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HOW ORDINARY PEOPLE BUILD EXTRAORDINARY WEALTH BY MANAGING HOME EQUITY 

from home equity loan interest. To take 
advantage of these deductions, make 
sure to secure a large mortgage when 
you buy. Under tax law, mortgage inter-
est is deductible only for $100,000 over 
acquisition indebtedness (the mortgage 
balance when home is purchased). 
Home improvements are the only 
exception. For example, if you sell your 
home for $400,000 and buy a new home 
for $400,000 with the cash from the 
sale, you will lose the tax break liquid-
ity. But worse, if you later decide to take 
out a home equity loan, only the first 
$100,000 will be tax deductible. Instead, 
secure a $360,000 mortgage (90%) 
when you buy the home and the entire 
amount is deductible.

CASE STUDY: HOME
 EQUITY MANAGEMENT
 
There’s a recent case study of a couple 
living in a $550,000 home in Bellevue, 
WA. They owed $360,000 on a 30-year 
fixed mortgage at 5.875% with a 
monthly payment of $2,130. They had 
$190,000 built up in home equity. A 
very common “Brother A”-type tradi-
tional scenario. After understanding 
the liquidity, safety, rate of return, and 
tax benefits of properly managing their 
home equity, this couple decided to 
separate $155,800 of their equity to 
invest in a safe conservative side 
account. By using an interest-only 
ARM, they were able to increase their 
mortgage balance to separate this 
chunk of equity while decreasing their 
monthly mortgage payment to $1,656, a 
monthly cash flow savings of $474 per 
month.

The couple conservatively invested the 
$155,800 lump sum and the $474 per 
month savings with their financial 
planner. If we assume a conservative 6% 
rate of return, their investment account 
will grow to $520,196 in 15 years. In the 
15th year, they will have enough cash in 
their investment account to pay off 
their mortgage completely if they want 

to (15 years earlier than with their origi-
nal 30 year mortgage!). However, 
armed with their new equity manage-
ment knowledge, they plan to keep the 
mortgage well into retirement so they 
can keep the tax deduction benefits and 
keep the money in the investment 
account where it’s more liquid, safer, 
and will continue to grow and com-
pound.

CASE STUDY: CASH FLOW 
MANAGEMENT
 
It’s not necessary to have a large chunk 
of equity in your home to benefit from 
using your mortgage to create wealth. 
Many homeowners without a large 
equity balance have benefited by simply 
moving to a more strategic mortgage 
which allows them to pay less to their 
mortgage company each month, 
thereby enabling them to save or invest 
more each month. For example, a 
couple in Redmond, Washington 
followed traditional thinking when 
they bought their $400,000 home. They 
put 20% down and obtained a $320,000 
30-year fixed rate mortgage at 6.00% 
with a payment of $1,919 per month. 
This is how the vast majority of Ameri-
cans would purchase this home.
 
However, once this couple understood 
the benefits of integrating their mort-
gage in their financial plan, they 
decided to make a change. They moved 
to a more strategic interest-only mort-
gage. They kept the same loan balance, 
but were able to reduce their monthly 
payments to $1,133 per month, a 
savings of $786 per months from their 
previous mortgage. The couple invests 
the $786 savings each month, and 
assuming a 6% rate of return, they will 
have enough money in their investment 
account to pay off their mortgage in 19 
years (11 years sooner than their previ-
ous 30 year schedule!). Therefore, by 
simply redirecting a portion of their 
monthly mortgage payment, they were 
able to potentially shave 11 years off 

their mortgage. In addition, they also 
received the benefits of having their 
cash in a more liquid, safer position 
throughout the process.� 
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