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Introduction 
 

Long term debt is different than short term debt. Long term debt (most commonly 
HELOCs and mortgages, in the context of personal finance) usually has a lower interest 

rate, is backed by collateral, and has a longer time to pay it off. For the sake of this 
article we will be using the term "long term debt" synonymous with "mortgages" and 

"HELOCs". 
  

Common questions surrounding long term debt are,"Is paying into a mortgage really 
paying off debt, isn't it more like savings?"; "Should I choose a 15 year or a 30 year 
mortgage?"; "Is it wise to pull out the equity in my home to pay for home projects?"; 

"How much should I put down on a home?" 
  

This issue will help you understand long term debt and answer those questions. 
 

Mortgages and HELOCs 101 
 

Before diving into the weeds to answer the above questions, it is appropriate to provide 
a brief (and simplified) explanation on what mortgages and HELOCs are. 

  
Mortgages: A mortgage is an agreement between a financial institution and a potential 
home buyer that will help the home buyer purchase a home, and gain ownership of the 
home over time. For example, Suzy wants to buy a home but only has $50,000. The 
home costs $500,000. Suzy would approach a financial institution and offer the $50,000 
as a down payment to the seller and the institution would then offer the $450,000 for 
Suzy to approach the seller with. Suzy would have to pay the institution back over a set 
time (often 15 or 30 years) with interest on the $450,000. If she does not, they are using 
the new home as collateral on the loan, so they can seize it from Suzy. 
  
HELOCs: Let's say Suzy owns the home for 5 years and over that 5 years the value of 
the home has grown to $550,000. Suzy has also paid off $10,000 of the mortgage. In a 
simplified manner, Suzy now owns $110,000 of the home ($50,000 original payment, 
$50,000 growth, $10,000 paid off of mortgage). If Suzy wanted to, she could approach a 
financial institution and state that she wants more money to use on another project. She 
could use that $110,000 as collateral for a "Home Equity Line of Credit (HELOC)". The 
institution may say, "Here is a $55,000 line of credit that you can use and we are using 
the ownership portion of your home as collateral." This is like a more stable credit card 
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in the sense that there is no balance on the loan unless it is used to purchase 
something. However, because there is collateral the interest rate is much lower than a 
credit card. 

Q & A regarding long term debt 
  

Q: Is paying into a mortgage really paying off debt, isn't it more like savings? 
A: We define savings as money that will be used for lifestyle in the distant future. Under 
that definition, we would not classify as paying into a mortgage (for primary homes, 
investment properties is a different discussion) as savings. Typically, people do not use 
the money they put into their home to pay for their lifestyle. To do so they would have to 
sell their home or conduct a reverse mortgage. Some do not want to sell their home, 
and a reverse mortgage is complex and should be used only when circumstances are 
set up for it to be useful.  
  
Q: Should I choose a 15 year or a 30 year mortgage? 
A: We hold to the "first four steps." These emails have followed the first four steps by 
covering a new step in each quarter, and if you are confused as to what they are, here 
you go: 1) Protect  2) Save 3) Build Liquidity 4) Eliminate Short Term Debt. By choosing 
a 15 year mortgage, you increase the monthly payment, making it harder to save and 
build liquidity. Also, you can usually choose a 30 year mortgage and if you have the 
cash flow, pay it off in 15 years by making additional payments. For those of you who 
like to compare the difference from a numbers standpoint: read this article (the new 
website is under construction, so we cannot direct you there, sorry!) 
  
Q: Is it wise to pull out the equity in my home to pay for home projects? 
A: We refer back to the first four steps. Realize, if you pull equity out of your home (or 
open a HELOC) then you will have a larger balance to pay off with your lending 
institution. Your institution will not allow you to keep the same monthly payment if you 
have a larger balance, meaning you will have to pay more per month. If that prevents 
you from doing steps 1,2,3, and 4 then it is not wise. If you can pull out the equity, 
increase your payment per month, and still do steps 1-4, then it may be wise to do so as 
opposing to pay out of pocket. 
  
Q: How much should I put down on a home? 
A: In order to build a solid financial foundation, make progress for your future, and not 
resent your home. We hold to having no more than 15% of your annual income going 
towards debt payments. This is all debt payments - cars, home, credit cards, etc. It is a 
lofty goal, but we have seen when it happens in practice there is so much more balance 
and freedom in people's lives. Therefore, put as much down on your home so that your 
monthly payment (principal and interest only, not insurance and taxes) is 15% of your 
gross income. Ex.) $100,000 household income. $15,000/year mortgage payments. 
$1,250 per month. 

  

 
 

https://drive.google.com/file/d/1aSufa8XO-gk9Zv-En8oDYqlzLcBJSlSa/view?usp=sharing
https://drive.google.com/file/d/1aSufa8XO-gk9Zv-En8oDYqlzLcBJSlSa/view?usp=sharing
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SUMMARY AND BEST PRACTICES: 
  

• Long term debt is generally mortgages and HELOCs, in the context of personal finances. 
• No more than 15% of income should be going out to debt - short and long term. 
• In order to make the wisest decisions around your mortgate, take into consideration the first four 

steps - Protect, Save, Build Liquidity, Elimiate Short Term Debt. 

 
 
Material discussed is meant for general informational purposes only and is not to be construed as tax, legal, or investment advice. Although the information has been gathered 
from sources believed to be reliable, please note that individual situations can vary. Therefore, the information should be relied upon only when coordinated with individual 
professional advice. This material contains the current opinions of the author but not necessarily those of Guardian or its subsidiaries and such opinions are subject to change 
without notice. All scenarios and names mentioned herein are purely fictional and have been created solely for training purposes. Any resemblance to existing situations, 
persons or fictional characters is coincidental. The information presented should not be used as the basis for any specific investment advice. 
 


