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Mortgage or investment -
use your lump sum wisely

Louise
McBride

T'S no secret that
many of us are broke
after five years of aus-
terity. But a lot of
pecple in this coun-
try are filthy rich as
well. Cash buvers are
out in foree in the property
market — snapping up more
than half of the properties
that are up for sale. There's
more than €90bn sitting in
Irish savings accounts.

If you're one of those with a
chunky lump sum at hand,
you could be wondering what
to do with it. With interest
rates at all-time lows, you
might want to do something a
bit more productive with your
maney than to leave it sitting
in & rusty old bank account.
You've got a five-zero mort-
gage — as well as a five-zero
nest egg. You're considering
using your lump sum to clear
your hefty mortgage. Bul
would it make sense to do so?

VARIABLE MORTGAGE
If vou've got an expensive
morigage and have come into
a big lump sum, it would make
alot of sense to use it to clear
your debt — as you could save
€100,000s by paying off your
mortgage early,

Today's mortgages are a hell
of a lot more expensive than
they were six years ago, when
tracker mortgages were still
available.

If you're borrowing more
than 80 per cent of the value
of your home today, you'll be
hit with a variable interest
rate of around 5 per cent. At
4.8 per cent, Ulster Bank is
the most expensive lender, fol-

lowed by Bank of [reland and
EBS, who both charge 4.6 per
cent. AlB charges 4.57 per cent
while KBC charges 4.56 per
cent. At 4.5 per cent, Perma-
nent TSBE is the cheapest
lender — but this variable rate
is still clearly very high.
Let's say you borrowed
€200,000 last week to buy
your home. If you're lucky
enough to come into a lump
sum of €200,000 shortly after
you took out that mortgage,
you'd save between €101,339
and €108,813 by using that
lump sum to clear vour mort-
gage, depending on your bank.
“For anyone who got a
mortgage recently who is on
&n interest rate of between
4.5 and 5 per cent, without
question it would make sense
to use a lump sum to pay off
their mortgage,” said Ken Mur-
ray, director of the mortgage
broker network the Associa-
tion of Expert Mortgage Advi-

A0rs.

TRACKER MORTGAGE
If you snapped up a tracker
mortgage before the banks
stopped offering them in 2008,
the interest rate on your mort-
gage could be as low as 0.75
per cent. The amount of
money you could save by pay-
ing off a tracker mortgage
early will be tiny when com-
pared to & more expensive
mortgage.

For this reason, it doesn't

make much financial sense to
repay a tracker mortgage early
— unbess you're expecting your
financial circumstances to
deteriorate.

For example, let’s say you've
got €200,000 cutstanding on
your tracker rnortgage and
you've 20 years left to repay it.

If the interest rate on your
mortgage is 1 per cent, you'll
only save £20,652 by repaying
it in full today.

If European interest rates
start to rise suddenly, the
tables will turn and tracker
mortgages will become more
expensive. However, interest
rates are expected to stay at
their record lows for at least
another year.

“Interest rates are so low
today; if you're on a cheap
tracker mortgage, I'd hold off
on using a lump sum to pay
down vour mortgage,” said
Frank Conway, founder of the
personal finance website the
Irish Financial Review. “You
can deal with the threat of
interest rates pushing up the
cost of mortgage repayments
later. If interest rates start to
rise, revisit whether or not
you should use your lump sum
to repay vour tracker then.”

iNVESTING

You could make more money
by investing your €200,000
lump sum than yvou would
save by using that lump sum to
repay a cheap tracker mort-
ZAgeE.

If you invest a €200,000
lump sum in 2 managed fund
for 20 years, you could make
£119,456 on vour investment
after tax — as long as vour
investment fund delivers a
return of 4 per cent a year,

according to Vineent Digby,
founder of the financial adwvis-
ers Impartial. So after 20
years, vour €200,000 lump
sum would be worth about
£320,000.

This €119,456 investment
return is almost six times what
vou'd save if vou used vour
€200,000 lump sum to repay

vour tracker mortgage. For
this reason, if vou have a track-
er mortgage, it would make a
lot more sense to put your
lump sum into an investment
than to use the money to repay
your morigage — as long as
you choose a good investment.

“In Ireland, the average bal-
anced managed fund has
delivered an annual return of
9.39 per cent after costs over
the last five years,” said Mr
Digby. “This did, however,
coincide with five years of
strong equity market returns
— which may not be repeated.
There are a range of absolute
return funds which have
returned between 2 and 5.25
per cent & year over the last
three vears. These funds
should be less volatile than
directly held equities or equi-
ty funds.”

Liquidity is another thing
you'll have on vour side if you
decide to invest your lump
sum. “If vou need money, you
can sell your investment and
use the funds as you wish,”
said Mr Dighy. “If, however,
you repay your mortgage and
need to borrow money after
doing so, you may find that the
banks are reluctant to lend
and will only do so at higher
interest rates.”

If you have an expensive
mortgage, there is unlikely to
be much of a difference
between the amount you could
save by paying down vour debt
and the amount vou could
make by investing. Using your
spare cash to pay down & 20-
vear variable mortgage of
€200,000 could save you
about €108,000. Investing
€200,000 over 20 vears
instead could make you
€119,456. In this case, you'll
still make €10,000 more by
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investing your money — but as
you are never guaranteed to
make a return on an invest-
ment, it could make more
sense tO Fepay Your expensive
mortgage than to invest.

Similarly, if you have other
expensive debt, such as a scary
credit card bill or overdraft, it
would make more sense to
use any spare cash vou have to
clear that debt than to put it
into an investment.

Remember, if you decide to
invest a large lump sum, get
independent financial adviee,
You will usually have to pay for
such advice — but by doing so,
vou will have less chance of
seeing your investment going
belly up.
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