$714.94 and saves $104.16 interest expense.
A 15-year loan is not for everyone. A careful
review of debt-to-income ratio and overall
financial goals must be considered with a
higher payment commitment. While a firsttime home buyer may only qualify for a 30year term, a savvy, disciplined investor who
can afford a 15-year payment may choose
to lock in longer term rates to invest the
difference in the market with risk tolerance
in mind.

Consider prepayment options
If the monthly commitment of a 15-year is
too high for the budget and/or you recently
closed on a 30-year, there’s good news.
Residential, owner-occupied mortgage loans
typically allow for prepayment of principal
without
penalty,
creating
flexibility
in amortization. So, you can keep the
affordability of a 30-year term while making
additional payments to principal as you
wish. Taking our 30-year fixed example
from above, what if we added $100/month
to principal?
$250,000 loan amount:
• 30-year fixed @ 3.125% = $1,071 monthly
principal & interest; total payments life of
loan = $385,538
• 30-year fixed @ 3.125% = $1,071 plus
$100 month to principal; total payments
life of loan = $365,552
Result: Interest savings of almost $20,000
and loan payoff 47 months earlier

Other terms exist — ask your lender
If something in the middle of these two terms
is best, most lenders offer 20- and 25-year
fixed, too. With so many options to consider,
your experienced, local loan originator can

Mike Urnezis

assist with analysis and scenarios for a loan
tailored to your plan.
Michael Urnezis (NMLS #133911) is
Senior Vice President, Senior Consumer
and Mortgage Lending Officer at Ledyard
National Bank. Mike joined Ledyard in
August of 2017 relocating from Rockford,
Illinois and bringing with him over two
decades of financial services experience.
Prior to joining Ledyard, Mike co-founded
Vision Mortgage & Insurance Group in
1999 with offices in the Midwest and Pacific
Northwest. Mike received his Bachelor of
Science degree in Finance from Illinois State
University. He is a member of the Hanover
Rotary and the NH & VT Mortgage Banking
Committees.
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Ledyard National Bank, a full service
bank with a $1.6 billion wealth
management division (Ledyard Financial
Advisors), expanded into the Concord
market in 2016 with a mission to help
individuals and businesses make clear,
confident decisions about how to save,
borrow and manage their finances. The
bank’s unique combination of expert
advice, leading-edge financial solutions
and personal attention represent the
highest standard of client advocacy and
responsiveness.

Follow us on LinkedIn and connect with a welcoming community of business and nonprofit professionals: Go to www.LinkedIn.com/company/greaterconcordchamberofcommercenh
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