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INTEREST-ONLY LOANS: PAY NOW OR
PAY LATER

You have probably seen a number of articles recently regarding
“interest-only” loans. What are interest only loans, and how do
they work?

A few years ago, only one in ten mortgages was an interest
only mortgage. Today, mortgage brokers are saying that one in
four mortgages is interest only. Home-equity lines of credit have
worked this way for a long time. As the name suggests, the only
payment that you are required to make is the one that will cover
just the interest due. usually for the first ten years. After the first
ten years, the balance, which is the same as the original amount
that was borrowed, is paid off in the remaining twenty years of the
loan term.

Here is how this would look: On a standard 30-year fixed-
rate loan, let’s say that you borrow $350,000 at 6 %. Your
monthly principal and interest payment would be approximately
$2,098.00.

On an interest only loan the interest rate is slightly higher, say

6.125%, but the payment required for the $350,000 loan would
be $1.786.00. However, if no payment were made toward the
principal in the first 10 years, the payment required to pay off the
balance, amortized over twenty years, would be $2,533.00.
After paying for ten years on the standard 30-year mortgage. your
principal balance would be $292,899.59, giving you $57.100.41
to use as equity to buy a larger home or to purchase investment
real estate. On the interest only loan, the balance is $350,000.

Interest only loans are best used by borrowers who are
experienced and disciplined. If you properly manage the monthly

cash-flow savings that you gain on the interest only loan,
the difference can be invested for greater returns. But it
could be lost. It s very easy 1o let the payment savings
simply slide away unnoticed into your checking account
every month.

An interest only loan might be a perfect fit if the borrower
is expecting their income to increase over the near term. For
example, a spouse may be taking time off from work for
a few years to stay home with children or elderly parents.
Other occasions might be the anticipation of a promotion
or the completion of schooling in a few years. Interest only
loans can provide the opportunity to get into a home with a
more manageable monthly payment when it is needed most,
in the early years, rather than waiting to purchase a home.

These examples are only two of the loan products
available. There are hundreds more. Call me or a mortgage
professional if you would like more information on loan
products that might be specifically beneficial in your current
situation.

SALES INSIDE BOULDER CITY LIMITS

In August, according to the statistical information released
by the Boulder Area Realtor Association, the median price
of a single family home in Boulder reached $500,000. We
thought it might be interesting to see the breakdown of sales
of single-family homes in Boulder.

Sales of property priced above $850,000 are very active,
while the market below $550,000 is far behind last year.
Ordinarily we would see activity increase in the lower price
ranges and work up. The current market is not typical.

Sales Prices Number of Sales 1™ | Number of Sales 1" | Percentage of
Three Quarters 2004 | Three Quarters 2005 | difference
$250.000-349.999 207 123 -40).6
$350.000-449.999 198 209 +3.6
5450,000-549.999 156 145 -1.0
$550.000-649.999 a8 121 +23.5
£650,000-749,599 63 89 +41.3
§750.000-849.999 41 52 +26.8
5850.000-949.999 27 39 +44.4
$950.000-1.049,999 15 22 +46.7
$1.050,000-1,249.999 | 20 3l +55.0
51.250,000-1,499.999 | § 17 +112.5
§1.500,000-1,999.999 | 7 9 +28.6
Over $2 million 2 {1] +400.0
842 Total Sales 867 Total Sales

Statistics provided by IRES Multiple Listing Service
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