Saturday Focus Topic- Interest Deduction Trap

Don’t fall for the interest tax deduction trap.  People pay literally tens of thousands of dollars in interest because the mortgage industry has told them that it is a good tax deduction.  If you are in a 20% tax bracket, for every dollar you pay in interest, your savings is 20 cents.  You are still paying 80 cents of your money in interest to the bank.  Imagine if someone gave you a dollar and only expected 20 cents back.  At that rate, I would gladly take all the dollars I could get and happily give 20 cents back!  In addition, you may not even obtain the 20 cents back if you don’t have enough deductions to itemize on your tax return.  Mortgage interest alone will probably not get you over the $10,000 hurdle (2005).  Paying interest is never in your best financial well-being, even if you do receive a small tax deduction.

