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How to navigate this book 
This is a digital book made in Adobe PDF format (if you don’t have Adobe 
Reader installed on your device or desktop, you can download the latest 
version for free). 

To navigate this book, simply click on the bookmark icon on the left side of 
the window.   

You will see the chapter titles appear. To go to a chapter, click on the 
chapter title.  

https://get.adobe.com/reader/
https://get.adobe.com/reader/
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To see all of the subheadings in a particular chapter or heading, click on the 
arrow next to the chapter or heading.  

The navigation will expand to show the subheadings. To go to a section, 
just click on the name of the section.  

This book is designed so that you can skip around and get the information 
you need at any particular time.  

You can read the book from beginning to end, or fully expand the sections 
and dive into the subheadings.  

If you have any trouble opening or navigating this digital book, please let 
us know at help@homeownering.com, and we’ll be happy to help.  
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Who should read this book? 

Perhaps you are a first-time home buyer, or maybe you just finished 
closing on your fourth home. No matter if you are new to homeownership 
or are a seasoned homeowner, I will show you insider secrets that you can 
use to get the best financial outcome possible through the ups and downs 
of homeownership.  

Who am I? I was a serial homebuyer and homeowner who made lots 
of mistakes the first (and second!) time I bought and sold my homes. But 
then, I spent seven years making and selling financial tools to banks, credit 
unions and non-profits that gave clarity to home buyers and home owners 
who were buying, owning, refinancing and selling homes. Through this 
experience, I got deep into the financial situations and outcomes of 
homeowners, I discovered ways to consider your home as an asset, and I 
came up with specific actions that you can take to realize the best outcome 
for yourself. 

I discovered some simple facts that are not generally known to 
homeowners, but by being aware of them, you can gain the necessary 
control over your decision-making and feel empowered to achieve the best 
financial outcomes.  

Note, this is not a book to convince you to be a homeowner. 
Homeownership is a very personal as well as a financial decision, and only 
you can decide if you are ready and interested in making that commitment. 
Instead, this is a book for homeowners, and people who have decided to 
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buy a home, on how to protect your asset and take advantage of 
opportunities to strengthen your financial position as a homeowner.   
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Introduction 

The information that we are given as home buyers and homeowners 
is very often produced by and distributed by the mortgage and real estate 
industries. After all, creating content around homeowner topics attracts 
homeowners, and when they have your attention, they can sell you their 
products. Content made by these industries tends to place a priority on 
convincing readers to make specific, key decisions, decisions that make 
money for the mortgage and real estate industries. They tell you how to 
buy a home (real estate agent gets a commission), how to get a mortgage 
(mortgage broker gets fees), how to refinance (mortgage broker gets fees), 
how to sell a house (real estate agent gets fees), and about cash-out 
refinance (mortgage broker and sometimes investment professionals get 
fees).  

You get the picture. When the narrative is driven by the industry, we 
get bombarded by information designed to push us in a particular 
direction. And many times, that direction is against our best interest as 
homeowners.  
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First, a little background on me. I’ve been working in the technology 
industry for many years, most recently in the data analysis software 
industry, and, as I mentioned, I was also a serial home buyer and 
homeowner. By 2008, I had sold two homes, bought one, and had built one 

from the ground up. You’d 
think that with all of that 
experience, including my 
data background, I would 
have been able to tell when 
I was being bamboozled in 
a mortgage transaction! But 
in fact, I got taken 
advantage of during a 
refinancing which affected 
my overall net worth. I 
paid a whole slew of 
unnecessary fees without 

realizing it. This was around 2009, when, as I’m sure you recall, the “Great 
Recession” was underway. In the news almost every day were stories of 
people who had lost their homes, or got loans they didn’t understand or 
couldn’t necessarily afford. During that time, homeowners lost a total of six 
trillion dollars in home equity in the blink of an eye.  

 

I got mad. And then I decided to get even. I started a technology 
company called Tactile Finance that made software which showed across 
time and into the future how different home buying and refinancing 
choices affected a homeowner’s finances. The tools were designed 
specifically to counteract the opacity of the mortgage industry’s need to 
hide, convolute, and obscure information in order to extract the highest 
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fees from homeowners. Tactile Finance is still running today, delivering 
value to non-profits and government clients.  

 

Building the company included a steep learning curve into all 
matters of financing a home. In order to build software that could reveal all 
the things that the mortgage industry wants to hide, we had to learn the 
mechanics, arithmetic, and parameters of every single type of mortgage 
loan, refinance, process, and fee structure. Because of this, I spent seven 
years deep in the financial aspects of homeownership, and, because our 
software also tracks a person's financial situation all the way through a 
sale, deep in real estate outcomes overall.  

 

Let’s go back to my earlier point about what happens when the 
narrative is driven by the industry. Take the case of refinancing. Common 
knowledge is that you refinance when rates drop. It is also common 
knowledge that the measure by which you should refinance is based on the 
concept of “break even”, in other words, when the monthly savings 
outstrip the fees that you pay for a refinance. Here’s the thing: not only is 
the math wrong that mortgage companies use to determine break even, but 
by basing refinancing on monthly payment alone, it hides the mechanics of 
a refinance, and causes homeowners to pay countless unnecessary fees, 
causes loss of equity, and often extends their loan out many years into the 
future. And for each refinance that a bank convinces a homeowner to do, 
they get about three percent of the loan amount, which on a $400,000 loan 
is $12,000. That’s a lot of money to get for something that in approximately 
one-third of all refinancing is not in the best interests of the homeowner!  

 

Yet, there is no independent source of information for homeowners 
that puts them on a level (or ideally, a higher level) playing field than the 
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professionals who serve them. Most all websites that serve up information 
to the mortgage or real estate industries are geared towards convincing 
homeowners or home buyers to make a decision that involves a real estate 
or mortgage professional getting business.  

 

Here’s something else I learned by being deep in the financial aspects 
of the industry for five years: most homeowners have the majority of their 
net worth in their homes. According to a report by the Century 
Foundation’s report “A Tale of Two Recoveries”, 80% of homeowners have 
66% of their net worth in their homes. I also learned that the way that you 
finance your home impacts your net worth, and not just by the interest that 
you pay but also the frequency and way that your refinance. And finally, I 
learned that homeowners have a lot of control over their homes as an asset, 
if, and only if, we are empowered with independent decision making.  

 

This book is a passion project for me. I try to take all of the insights 
that I have gained from being elbows deep in the mortgage and real estate 
industries’ math and processes and provide objective tools and information 
that homeowners can use to get the most financial benefit they possibly can 
from homeownership. I also share the many pitfalls I’ve seen – both in the 
industry and personally – and provide advice on how to avoid them. This 
book is written to be truly objective and unbiased, to counteract 
misinformation, and sometimes intentionally misleading information, from 
the mortgage and real estate industries.  

 

Most of all, I designed this book to be practical. There are many 
resources, spreadsheets, informational sheets, and mini guides in here to 
get you through the big and small decisions that you need to make during 
the ups and downs of homeownership.  Because the real estate and 
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mortgage industries change so fast, rendering books on these subjects 
obsolete within 18 to 24 months, I decided to self-publish this book. Self-
publishing allows me to edit it as frequently as needed, so that the 
information does not fall out of date, and stays as relevant for you as 
possible.  

 

What can you expect from this book?  
 

In Chapters 1 - 4, we’ll lay the groundwork for how to think about 
your home in order to get the best financial outcome. We’ll talk about how 
to think like the professionals do, explore home equity, and share what the 
research says about how homes become good investments or not.  

 

In Chapters 5 - 7, we’ll get into the details of how you can ensure that 
you finance your home in the best way possible for your unique goals, and 
we'll give you the actual step-by-step play book for getting the best deal 
possible. We’ll explore the myths of refinancing, bust them wide open, and 
replace them with cold hard facts, along with a game plan for your 
refinancing strategy. We’ll also talk about how to know what the return on 
investment is for home improvements, and we'll give you a cheat sheet for 
negotiating your homeowners insurance.  

 

In Chapters 8 – 11 we’ll talk about all the ways that you can leverage 
your home equity, and we'll give you the tools you need to negotiate any 
home equity loans that you take. We’ll also go through what to do if you 
hit trouble – have financial hardship or suffer home value depreciation – 
and what your best options are to turn things around. Finally, I’ll share 
with you some of my major personal takeaways both from being a 
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homeowner and from being in the business of homeownership outcomes 
for many years.   

 

The book is structured in a way that you can read it from start to 
finish or flip around as needed. It is designed to give you all the building 
blocks of financial success for homeowners, and it contains some highly 
actionable advice and tools to solve the major challenges that homeowners 
have.  

 

I’m excited to have you with me on this journey. Shall we begin? 
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Chapter 1: How to think about your home for success 

When I bought my very first home many years ago, I did not know 
all that I do now about financial outcomes concerning homeownership. I 
bought my home for two main reasons:  I was sick of renting – and I also 
could afford to buy. I would categorize it an emotional decision.  

Fast forward to the last couple of years. In 2015, after I had started 
my company and spent years deep in the financial aspects of 
homeownership, I again bought because it was within my range of 
affordability. I also thought the area where I bought my home would hold 
its value and potentially appreciate, I absolutely positively adored the 
house, and I planned on staying put for the long haul. But you know what? 
Similar to my very first purchase, what tipped me over was plain old 
emotion.  

In fact, as a good friend of mine in the real estate investment field 
says, residential homeowners buy for emotional reasons, not financial. If 
you are shaking your head right now, knowing that you did an absolute 
ton of financial calculations before buying, let me explain what he means. 

If you were a real estate investor, you would come to home buying 
with the clinical view of a strictly financial transaction. You’d study the 
data on area historical appreciation, find a home that was undervalued in 
its market, perhaps one that’s “aesthetically challenged,” and do the math 
on the cost of improvements in the context of current market value.  You 
might also have a clear idea of when exactly you would sell the property 
and recoup your investment. If the home that fit this profile happened to be 
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a corner lot on a busy street, you would not let your desire for privacy or 
solitude overcome your desire for a profit. If the home happened to be in a 
not-so-great school district, or a bit too far from dear Aunt Meredith, so be 
it. Profits come first.  

 

 
Real estate investors gauge the amount of investment and the return. Photo by ilovebutter 

“Repair done to the front of the house.”  
 

In reality, as home buyers we think about affordability, consider 
whether the home will appreciate (but usually based on whether it will 
appreciate or depreciate, not necessarily with full historical trends at hand), 
and how much repairs or improvements will cost (but usually more of a 
ballpark range estimate). Generally, though, we pick the area we want to 
live in for social and work reasons. Is it near our friends? Is it in a good 
school district? Is it near work opportunities? We figure out how much 
home we can afford, and we select the best option within those parameters. 
If the home has a great yard that we can imagine our kids playing in, or an 
extra room for a friend to stay in when they visit, or if it is located on a 

https://creativecommons.org/licenses/by/2.0/
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quieter block for more peace, we’ll spend for those reasons, reasons that 
would likely not influence the buyer who is strictly an investor.  

And is it any wonder? Our homes are where we spend at least a third 
to a half (or more) of our time. The emotional draw of permanent shelter, of 
building a life in one place, of crafting a living space over time to our exact 
specifications is powerful stuff. 

Here’s my question to you: why can’t we have both? If my friend is 
right (and the research points to it), that most homeowners buy on 
emotion, how can we also maximize the chance that our homes bring us 
financial prosperity, and not an albatross around our necks? How can we 
set ourselves up with the very best chance of financial outcome from 
homeownership?  

This book is written with this approach – acknowledging the emotion 
of homeownership but inserting as well a heavy dose of practicality and a 
focus on financial outcome. I’m going to walk you through things to think 
about and take action on that can make a big difference in the short and 
long term. These are things that are completely achievable, for the novice 
home buyers and for the repeat offenders. 

What we can learn from the pros: return on 
investment 

Even though we residential home buyers are not clinical-approach-
driven real estate investors, there is knowledge we can gain from observing 
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them. The two big levers that big time residential real estate investors pull 
to drive their gains are financing and appreciation.  

 

It’s all about the type of financing, or, money in, and the increase in 
value over the time period one has the home, which is the money out.  

 

A standard calculation for a real estate investor would be: 

 
(Gain from investment – cost of investment) / cost of investment = Return on 
investment 

 

The cost of investment includes financing, cost to fix up a home, and 
the amount of money needed to run the home for the duration from 
purchase to sale (utilities, taxes, insurance, etc.).  

 

For the pros who buy property with a mortgage (as opposed to an 
all-cash deal), the type of mortgage that they choose is determined by how 
long they plan to hold onto the property. The “fix and flip” investor, whose 
goal is to fix the home up and sell it as fast as possible, may choose to 
finance the property with a type of atypical mortgage, like a mortgage with 
balloon payments (where the mortgage is paid off until a certain date upon 
which a very large payment – balloon – comes due). Or that investor may 
choose a one year interest-only loan (where only interest is paid on a 
mortgage, with no reduction in the principal, or, original loan amount). 
These types of short term mortgages may require less money down and/or 
lower initial interest rates.  
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The specific home improvements to be made are determined by 
careful analysis of what attributes are valued in that particular area, and by 
the potential pool of buyers. For example, in an area where homes sell for 
$200,000 with an average of 2,000 square feet, an investor wouldn’t invest 
in an outsized addition which would push the home into a different sales 
bracket, but they might decide that a second bathroom, new siding and 
landscaping would make it highly desirable, based on available recent 
home sale research.  

 

For the real estate investor, the strategy is to find undervalued homes 
in an area where home values are hopefully also on the rise. Features that 
make the home unattractive to other buyers but are easily remedied are 
especially desirable. This can amplify any gains from normal, regional 
appreciation.  

 

And ultimately, the only thing that matters is the difference between 
cost of investment and the gain from the investment. That’s the return on 
investment, related to equity gains from property appreciation.  

 

We, as residential homeowners, can learn from real estate investors. 
What are the four main levers that the pros use that we just covered? 

 

Financing 

Appreciation 

Cost of improvements (including financing of improvements) 

Equity (money out) 
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FACE. They form the building blocks of getting the most out of 
homeownership, no matter what reason you bought in the first place! 

This book will cover each of these and how you can apply them to 
your own situation. Financing is covered in Chapters 4 & 5, Appreciation is 
covered in Chapter 7, cost of improvements is covered in Chapter 6, and 
equity is covered in Chapter 2.  

The importance of a good deal and how to get one 

The other dimension to getting a good financial outcome with 
homeownership is the difference between a deal and a very good deal. 
Buying a home? Your mortgage rate can vary up to 0.75% for exactly the 
same product based solely on the deals that you are presented with and the 
one that you pick and negotiate. That difference in interest rate equates to 
tens of thousands of dollars either spent or saved. The rewards of a great 
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deal versus an okay deal can make a big impact on your finances, 
especially over time. Getting the very best deal gives you that much extra 
money to save, invest, and spend on other things.  In short, don’t overpay 
on financing, refinancing, or home sale costs. 

What’s unfortunate is that it can be really hard for homebuyers and 
home owners to get the very best deal.  The cards are stacked against them. 
They will encounter confusing processes, and a rush on the part of the 
professional serving them to close the deal. After all, the livelihoods of the 
professionals depend on it; they have quotas and want to put food on their 
own tables!  

 In the pages that follow, you will find the exact tools you need to get 
the very best deal, arming you with tips and scripts in Chapter 4 for home 
financing, Chapter 5 for refinancing, and Chapter 6 for home equity loans 
and Chapter 7 for insurance. 

The benefits of homeownership beyond financial 
investment 

I mentioned the emotional component of homeownership earlier to 
highlight the difference between a home purchase as purely an investment 
and as a personal one. However, there is a large body of research that 
shows that homeowners benefit in many other ways from homeownership 
beyond the strictly financial.  

For example, studies have showed that homeownership has positive 
outcomes in terms of community engagement, crime reduction, and even 
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in reducing teen pregnancy (Research Institute for Housing America 
Special Report, “Measuring the Benefits of Homeowning: Effects on 
Children Redux,” 2012). 

 

Another study, which I will go into more in Chapter 10, showed 
strong intergenerational benefits in the level of education that 
homeowners’ children reach.  

 

These are quality life and economic benefits that enhance one’s life 
beyond just a larger profit at sale time.  
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Chapter 2: Your home equity and why it’s important 

The real estate world is so dominated by home price – how much are 
home prices going up? going down? A neglected aspect of home 
ownership is a homeowner’s equity, which is the only piece of home value 
that ultimately matters to a homeowner. Maybe you are not even sure what 
homeowner equity means? If so, no need to worry. I’m going to walk you 
through exactly what it is and how to find out at any point in time how 
much equity you have.   

What is home equity? 

Home equity is the value in your home that you don’t owe to anyone 
else. You may owe money to a bank for your mortgage, or you may owe 
money to a family member as a loan from your down payment, or to a 
bank on a home equity loan or line of credit. Whatever your home is worth 
today, minus what you owe on it, is your home equity.  

To find your home equity, first determine what your home is worth 
today. In Chapter 7 in the Appreciation section, you’ll find a description of 
some data tools you can use to look at home values in your area. Identify 
your remaining loan balance on your mortgage, which you can find on 
your monthly mortgage statement, and then add up any remaining money 
that you owe related to your home, such as a loan for a down payment, or 
home equity loans and second mortgages. Once you add it all up, just 
subtract, from the value of your home today, the amount that you still owe. 
Congratulations! You have your home equity number.  
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For example, if you newly bought a home and put a down payment 

of 20% on your home, your home equity is 20% of your home’s value. If the 
value of your home is $400,000, your home equity would be $80,000.  

 

 
If you are five years into your mortgage, and you look at your 

mortgage statement and it says your remaining loan balance is $296,000, 
and you’ve calculated that your current home value is now $425,000, you 
have $129,000 in home equity. See? It’s not hard at all.  You’ve paid off a bit 
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of your initial mortgage loan amount simply by making your mortgage 
payments. 

Why is home equity important? 

There are a number of reasons why home equity is important. But the 
most important reason is that home equity may represent a significant part 
of your net worth. In fact, 80% of homeowners have more than 60% of their 
net worth in their homes (Century Foundation, “A Tale of Two 
Recoveries”). How does that compare to what you have?  

What’s really interesting is that even though your home equity may 
be your largest asset, little attention is given to your home equity by 
investment advisors or the investment community at large. Home equity is 
generally considered to be in the domain of mortgage banks, who have a 
financial interest of their own in any changes you make to your home 
financing. I’m here to change that and with this book, give you the tools to 
allow you to independently manage your home equity just like you would 
any other asset.  
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Home equity as a buffer 

 

Home equity can also act as an important buffer in a down market, 
when the value of your home falls. If you have 20% of your home’s value 
in home equity and a recession hits, resulting in a 10% drop in home prices 
in your area, you’ll be able to sell your home, even though you would lose 
money on the deal. For example, let’s say that you paid $500,000 for your 
home and put 20% down, which is $100,000, and you have a mortgage for 
the other $400,000. If your home value dipped 10%, to $450,000 and you 
absolutely had to sell for some reason, you’d owe $400,000 to the bank, and 
would get $50,000 back (minus the closing cost fees for selling). You would 
lose the other $50,000 in your down payment, but you would still be able to 
pay the bank back, would likely cover your closing costs for selling, and 
would preserve your credit.   
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On the other hand, if you had zero home equity or negative home 
equity (if the value of your home dips below what you owe on it), you 
wouldn’t be able to pay your closing costs on a sale or pay the bank back 
for your mortgage without taking money out of your savings in order to 
make up the difference. If you didn’t have enough savings, you’d be stuck 
in your home with no option to move until the market improved. For 
example, let’s say that you bought your home for $500,000, put $100,000 in 
a down payment (20%), and had a mortgage for the other $400,000. What if 
your home value plummeted to $375,000? If you wanted (or needed) to sell 
your home, you’d have to come up with the extra $10,000 you need to pay 
back your mortgage, plus pay for your closing costs for selling the home.  

 

 
 

It’s worth noting here that if you do find yourself in the position 
where you are “underwater,” owing more on your home than it is worth, 
you do have another option. You can walk away. Many people choose to 
walk away from their home, and in some cases it really is your best option. 
However, it does carry with it some serious consequences. To find out 
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about walking away from a property that is underwater, see Chapter 8, 
where we discuss what to do when you hit trouble.  

 

Home equity doesn’t just come into play when you are selling, but 
also when you are refinancing. If you want to refinance and take advantage 
of a better mortgage deal that could save you a lot of money or lower your 
risk, you typically need to have at least 20% of home equity in your home 
in order to do this. Not having enough home equity can mean that you 
miss out on refinancing opportunities.  

 

Your home equity can also protect you in the event of unexpected 
expenses by allowing you to borrow against the money in your home in the 
form of a home equity loan or line of credit.  

 

Building home equity simply by paying your mortgage 

 

We talked above about what happens to your home equity when the 
value of your home goes up or down. But, even if your home remains the 
same in value over years and years, you will still build equity in your home 
simply by paying your mortgage. 

 

Each monthly mortgage payment is made up of an interest payment 
and a principal payment (the only exception to this is if you have what is 
called an “interest only” mortgage). The interest portion of the payment 
goes to the bank whereas the principal portion of the payment goes 
towards paying down your loan balance. As you might recall, the less 
money you owe, the more equity you have in your home. You pay a 
greater proportion of interest in the beginning of your mortgage than at the 
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end, due to how mortgages are amortized. There’s a concept called “forced 
savings” which we will go into more in the next chapter that describes the 
benefits over time of building equity simply by paying your mortgage.  

Home equity in a sale 

The most important fact about home equity is that when you go to 
sell your home, home equity is the money that you get back in the form of a 
check, after closing costs are taken out. After paying your mortgage for 
many years, and with appreciation, the return on investment that you get 
can be substantial! In fact, there’s some great research on how homeowners 
who have paid their mortgage down over many years have children who 
are more likely to be homeowners, pointing to the strong effects of 
homeownership on intergenerational wealth. We’ll talk more about this in 
Chapter 11.   

There’s no denying that for homeowners, home equity is an asset that 
you want to be aware of and protect.  

Facts about home equity 

Home equity is one of the largest pools of consumer wealth in the 
United States, currently at $11 trillion (Urban Institute, “How Much House 
Do Americans Really Own?”, 2016). Because of its size, there are a lot of 
financial products that target home equity. These products include reverse 
mortgages, home equity loans, and home equity lines of credit. Another 
product for extracting home equity is a cash out refinance, where you take 
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on a higher loan balance and get a check for the difference, minus refinance 
fees.  

 

During the recession, between 2007 and 2009, homeowners lost $6 
trillion in home equity, with 12 million Americans “underwater”, owing 
more on their homes than what their homes were worth (The Century 
Foundation, “A Tale of Two Recoveries”, 2013). Decreasing home value is a 
big threat to homeowner equity. The rate at which an area’s homes 
decrease in value during a downturn can be very location-dependent, with 
some areas dropping faster in value and taking longer to recover.  

 

Race and discrimination can also play a part in home values 
recovering. A study by Ian Appel and Jordan Nickerson from 2016 called 
“Pockets of Poverty: The Long-Term Effects of Redlining”, showed that 
some majority African American-owned areas had 5% lower home values 
relative to adjacent areas decades after discriminatory lending occurred.  

 

Home equity is an illiquid asset, meaning, there is a barrier to 
converting it to cash, unlike stock investments which can be easily sold, 
even at a loss. It can be hard to sell your home and recoup your home 
equity, particularly if you are in an undesirable market or try to sell during 
a downturn.  

 

Because principle payments reduce the amount of money that you 
owe on your loan, every mortgage payment that you make (with the 
exception of an interest-only loan where you pay only interest and no 
principal for a set number of years, e.g. five or 10 years), will cause the 
equity that you have in your home to go up.  Without thinking about it, 
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you are building up your net worth. Simply by paying your mortgage 
payment, you are paying down your loan.  

Selling a home eats up about 7% of your home equity through closing 
costs, and the average real estate broker fee is 5% of the sale price. If you 
didn’t have to pay any closing costs, taxes or real estate fees, you’d get back 
100% of your home equity. Because these fees eat up your profit, you want 
to be very aware of your fees when selling a home because negotiating 
them down even by 1% of the sale price can mean a lot more money in 
your pocket. For example, on a $400,000 home sale, 1% is an extra $4,000 of 
return.  

Recommendations for you 

Keep track of your home equity 

It’s easy to check your home equity once a year. Knowing your 
current home value is as simple as getting a read on local housing sales.  
You can do with a quick search. See Chapter 7 to find out how you can get 
a good sense of home value appreciation or depreciation in your 
neighborhood. Then, take a look at your mortgage statement to get the 
current mortgage balance. By being aware of your home equity, you can 
better protect it. Remember, home equity equals what your home is worth 
minus what you owe on it.  
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Be aware of your home equity during refinancing 

 

Whenever you refinance, make sure that you take into account the 
effects of refinancing on your home equity. You might be surprised to learn 
that refinancing affects your home equity! The reason that refinancing 
impacts your home equity has to do with amortization – which is a long 
word that means that mortgages are front-loaded with interest payments.  
In the beginning of your mortgage, a greater proportion of your mortgage 
payment goes to interest rather than paying down your principal (your 
mortgage loan amount).   

 

 
For example, in the first year of your mortgage, for a $2400 monthly 

mortgage payment, you might see that $2,100 goes toward paying interest 
and $300 goes toward paying principal, that is, your loan amount.  
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Five years in, you may be paying $1,800 to interest and $600 to 
principal out of each $2,400 mortgage payment.  
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Fast forward to near the end of your 30 year mortgage. By year 25, 
you’ll be paying mostly principal $600 going toward interest and $1800 
going toward principal.  

 
 

The bigger amount of principal you are paying, the faster you pay 
back the money on your mortgage to the bank and the more equity you 
have in your home! 

 

By refinancing, you replace your current mortgage with a brand new 
one, which means that you start all over at the beginning of your 
amortization where you are paying a greater proportion of interest to 
principal.  

 

This is why looking at only monthly payment savings doesn’t paint 
a correct picture – it leaves out home equity. In the beginning of your new, 
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refinanced mortgage, a smaller proportion of your mortgage payment is 
going to paying down your principal, building equity.  

 

Even if you refinance into a lower interest rate, you could still end up 
paying more interest than you would be if you are several years into your 
current mortgage.  A big interest rate drop can still make it worth your 
while, but you want to be absolutely sure that you aren’t actually getting 
yourself in a worse situation with your home equity. Don’t expect any 
banks to explain this to you! They are just trying to close a deal.  

 

A rule of thumb: the further you are into your current mortgage, the 
more dramatic the equity loss can be when you refinance.  

 

Does this sound confusing? That’s because it is. I can’t really sugar 
coat it. No worries, this is explained in more detail in Chapter 5 where we 
cover refinancing! And, we’ll break it down so that it is simple to make 
decisions based on the information we provide.  

 

Be aware of your home equity when you get additional loans. 

 

When you take out loans, like home equity loans and lines of credit 
against your home, you are using the home equity in your home as 
collateral, and so you need to consider the effects on equity. When you take 
out a loan, it would be wise to plan ahead and think of the impact of a loan 
on a future sale. After all, the amount that you owe will be deducted from 
your return.  
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Be wary of financial professionals who tell you to “take money out of your 
home.” 

 

It’s no secret that home equity is the largest pool of consumer wealth 
in the United States - $12 trillion dollars. A relatively small percentage of 
Americans invest their money, so the pool of investable money is limited. 
For financial advisors looking for new clients and new money to manage, 
homeowner equity is an attractive source.  
 
Through my work with Tactile Finance, I sat through many meetings with 
wealth management where they explained their strategies to get more 
“investable wealth.” Homeowner equity is one of the pools that they have 
identified to tap. I also ran across mortgage loan officers who work with 
investment advisors, where they do cash out refinances (replacing your 
current mortgage with a larger one and getting a check for the difference, 
minus fees), and then the investment advisors invest the money. Certainly, 
this is a good situation for both the mortgage loan officer and the 
investment advisor who both get fees for these services. You just really 
want to make sure it is actually good for you.   

 

The argument that financial professionals will make in convincing 
you to “tap into your home equity” involves diversifying your assets, and 
getting a higher rate of return. I would advise you to do your own math 
properly and independently in order to come to the right decision for you.  

 

This is when you really need to be most aware of your home equity. 
If it’s in your home, it’s relatively safe, though illiquid. If it is invested in 
the market, it is also subject to market swings, and you may be paying a 
percentage to a wealth manager to manage your money.  
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Chapter 3: How to make your home a great investment 

As I mentioned in Chapter 1, I have a friend who is a real estate 
investment expert who said to me, “residential homeowners buy homes on 
emotion, not financial analysis.”  

When you read that, do you feel annoyed? Disbelief? I did. I thought, 
of course I bought my home on financial analysis and not on emotion! But 
when I thought about it more, I did get a home 15% more expensive than a 
similar home because I could see myself in it. It was more “me”. It felt like 
home. I could see myself waking up, padding downstairs in my slippers 
and sitting out on the deck and drinking coffee in the morning and feeling 
happy. And, I certainly did not buy my home because I thought it would 
beat the stock market as an investment, I bought it because I wanted a 
permanent place to put down roots.  

Why did you buy your home? In my interviews with homeowners, 
25% of them say they bought their home first for an investment and second 
for a place to live. The other 75% say they bought a home simply as a place 
to live with little expectation for it to be a good investment.  

What’s your opinion of homes as an investment? Maybe you heard 
your parents’ voices telling you that you should “stop throwing your 
money away on rent and buy something”. And, on the other side, maybe 
you also heard your college friend or work colleague telling you that the 
stock market is a much smarter place to put your money than in a down 
payment.  
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What’s surprising is that there isn’t a lot of research on how 
homeownership fares as an investment. There are only two main sources of 
research, Robert Shiller’s research, the famed Yale economist, and  the 
Harvard Housing Studies. But one thing is clear: we spend most of our 
money on our homes – our largest monthly expense is our mortgage 
payment – and regardless of why we bought our homes, we deserve to 
have the best financial outcomes possible, especially since the majority of 
us have most of our net worth in our homes.   

In this chapter, I’m going to tell you what the research says on homes 
as an investment and give you advice on taking action to make your home 
the best financial success it can be for you, regardless of how much of an 
emotional decision it was to buy it. 

What the research says 

On a national average, homes appreciate about 0.8% a year, after 
taking into consideration inflation. A 2005 study by Karl E. Case, John M. 
Quigley and Robert J. Shiller “Comparing Wealth Effects: The Stock Market 
vs. the Housing Market” calculated that investments outpace a future 
payoff from buying a home. This is most likely the source from which your 
college friends get their data when they tell you that renters who save the 
difference in down payment and home maintenance come out ahead of 
homeowners. It’s a very famous, well known study. 

A recent study from the Joint Center for Housing Research at 
Harvard titled “Is Homeownership Still an Effective Means of Building 
Wealth for Low-income and Minority Households? (Was it Ever?),” 
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minimizes the difference. When compared to other investments based 
purely on growth, homes may be slightly below returns on stocks, but are 
not measurably different.  

 

In fact, the study argues that there is no substitute for 
homeownership in building wealth. How can that be, if investing in stocks 
has a slightly better return? As the study lays out, here are the four main 
reasons why. 

 

Forced savings 
 

It turns out that saving for your down payment itself puts you at an 
advantage. As a renter, many people don’t have the discipline or 
motivation to earmark an equivalent amount of money to put in an 
investment account every month, and save up over time. 

 

Let’s face it, unexpected medical bills, child care costs, and other 
modern realities can make it difficult for people to sock away money as 
effectively as a mortgage payment and down payment force you to.  

 

Simply by paying your mortgage payment you are building up your 
savings. When you make a mortgage payment, a portion goes to paying 
down your loan balance, which builds equity in your home. As a renter, 
you can put the extra money that you would have paid for home 
maintenance, and the difference between your mortgage payment and 
your rent in an investment account, but many simply don’t.  
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Reaping the benefits of appreciation with a (relatively) small investment 
 

Since home appreciation is estimated to be about 0.8% per year, 
including inflationary effects, it generates a 26% increase in value over 30 
years, based on the national average. But, by financing a home, you 
leverage the effects of home appreciation. You may put only 20% down, 
but get the full effect of home appreciation. Should you sell, the extra home 
equity is yours to keep. 

 

Tax benefits 
 

If you are able to take advantage of the mortgage interest deduction 
(and not everyone can – see page Chapter 4 for important information 
why), a homeowner can realize between a 15% and 35% deduction on 
interest paid. Also, capital gains tax is exempt for single homeowners up to 
$250,000 and couples up to $500,000 on the sale of a property. There is no 
other investment where your capital gains are as tax free as 
homeownership.  

 

As a hedge against rising rents 
 

Recent rent increases in major cities have been as high as 15% per 
year in the hottest markets. Buying a home locks you into today's home 
values, avoiding annual increases in rent. If you are in an area where rents 
have historically risen faster than average, you can gain even more benefits 
than if you rent. Meanwhile, your mortgage payment stays the same (if you 
have a fixed-rate mortgage where the initial interest rate stays the same 
over the life of the loan. This is not necessarily true for adjustable rate 
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mortgages where your mortgage can adjust upward over time). 
Compounded over time, this can be a huge benefit.  

A fixed rate mortgage is a truly level payment. What else stays the 
same price over 15 or 30 years? If your income rises during that time, you 
have another source of wealth. The stability of a fixed payment over a long 
period of time creates tremendous power and options for you compared 
with those who lack fixed housing costs, and even lack a guarantee of 
tenure when their lease ends.  

What factors can make your home a bad investment? 

There are some things that you can control and some things that you 
can’t that can make your home less of a financial success for you.  

House prices can be volatile 

Housing prices fluctuate a lot. Do a quick internet search for 
“historical housing price charts” and you’ll see that home prices over time 
look a lot like roller coasters!  
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This is a chart of housing data from 1970 to 2014, showing the median house price, adjusted for 

inflation. The data used is from Freddie Mac and S&P Case Shiller.  

 

A 10% reduction in home value has a big effect on your home equity, 
while a 20% drop can erase your entire down payment from your net 
worth. The volatility of housing prices is related to where we are in an 
economic cycle and the location where you buy your home, as housing 
cycles are extremely location sensitive.    

 

Home prices that don’t keep pace with inflation 
 

In certain parts of the country, home prices may be depressed and 
not keep pace with inflation, making your home value go down, even if 
your home slowly appreciates. In general, the East and West coasts have 
held up well in terms of home appreciation, but really, local market 
dynamics account for whether any area appreciates or depreciates and by 
how much. They say, “location, location, location” in real estate for a 
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reason! Real estate prices are very much determined on a local, or even 
hyperlocal level. You may have greater rates of appreciation (or 
depreciation) on one street than the next street  due to factors which make 
that street more attractive. There are many things that affect appreciation 
rates – proximity to transportation, school districts, proximity to parks, 
noise levels, etc.   

 

The danger of net worth being in an illiquid form 
  

An illiquid asset is one that you can’t convert to cash quickly. Most 
homeowners have two thirds of their net worth in their homes. This means 
that, for most of homeowners, net worth is tied up in an asset vulnerable to 
big swings in value, the old rollercoaster effect.  

 

Stock market investments are certainly also subject to swings in value 
but they are much more liquid than homes. The stock market may go down 
but you can still sell your stock instantly, though at a lower price. With 
homes, it can be very hard to sell a home particularly in a down market. 
With stock market investments, you can choose to move your investment 
to a different sort of investment, say, bonds, with relative ease. Not so with 
home equity.   

 

Further compounding the problem is that sometimes a homeowner’s 
needs change over time at a time when it is difficult to sell. For example, 
let’s say that you buy a home that is too small for a set of triplets you are 
suddenly expecting (!) or that you find yourself in a location where there 
are diminishing job opportunities in your sector. Unexpected needs – to 
move to a bigger home or to a different city altogether – at an inopportune 
time could cause you to sell in a downturn.  
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High transaction costs 
 

When you buy or sell a property, there are many costs associated 
with each transaction – paying taxes, brokers, lawyers, government fees, 
processing charges – which really add up. Depending on how often you 
buy and sell houses, these transactions costs can eat into your profits and 
affect how much of a financial success your home is. A real estate agent 
may charge 5% for a home sale, and you may have another 3% in 
government fees and taxes. Your home would need to appreciate more 
than 7% for you to even see any profit.  

 

High home maintenance costs 
 

Unexpected and large home repairs can turn what might be a good 
investment into a not so good one. When you buy a home, you don’t 
necessarily know what type of repairs you’ll end up having. It's a 
homeowner's nightmare to budget for an average amount of home repairs 
and then find out that your home is, in fact, a money pit. Home inspections 
can't always catch structural issues that require the most money to fix. 

 

Risk of default 
 

If, for some reason, you find yourself in a position where you fall 
behind on your mortgage, you can be at risk of losing your entire 
investment. We will discuss this more in Chapter 8, but if you have 20% 
equity in your home and you miss your mortgage payments, a bank can 
foreclose on you and force the sale of your property to recoup their 
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investment. They don’t have an incentive to seek the highest price for your 
property, and will likely sell it for under what it is worth. 

What factors can make your home a good 
investment? 

With all of the risks and reasons why homes can become bad 
investments, there are a number of tried and true ways to maximize your 
success.  

Buy in the right place in the housing cycle 

If we could all time the housing market perfectly, we’d all be 
extremely rich. Unfortunately, it’s very tricky to tell when you are at the 
top or the bottom of a market. Certainly, if you can buy your home before 
the market rises, you'll naturally do better.  

Because the housing market does follow a rollercoaster pattern, 
buying during recessions when home prices are depressed can be smart, 
particularly if interest rates are also favorable. Of course, during a recession 
you may find yourself unable to afford a home, so it’s a bit of a double-
edged sword.  
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This is a chart of median house prices before and after the great recession, adjusted for inflation. 
The data used is from Freddie Mac and S&P Case Shiller.  

If you happen to buy at the top of the market, time may be your best 
friend. Holding onto the home for longer can sometimes turn what would 
be a bad investment into a good one.  

Buy in the right geographic region 

Mostly along the East and West coasts, homes have been appreciating 
1% or more in recent years. However, areas in the Midwest and South have 
seen little or no gains. But, appreciation comes down to local market 
dynamics, so it is not useful to generalize about large geographic areas. 
Some areas see negative appreciation.  
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Above is a chart showing the median sale price for Seattle (top line) and Albany (bottom line), 
courtesy of Redfin data.  

Even within individual towns, there are areas that appreciate and 
depreciate at different rates. In Chapter 7 we discuss appreciation and how 
to tell how rapidly an area is appreciating or depreciating. Of course, you 
never know what your particular home’s value is for certain until it comes 
time to sell. Then you find out what someone is actually willing to pay you 
for it!  

Get a low interest rate 

We've been blessed in recent years with historically low interest rates. 
Lower interest rates ensure that a larger portion of your mortgage payment 
goes to paying off the loan rather than just to interest. In Chapter 4, we 
discuss how to negotiate for a lower interest rate, step-by-step. Even 



© 2017 Nicole Hamilton, all rights reserved 51 

shaving off 0.25% of your interest rate can make a sizable impact on the 
amount of interest you pay over time and on your overall costs.  

Make smart refinancing choices 

The way that you refinance and the frequency with which you 
refinance can dramatically affect wealth accumulation. Taking advantage 
of declines in interest rates can reduce monthly payments, but this action 
should be carefully weighed with the consequence of resetting your 
mortgage back to the beginning again, where a greater proportion of your 
mortgage payment is going toward interest and less toward paying down 
your loan balance.  

If you take cash out of your property in the form of a cash out 
refinance, you want to weigh carefully the benefit of taking cash out to the 
effect of reducing your equity and taking on a larger loan balance. We will 
go into detail about cash out refinancing in Chapter 5.  

However, the flip side of taking money out in the form of a cash out 
refinance is that it can be an effective buffer against income shocks. A cash 
out refinance is better than a foreclosure, if you find yourself in a tricky 
financial position.  

Buy a quality home 

As we talked about earlier, if you buy a home with bad home 
maintenance problems, it can turn your home into a bad investment 
overall. The tricky thing is that you often don’t know what kind of hidden 
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repairs and major component issues you’ll have. Buying a quality home 
that is cheaper to maintain will lead to a better financial outcome for you. 

Older homes that have not been renovated will often have issues 
with plumbing, among other things. Also, homes in flood zones may have 
hidden structural issues particularly if the ground has become saturated in 
the past. Foundation issues, ground water, and faulty roofing can cause 
extensive repairs.  

Homes that were constructed in a quality manner and that have been 
well maintained can create a better financial success for you. The age of a 
home can work as an advantage or a disadvantage depending on the 
quality of construction. Some older homes have more solid construction 
than newer ones, and vice versa. I write this from my 110-year-old home 
with 110-year-old cast iron pipes, by the way! 

Stay in your home the right amount of time 

Time is perhaps the biggest factor in whether a home is a good 
investment. The big wins of homeownership, forced savings, appreciation 
and other benefits, compound over time and even out the ups and downs 
of the real estate market. 

We don’t have a crystal ball to know exactly what is in our future. 
But, you can maximize the odds of being able to stay in your home through 
the ups and downs by buying a home that you are unlikely to outgrow, 
and by selecting a mortgage that will not adjust to an unaffordable 
payment in the future.  
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Awareness of home equity 

Most of the benefits of homeownership – outsized rewards for 
appreciation, tax benefits for capital gains, forced savings of mortgage 
payment driving equity accumulation – come down to preserving and 
increasing home equity.  

One of the best ways to ensure that your home becomes a good 
investment is to keep track of your home equity whenever you make major 
decisions, such as taking on a home equity loan or refinancing. You can 
find a simple way to calculate your home equity in Chapter 2.  
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Chapter 4: Your home financing strategy, for both short and long 
term 

The way that you finance your home has a major impact on your net 
worth. As we discussed in Chapter 1, financing makes up the first of the 
four letters of FACE: financing, appreciation, cost of improvements 
(including financing of improvements), equity (money out).  

Financing is one of the key building blocks that determines how 
much financial benefit you get from homeownership. The reason that 
financing plays a big role in your financial success is that the way that you 
finance your home determines how much of your money goes to paying 
back your loan versus how much of your money goes to the bank in 
interest or other fees. As we know from Chapter 2 on home equity, the 
more you pay down your principal balance, the more equity you have in 
your home, and the higher your net worth.  

When you shop for home financing, you want to pay as little interest 
and fees as possible. Who wouldn’t? Realistically though, deciding on what 
kind of home financing you should get is a balancing act among 1) what 
you can afford to make for monthly payments, 2) how much money you 
can afford to put down, 3) what you qualify for, and 4) what you would do 
with money that you weren’t putting towards your mortgage payment.   
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The building blocks of a successful financing 

Let’s go through these four building blocks, and after that, I’ll give 
you a foolproof game plan for getting through the home financing process 
like a pro and getting the best deal possible.  

What can you afford? 

The best way to think about what you can afford is to add up all of 
your expenses and debts for your household and see how much you have 
left over for housing. Be sure to include your financial goals in your 
calculations, such as saving for retirement, paying for your education, or 
saving for children’s college funds, etc. Most people focus on the near term, 
but projecting out will help you to make sure that you don’t have to forgo 
these other important goals because your mortgage payment doesn’t allow 
for it.  

Some people advise a metric to use for determining how much you 
should spend on housing. You’ll see references to people advising that you 
don’t spend more than a certain amount on your housing, like 30% of your 
net income. I find that calculating what you should spend on housing 
based simply on a percentage of your income is not realistic because, 
everyone has very different lifestyles, and housing costs vary greatly by 
region. For example, if you have kids, you have a lot of other expenses that 
a single person may not have, changing the percentage of money available 
for housing.  
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For example, do you have small kids in day care? That could eat up 
20% of your salary right there. Are you single with no kids and no debts? 
You may feel comfortable paying a higher proportion of your income on 
housing than someone with a lot of student loans and other recurring costs. 

A big caveat to this is that when you go to get your mortgage, banks 
consider something called debt to income ratio, which they like to see at a 
certain percentage. So the amount of debt that you have compared with the 
amount of income that you have becomes important in order to qualify you 
for a mortgage. We’ll talk more about that in a bit. For right now, it’s 
important to consider your overall expenses and income, as well as 
personal financial goals, and come up with numbers that make sense for 
you. Read ahead in this chapter before you apply for financing to 
understand how debt to income ratios can affect you.   

Housing counseling 

The Department of Housing and Urban Development has a 
nationwide network of housing counselors who can provide independent 
help for home buyers. These counselors are trained to work with home 
buyers to create a sustainable budget and provide free or low cost advice. 
Housing counselors can also help you with fixing credit errors and 
improving your credit score in advance of buying a home. In addition to 
providing advice on buying a home, they also provide valuable 
information around renting, default, foreclosure avoidance, and reverse 
mortgages. 
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You can find a housing counselor by calling (800) 569-4287, or 
visiting this website: 
https://www.hud.gov/i_want_to/talk_to_a_housing_counselor.  

 

It’s critically important to look at housing expenses in relation to all 
of your other expenses, to figure out a comfortable amount to spend on 
your home and mortgage. Decide what you can afford for yourself. Don’t 
have a lender or realtor tell you what you can afford. They know your 
expenses, not your priorities.  

 

How much can you put down for a down payment? 
 

Low down payment mortgages are making a comeback, giving you 
more choices for how much money you need to put down on a home. 
There are some things to keep in mind when considering how much of a 
down payment you should make. One of them is: the lower the down 
payment, the more of your home you’ll need to finance, making your 
mortgage payments higher. If you don’t have a lot of money saved and you 
feel that owning a house makes sense for you, here are some things to think 
about if you choose to put less than 20% down.  

 

Pros and cons of making a down payment of 20% or less of the home 
price   

 

PROS  

 

1) Lower mortgage rates 

 

https://www.hud.gov/i_want_to/talk_to_a_housing_counselor
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Mortgages are priced on risk - the riskier you are to a bank to lend to, 
the higher rate you will be charged. That's why if you have a not-so-hot 
credit score, banks willing to lend to you will charge you more in order to 
buffer against the risk of your not making your payments. 

 

The same thing goes for lower down payments - less money down 
from you means more risk for the bank. Here's why. Let's say that a bank 
lends you 100% of the value of a home. If the market goes down and the 
home is worth less, and you stop paying your mortgage, they are left 
holding the bag for more than what the home is worth.  

 

If you put 20% down, it buffers the bank against home values 
dropping and you get a better deal. 

 

2) Lower fees 

 

Often, if you put less than 20% down, in order to buffer against risk, a 
bank will require you to pay what's called private mortgage insurance, or 
PMI. This is calculated on your remaining loan balance. You can stop 
paying it when the remaining loan balance reaches 78% of the home value. 
It can take several years of paying down principal to reach this level. Also, 
with FHA loans you can put down as little as 3.5% but you have to pay a 
fee that gets rolled into your loan amount, as well as a mortgage insurance 
premium, referred to as MIP.  

 

Private mortgage insurance (PMI) and mortgage insurance premium 
(MIP) are charged in order to buffer against the risk of you putting less 
than 20% down.   



© 2017 Nicole Hamilton, all rights reserved 60 

 

If you put 20% down, you won't have to pay PMI or MIP or other 
fees related to low down payments.  

 

3) Easier to refinance 

 

Most lenders will want to see that you have 20% equity in your home 
in order to offer you a refinanced mortgage. If you don't have 20% equity 
in your home, lenders can limit what you can qualify for, and you may not 
be able to take advantage of better deals that become available . If rates 
drop, and refinancing could save $200 a month on your mortgage, for 
example, you may find your options limited by not having enough equity 
in your home.  

 

4) Easier to move, if you have to 

 

What if you owe your bank $95,000 on a home that you bought for 
$100,000 and all of a sudden you are offered the job of a lifetime... but it's in 
a different city. You want to sell, but the market in your area has declined 
since you purchased your property and your only offer is for $90,000. 
That's not enough to pay the bank back, let alone pay for the closing costs 
of selling your home. You will be stuck. 

 

But, if you only owe your bank $80,000, you can decide to sell your 
home and move, just like that. Sure, you will lose money, but you won't be 
stuck in a house you no longer want. As we will discuss in Chapter 9, if 
you find yourself in the situation where you are “underwater,” owing 
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more than your home is worth, you do have the option of walking away. In 
Chapter 9 we discuss how to do it and what the consequences are.  

 

CONS 

 

1) Money isn't tied up in your home 

 

If you have the money for a 20% down payment but you don't want 
to put it in your home, you can choose to do something else with it, like 
invest it. Money that is invested in an index fund, for example, is easy to 
get ahold of, should you need it, unlike the money in your home. If you 
need money for some reason and the only money you have is in your 
home, you'd have to sell your home, or do a cash-out refinance in order to 
get money out. You can also get a home equity loan or a home equity line 
of credit (HELOC). These types of loans are discussed in Chapter 8.  

 

Of course, this can also be a reason to put down a larger down 
payment, or what is often referred to as "forced savings", as it's hard to 
spend it if you can't get it out! 

 

2) If you don't have another option but homeownership still makes 
sense 

 

If you've done your homework and are aware of the pitfalls of 
putting less than 20% down and go into it with your eyes wide open, 
choosing to put less than 20% down can be an excellent option in order to 
become a homeowner. It can make sense particularly if you don't think 
you'll need to move soon, if you won't need to refinance soon, and if the 
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deals being offered still make sense for the long term, as well as the 
present. 

 

Putting more than 20% down 
 

If you have a large nest egg, or if you have inherited money, a large 
down payment would let you have a much smaller mortgage payment on 
the same home. The advantage of having more than 20% down is that you 
are buffered even more from drops in the market and have an even better 
chance of being able to refinance or get a home equity loan or line of credit, 
assuming your credit score and income to debt profile are also strong.  

But, you also want to weigh this with other priorities: would the 
money be better put in a retirement account or other investment? There’s a 
cost to borrowing against your home equity, should you need access to the 
money in the future.   

 

What do you qualify for?  
 

Since the mortgage crash in 2008, the rules around how much of a 
mortgage you qualify for have gotten tighter with less variation between 
lenders. That’s because the government has backed 90% of the loans 
available and lenders must conform to their standards.  

 

Recently, more lenders have come back onto the scene selling loans 
that are backed by private investors, and there is more variation creeping 
into the market again.  
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As a general rule of thumb, banks qualify you based on two main 
measures – your FICO score (whose acronym originates from Fair, Isaac 
and Company, the name of the company that developed it), and your debt 
to income ratio. A FICO score is a number that represents your credit-
worthiness and is calculated by using data on your payment history, debt 
burden, length of credit history, types of credit used, and recent searches 
for credit. Your “debt to income ratio,” as the name suggests, is the 
proportion of debt compared with the income that you have.  

 

Here’s the process banks use to qualify you: 

 

1)  A lender will first take a look at your FICO score. Your 
FICO score will put you in a category for types of loans, or eliminate 
you from qualifying altogether. At the time this book was published, 
home buyers with a FICO above 680 were in the running for a 
mortgage. You can get a free credit report here: 
www.annualcreditreport.com.  

 
Banks don’t only look at FICO score. They look at your full 

credit history. There are even some mortgage lenders who don’t care 
what the FICO score is per se, as they read through your credit 
history and have their own way of evaluating your credit worthiness. 
Credit worthiness is a function of your ability and also your 
propensity to pay.  

 

2) Next, the bank looks at your debt to income ratio (DTI). 
This takes into account your particular mortgage payment and 
related expenses, like property tax, as it is added into the debt. DTI is 
calculated by tallying up your total annual income and dividing by 

http://www.annualcreditreport.com/
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12, to normalize income that is not monthly, such as bonuses. Next, 
your monthly debts are calculated, including your proposed 
mortgage amount plus estimated insurance and property tax. Next, 
your monthly debt is divided by your monthly income. For example, 
let’s say that your monthly income is $10,000 and your monthly debt 
is $3,000. If you divide your debts by your income ($3,000 / $10,000) 
your income to debt ratio is 0.30, or 30%. At the time this book was 
published, in order to get the most mortgage choices on conventional 
loans, you’d want to have a 36% debt to income ratio or lower in 
order to qualify for the largest range of products and deals at the best 
rates. There are loans that accept a higher income to debt ratio, such 
as 43%, like Federal Housing Administration (FHA) loans. Other 
lenders might offer mortgages for higher debt to income ratios, but 
these mortgages are often at higher interest rates.  

 

3) If you have an acceptable debt to income level, the next 
thing the bank looks at is what products and interest rates you 
qualify for. The choices offered are driven again by your FICO score. 
The difference in interest rate between a 780 FICO and a 680 FICO 
can be as much as 1%. For this reason, you want to get your credit up 
as much as possible before buying a home. See the next section on 
credit for steps you can take to get your score up. 

 

Now, you might see an inconsistency in these three steps – how can 
you know what your mortgage payment is (to determine DTI) before you 
know what products and interest rates you qualify for? That’s why these 
three steps are generally an iterative process. In order to get a general 
quote, you will need to produce your credit history, and then cycle 
between what you can afford and the products and interest rates that are 
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available. It’s also another reason why it pays to be organized before you 
go to a loan officer, as there’s a lot of information you need in order to even 
get real quotes on products and figure out your options. Having this 
information ahead of time and knowing the process will set you up to be in 
control of the situation and get the best outcome.  

 

What would you do with the extra money if you had a lower mortgage 
payment? 

 

I ask this question because as we go into the section on mortgage 
types and strategy, you’ll be confronted with choices between loans that 
have lower monthly payments but more risk or interest. If you have a 
lower monthly payment, would you be more likely to save the extra money 
or spend the extra money?  

 

You can also afford a more expensive home if you have a lower 
monthly payment due to your having a riskier mortgage with more interest 
payments. What sort of tradeoffs do you feel comfortable making?  

 

Housing affordability is not just about the mortgage terms but also 
the home price. A real estate broker may tell you a price range based on 
your income and a mortgage lender may tell you a maximum loan amount 
that you qualify for. But, you need to decide affordability for yourself, as 
both the lender and the broker get higher commissions for a more 
expensive home and higher loan amount, respectively.  

 

Home buying is an emotional purchase. But, it’s obviously important 
to be analytical about the tradeoffs that you are making. Your real estate 
agent and your mortgage broker will have one thing on their minds: 
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getting the deal done. What we are doing here is making sure that you 
have your own independent tools for assessing for yourself what is in the 
best interest of your individual goals.   

Insider tips for mortgage success 

Before we go into how to find the perfect financing for you, step by 
step, let’s talk about things to watch out for so you can avoid the traps.   

Mortgages are simply a loan that is amortized, meaning, you pay a 
greater proportion of interest during the early years than the later years. 
When you get a mortgage, the bank has a legal right to recoup their money 
first in the event of a sale.  

Here are some surprising and not so surprising things you’ll want to 
keep in mind when considering home financing.  

The length of your loan affects the interest you pay overall 

Longer loans have lower mortgage payments, as they are spread out 
over more years. For example, a 30 year mortgage has a lower mortgage 
payment than a 15 year mortgage for the same home. Longer loans also 
have higher interest rates, as they carry more risk to a bank.   

Low down payment mortgages can have extra fees 
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First time homebuyers may qualify for a Federal Housing Authority 
(FHA) loan where you can put as little as 3.5% down. But FHA mortgages 
have extra fees: one is called the upfront mortgage fee, which gets rolled 
into the loan amount, and which makes your overall loan amount 1.45% 
higher; and one is called the mortgage insurance premium (MIP), which 
you pay monthly on top of your mortgage payment and which is 0.85% of 
your annual mortgage payment averaged out over a twelve month 
payment (this figure is based on a loan amount of $625,000 or less, and a 
5% or less down payment. Other types of FHA loans have slightly different 
MIP values). For example, on a $200,000 loan your loan amount would 
increase by $3,377.50 and you would have a $136.71 increase in your 
monthly payment.   

 

For non-FHA loan that don’t require a 20% down payment, typically 
mortgage insurance is charged on top of your monthly payment until your 
equity reaches 78% of the home value, nearly equivalent to what it would 
be if you had put 20% down. This mortgage insurance is called PMI and on 
the example above of a $200,000 home, you’d pay around $145.00 per 
month more on top of your mortgage payment (this value was calculated 
using a borrower in California with a 700 credit score who made a 5-10% 
down payment. PMI amount is dependent upon the market, state of 
residence, down payment, credit score, and other factors).   

 

There are a lot of ways that banks play “hide the fees” on mortgages 
that don’t require 20% down payments. One way is by offering a higher 
interest rate and advertising it as a “no fee loan”. For this reason, it’s 
important that you analyze your options for the total payment over time, 
including rolled in fees, total mortgage payment, and interest.  
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Consider that you won’t likely keep your mortgage for 30 years (or even 
15) 

 

According to the National Association of Realtors 2017 Home Buyer 
and Seller Generational Report, the average time people stay in their home 
before they sell it is a median of 12 years. Throw in a refinancing or two 
and you have homeowners staying in their original mortgage for an even 
shorter term.  

 

Since you may not be keeping your mortgage for 30 years, it doesn’t 
make sense to only compare mortgage options based on the full term. For 
example, if you compare the total costs of one mortgage option to another 
option to the full 30 years, this would only make sense if you actually kept 
the loan for the full 30 years, which you most likely won’t.  

 

Also, costs come at different times and the loan is paid down at 
different amortization schedules, based on the loan details. For example, 
closing costs can be paid up front, adding to your costs in the first year. If 
one loan has high closing costs but a lower interest rate, over 30 years, it 
may seem like a better deal, but if you look at it over a five year window, it 
may not appear to have an advantage, or even be a worse deal.  

 

Still, the case for a fixed mortgage is strong. Consider this: with a 15 
or 30 year fixed mortgage, you never have to worry about a forced 
refinancing due to rates increasing. Not to mention that the ability to 
refinance is not a sure thing. If you don’t have the equity in your home at 
the time of refinancing, or you lose your job, or your credit takes a dive, 
you may find it impossible to refinance.  
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The best way to compare loans is to compare total cost and also 
look at the total amount of equity you’ll have in your home with the 
various options at several time intervals.  

 

Compare one option to another if you had the loan for three years, 
five years, seven years, ten years. For example, you might want to consider 
a 30 year fixed mortgage with a 15 year mortgage and a 5/1 ARM for 
starters. Compare the total cost (total mortgage payments plus closing 
costs) over a five-year, 10-year, 15-year and 20-year time period. Compare 
the total amount of equity you will build for the options. By comparing 
other options, you will quickly be able to see what the tradeoffs are 
between monthly payment and paying down your loan.  

 

 
 

This type of comparison is particularly important to do if you are 
looking to put less than 20% down. Because you may be paying mortgage 
insurance on top of your mortgage payment and closing costs, there are 
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often more tradeoffs. Making a time-based comparison turns your 
confusing trade offs into a simple total costs vs. equity building 
comparison. Such a comparison is much more meaningful and relevant to 
real life.    

 

APR is (almost) irrelevant 
 

Because of this last point – that most people will sell or refinance 
before 30 years (or even 15) is up, APR, as a meaningful calculation to base 
a decision around, is very flawed. Here’s why: APR is a calculation of the 
total costs that you will pay over the entire length of the loan. Since you 
probably won’t be keeping your loan for the full term, it doesn’t make 
sense to calculate fees in relation to the full term.  

 

APR includes the interest that you pay from the interest rate and also 
the upfront fees, like paying down points, mortgage insurance and lender 
fees. APR accounts for all of these fees, even though some of them impact 
you earlier in your loan and some later. Compare, for example, someone 
who has high lender fees and pays a lot of points upon closing, and 
someone else who has low closing costs, no points, and a higher interest 
rate. The APR on their loans may be similar, but consider the outcome if 
they both kept their mortgage for only two years. The person who paid the 
high lender fees and points at closing will have already paid many 
thousands of dollars, while the person who had the higher interest rate did 
not have these upfront costs. APR would not give the customer any 
vantage point from which to determine which mortgage would cost them 
more over this time period.  
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APR was meant as a simple way for home buyers to understand 
complicated fees, but instead it can often be misleading.   

 

The only thing APR helps you with is figuring out whether there are 
extra, possibly hidden costs in your loan. For example, if you see two loans 
that look the same but one has a much higher APR, that’s your clue to dig 
and see where exactly those fees are hidden. On the flip side, APR does not 
take into account adjustments in an adjustable rate loan, so it can mask the 
risk from an ARM, making it look more attractive than fixed rate loans.  

 

A better way to compare loans is to compare all costs between one 
option and another option for the time periods that you are likely to stay in 
your home. Better yet, compare all costs between one option and another 
options at increments, three years, five years, ten years, and 15 years, to 
really know how financing will affect you. After all, we don’t have a crystal 
ball and often don’t know how long we will be in our homes.  

 

Alternative strategies to the 30 year fixed loan 
 

Conventional wisdom says that the 30 year fixed mortgage is your 
best bet. In fact, 90 percent of home buyers choose this option. Here, I will 
share with you an alternate strategy taught to me by a hedge fund manager 
on how he finances his houses. He gets a very low interest only loan, and 
then makes principal payments.  

 

The reason he does this is because “I want as little of my money 
going to the bank as possible.” But, let’s look at what is actually happening.  
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By paying only interest, his mortgage payments are much lower. After all, 
he’s paying only the interest portion! Then, he’s making lump sum 
payments to the bank to pay back his mortgage.  

Note that for this type of arrangement to make sense, you’ve got to 
have a low interest rate. For wealthy guys like him, they often qualify for 
rates as low as 2%.  

While this type of super low interest rate is offered to the 
Zuckerbergs of the world and is not normally available to you and me, it 
illustrates a point. This guy had figured out how to pay down his principal 
with the least money going to fees or interest. I thought this example was 
worth including in this chapter to illustrate that there are different levers 
you can push when financing your home in order to get the outcome you 
want. You don’t have to stay in the 30 year fixed mortgage box, necessarily. 

Having said that, there is a reason why the 30 year mortgage is so 
very, very popular. If you can get a good rate, you build equity 
continuously without having to refinance and going back to the beginning 
of your amortization where you are paying a higher proportion of interest 
(more on this in the refinancing chapter). 

Mortgage interest deduction 

Mortgage loan officers and real estate agents will often tell you that 
mortgage interest deduction gives homeowners a big benefit, but this isn’t 
necessarily true. Taxes are complicated. Whether you can benefit from 
mortgage interest deduction depends on your unique tax situation. Do not 
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assume that you will get a mortgage interest deduction unless your 
accountant says you will, based on your particular situation.  

 

Only taxpayers who itemize their deduction (instead of taking the 
standard deduction) can benefit from the mortgage interest deduction. 
And, only one third of taxpayers itemize. And, of those who itemize, only 
three quarters are able to benefit from the mortgage interest deduction.  

 

It’s important to remember that your tax situation can change year to 
year, so even if you benefit one year, you may not benefit the next. It’s 
important to know the facts about mortgage interest deduction to make 
sure you don’t overestimate your benefit, especially as it relates to home 
financing and affordability.   

 

Here’s a Q & A I put together to help you think about mortgage 
interest deduction. 

 

What is mortgage interest deduction? 
 

When you borrow money to buy a home, you are charged interest. 
That interest is called mortgage interest and is potentially deductible on 
your tax return.  

 

The amount of money that you can deduct depends on your tax 
bracket. See a list of tax brackets here.  

 

Let's say that you are in a 20% tax bracket and you pay $1,000 per 
month on your mortgage. If $800 of your mortgage payment is interest 

https://taxfoundation.org/2017-tax-brackets/
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(and $200 is principal), then to calculate how much of a deduction you 
would get, you would multiply $800 times 20%, which gives you $160. $160 
is the amount that you can deduct from your taxes, making a $1,000 
mortgage payment only cost you $840 instead.   

 

Mortgage interest deduction is based on the annual mortgage interest 
and is taken at the end of the year, so you would add up each month's 
interest payment from each mortgage payment for the 12 months of the 
year, and then multiply by your tax bracket percentage. That is the amount 
that you might be able deduct from your taxes. Note that it is an end of tax 
year benefit, so you still have to make your full mortgage payment every month.  

 

In what cases would you not get the benefit of mortgage interest 
deduction?  

 

1. WHEN YOU TAKE THE STANDARD DEDUCTION INSTEAD OF 
ITEMIZING 

 

If you take the standard deduction on your tax return, then you will 
not benefit from the mortgage interest deduction. 

 

 
Source: Tax Foundation, 2017 
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If, instead of the standard deduction, you take itemized deductions 
on your tax return (which means that your actual expenses exceed the 
standard deduction), then the mortgage interest deduction is one of the 
actual expenses that helps lower your tax liability. 

 

If you take the standard deduction, you will not benefit from any 
itemized deductions, including the mortgage interest deduction.  

 

2. WHEN YOUR ITEMIZED DEDUCTIONS DON'T FULLY EXCEED 
THE STANDARD DEDUCTION.  

 

You could find yourself in a situation where you have enough 
deductions that itemizing makes sense but not enough to get the full 
benefit of the mortgage interest deduction. For example, if your expected 
mortgage interest deduction is $2,000, but adding up your itemized 
deductions, of which mortgage interest deduction is a part, only puts you 
$1,000 over the standard deduction, then you won't realize the full benefit.  

 

3. IF YOU ARE IN A HIGH TAX BRACKET 

 

If you are in one of the three top tax brackets, there are other rules 
which may limit the number of deductions you can take. It's best to talk to 
a tax professional to know for sure.  

 



© 2017 Nicole Hamilton, all rights reserved 76 

 
Source: Tax Foundation, 2017 

 

Does the mortgage interest deduction apply to second homes? 

 

Yes, you can deduct mortgage interest on up to two homes. 

 

Does mortgage interest deduction apply to home equity loans? 

 

Yes, you can also deduct interest from a home equity loan or from a 
home equity line of credit. 

 

Is there a limit to how much mortgage interest you can deduct? 

 

Yes, you can deduct up to $1,000,000 in mortgage interest and up to 
$100,000 in home equity loan interest per year (See this link for more 
information: https://www.irs.gov/credits-
deductions/individuals/deducting-home-mortgage-interest-at-a-glance). 

 

https://www.irs.gov/credits-deductions/individuals/deducting-home-mortgage-interest-at-a-glance
https://www.irs.gov/credits-deductions/individuals/deducting-home-mortgage-interest-at-a-glance
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Factoring in paying extra principal payments to your home financing 
decision 

 

Making extra principal payments means that along with making your 
normal monthly mortgage payments, you write a check or make an online 
payment that goes directly towards paying down the amount of principal 
that you owe. You can do this by writing a bigger check or making a bigger 
online payment to your mortgage company. Before you do this, you should 
verify that the extra amount will be deducted from your remaining loan 
principal balance.  

 

Sometimes when people buy a home or refinance a home, they figure 
in the effect of making extra principal payments, like the hedge fund guy 
we talked about earlier who took an interest only loan and then made large 
principal payments. If you make extra principal payments it can make one 
financing option look better than another.  

 

One question you should ask yourself is: 

 

Am I really going to make extra principal payments?  

 

A lot of us have very good intentions when it comes to saving and 
investing money, but then life gets in the way with unexpected medical 
bills, getting laid off, divorce, educational expenses, and more calamities. If 
your home financing decision seems great based on your planning to make 
extra principal payments but not so hot if you end up being unable to make 
them, you may want to rethink things. 
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Another question you should ask yourself is: 

What else would I do with that money? 

Would you invest it? 

Would you spend it? 

One word of caution: if you make extra principal payments, double 
check that the mortgage company accurately recorded it. On your 
following month’s mortgage statement, your remaining loan balance (listed 
on every statement) should have decreased by exactly the amount of the 
extra payment as well as your regular monthly principal payment. Too 
many times I have heard from homeowners that their bank did not reduce 
their principal balance by the amount that they paid. If you make an extra 
$1000 principal payment, your remaining principal loan balance should be 
$1000 less. If not, call the bank immediately and keep all of your bank 
records.   

Your game plan for financing your home (and 
getting the very best deal possible) 

In this section I am going to give you a foolproof game plan for 
getting the best deal possible. 
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Get your documents in order  

 

Once you start calling loan officers, you will need to have all of your 
financial information in order so that you can know what you are 
qualifying for, what loans are available to you and what the rates are.  

 

Find loan officers 
 

You can use referrals from friends, real estate agents, from your 
current bank, or any other source, but what you want to end up with is a 
list that includes both banks and mortgage brokers. Mortgage brokers are 
independent and deal with a lot of different lenders. (They access loans 
from many different wholesale lenders). By including brokers in the mix, 
you will get exposed to more types of loans and more quickly get a sense of 
what your options are.  

 

Another advantage of including brokers might come if you have an 
unconventional employment or income source. If you own your own 
business, freelance, get part of your income from alimony, etc. you may 
find your options limited if you simply go to your regular bank. Because 
brokers have access to many different wholesale loans, they can give you a 
sense of whether you qualify and for what types of loans, since every 
lender has their own qualification criteria. 

 

Do not only contact one broker or bank loan officer. This will not 
result in your getting the best deal, and you will likely overpay. Contact at 
least three separate banks and/or brokers.  
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A brief note on online mortgage shopping: 

 

Many people think that they can get the best deal by going online 
and plugging their information into a site like Zillow Mortgage 
Marketplace or LendingTree for their mortgage, and that they will end up 
with competitive, actual mortgage offers. Here’s the truth: online mortgage 
sites like these simply do not collect enough information to give you a real 
quote. They don’t assess debt to income ratio, and they don’t take into 
account your employment situation. In short, they don't gather enough of 
the information   required in order to qualify you for a mortgage.   

 

What you are really doing when you go on these sites is getting some 
general, ballpark information about potential rates, but essentially you are 
shown ads. If you click on them, or submit information, the site can sell 
your information to those companies.  

 

I don’t mean to overly generalize. There are many, many different 
online rate chart-type sites, but I have done a tremendous amount of 
research into how mortgages are qualified and how the online lead 
generation industry works, and the fact is, this is not comparison shopping. 
You can achieve the same goal – getting a sense of rates – with much better 
accuracy, and without risk to your personal information, by visiting the 
CFPB’s interest rate page: http://www.consumerfinance.gov/owning-a-
home/explore-rates.  

 

http://www.consumerfinance.gov/owning-a-home/explore-rates
http://www.consumerfinance.gov/owning-a-home/explore-rates
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Look at loan types 

 

When considering a mortgage, you should first figure out the loan 
type that you want before you do any interest rate or fee comparisons. 
Mortgages are in a sense commodities.  If one bank had better prices than 
another, then everyone would flock to that one bank! But that’s not how it 
works. There are thousands of banks and brokers offering the exact same 
products (a mortgage product) with the only difference being your 
negotiated offer, which consists of interest rate and fees. Therefore, what 
your approach should be is to first pick the loan product, and next 
negotiate the fees and interest rate for the product that you want.   

 

What is a loan product? It is the type of mortgage you are getting, 
including the term (length). For example, these are all specific types of loan 
products: 15 year fixed mortgage, 30 year fixed mortgage, 3/1 adjustable 
rate mortgage, 5/1 adjustable rate mortgage, FHA (federal housing 
administration) 30 year fixed mortgage, FHA 5/1 adjustable rate mortgage. 
You cannot compare a 30 year fixed mortgage to an FHA 30 year fixed 
mortgage, for example. They are different products and you should not get 
quotes and compare quotes between them. Once you decide on the amount 
you are putting down as a down payment, and decide on the specific 
product, then you should move onto the next step, which is comparing 
quotes. Otherwise, it’s just not an apples to apples comparison.   

 

This process is similar to deciding to buy this year’s Honda CRV. You 
would first pick out the exact car that you want, and then, knowing that 
there are several dealers in the area with the  same thing, you would 
negotiate the price to get the best deal. You would not go to one dealer and 
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say, "What car do you think I should get?" And you would not then only 
consider the cars the dealer suggests and only accept the only offer given to 
you. And, you wouldn’t compare one model of car equipped with a 
sunroof, leather seats, and sport features to one with cloth seats, no sunroof 
and a basic engine. You would have an apples to apples comparison, and 
the prices would naturally be different. This would not be a good place to 
start a negotiation.   

 

A loan officer’s goal is to get you to close on the loan. Period. Sign on 
the dotted line. That’s their job, and they get paid for meeting their goals of 
closing a certain number of loans per month. Your loan officer may be the 
sweetest, most conscientious person, but she has a job to do and needs to 
put food on her table. If you ask a loan officer what loan type you should 
consider, chances are they are going to limit your choices because they 
want to close the loan quickly. They are also aware that it is a commodity 
business and at any point you could call another loan officer and 
disappear, after all of the time that they invested in you.  

 

Take some time to explore various loan types. Here’s a list of popular 
loan products: 
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These are the most common loans, but note that banks can make up 
any kind of mortgage, like a 5/5 adjustable rate mortgage (five years at the 
starting interest rate, then it adjusts every five years after that), 3/2 interest 
only (three years at the starting rate, then it becomes an adjustable rate 
mortgage, adjusting once every two years).  

 

Make sure that you do your own independent research into loan 
types before you talk to loan officers, so that you get a good sense of the 
range of options for you.  
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Get offers 
 

Get offers from at least three different loan officers and include both 
banks and mortgage brokers in the mix. Heck, try to throw in a credit 
union, too, if you can – credit unions are often able to offer slightly lower 
rates than banks. When you receive your offer, ask that the offer be sent to 
you in a Loan Disclosure document. This is document with a set format 
that discloses all the fees in a way that you can actually read and make 
sense of it. 

 

It is imperative that you get your quotes in the form of the Loan 
Disclosure document (the formal name is the TILA-RESPA Integrated 
Disclosure). This is a format that the Consumer Financial Protection Bureau 
(CFPB) requires loan officers to provide to mortgage shoppers that details 
the offer when an application is submitted. The Loan Disclosure document 
does two things: 1) it contains all of the fees, not just some of them, and 2) it 
is laid out in a way that you can actually understand.  

 

Now, if you are asking for a general quote before submitting a formal 
application, loan officers will likely just tell you an interest rate. But an 
interest rate will not do you any good, as you won’t have a formal sense of 
the other fees you will be charged. Demand that the quote be sent in as 
Loan Disclosure. Otherwise, you will have loan officers emailing you bits 
and pieces of the offer and you will not be able to truly compare one quote 
versus another.   

 

As I mentioned above, the reason that you should include a mortgage 
broker (or two) in the mix is because a mortgage broker is effectively a 
sales person who handles loans from many different sources, as opposed to 
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a bank which only carries their own products with their own method for 
qualifying borrowers. The loans that a broker sells come from what is 
called wholesalers. You can think of the broker/wholesaler relationship 
being similar to a retail store/wholesaler relationship where one sales 
person has access to a lot of merchandise from different sources. Because a 
mortgage broker deals with various mortgage sources, not just one bank, 
they will have access to different loans with different qualification criteria.  

 

If you have an atypical work situation (i.e. you haven’t worked at the 
same company for the last two years with W-2s), then you especially will 
want to include a mortgage broker in the mix to give you a broader sense 
of what you are qualified for. If you own your own company, are a 
freelancer, have income from alimony, are retired, etc., and you go to a 
single bank or even a couple of banks, they may turn you down flat 
because their qualification process may be inflexible and not set up to 
accommodate your particular situation. Each lending institution has their 
own unique qualification standards. Though they can be similar, they are 
not identical.  

 

Note: loan officers will not be too pleased that you are talking to 
other loan officers. They will feel that they may be wasting your time with 
you and consider you a “rate shopper.” Guess what? It’s good to be a rate 
shopper! That’s exactly how you are going to get the very best deal.  

 

Hot tip: it’s best not to mention that you are talking to other loan 
officers until it’s time to negotiate. Some loan officers will drop you like a 
hot potato if they know you are shopping around, as they will focus 
instead on other borrowers that they feel they have a better chance of 
closing. They only have so much time, too.  
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Compare offers 

When you compare your offers, make sure that you are comparing 
exactly the same loan type to the other. So, as we discussed above, first, 
you want to pick your loan type and only then do you want to compare.  

Are you sitting on the floor sorting through a bunch of different types 
of loans, like 5/1 ARM, 15 year fixed, 30 year fixed, and an FHA? You 
aren’t ready to compare offers yet. First, you need to pick your loan 
product.  

Once you’ve picked your loan product, then you can compare offers. 
Only then are you comparing apples to apples.  

Negotiate your offer 

Here’s where you reap the big rewards – the negotiation. However, if 
you skip any of the earlier steps, you simply will not get as good a deal. 
Take your best offer, and tell your loan officer that you’ve got another offer 
for a quarter point (0.25%) less and 25% lower fees. Loan officers can 
sometimes get sign off on price reductions from their managers.

Guess how much you just saved? On a $400,000 home with 20% 
down and a 3.75% interest rate instead of a 4% interest rate, you saved 
$4,273 in the first five years alone!  
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A note on loan officer compensation 

A broker usually makes about 1% of your loan amount for their 
commission. By law, loan officers cannot reduce your interest rate by way 
of reducing their own compensation. Banks and mortgage companies are 
supposed to offer identical pricing to all of their customers, and can offer 
better terms only if able to document a reason that does not then violate 
Fair Lending and Equal Housing regulations. The “wiggle room” that loan 
officers have is determined by the lending institution, generally with 
requirements that managers be responsible for approving such exceptions. 

Housing discrimination 

Discrimination is alive and well in housing, despite the presence of 
strong laws against it. The Fair Housing Act exists to protect people from 
discrimination when securing rental housing, buying a home and securing 
home financing.   

There have been many enforcement cases against banks and other 
companies for discriminatory lending in recent years, as well as a long 
history of discrimination by private companies and public agencies. It’s 
important to know the types of discrimination that are happening and also 
how to file a complaint in case you find yourself or someone you know a 
victim of housing discrimination.  
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What the law says 
 

From the Housing and Urban Development (HUD) web site 
(https://portal.hud.gov/hudportal/HUD?src=/program_offices/fair_hou
sing_equal_opp/FHLaws/yourrights) we find the following description: 

“In the Sale and Rental of Housing: No one may take any of the 
following actions based on race, color, national origin, religion, sex, familial 
status or handicap: 

• Refuse to rent or sell housing 
• Refuse to negotiate for housing 
• Make housing unavailable 
• Deny a dwelling 
• Set different terms, conditions or privileges for sale or 

rental of a dwelling 
• Provide different housing services or facilities 
• Falsely deny that housing is available for inspection, sale, 

or rental 
• For profit, persuade owners to sell or rent (blockbusting) 

or 
• Deny anyone access to or membership in a facility or 

service (such as a multiple listing service) related to the sale or rental 
of housing. 

In Mortgage Lending: No one may take any of the following actions 
based on race, color, national origin, religion, sex, familial status or 
handicap (disability): 

• Refuse to make a mortgage loan 
• Refuse to provide information regarding loans 

https://portal.hud.gov/hudportal/HUD?src=/program_offices/fair_housing_equal_opp/FHLaws/yourrights
https://portal.hud.gov/hudportal/HUD?src=/program_offices/fair_housing_equal_opp/FHLaws/yourrights
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• Impose different terms or conditions on a loan, such as 
different interest rates, points, or fees 

• Discriminate in appraising property 
• Refuse to purchase a loan or 
• Set different terms or conditions for purchasing a loan. 

In Addition: It is illegal for anyone to: 

• Threaten, coerce, intimidate or interfere with anyone 
exercising a fair housing right or assisting others who exercise that 
right 

• Advertise or make any statement that indicates a 
limitation or preference based on race, color, national origin, religion, 
sex, familial status, or handicap. This prohibition against 
discriminatory advertising applies to single-family and owner-
occupied housing that is otherwise exempt from the Fair Housing 
Act.” 

Recent examples of housing discrimination 

Recent court cases filed by the Department of Justice to enforce the 
Fair Housing Act span many types of discrimination. Some of the more 
common types of discrimination prosecuted include discriminatory 
lending practices, the discriminatory restriction of lending by bank branch 
placement and/or marketing, and requiring extra paperwork in a 
discriminatory manner.   

In 2012, Wells Fargo agreed to pay $175 million in response to claims 
that it charged African-Americans and Hispanics higher rates and fees on 
mortgages than it did to white home buyers with the same credit profiles. 
An investigation found 34,000 borrowers were affected and in 4,000 cases, 
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borrowers were steered into subprime mortgages when they qualified for 
better loans.  

The Department of Housing and Urban Development (HUD) filed 
charges in early 2017 against Bank of America for discriminating against 
Hispanic mortgage borrowers in South Carolina. The bank is being charged 
with offering Hispanic borrowers worse terms with higher closing costs 
and monthly payments than non-Hispanic borrowers.  

In 2013, the Department of Justice reached a settlement with 
Community State Bank in Michigan that they “engaged in a pattern or 
practice of discrimination on the basis of race.” Community State Bank was 
one of the five largest banks in Saginaw County, but never operated a 
branch in the City of Saginaw and only made one loan between 2006 to 
2009 in Saginaw’s majority African American census tracts.  

 

From https://www.justice.gov/sites/default/files/crt/legacy/2015/04/13/ecoareport2013.pdf 

A map of each mortgage application received over a four-year period showing exceedingly low 
volume from majority African-American districts.  

https://www.justice.gov/sites/default/files/crt/legacy/2015/04/13/ecoareport2013.pdf
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In 2015, Associated Bank reached a $200 million settlement with the 
Department of Housing and Urban Development for discriminatory 
lending practices for the denial of mortgage loans to African Americans 
and Hispanic applicants in Chicago, Milwaukee, and Minneapolis 
compared to other lenders in the area.  

These are just a few examples of lawsuits filed and settlements 
reached related to housing discrimination in recent years. I include these 
examples to illustrate some of the ways that discrimination manifests itself 
for borrowers, but there are many more. Since 2010, the Fair Lending Unit 
of the Department of Justice has tackled 23 cases, the settlements from 
which have provided at least $660 million in monetary relief for affected 
communities and 300,000 individual borrowers. 

The history and impact of housing discrimination 

Up until the Fair Housing Act was passed in 1968 it was legal to 
discriminate based on race, color, national origin, religion, sex, familial 
status or handicap in lending and many types of housing. In fact, in 1934 
our own government, through the Federal Housing Authority, refused to 
insure mortgages in and around African American neighborhoods. The 
term “redlining” comes from this era when maps were made by Home 
Owners Loan Corporation and the Federal Housing Administration that 
were color coded red anywhere African Americans lived nearby, to 
indicate that the neighborhoods were too risky to insure.  

Still today, homeowners will find discriminatory language in 
property deeds that has not yet been removed, such as language that says 
that owners are restricted from selling to "any person not of the Caucasian 
race," and "ownership by negroes prohibited." In 1948 the Supreme Court 
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ruled against these racially restrictive covenants, and in 1968, upon the 
passage of the Fair Housing Act, they were finally outlawed. 

As you can read in Chapter 10 there is strong research that shows the 
intergenerational effects of wealth building for homeowners. The 
combination of lending prohibitions and covenants that prohibited sale to 
African Americans meant that African Americans could not participate in 
homeownership in many cases nor economically benefit from home 
appreciation over many generations. 

The fact that discrimination in housing is still occurring today is a 
tragedy, given the economic consequences of paying higher mortgage 
rates, or being denied a loan altogether. If you find yourself a victim of 
discriminatory housing lending, rental or sale, or know of any instances of 
others being discriminated against, it’s important to report it. 

How to report housing discrimination 

The Department of Housing and Urban Development oversees fair 
housing and fair lending laws and takes complaints. It then refers cases to 
the Department of Justice for prosecution. There are also state and local 
agencies that enforce and also take complaints. 

To file a complaint with HUD: 

https://portal.hud.gov/hudportal/HUD?src=/program_offices/fair
_housing_equal_opp/online-complaint 

To see lists of agencies that also enforce:  (bottom right corner of 
website) 

https://portal.hud.gov/hudportal/HUD?src=/program_offices/fair
_housing_equal_opp 

https://portal.hud.gov/hudportal/HUD?src=/program_offices/fair_housing_equal_opp/online-complaint
https://portal.hud.gov/hudportal/HUD?src=/program_offices/fair_housing_equal_opp/online-complaint
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Are financial professionals out to get you? 

Some of the most wonderful people I have ever met in my life are in 
the mortgage and financial advisor industries. I feel incredibly privileged 
to have met and know them. I remember going to the National Association 
of Mortgage Bankers annual meeting in Las Vegas in 2013, and in one of 
the sessions about marketing, loan officers stood up and told why they 
decided to be loan officers. I was touched by their replies. 
Overwhelmingly, the reason they gave for being a mortgage loan officer 
was to help people get into homes, and they talked about how gratifying 
that was.  

When I first started Tactile Finance, I though there were a lot of 
terrible people in the mortgage business who were responsible for the 
mortgage crash. And, it’s true that there were a lot of bad apples. A lot. 
But, I’ve come to see that the mortgage industry is not really different from 
the technology industry, the medical device industry and the other 
industries I've worked in. There are great people, there are good people 
and yes, there are dishonest people.  

I’ve met mortgage professionals who truly go the extra mile for their 
customers. They are intelligent, diligent, and dedicated to doing an 
excellent job for their clients. I know wealth managers who seem to seek 
out the very best for their customers, every time, hands down. They are 
committed to being up to date on the latest innovations and operate in a 
transparent way with their clients to empower them.  
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But here’s the thing: mortgages and home loan products are a 
commodity business. The products are often identical; it’s just the branding 
and service that differentiates them. When you are selling a commodity 
product, you want to create as streamlined a sales process as possible. You 
don’t want to lose the customer to a competitor by introducing too many 
variables. After all, they are selling exactly the same thing.  

This creates a dilemma for a loan officer. Do I educate the customer 
fully and possibly lose the sale? Education takes time, and the more time it 
takes, one of two things can happen: one, the customer can find another 
loan officer to get another opinion; or two, the customer may decide not to 
pursue the product at all.  

Loan officers have a choice to make. They can spend a lot of time 
educating their customer, and in this extra time, the customer can find 
another loan officer or through education, decide not to do the transaction 
at all. Or, the loan officer can speed up the transaction by introducing as 
few variables as possible, which often means forgoing in-depth 
explanations of options and outcomes.  

A bank president that I know told me that for mortgage loan officers, 
consultative sales are, “literally the 11th or 12th thing on a loan officer’s list to 
do”. Their main responsibility is not to educate you, but to dot all the i’s 
and cross all the t’s to satisfy the regulatory and bank requirements. And 
yes, close the deal.  

I know this reality intimately. I spent several years training loan 
officers on our Tactile Finance software that shows loan options clearly, 
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with no fine print. I heard their concerns. Their least favorite type of client 
is the “rate shopper,” because they can invest a lot of time in these clients 
and then have them turn around and get the deal from someone else. 
That’s why closing a deal quickly becomes very important. And, it flies in 
the face of education. 

Mortgage loan officers are just like you and me for the most part – 
they are good people who want to help people, but they also want to get 
paid. That’s why it is up to us to educate ourselves and not rely on the 
industry to give us either the full picture or tell us when something isn’t in 
our own best interests. It’s actually not their job. We need to do that for 
ourselves.  

In a perfect world, all financial products would be sold with clear 
terms, no fine print, and with high quality educational tools that let you 
make informed decisions. But for banks, that erodes their profits. And, 
believe me, there is profit in opacity. As one friend put it, “to banks, 
transparency is death.”  

So, when it comes to financial professionals, the phrase “don’t hate 
the player, hate the game” comes to mind. For us as consumers, it’s best to 
be aware of these realities.  
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Chapter 5: Secrets of a great refinancing strategy 

What is a Refinance? 

Refinancing can be a confusing concept for people who own homes. 
Maybe it is for you? It certainly was for me. But it’s really quite simple: you 
are paying off your current mortgage and obtaining a brand new one. Your 
new mortgage company pays the old mortgage company your remaining 
balance, and you get a new mortgage.  

Here’s how it works. You’ve been paying your mortgage for a while, 
and in the process, paying down your loan balance (unless you have an 
interest-only loan). Because of this, your loan balance is smaller now than 
when you first got your mortgage. During a refinance, you will take a new 
mortgage for your remaining loan balance.  

For example, say you started out with a mortgage for $300,000. It’s 
now ten years later and you owe $225,000 on your mortgage. You would 
take a new mortgage for the remaining loan balance of $225,000.  

Banks love to refinance you because they get about a 1% profit of the 
loan amount, on average. On the example above, a bank would make 
$2,250, with another 1% going to the loan officer and another 1% to their 
costs. As the homeowner, you would pay these costs that are baked into 
the interest rate as well as other fees. The fees that you pay for a refinance 
can be steep and vary by city, state and loan amount.  
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The process for getting a refinance is very similar to that of getting a 
first mortgage. I encourage you to read Chapter 4, which goes through the 
nuts and bolts of deciding what you can afford and how to qualify. One 
difference with a refinance compared with a first mortgage is that you 
don’t usually need to make a down payment, but you still have to qualify 
and you still need to compare loan options.  

One exception to not needing a down payment is if you have less 
than 20% equity in your home. Generally, banks require you to have 20% 
equity in your home to refinance, and if you don’t, you may need to 
effectively make a down payment again by paying down some of your 
remaining loan balance until it is 80% of the home value or less.  

Insider tips when considering a refinance 

Before we get into the reasons to refinance and how to refinance, I 
want to let you in on some things to look out for.  
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“No fee” or “Low fee” refinancing 

Banks have a lot of ways to play “hide the fees”. They also have a lot 
of marketing around so called “rebates”. I’m going to give you a 
framework to think about these things so that you don’t get taken 
advantage of by common bank marketing campaigns. 

Banks always charge fees for refinancing. “No fee” or “Low fee” 
marketing is a way to pretend that because you aren’t paying the fees 
upfront, there aren’t any fees.  

In the case of no fee or low fee loans, the fees will be hidden in one of 
two places: either the interest rate will be higher or the loan amount will be 
higher, with the fees being automatically rolled into the loan amount, 
without an option to pay the fees upfront.  

Make no mistake, there is no “no fee” refinancing! The fees are in 
there, somewhere.  

What “rolling fees in” means 

The fees that you pay for a refinance (if not totally absorbed into a 
higher interest rate in a “no fee” loan) can either be paid upfront or 
“rolled” into the loan amount, making the total loan amount higher. For 
example, say that you have a $225,000 balance that you want to refinance. 
If the fees for your refinance are $10,000, then if you roll your fees in 
(meaning, you pay nothing upfront), your loan will be $235,000. Your 
mortgage payment will be based on this higher loan amount.  
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Note: it is ALWAYS, ALWAYS better to roll your fees in than not. 
The reason is because the fees are amortized over the term of the loan and 
the chances are high that you won’t keep the loan until the end of its term, 
making paying them early silly. The only exception to this is if you plan to 
pay the mortgage off in a short amount of time. Then, it makes sense to pay 
fees upfront instead of having interest applied to the amount.  

The illusion of saving money by extending your term 

Many people refinance because they want to pay less for their 
monthly mortgage payment. As with your initial mortgage, the longer the 
length (term) of the mortgage that you have, the lower your mortgage 
payment will be. This is because you are stretching the loan out over time, 
making more payments. On a 15 year mortgage, you will make 180 
monthly payments and on a 30 year mortgage, you will make 360.  

Also, the longer the length of the mortgage, the higher the interest 
rate you will pay. Note, at the time of publication, the average interest rate 
for 15 year fixed mortgages was 3.150%, and for 30 year fixed mortgages, it 
was 3.850% 

Finally, the longer the mortgage, the more of your mortgage payment 
is going towards paying interest rather than principal, as the length of time 
the loan is amortized for is longer. This means you build equity more 
slowly.  
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Usually, when people compare shorter to longer mortgages, they talk 
about size of mortgage payment and amount of interest that you pay. But, 
what you should really be thinking about is total cost and how much 
equity you’ll have. After all, isn’t that what is important to you?  

Take a look at the table below. Here, we break down the total cost 
and equity for loans of two different lengths with interest rates available 
today. This is for a $320,000 mortgage.   

Notice at year five, a homeowner spends less with the longer 
mortgage ($170,011 instead of $213,981), but has less equity ($111,275 
instead of $170,395).  
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Let’s see what the differences are: 

At year five, the homeowner with the longer mortgage spent $43,970 
less, but has $59,120 less equity when they sell the property. That’s a 
difference of $15,150 over five years.  

As the years go by, the gap widens. At 15 years, the homeowner with 
the longer mortgage spent $131,909 less, but has $204,888 less when they 
sell the property. That’s a difference of $72,979.  

I made this example to illustrate the trade off in saving money now 
versus making money later when you sell your home. It’s much more 
useful to think in terms of equity being built than interest being spent 
when making these decisions.  
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The caveat to this is that interest may be deducted, due to the 
Mortgage Interest Deduction, making your financial picture rosier. But, I 
would caution you to read about Mortgage Interest Deduction in Chapter 4 
because there are many situations where homeowners do not benefit from 
Mortgage Interest Deduction when they assume that they do, and, your 
financial situation can change from year to year. Some years you may 
benefit and some years you may not.  

All of these dynamics play into your financial situation when 
refinancing.  

When you refinance, you can refinance into many different terms. 

Did you know that you are not confined by a 15 or 30-year mortgage, 
but can get a 20 or 25 year mortgage, and in some cases, any length 
mortgage you choose? A 15, 20, 25, and 30 year mortgage should be 
available from any loan officer, and there are some retailers are offering 
customized terms of any length you want.  

If you’ve paid down your mortgage for 10 years and are looking to 
refinance, a bank could make your refinance look really attractive and your 
monthly payment very low by suggesting that you take another 30 year 
mortgage. This would effectively extend your total years paying off your 
original loan balance to 40 years (10 years for first mortgage plus 30 years 
for refinanced mortgage).  

But, you could decide to take a 20 year mortgage instead. Or really, 
whatever length mortgage you want. Some loan officers may not make you 
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aware of these options, as the more choices they give you, the longer it may 
take for them to close the deal and get paid. Good loan officers who are 
knowledgeable will explain to you these choices, and also that a 30 year 
fixed rate loan can be paid in a shorter time, as you may choose a 
prepayment of principal.  

As we go through the examples below, keep these dynamics in mind 
and how they play out in a refinance.  

Qualifying for a refinance 

Because a refinance is simply replacing your mortgage with a new 
one, you have to go through the qualification process all over again. 
Frustratingly, a bank will not really care if you’ve been paying your current 
mortgage regularly (though it is taken into consideration in your credit 
report), or that your new mortgage payment may be lower than your old 
mortgage payment. They will use the same qualification process they use 
for new mortgages and analyze your income, debt, and credit in order to 
qualify you. If you’ve lost your job or have less income or have another 
loan to pay, this can make it difficult to refinance.  

When you first get a mortgage, you need to put some money down. 
During a refinance, you need to have some equity in your home in order to 
refinance, usually 20%. This creates the same 20% cushion against home 
value dips that a 20% down payment does.  

If you put less than 20% down initially and/or home values have 
dropped, you may find that refinancing is not an option, or you may find 
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that you need to pay off a portion of your old mortgage until your 
remaining loan balance is only 80% of your home’s value.  

Reasons to refinance 

There are many reasons that people refinance. One really big reason 
that people refinance is to get a better deal than they originally got. A 
better deal could mean a lower interest rate or switching to a different loan 
type that saves them money and/or reduces the amount of interest they 
pay. A second reason that people refinance is to lower their mortgage 
payments.  Some people are motivated by hardship to adjust their 
mortgage, either through a longer term or a different loan type so that they 
can afford their payments. A third reason is to pay a mortgage off faster. 
And a fourth reason is to take money out of their home.  

Which one are you? Let’s see. 

Get a better deal 

It’s common practice to look for better interest rates than the one you 
have on your current mortgage. We know as homeowners to do this, and if 
you don’t know, your bank is eager to tell you by sending you mail about 
how much you can save by refinancing.  

What is “a better deal”? A lower interest rate means that less of your 
mortgage payment is going towards paying interest to the bank, and more 
is going towards paying down your loan, building equity in your home. So 
it’s natural that a lower interest rate would mean a better deal. 
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Do you have an adjustable rate mortgage (ARM)? A better deal might 
mean that you get a refinance into a fixed rate with a lower or equal 
interest rate so that you don’t have the risk of your rate adjusting up in the 
future. That might be a better deal in terms of peace of mind.  

Or maybe you have an interest only loan and you want to switch it to 
a fixed rate mortgage so that you are paying down your loan and building 
equity instead of just paying the interest.  

Do you see a theme here? A “good deal” is generally about reducing 
the interest that you pay and the risk that you have.  

What to look out for 

Amortization effects taking away any benefits of refinancing 

Mortgages amortize, which means that a greater proportion of your 
mortgage payment goes to interest in the beginning of your loan than in 
the end. So, if you are several years into your current mortgage, a greater 
portion of your mortgage payment will be going to paying down your 
mortgage, building equity, than in the beginning. When you refinance, you 
start again from the beginning. Since many people refinance every 4-7 
years, they continually go back to the beginning of the amortization, where 
they are paying more in interest.  



© 2017 Nicole Hamilton, all rights reserved 107 

You want to make sure that you look at the effects of amortization 
when considering if a refinance makes sense. Otherwise, even though your 
interest rate may be lower, you could still be paying more in interest.  

Extending the term taking away benefits of refinancing 

When you refinance you are refinancing a smaller loan amount 
(having paid your mortgage down a bit) than when you first got your 
mortgage, in most cases. (An exception would be if you have an interest 
only loan.) So, if you refinance and extend the term past the years you have 
left, your mortgage payment will drop even if your interest rate stays the 
same.  

Here’s an example. Say you got your mortgage for 300,000 ten years 
ago and your remaining loan balance is $225,000. Let’s say that your 
original interest rate was 4% and your new interest rate is also 4%. By 
taking your remaining loan balance and getting a new 30 year mortgage, 
your mortgage payment will drop, simply because you will be paying it off 
for 30 more years, instead of the 20 that you have left on your mortgage.  

This is why a bank can convince you that even small drops in interest 
rates, like 0.25%, make sense. I know that when I first refinanced, there was 
no discussion from my loan officer about terms (length of loan). He just 
proposed the new monthly payment, it looked good, and I said yes. What I 
had traded was paying more interest and paying down my loan slower for 
a lower mortgage rate.  
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Mortgage loan officers are sales people. Their job isn’t to consult with 
you. It’s not even in their job description! Their job is to meet their quota of 
loans and to follow the rules and regulations. Good loan officers  are very 
service oriented and try to work in your best interest, but they are also 
trying to put food on their table by closing a certain number of loans per 
month. Teaching you about why you should not refinance isn’t in their best 
interest!  

How to decide 

Does this all seem overwhelming? That’s because it is. But I am going 
to give you a simple framework for deciding if a refinance is in your best 
interest if your motivation is in getting a better deal (paying less interest 
and/or reducing your risk).  

1) Compare your current mortgage to the new interest rate
for the same remaining term. In other words, if you have 20 years left 
on your mortgage and you are in a fixed rate loan, compare it to a 
new mortgage with the lower interest rate also with 20 years left, i.e. 
a 20 year mortgage. Be sure to include the fees, which will make the 
loan amount higher. Does it make sense? Is your new payment 
actually lower?  

a. If you are refinancing from an ARM or Interest
Only mortgage into a fixed rate mortgage, do the same – 
compare your current mortgage to a fixed rate mortgage and 
new interest rate for the same remaining term. Does it make 
sense?  
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2) If your new payment is lower, the next thing you want
to do is to look at the proportion of interest to principal you are 
paying. The easiest way to do this is to get an amortization table. 
(Search online for “mortgage amortization table” – there are tons of 
them online.)  Then compare the actual numbers for interest vs. 
principal payments of your current mortgage with those of a new 
mortgage for the same timeframe. Add them up on both sides. Or, 
paste them in a spreadsheet and total them. Are you really saving 
money? Or are you spending more in interest with your new 
mortgage? 

a. If you are refinancing from an ARM or Interest
Only mortgage into a fixed mortgage, you’ll want to do the 
same exercise as above, but look at  whether your ARM or I/O 
rate stayed the same vs. your new mortgage and also consider 
how far up your loan might adjust.   

This creates a true “apples-to-apples” comparison. The last thing that 
you want to do is to go through the painful, frustrating process of 
refinancing only to spend that energy into getting a worse deal.  

3) Next, play around with different length loans. You may
find that a shorter loan is better. Feel free to use different length loans 
– 15, 20, 25, 30. The choice is yours! In refinance, a bank can
sometimes give you a loan of any length you want. You just have to
ask!

Did a refinance not make sense when you compared your current 
mortgage to a new mortgage with the same remaining years left? There 
may be many reasons why you may choose to extend the term and drop 



© 2017 Nicole Hamilton, all rights reserved 110 

your payment even if a refinance doesn’t make sense by comparing apples-
to-apples. I’ll go through those in the next section called Lower Your 
Mortgage Payment.  

Lower your Mortgage Payment 

There are many reasons why you might want to have a smaller 
mortgage payment. These days, many people are simply strapped for cash 
due to education costs, healthcare costs, and uncertainly about the 
economy or job market. Maybe you want to put more money away into a 
retirement account or have more money to pay off other debt. Don’t feel 
bad, just be informed about the trade-offs.  

The time that we most need to lower our payment is in the time of 
distress – job loss, divorce, or death of a partner. At those times, 
unfortunately (and unfairly in many cases) banks won’t lend to you if your 
income drops or disappears, even if you have money in the bank to pay 
your mortgage.  

If you are in a precarious financial position already, lowering your 
mortgage payment by refinancing can be a good move if you still qualify, 
However, once misfortune strikes, you may find that banks won’t help you 
when you most need it. Because you are getting a brand new loan, you will 
go through the qualification process all over again.  

Strategies to drop your mortgage payment 
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I won’t go through the most obvious one, getting a lower interest 
rate, as we covered the ins and outs in Getting a Better Deal. But, I’ll cover 
all the other strategies in this section. 

Extending your term 

If you take your remaining loan balance and refinance it into a longer 
mortgage, even if your interest rate is the same, you can usually drop the 
mortgage rate even with the fees rolled in, and thereby lower your monthly 
payment. What you are doing is taking a smaller loan balance and 
extending the term.  

If you have 25 years left on your mortgage, you can refinance into 
another 30-year mortgage with the remaining loan balance. By extending 
your term, you will pay more interest over the long run, plus, you’ll start 
over again in the beginning of your amortization, where interest payments 
make up a greater proportion of your mortgage payment.  

Get a different product 

If you are in a 30-year fixed mortgage and desperately need to drop 
your mortgage payment, you can refinance into a loan that has a naturally 
lower interest rate, such as an adjustable rate mortgage or an interest only 
loan. Even if interest rates are higher now, you may find that, because the 
interest rates are lower for adjustable rate mortgages and interest only 
mortgages, your payment becomes lower.  
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I had a period of income loss during the Great Recession where I 
traded in my 30 year fixed mortgage for an interest only loan and was able 
to drop my payment by close to half. It was the only way I was able to keep 
my home. But, I was planning to sell my home soon, and knew I would not 
need another mortgage. The tricky part of taking on a more risky loan, like 
an interest only or an adjustable rate mortgage, is that you want to make 
sure you can get out of it if rates go up. If your credit score drops, your 
income falls, or your home value declines, you may be stuck in a risky 
mortgage.   

How to decide 

Remember that if you have the credit and income to refinance, 
chances are that you have a lot more options than you think you do. 
Certainly, you have a lot more options than a loan officer will present you 
with. That is because they want to narrow your choices so that they can 
close the deal faster. Not so fast! 

Here’s a framework to get the lowest mortgage payment that creates 
the best situation for you. 

A) Start by comparing your current mortgage to the same
kind of mortgage, but with a longer term. So, if you have a 30-year 
fixed, compare it to another 30-year fixed mortgage, which, since 
you’ve already paid down some of your current mortgage, will add 
time by extending it another 30 years. Naturally, your payment will 
be lower as you are refinancing a smaller balance. Don’t forget to 
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include the fees! Add the fees into the refinanced loan amount to 
make sure you are accounting for the fees.  

Here’s an example below of what I mean. In this example, the 
original mortgage had a total loan amount of $320,000 and was obtained in 
Jan 2010, with 23 years remaining on a 30 year mortgage. The remaining 
loan balance is $269,829.  

The refinanced mortgage is another 30 year mortgage. The fees for 
the refinance are $10,000 in this example, making the new balance $279,829 
(fees are rolled into the new loan amount). I kept the interest rates the same 
so we could compare apples to apples and see how things shake out.  

Note the mortgage payment is now $191.79 less per month. Also, in 
the first five years, the total cost is $11,507 less than the original mortgage. 
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Note also that the equity being built is less. Though the mortgage cost 
$11,507 less in the first five years, there is $15,190 less equity in the 
property when it comes time to sell.  

These are the kinds of tradeoffs you can notice when you do the 
comparison. Remember, you can get any length loan! So also play around 
with shorter loans, especially if you are further into your mortgage with a 
smaller loan balance. You’ll still see some good ways to save money while 
accumulating as much equity as you can.  

B) Next, compare it to a product with a lower interest rate.
In order of highest to lowest, here are mortgage types in terms of 
how high the interest rates are associated with them: 15-year fixed, 
20-year fixed, 30-year fixed, 10/1 ARM, 7/1 ARM, 5/1 ARM, 3/1
ARM, 10 yr I/O, 5 yr I/O. For example, if you have a 30-year fixed,
compare the payment to the loans to the right of yours in order, like a
10/1, 7/1, etc. You may not need to skip from a 30-year to a 5 year
I/O to get the desired result. Is your mortgage payment lower? Don’t
forget to roll the fees into the refinanced mortgage in order to make a
true evaluation.

In the example chart above, if you had a 30 year fixed mortgage 
now, you could compare it to a 10/1, which has a lower interest rate 
than a 30 year fixed, and do the same comparison. Not lowering your 
costs enough? Move on to a 7/1 ARM, and so on.  

Where to find example interest rates to do these comparisons? Sure, 
you could ask a bank, but, in order to get you in their sales funnel, they are 
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going to give you their best rates that you may not qualify for anyway. The 
absolute best resource for interest rates that are totally unbiased can be 
found here: www.consumerfinance.gov/owning-a-home/explore-rates. 

Paying your mortgage off faster 

For many reasons, people choose to pay their mortgages off faster. 
Maybe you are nearing retirement and don’t want a mortgage hanging 
over your head. Or, you’ve seen a big salary increase and have the ability 
to pay it off faster and don’t want to pay the extra interest.  

The two ways to pay your mortgage off faster are to refinance into a 
mortgage with a shorter term, or keep your mortgage and make lump sum 
principal payments. Making lump sum payments will have the same effect 
as shortening your mortgage without the refinance fees.  

And, you could combine these two by refinancing into a smaller loan 
amount than the balance on your current mortgage, and you could make 
up the difference with a lump sum payment at the point you refinance.   

How to choose what to do? This is a very individual decision that 
depends on your particular financial situation and goals. Every 
homeowner has a different set of financial goals and means, and since 
mortgages are often the largest expense, there is a big effect on other 
aspects of your financial life.  
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But, here are some questions to ask yourself to make your decision 
easier: 

• If I make lump sum payments on my mortgage, will that
put me behind in my other financial goals (like investing, retirement 
fund, emergency cushion)?  

• Do I have access to a low interest rate mortgage?

If you choose to make extra monthly payments instead of 
refinancing, make sure that you look at your remaining loan balance after 
every lump sum payment you make.  Check to see that your bank reduced 
your remaining loan balance by the same amount that you paid.  

If you choose to refinance, then here’s a framework you can use to 
think about it. 

Shortening the term 

Did you know that you can pick a loan term of any length to 
refinance into? Surprise! You can have an 11 year mortgage, a 7 year 
mortgage, a 18 year mortgage or any length 30 or shorter. However, most 
loan officers will offer you another 30 year mortgage, since by drawing out 
the loan length to the fullest, your mortgage payment will be the lowest, 
making it seem more attractive. Be aware that you are entitled to pick the 
exact length of the loan you refinance into. And remember: the shorter the 
loan, the less interest you’ll pay, the lower the interest rate you’ll likely get, 
and the faster you’ll build equity.  
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And, of course, the shorter the length mortgage that you have, the 
lower the interest rate that you will pay.   

Your goal here will be to find the balance of term plus interest rate 
that is comfortable for you and lets you meet your other goals.  You will 
not want too high a payment that would put other goals at risk.  

Changing the type of mortgage 

Unfortunately, few banks offer adjustable rate mortgages or Interest 
Only loans in terms less than 30 years. Any shortening in term will likely 
put you into a 30-year fixed. If you like your ARM or Interest Only loan, 
consider making extra principal payments instead of refinancing.   

Taking money out of your home 

If you are considering taking money out of your home, it’s probably 
because there is some other financial need that you have, like educational 
expenses, medical costs, or home improvements. Sometimes I hear from 
homeowners that they think they have “too much money in their home” 
and wonder if they should take some out. 

First of all, what does “taking money out of your home” mean? The 
way to get money out is called a cash out refinance. A cash out refinance is 
when you refinance into a higher loan amount than you owe, and, minus 
the fees for the refinance, get a check for the difference.  
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Here’s an example. Say that you owe $225,000 on your mortgage. If 
you have enough equity in your home, you can take on a larger mortgage, 
such as $300,000, and get a check back for the difference, minus the fees. 
Let’s assume the fees are $8,000. $300,000 - $225,000 is $75,000, and 
subtracting the fees gives you $67,000. This is the amount of the check that 
you would get when you refinance.  

How to decide 

Other types of loans 

The first thing you want to do is to compare taking money out of 
your home to different kinds of loans that are available, like home equity 
loans and home equity lines of credit (HELOCs). If you need money for an 
energy efficiency upgrade home improvement, you could consider also a 
PACE energy loan, though these loans do have so serious drawbacks. In 
the next chapter, We’ll go through different types of loans you can take out 
as well as a framework for evaluating them. See Chapter 6 where we 
discuss the pros and cons of each type of loan, and discuss the risks 
associated with each.  

The same rules apply as when evaluating other types of loans 

Whenever you refinance, you have options. You are also going to be 
starting over again at the beginning of a mortgage where the proportion of 
interest that you are paying is higher than at the end. This will cause you to 
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build equity more slowly, particularly the further into your current 
mortgage that you are.  

What you want to do is the same analysis we went through in 
Chapter 4, in the section “Your home financing strategy” where you 
compare different loan types, different amounts, and different product 
types, and also the amount of cash you are taking out.  

Taking money out and starting over at the beginning of a new 
mortgage can compound the loss of equity compared with keeping your 
current mortgage. Still, a cash out refinance may be the best option for you. 

What to look out for 

Mortgage loan officers and/or investment advisors who push you to 
take money out and put it in investments 

There are many mortgage loan officers who work with investment 
advisors who have a financial incentive to get you to take money out of 
your home and then invest it. Mortgage loan officers and financial advisors 
often work together in referring business to each other. Think about what 
happens: the mortgage loan officer gets a fee for the refinance, and the 
financial advisor gets a fee for managing it. You pay a fee for the refinance 
and then a fee for the investment service, while also increasing your loan 
amount on your mortgage.  
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Chapter 6: How to successfully borrow against your home equity (if 
you need to) 

As homeowners, our home equity can be a safety net that we can 
leverage when we need money that we don’t want to spend, or simply 
don’t have. Some people call this “taking money out of your home”. This 
makes it sound as if you are withdrawing money that you already have, 
when in reality, you are taking on a loan on top of your existing mortgage, 
such as in the case of a home equity loan, or, replacing your mortgage with 
a larger mortgage, such as in the case of a cash out refinance.   

What are some reasons that people leverage their home equity for 
expenses? Some people have emergency needs, like medical bills, or need 
to fill in for lost income if we (or our partner) lose our job. Other times, we 
choose to spend money that we don’t have to finance an enhancement of 
some sort, like an education or home improvement. The decision to 
leverage your home equity can be a calculated decision, deciding that 
taking a loan against your home equity in exchange for a calculated benefit, 
like getting a new degree that can help you earn more, or making 
improvements that make your house easier to sell and for a higher price. In 
many cases, homeowners open a home equity line of credit (discussed later 
in this chapter) in order to have more available money for major home 
repairs that crop up unexpectedly.  

In all cases of “leveraging your home equity for expenses” what you 
are doing is taking out a loan and using the equity of your home as 
collateral. There are different forms that this loan can take, with different 
benefits and risks. Taking a home equity loan does reduce your equity, 
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since your equity equals what your home is worth minus what you owe on 
it. If you owe more, you have less home equity!   

Many people wonder if it is the right thing to do, to use your home 
equity as collateral for a loan. The answer will become clear as we 
approach it from a financial perspective. You simply need to compare the 
financial benefits and risks of your options. In the next section, we will 
walk through the decision process, and the pros and cons of various 
options. The most important thing is to understand your financial 
situation before you take out any type of loan and after. These are the 
important things to know: 

• What are your total monthly expenses before and after
you take out the loan? 

• How much equity will you have before and after you take
out the loan? 

• What are the adjustable aspects of the loan and what is
the best and worst case scenario? 

• What are the pros and cons of the type of loan I am
considering? 

Below, I will walk you through a decision tree you can use to 
consider four options, and then go into each one in detail, including the 
pros and cons. Later, we’ll dive into how to analyze offers and really know 
the details of the various loans.  
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The decision process you need to find your solution 

The flow chart below gives you a framework to consider the 
traditional options available to you. Then, I’ll go through how to compare 
financial offers and at the end, we’ll look at some alternative products.  
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There are three main products highlighted in the red. PACE energy 
loans, home equity loans, home equity lines of credit, and cash out 
refinances (I won’t cover cash out refinances here as we covered that type 
of loan in the Refinancing chapter, but I will show you how to compare 
them).  

Home Equity Loan 

Do you have a renovation that you are looking to do? Or maybe 
there's some other sort of expense that you are looking to cover? Here's 
what you need to know about home equity loans. 

What is a home equity loan? 

A home equity loan is a loan that involves a lien on your property. 
You use the equity in your home as collateral and borrow against it. The 
amount that you can borrow depends upon how much equity you have in 
your home. 

A home equity loan is sometimes called a second mortgage. It’s a 
loan for a lump sum and typically has a fixed interest rate with a term 
generally shorter than a 30-year mortgage. Sometimes home equity loans 
can have adjustable rates. 
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Who can qualify for a home equity loan? 

To get a home equity loan, you would need to have at least 20% of 
your home value in home equity. Your property would be appraised, and 
you’d need to have good credit so that the bank knows that you can repay 
the loan. Your income and debts will be analyzed to make sure that you 
can pay your home equity loan along with your mortgage. 

How do you pay back a home equity loan? 

A home equity loan is like a regular mortgage where you have an 
interest rate, and the loan is amortized, which means that you pay a 
portion of your payment to interest and a portion to principal. Also, the 
proportion of interest to principal payments is higher in the beginning than 
towards the end of the mortgage. If you have a fixed rate loan, the payment 
will always stay the same. If it is an adjustable rate loan, your payments 
may increase (or decrease) over time.  

Why do people typically get home equity loans? 

Home equity loans can be attractive for people who need to pay for 
something with a fixed value, such as a renovation, education expense, or a 
large medical bill. 
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What happens if you can’t pay back your home equity loan? 

Because a home equity puts a lien on your property,  a bank has a 
legal right to foreclose for the non-payment of your loan, and then the 
proceeds from the home sale are used to pay off the loan balance. If you are 
30 days late, you are considered in default. State laws determine when 
your lender can begin foreclosure proceedings. 

If your home is foreclosed on, the bank that has your first mortgage 
will get paid back first, and the bank that has your home equity loan will 
get paid back second (assuming they are different banks). 

Your best bet is to try to negotiate with the bank that has your 
HELOC to try to reduce rates or payments. The best time to do this is 
before you miss a payment, or at the latest, shortly after. The lender for 
your home equity loan is second in line to get paid by a sale of your home 
(after the bank that holds your first mortgage), and they may look for ways 
to resolve delinquencies without forcing the sale of your home.  

What sort of consumer protections are there around home equity 
loans? 

The federal Truth in Lending Act requires lenders to disclose the 
details of your home equity loan, including interest, charges, payment 
terms and adjustments, if any. You should be given this information when 
you apply for the loan, and get more disclosures before the credit line is 
finalized. 
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The Truth in Lending Act gives you three days from when you sign 
the paperwork to cancel the loan for any reason and be giving a refund of 
all of your fees, no questions asked. Simply inform the lender in writing. 

Should you get a home equity loan? 

First and foremost, you want to make sure that you understand the 
terms of the loan, and make sure to shop around to different banks and 
compare deals. There are many different types of home equity loans with 
different terms. 

Because the loan is secured by your home, you want to make sure 
that the amount that you are borrowing and the payment amounts are low 
enough that you won’t have a risk of default, as it can force the sale of your 
home. 

Home Equity Line of Credit (HELOC) 

Are you looking to do a renovation or have some other expense that 
you need a line of credit for? Here's what you need to know about a Home 
Equity Line of Credit, otherwise known as a HELOC. 

What is a HELOC? 

HELOC stands for home equity line of credit. Unlike a home equity 
loan, a HELOC is a credit line that a homeowner can draw against. Similar 
to a home equity loan, you use the equity in your home as collateral to 
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borrow against, and the amount of equity you have in your home helps to 
determine the amount that you can borrow. 

With a HELOC, you get approved to borrow a certain amount of 
money, and then can write checks or pay by a special credit card up to that 
amount, rather than borrowing a fixed amount all at once. 

Who can qualify for a HELOC? 

To qualify for a HELOC, you’ll need to have more than 20% of your 
home value in home equity and good credit. The bank will assess your 
income and debts to determine if you will be able to qualify for the 
HELOC. 

How do you pay back a HELOC? 

HELOCs typically have two phases. The first phase is the draw 
period during which the homeowner can use the line of credit. Draw 
periods are usually 5 or 10 years. During the draw period, the homeowner 
only pays the interest on the loan. The second phase is the repayment 
period, where the loan must be repaid. Repayment periods are usually 10 
to 20 years, though some HELOCs require the homeowner to repay the full 
loan at the end of the draw period. 

During the draw period, the homeowner pays only interest on the 
amount borrowed. HELOCs always have an adjustable rate, never a fixed 
rate. HELOCs can have an introductory interest rate that is usually only for 
a short period of time, such as six months. The adjustments in interest rate 
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for a HELOC are set by the prime rate. Unlike adjustable rate mortgages, 
which have caps on how much the interest rate on a loan can adjust, 
HELOCs have no caps and the interest rate can adjust along with the prime 
rate. The interest rate that you pay is determined by the prime rate plus the 
margin. For example, if the prime rate is 3.25% and your margin is 1, then 
your rate is 4.25%. If the prime rate rises to 4.25%, then your rate will be 
5.25%. 

Why do people typically get HELOCs? 

HELOCs can be appealing in order to pay for things that are 
occasional and not a lump sum amount. People get HELOCs for things like 
making a series of home improvements that are not all at the same time 
and within a defined budget, or education expenses that are ongoing, for 
example. 

Can your lender freeze your credit line? 

Yes, if home prices drop and a lender thinks that the lien on your 
property will not cover the amount of your credit line, they can put a lower 
maximum amount that you can borrow on your credit line, or freeze it 
altogether. This can also happen if a lender “reasonably believes” that you 
won’t be able to make your payments due to a change in your financial 
situation. 

If a lender freezes your credit line, you do have some options. You 
can talk with your lender and find out why they froze your credit line and 
see if it can be restored. If it is a matter of home value, a new appraisal may 
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help your situation. If it’s a credit issue, make sure you get a copy of your 
credit report and check for errors. You can get a free copy by following the 
instructions here. You can also shop around for another line of credit. 

What happens if you can’t pay back your HELOC? 

Because a HELOC puts a lien on your property, by not paying your 
HELOC, a bank has a legal right to foreclose and then the proceeds from 
the home sale are used to pay off the loan balance. If you are 30 days late, 
you are considered in default. State laws determine when your lender can 
begin foreclosure proceedings. 

If your home is foreclosed on, the bank that has your mortgage will 
get paid back first, and the bank that has your HELOC will get paid back 
second (assuming they are different banks). 

Your best bet is to try to negotiate with the bank that has your 
HELOC to try to reduce rates or payments. The best time to do this is 
before you miss a payment, or at the latest, shortly after. 

What sort of consumer protections are there around HELOCs? 

The federal Truth in Lending Act requires lenders to disclose the 
details of your HELOC, including interest, charges, payment terms and 
adjustments. You should be given this information when you apply for the 
credit line, and also get more disclosures before the credit line is finalized. 
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The Truth in Lending Act gives you three days from the day the 
account was opened to cancel the credit line. You can change your mind for 
any reason – just inform the lender in writing within three days. The lender 
is required to cancel the credit line and return all fees. 

Should you get a HELOC? 

There are many different types of HELOCs, and because the terms 
vary and they are adjustable rate products, you can imagine that they are 
also sometimes difficult to understand. 

Make sure that you ask for the loan details upfront and go through 
the payment structure and ask a lot of questions until you fully understand 
how the draw period, draw period payments, interest rates, and payback 
periods work. The loan officer will probably want to rush you through this 
– don’t let them! Take the time you need to understand exactly what the
HELOC will cost you.

It is helpful to make a chart to compare features of HELOCs before 
settling on one. Making a chart of the differences will also help you 
understand exactly how the credit line and payback periods work, as well 
as give you a sense of what the credit line will cost you overall, compared 
with the amount borrowed. 

PACE Loan 

PACE loans, or Property Assessed Clean Energy loans, are becoming 
more popular with homeowners looking to make energy improvements. 
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PACE loans are not without risk. Here's what you need to know about 
them. 

What is a PACE loan? 

PACE loans are set up by local governments to enable homeowners 
to make energy-efficient and renewable energy upgrades to their homes. 
Private lenders provide the funding. These loans range in size from about 
$5,000 up to $100,000 with interest rates between six and nine percent. The 
period to repay the loan can vary from five to 25 years. A PACE loan is 
technically attached to a property, not to an individual.  

Who can qualify for a PACE loan? 

Most any homeowner in an area where PACE loans are offered can 
qualify for a loan. There is no down payment requirement. Loans are based 
on the value of a homeowner's property.  

There is typically no analysis of whether a homeowner is able to pay 
back a PACE loan.  

How do you pay back a PACE loan? 

The debt is added to the homeowner's property tax bill which gets 
paid back once or twice a year. That means that on top of your property 
tax, you'd need to pay the amount that you owe on the loan, which can be 
considerable, depending on the size and term of loan that you received.  
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What happens if you can't pay back your PACE loan? 

You can get foreclosed on. The way the debt works is that the PACE 
lender gets paid back before even your mortgage company. So if you don't 
pay your loan, the lender can initiate a foreclosure on your property. 

What happens if you sell your home before the PACE loan is paid 
off? 

According to the Department of Energy, "the repayment obligation 
may transfer with property ownership, if the buyer agrees to assume the 
PACE obligation and the new first mortgage holder allows the PACE 
obligation to remain on the property. This can address a key disincentive to 
investing in energy improvements, since many property owners are 
hesitant to make property improvements if they think they may not stay in 
the property long enough for the resulting savings to cover the upfront 
costs." 

In other words, if you sell your home, the new owner is obligated to 
repay the loan, as the loan is attached to the property, not to you. The new 
buyer would have to factor this into the sales price, along with the risk of 
foreclosure if they are unable to meet the annual, or biannual, payments. 
Also, a bank would need to accept that there is a PACE loan obligation on 
the property for the new buyer to get a mortgage on their new home. 

With these factors, a PACE loan could complicate your ability to sell 
your property, unless you pay it off ahead of time.  
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What sort of consumer protections are there around PACE loans? 

There are fewer consumer protections around PACE loans compared 
with other types of loan products, such as refinancing or home equity lines 
of credit. The Wall Street Journal reported that contractors and handymen 
were offering PACE loans to homeowners in exchange for commissions, 
and in many cases, homeowners were not informed of the details of the 
loans. Some states are creating laws that require better consumer 
disclosure.  

Overall, there are few laws that require PACE lending companies to 
either market fairly to consumers or explain the terms, leaving 
homeowners open to misunderstanding.  

Should you get a PACE loan? 

Especially since there is little consumer protection around PACE 
loans, it is extremely important to understand clearly what the actual terms 
are, how much you will have to pay every year, when the loan will be paid 
off, and understand that if you do not pay your loan, your home can be 
foreclosed on.  

Also, make sure that you explore other options for financing to see if 
there is a better deal out there for you before taking a PACE loan, 
especially given the risks. PACE loans are often higher interest rate loans 
than other forms of loans such as a home equity line of credit and are often 
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four or more percentage points higher than a cash-out refinance, for 
example. 

How to compare options like a pro 

Now that you are aware of the types of mainstream products and the 
risks, we’re ready to compare the actual financial impact of different loans. 
When you borrow money against your home equity, you want to consider 
the total cost of the money you are borrowing over time. You also want to 
consider carefully the cost in addition to your mortgage payment.  

Total cost of money you are borrowing 

Similar to a mortgage, the benefits or drawbacks of one option over 
another become clearer when you look at the total cost of borrowing the 
money.  

For example, if you were to get a home equity loan for the lump sum 
of $30,000, with a fixed interest rate of 4% with a 15 year payback period, 
your total cost of borrowing the money would look like this: 
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Now, the above chart is for a fixed rate loan, which means the 
interest rate is set at 4% over the life of the loan. And, it is a loan for a lump 
sum, so you know from the outset what your total payment will be - 
$221.91. So, you know how much it costs to borrow and you also know 
exactly how much you will pay in addition to your mortgage, making it 
relatively easy to gauge whether this type of loan is affordable for you. 

It is not as easy with a home equity line of credit (HELOC). This is 
where it gets tricky for homeowners, because a homeowner draws on the 
credit line, increasing the borrowed amount over time, and also HELOCs 
are generally adjustable rate mortgages. Not only that, but the length of 
time you have the HELOC can determine the rates that you get. Below, 
take a look at the summary of rates from a real example of a HELOC loan. 
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To understand this, you’ve got an initial rate, a maximum rate, and a 
minimum rate. Then, there are different annual rates depending on how 
long you have your loan for. See at the bottom of each section that there is a 
margin listed? In this particular loan, the margin is added to the prime rate, 
which is the index. The prime rate as of September 2017 is 4.25, and it 
changes with the markets. Just like with an adjustable rate mortgage, the 
margin and index are added together to come up with your current rate. If 
your margin is 5.50% today, then your rate would be 4.25 + 5.50 which 
equals 9.75%. Next month, it could be higher or lower, depending on how 
the prime rate moves.  
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I include this example to show you the complexity of calculating your 
total cost of borrowing for HELOCs and also the uncertainly in your 
monthly payment. You want to make sure you can afford the monthly 
payment, which is difficult when you don’t know exactly what it will be! 

Your best strategy here is to estimate the best and worst case scenario 
– take the maximum rate you might pay and the maximum draw you
might make and figure out what your payment will be. Can you afford it
over the length of the loan?

I also suggest that you torture your loan officer and make them 
explain an example for you in detail. They won’t want to do this probably 
as you may be the first person to make them do this in a while!  

Go through an entire potential story, “If I take a $50,000 line of credit 
now, and draw $10,000 a year for the next five years, walk me through 
what my best and worst case scenario is, given the offer that you’ve put in 
front of me.” Figure out what your monthly payments are for both the best 
and worst case scenarios (and then double check their math).  

Dealing with banks 

As you can see, home equity loans are often more confusing than 
mortgages, particularly HELOCs. Banks just want to close the deal with 
you, checking the boxes they need to check in order to not run afoul of the 
law, but don’t expect them to go the extra mile so that you actually 
understand what you are committing to.  
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You will find that they are surprised when you dig into the terms. 
Keep digging. They don’t want you to dig because they know you are 
likely to get a better deal by being an informed consumer, and they don’t 
want you to shop around. Here’s a step by step process for dealing with 
banks. 

The three-step process for getting the very best deal 

Get the Loan Disclosure 

Get a copy of the Loan Disclosure. The exact words you should use 
are. “I need a copy of the Loan Disclosure.” This is a formal document they 
need to give you by law that lists all of the fees and schedules associated 
with the loan, including closing costs, adjustments, and pay back details. If 
they push back, just repeat the question. Without this, you will have bits 
and pieces of the details, not enough to tell what kind of deal you are 
getting and not enough to negotiate with. 

Now, go to two other banks and apply for exactly the same loan and 
loan type, and ask for the same thing. You may feel like you want to skip 
this step, as it’s painful to have to produce all of your financial information 
again, but here’s why you shouldn’t. By having more than one offer you 
can 1) better understand the range of terms out there and 2) be able to pit 
the banks against each other and drive the terms down in your favor. Being 
able to  negotiate loan terms successfully can mean that you pay on 
average 0.25 – 0.50% less in interest! On a $30,000 loan that can mean $100 
less per month. Substantial savings! 
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Compare offers 

Using the table above, compare offers with the same amount 
borrowed, with the same type of loan.  

Negotiate 

Have you found one that you like best? Call up the bank and tell 
them that you like their offer but you’d like a .25% reduction in interest rate 
and a waving of fees. They can do better.  

Why is this three-step process so important? In getting the Loan 
Disclosure upfront, you are getting full visibility of what you are working 
with. By getting three offers, you are getting a sense of the market. And by 
negotiating, you are paying less! 

Before you seal the deal 

Don’t sign on the dotted line until you consider a few more 
important things. 

How will this loan impact your ability to refinance? 

Do you have a high interest mortgage or an adjustable rate 
mortgage? Chances are you will want to have the option to refinance at 
some point. Since a home equity loan creates a lien against your home, 



© 2017 Nicole Hamilton, all rights reserved 141 

you’ll need to have 20% equity in addition to the amount of your loan in 
order to refinance.  

For example, if you have a $300,000 remaining loan balance on a 
home that is worth $400,000, you have $100,000 of home equity, or, 25%. 
You would have no trouble refinancing if your credit is good and you have 
a good income and debt profile. But, if you took a $30,000 loan against your 
home, you would have $70,000 in home equity, or, 17.5%. Most likely, you 
would have a hard time refinancing until you paid back enough of the loan 
to get to 20% again.  

How does this loan affect your overall costs? 

Add your mortgage payment to your loan payment and make sure 
that this is an overall payment that you can truly afford to be making. 
Because some loans, like HELOCs, are structured in a way that the 
payments change over time, consider the total payment at the 2, 5 and 10 
year marks. The last thing you want to do is default, as a foreclosure can 
wipe out every last bit of your equity.  

Make doubly sure you can pay for it 

One of the biggest risks of taking out a home equity loan or home 
equity line of credit is that if you can’t pay it back, it can force your home 
into foreclosure. This is because when you take the loan, the bank puts a 
lien on your property, as you are using your home equity as collateral. 
Going into foreclosure over a home equity loan is a terrible fate that you 
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can avoid by being conservative with the loan amount that you take on, or 
by not taking on one at all. Just be extra careful, that’s all.  

Tax benefits 

The interest that you pay from home equity loans and home equity 
lines of credit (HELOC) are eligible for mortgage interest deduction. Please 
see Chapter 4 in the Mortgage Interest Deduction section to learn if you 
will benefit from mortgage interest deduction at all. If you will benefit, 
according to current 2017 tax laws, you can deduct up to $100,000 of 
mortgage interest a year from home equity loans.  

Home equity “sharing” or “selling” products 

These are a number of new financial products on the market where 
you “sell” a piece of your home equity in exchange for a lump sum 
payment. These products take many forms and so I can’t generalize about 
them, but I’m going to describe one of them to you and tell you what 
information you should ask the company for if you are considering these. 
Many of these products have no income qualification and therefore can be 
considered “subprime”, meaning, they are designed for people with less 
than stellar credit. These products are also lightly regulated and so you 
want to be extra careful about doing your homework on them.  
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Point.com: 

What is it?: You enter into a contract where you share ownership in 
exchange for a lump sum payment. 

Mechanics: You allow Point.com to add themselves to your deed, 
which makes them a co-owner of your property. You also agree to terms 
such as you will not make changes to the property, you can’t take on other 
loans without their permission, and you can’t rent the property out in some 
cases. Also, you either have to pay back the money they gave you for the 
sale of your equity within 10 years or they can force the sale of your home 
to recoup it.  

What to ask for: You need to fully understand the legal relationship 
you are entering into. Taking on someone as a co-owner of your property is 
no joke. You won’t have the flexibility you have now, and you need to 
know if the money you are getting is worth the limitations and potential 
danger down the road. Remember, they are lightly regulated, so you are 
really going to have to dig. My advice? Get all the paperwork that you are 
required to sign up front and have a real estate lawyer review it for you 
before signing anything. If they won’t give you this upfront in order to 
have it reviewed? Run away, fast. This is your home we are talking about.   

There are other companies besides Point.com that are cropping up 
offering to share equity with you, either when buying a home, refinancing, 
or just during the time that you own the home. It’s best to involve a lawyer 
when considering any joint ownership or sharing of equity, or you may 
regret it down the line. The fine print may be hard to read or even access 



© 2017 Nicole Hamilton, all rights reserved 144 

until you are in the later stages of the agreement, and you don’t want to 
make a mistake with your equity.  
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Chapter 7: Maximizing success and minimizing risk 

In this chapter, I will go through some of the key components to 
improving your chances for success with appreciation and return on 
investment. I will also spend some time on reducing your risk with home 
maintenance and insurance.  

Appreciation 

One of the financial benefits of homeownership is the effect of 
putting a relatively small amount of money down (20% usually) but 
reaping all of the rewards of home appreciation. Of course, homes 
depreciate as well. In fact, some homes are still below their 2007 values ten 
years later. Home appreciation is very much dependent on local market 
dynamics.  

Why does home appreciation matter? Any amount that your home 
appreciates contributes to your home equity, meaning, the money that is 
yours to keep when the house is sold. It's your profit, minus home sale 
closing costs. Remember, your home equity equals the value your home is 
worth, minus what you owe on it. 
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So, the more your home appreciates, the more money you have in 
home equity as part of your net worth.  

Home appreciation is based on local market dynamics. You really 
can't compare home appreciation in different areas because so many things 
contribute to an area appreciating, most importantly, how desirable the 
location is. As with any asset, supply and demand are the big drivers of 
value. How much a home changes in value over time is its appreciation. 

Home appreciation is hyperlocal. Your uncle in Wisconsin may see 
his home appreciate 1% a year while your Seattle condo appreciates 5% a 
year. But, appreciation doesn't just differ on a state-by-state basis or city-
by-city basis but a street-by-street basis in some cases!  

And, not only is appreciation hyperlocal, but it also is very 
dependent on the type of property that you have. Multi-million dollar 
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homes have a different customer than studio apartments, for example, and 
the rates of appreciation are different.  

 

Often, you'll hear about one end of the market going "soft" but not 
the other. Different properties attract people with different needs, so 
supply and demand are not the same.  

 

Find out what your area appreciation is 
 

Because home sale data is public, there are many sources of historical 
home sale data. But, many of them are in large spreadsheets and difficult to 
sort through. And, because you really need to search hyperlocal area plus 
property type, you need to have tools to filter the data to what is similar to 
your property.  

 

I recommend you use Redfin to do this analysis. I'll list many other 
sources of data below, but Redfin compiles house sale data in a way that 
you can zoom in on specific areas and also filter by property types.  

 

1. Go to www.redfin.com 

 

 

http://www.redfin.com/
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2. Put in a zip code in the search box. This will pull up the map view.

3. Zoom into the map area on the left that has houses similar to yours
in terms of value. 

4. Select "More Filters" from the right side, and select features that
describe your property. such as range of bedrooms, bathrooms, etc. 

5. Toggle "Listing Status" from For Sale to Sold

6. Scroll down and select "Download All".



© 2017 Nicole Hamilton, all rights reserved 150 

 

 
 

This will give you a downloadable spreadsheet. With it, you can: 

 

1. Delete rows that have outliers, houses that don't seem to 
correspond to yours, like multi-family, etc. 

 

2. Sort by year of sale 

 

3. Take the average home sale price  

 

4. Determine the percentage increase year over year 

 

Redfin only lets you download up to three years of data. You can 
look at longer term data on their excellent Data Center page, but it won't be 
hyperlocal or specific to your housing type.  

 

Also, I noticed that some areas do not have year of sale data when 
you download it from their site. Some areas have partial data. Some have 
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full data. This is because the individual MLS systems in local areas 
determine the data available.  

Additional sources of data: 

• The National Association of Realtors

• United States Census

• Economist's Outlook

Return on investment of home improvements 

A common challenge for homeowners is figuring out which home 
improvement projects really pay off in terms of making back the money 
spent by boosting home value.  

As homeowners, we want to spend money wisely. And, we also want 
to add joy to our lives by improving our homes. It's a balancing act, for 
sure.  

Luckily, to help you gauge your return on investment, there's 
research available about how much bang for your buck that certain home 
improvement projects give you. 
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Let's talk about some general rules of thumb, and then we'll dive into 
the data.  

 

Your return on investment depends on your specific market 
 

If you install a $40,000 wine cellar in a $200,000 home, you might not 
get much return on your investment because the home buyers shopping in 
your area might not pay a premium for that. You can enjoy your wine 
cellar for your own pleasure, but don’t expect to make back the money you 
spent on it when it comes time to sell.  

 

What you get back from your investment in home improvements 
depends on several factors: the value of your home, what features other 
homes around you have, and what the market is like. For example, if all the 
houses in your neighborhood have two bathrooms and yours has only one, 
you might consider investing the money that you would have spent on 
your wine cellar in another bathroom, if your goal is to make your home 
more competitive in its market. 

 

In other words, a wine cellar might not appeal broadly to buyers 
looking in the $200,000 range, whereas an extra bathroom might.  

 

Keeping your home’s structure sound as a first priority 
 

If you are thinking of doing a full kitchen renovation but your 
basement smells musty because water is leaking through the foundation, 
you might want to rethink your priorities and make sure that the structural 
issues get taken care of first. Foundational or water damage issues will 
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make many buyers simply walk away, seriously affecting the potential sale 
price of your home. Other home buyers who find structural issues will 
think: "money pit", and factor that into their offer. For many, structural 
issues can be a serious deal killer. 

 

Return on investment varies by region 
 

Certain repairs, particularly maintenance-related, have different 
returns on investment depending on geographic region. Roof replacement, 
for example, has a higher return on investment in areas with bad weather, 
simply because it’s so critical that a roof is sound in places with more 
extreme weather. Central air conditioning has a higher return on 
investment in warm areas where it matters more. Who cares how great 
your central air is if you barely use it? Remodeling Magazine has a report 
that breaks down return on investment for improvements by geographic 
region. 

 

Square footage boosts home value, up to a point 
 

Depending on your area, adding square footage can indeed increase 
your home's value. You do want to keep an eye on what your neighbors 
are doing, though, as you don't want to add so much square footage that 
you price yourself out of the market. For example, if yours is the largest 
home in your area, you may not see a return on the money you spent 
adding volume, as home buyers looking in your area may not be looking 
for homes with that much square footage.  

 

If you really want to add a lot of square feet, but also recoup some of 
your investment, a better strategy would be to be at the high end, but not 

http://www.remodeling.hw.net/cost-vs-value/2017/
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an outlier. In order to gauge how much of a return extra square footage 
will get you in your market, compare your home with recent sale prices for 
homes that sold in your area with the square footage you are considering 
expanding to.  

 

Digging into the data 
 
The National Association of Realtors published a report in 2015 on 

what renovations are likely to return the most money. It also lists average 
price of the improvement, to give you a sense of the cost of some of these 
projects. 

 

On the next page, I've compiled that data into a chart, sorting from 
highest return to lowest return. 

 

Keep in mind as you see the data in the next several charts that, if 
you are in an area where markets are hot and competitive, your return 
will likely be higher. I’ll talk more about this later.  

 

After the chart from the National Association of Realtors, I’ll also take you 
through some other data so you can compare it to the National Association of 
Realtor’s data.  

 

http://www.nari.org/assets/1/6/2015-Remodeling-Impact-Report.pdf
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From another source, below are statistics from the 2017 Renovation 

Magazine National Survey. This table is for midrange renovations, and 
after this, we will look at luxury renovations. 

 

http://www.remodeling.hw.net/cost-vs-value/2017/
http://www.remodeling.hw.net/cost-vs-value/2017/
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Here, also from the 2017 Renovation Magazine report, is a 

breakdown of return on investment for renovations in the luxury range. 
 

 
 
It’s interesting, isn’t it? Certainly, these are average job costs and 

average returns. There are ways that you can improve your odds, both by 
getting a better deal and by making sure your improvements have a broad 
appeal. If you put in tiger-striped kitchen counter tops, for example, it 

http://www.remodeling.hw.net/cost-vs-value/2017/
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might not return as much as a nice, neutral material, as your improvement 
will be attractive to a larger number of home buyers. Unless of course, in 
the year that you sell, tiger-striped counter tops are all the rage! It could 
happen.  

 
Different dynamics for hot markets 
 
All markets are not equal, however. If you are in a hot market, you 

will see your renovations pay off more. According to Renovation 
Magazine, "In general, the hotter the market, the bigger the payback. In San 
Francisco, 21 of the 29 projects had cost-recouped values above 100%, and 
in San Jose it was the same for 16 projects." You can look at your specific 
area here. 

 
Home improvements can increase your property tax 
 
When considering a home improvement and the return on 

investment, please be aware that when your property value goes up, often 
your property tax does also. There are exceptions to this rule, as cities and 
states have different ways that they assess property tax and various 
loopholes, but on average, property tax is tied to home value. Property tax 
assessors don’t generally come inside your home to see if you have a brand 
spanking new kitchen, but if you are filing building permits, this can 
trigger a property value reassessment.  

 
Energy saving improvements 

 
Energy saving improvements can have a clear return on investment, 

even without considering how much they might boost your home value, if 
you save more on your energy bills than you spend. EnergyStar has a 

http://www.remodeling.hw.net/cost-vs-value/2017/
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helpful (and seemingly endless!) list of improvements you can make that 
result in direct energy savings.  

There are also PACE energy loans available to finance energy 
improvements. If you are considering a PACE loan, read about the pros 
and cons of a PACE loan in Chapter 6 before you make a decision as there 
are some very big risks associated with them.  

Conclusions 

Few home improvements return 100% of the cost, unless you are in a 
hot market. It's important to pay attention to your local market when 
deciding which home improvement projects will pay off more. Square 
footage is generally a good bet to add value, though not if you add so 
much that your home is an outlier in your market. Energy saving 
improvements can pay off simply in saving you money, and in some cases, 
boost home value also, making them doubly attractive. 

Avoiding risk: Maintain the proper level of 
homeowners insurance 

It is so hard to figure out if you are being overly cautious or overly 
risky when buying homeowners insurance, isn’t it? I find myself often 
wondering whether I should have taken that extra sewer back up policy. 
You can pay and pay and never suffer a catastrophe, but then, if you do 
have major damage and don’t have coverage, it can wipe out your savings. 

https://www.energystar.gov/campaign/waysToSave
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Seek an independent agent 
 

A good, independent, local homeowners insurance broker can be 
your best friend. An independent broker can give you an overview of the 
types of claims that people in similar homes in the same area have had, and 
tell you about some of the major mistakes people make. An independent 
broker, as opposed to an insurance agent who works for a single carrier, 
will be motivated to fill in the gaps for you with appropriate policies from 
different types of carriers. For example, a homeowner's policy may not 
offer sewer back up insurance, and so they may be unmotivated to make 
you aware of your need for it, whereas an independent agent would be. 
You will still want to shop around, though.  

 

Regularly update your policy 
 

Also, make sure that you update your insurance regularly to account 
for different needs as well as current home value. If you make home 
improvements, for example, the cost of replacing your home may change. 
If you live in a coastal area or along a river, you may need to update your 
insurance to add flood insurance (global warming is real, folks!). Just 
because your area hadn’t flooded in the past, doesn’t mean it won’t in the 
future. Keep abreast of changing weather patterns.  

 
How to shop around 
 

And, most of all, shop around for your insurance! Even if you use an 
independent insurance agent, you still want to make sure you are getting 
the best deal possible.  
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Below is a handy script to use for negotiating with homeowner's 
insurance carriers. Before you begin negotiating, make sure you have a 
copy of your policy’s declaration page. The declaration page is where 
you’ll find the details of what you are covered for. You want to make sure 
you are comparing apples to apples.  

A step-by-step script for how to negotiate lower homeowners insurance 

Hi, I currently have a policy with State Farm (or whoever). 

I want to see if you can give me more competitive pricing. Can I send you 
my declaration page? 

Can I save money by paying up front for the year, or in larger installments? 

What about any discounts? 

Do you offer discounts for my employer (tell them the name of your 
employer) 

Do you give discounts for security features, like an alarm? Tell me about 
other types of discounts you offer for home features.  

Tell me about any other discounts that I might qualify for (e.g. retirement 
discounts, association discounts such as teachers unions or AARP, military 
discounts, etc.) 
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How much would I save if I insure my car or switch my life insurance policy 
to you also? (This is called a multi-policy discount) 

 

What are some deductible changes that I could make to save money? 
(Deductibles are money that you would pay before you get any money back from 
the insurance company. Often if you have a higher deductible payment, you can 
lower the costs of your annual policy. But be aware that if you choose a higher 
deductible, you need to have money available to pay that deductible, should you 
have a claim.) 

 

Company contact information 

 

Here are numbers for some of major homeowners insurance carriers 
(there are many more, but I list these for your convenience): 

 

Allstate 800-255-7828 

 

USAA 800-531-8722 

 

Farmers 800-493-4917 

 

Liberty Mutual 800-837-5254 

 

Nationwide 877-669-6877 

 

Metlife 855-893-1828 
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Erie Insurance (800) 458-0811 (select option 1 and then ext. 3000) 

Chubb https://www2.chubb.com/us-en/find-agent-page.aspx 

State Farm 800-782-8332 

Lemonade (844) 733-8666 

To check ratings of homeowners insurance companies go to AM Best 
(www.ambest.com). Look for companies that have an “A” rating.  

Keep in mind that you can negotiate a new policy whenever the 
mood strikes you. Even if your policy is an annual policy, you can call your 
company at any point and ask them if they can do better, and if you find a 
better deal, they will let you know what the process is to get out of your 
current policy. Negotiate a better deal every year if you want! Many 
homeowners simply keep their policy year after year and don’t update it to 
reflect current needs or negotiate it. Be savvy: update it and negotiate it.  

Making sense of storm-related insurance policies 

In the fall of 2017, Hurricane Harvey, Irma, and Maria caused billions 
of dollars of damage for homeowners. 80% of homeowners whose homes 
were flooded by Harvey did not have flood insurance, and only 49% of 
homeowners in high risk areas of Miami Dade county had flood insurance.  

http://www.ambest.com
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Let’s breakdown what you need to know about storm-related 
insurance policies.  

US Navy image of Hurricane Dennis passing through Key West, FL, 2005. 

What types of weather damage are covered in a standard homeowners policy 
and what types are not? 

Standard home insurance policies generally cover weather damage 
from wind, sleet, ice, snow, lightning, fire and smoke. Flood coverage is the 
most important, typical exclusion. If you are in a hurricane area, such as 
southern Florida or the Gulf Coast, high wind insurance may not be 
included in a standard policy. 

Why isn’t flood insurance, and in certain areas high wind insurance, 
covered under standard policies?  
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Insurance companies just don't have the financial capacity on their 
own to pay the claims from certain types of coverage that can be 
catastrophic. Thus, there are pools of government guarantees. Most all 
flood insurance comes from the federal government, national flood 
insurance. This program is currently billions of dollars underfunded, by 
the way, and is coming up for renewal on Sept 30th. Homeowners should 
call their congress and senators to make sure the program stays in place. 

In some areas like Florida, hurricane wind insurance also has local or 
state government guarantees. There are government-backed pools of 
insurance premiums for homeowners to provide wind insurance which is 
managed by the government. 

What does a homeowner need to know about flood insurance? 

Flood insurance can cover damage to the building, or damage to the 
contents, or both. You can have either, or both types of coverage. There are 
also different limits on the insurance for the contents and the building. 

In contrast, for standard homeowner's insurance, you typically have 
coverage for both the building and the contents. 

In what cases is flood insurance mandatory? 

The only case in which flood or high wind insurance is mandatory is 
if a mortgage company requires it. Federally insured mortgage companies 
are required to have homeowners get flood insurance if they are located in 
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areas that are at a high risk of flooding. Other than that, flood insurance is 
entirely optional, even if you are in the worst flood zone. 

Are there cases where flood insurance is not mandatory but a homeowner 
should still consider obtaining it?   

Yes, as we saw in Houston with hurricane Harvey, many homes that 
flooded were not expected to flood. If these homeowners that were outside 
the hundred year flood zone had purchased it, the insurance would have 
been relatively inexpensive – a couple of hundred dollars. 

A good thing to note is that when insurance isn’t mandatory, it’s 
inexpensive. When it’s required, it tends to be expensive. 

Also, mortgage companies only mandate flood insurance on the 
structure, not the contents, as they care about the building. So, if you are in 
a flood zone, you should consider adding coverage for contents, to replace 
items damaged in a flood. 

Flood insurance does not cover most of the general contents below 
ground level. However, mechanical equipment and electrical equipment, 
such as the boiler, heating and ventilation systems have some coverage. 

In what cases does a policy include wind insurance and in which polices 
does it not?  
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In areas that do not typically see hurricanes, standard homeowners 
insurance policies include wind coverage. 

In areas like Florida or the Gulf States, because they have a separate 
history of hurricanes, homeowners need separate coverage for high wind 
damage. 

Hurricane and flood of 1938, Keene, NH, courtesy of Keene Public Library. 

What do homeowners need to know about wind insurance and damage? 

If your standard homeowners policy includes wind coverage, you 
will have a totally separate deductible for wind damage than for other 
types of damage. 

Your deductible for wind damage can be 3% or 5%, which can really 
add up. For example, if you have $300,000 of building coverage on your 
home with a 3% deductible, you would pay the first $9,000 for a wind 
damage claim. 
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There is also a "trigger" to determine the definition of wind, 
differentiating the categories of wind. What you want to understand is, 
what the percentage is, what the trigger is, and what your deductible is. 

In areas that require a separate wind policy, such as Florida and the 
Gulf States, because they have a long history of hurricanes, separate 
coverage may need to be specifically added. A standard policy may not 
have wind coverage; you would need to have it added. 

If a big storm is coming, and you don’t have flood or wind coverage, can you 
get it right before the storm comes?  

There is no standard waiting period, but usually when a storm is on 
the way, insurance companies will not accept any new business or 
increases in coverage from a week or so before until a few days after the 
storm has passed. Usually, it is about a two-week period (before, during, 
and a little after the storm) that they will not accept business.   

What are some things that people make mistakes on with weather-related 
insurance?  

One mistake is in not having enough insurance. You want to have 
enough coverage for full replacement cost plus demolition and debris 
removal. 
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People with wind insurance may need to have special hurricane 
shutters on their home. This could be required on the insurance in order to 
be able to make a claim. 

Another mistake is in not understanding the differences between 
flood water damage and how it was caused.  For example, with Super 
Storm Sandy, some homeowners had their sewers back up into their 
homes. This back up was caused by flooding, but not necessarily by flood 
waters. In this case you’d actually need to have sewer back up insurance, 
not flood insurance. So, it’s important to know what your insurance covers. 

It’s important to note the initial cause of the damage. For example, if 
wind causes damage to a home, and then flood damage ensues from water 
entering the home, like a roof collapse, it is covered under wind, as that is 
what caused the damage. 

Also, cases of neglect are not covered. If, for example, you don’t 
maintain your roof and you have roof damage, it may not be covered, even 
if you have weather-related damage. 

Avoiding risk: preventative home maintenance 

However much due diligence you did on your home before you 
bought it, you’re still going to have home repair and maintenance 
surprises. A home inspector can’t catch everything. And, maintaining a 
home is expensive. A pipe will leak, a basement will flood, a window will 
break, and you’ll be cursing your repair bills.   
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Take my recent home purchase, for example. Before I bought it, I had 
one of the best inspectors in New York City, Richard Perri, inspect the 
home, and three days after I moved in, the basement flooded due to a 
faulty sewer connection. It was a jarring reminder of how you can plan and 
plan but can still not predict the types of repairs and maintenance you’ll 
have as a homeowner.  

But, you can minimize your expenses by maintaining your home 
well. Little things, like staying on top of water damage, making sure you 
have working smoke and carbon monoxide detectors, getting your home 
inspected for termites every year, and making sure that your wiring is up 
to snuff will help you avoid some of the larger potential financial disasters 
that can befall homeowners.  

Water damage, fire, and termites are the risks that can be potentially 
the most expensive for homeowners. Foundational cracks or water issues 
that can lead to your home’s foundation being compromised are 
particularly important to identify and fix as soon as possible.  
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An example of a crack in a home’s foundation. Public domain image. 

It’s good to note that homeowners insurance will not typically cover 
repairs due to wear and tear, and I’ve never heard of a policy that will 
protect against termite damage. If you have damage during a storm, but 
you hadn’t properly maintained your roof, you may find that your 
insurance company will deny your claim since you did not maintain your 
property. Let’s say a storm causes a hole in your roof, and water leaks in 
causing damage. The storm caused the damage, yes, but if you failed to 
maintain your roof, it could mean that you have to absorb the full cost of 
repairs, not the insurance company.  

It is incredibly important to focus on maintaining your home well, as 
you can avoid many major costs simply by prevention. Run away home 
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maintenance costs are a major reason why homes become very bad 
investments.  

On the other hand, a well maintained home will cost you less over 
time and will also command a higher sale value, saving you money and 
making you money.   
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Chapter 8: What to do if you hit trouble 

Let’s face it, when we first buy our homes, we don’t think we are ever 
going to face foreclosure. We imagine our earning potential going up, not 
down, and our prospects getting better, not worse. Yet, when I ask 
homeowners what their biggest challenge is, one of the most common 
answers is “making my mortgage payment.” And, every year in the United 
States about 70,000 homes are foreclosed on. The fear of missing payments 
and not being able to afford our mortgage can weigh on us heavily at 
times.   

There are some cases where you might actually welcome foreclosure, 
though only in the most dire circumstances. If your house value drops, 
either suddenly or over time, it may be impossible for you to move without 
paying the bank back money that you may simply not have. For example, if 
your home value drops below the equity that you have in your home, a 
sale won’t cover what you owe the bank. Even if you can make your 
mortgage payments, in this type of situation you may find yourself with 
foreclosure as a better option than not being able to move at all. 

Hopefully, you won’t ever need to know how to navigate missed 
mortgage payments or foreclosure situations, but here’s what you need to 
know if you do! 
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What happens if you miss a mortgage payment and 
how to fix it 

Paying less than 10 days late 

Paying a few days late is generally not a terrible thing. Mortgage 
companies have grace periods which are generally 10 days, sometimes 15 
days, from the payment due date. If you pay within the grace period, you 
should be ok, but you should call your lender to confirm.  

Paying 10 to 29 days late 

If you pay your mortgage outside of the grace period, it will trigger a 
late fee, usually between 5 and 10 percent of the mortgage payment, 
something you’ll definitely want to avoid if possible. When you do pay 
your mortgage, you’ll want to include this fee,  because if you don’t, your 
bank will mark you as not current on your payments, and will cause you 
pay yet another late fee. And, banks love it when you pay fees, so they may 
or may not make this clear.  

Paying one to two months late 

If you pay 30 days late or more, it will affect your credit score. 
Missing a mortgage payment unfortunately impacts your credit score more 
than, say, a late credit card bill. Paying a mortgage payment more than 30 
days late can cause your credit score to drop up top 100 points! That’s 
enough to seriously affect the rates that you can get for other loans. Some 
reports say that if you get your payments current on the next cycle, the 
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note on your credit report identifying your late payment may disappear, 
but it will take some time for your credit score to return to the level it was 
before you missed your payment.  

Paying three months late 

 If you are 90 days late on your mortgage, a bank can initiate 
foreclosure proceedings. Doesn’t that seem fast? Technically, at 90 days 
your lender considers you in default of your loan. If you find yourself in 
this situation, make sure that you are in communication with your lender 
trying to fix the situation rather than hiding under your covers, avoiding 
phone calls. This is because a lender has a big incentive to work payments 
out with you rather than foreclose. Not foreclosing is good for you and is 
also good for the bank.  

Foreclosure takes legal effort by a bank, and it costs them money to 
sell your property. They would rather that you pay your bill and get 
current than have to evict you and sell the property quickly. At least in the 
beginning. But, if you miss several payments in a row and are not in 
regular contract with your bank, then expect things to get a bit trickier as 
the bank will think you have no intention of paying back the loan and will 
accelerate foreclosure activity.  

Foreclosure 

If you still don’t pay and can’t work something out, the bank will 
evict you and put your home up at a public auction – the quickest way they 
can get their money – and your home will likely sell for less than it is 
worth. This is why banks often require 20% down – because even if they 
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sell it at a fire sale, they are likely to get the amount you owe on it back. 
Meanwhile, you’ve lost all of your equity (down payment plus paying 
down your loan amount), so you suffer the much greater loss.  

If you have significant equity in your home, foreclosure is to be 
avoided at all costs as it can erode many thousands of dollars you have in 
your home. It will also cause you to have an extreme drop in your credit 
score and prevent you from getting a number of loans. If you don’t have 
any equity in your home, or negative equity, read ahead to the section in 
this chapter about owing more than your home is worth.  

Avoiding the worst: legal options to avoid foreclosure 

You do have some legal options to prevent your home going to 
foreclosure. One is to file for bankruptcy. Legally, a house cannot be seized 
while your debts are being assessed during a bankruptcy. So, by filing for 
bankruptcy, a bank will not be able to seize your home during the period 
in which your debts are being assessed. But, filing for bankruptcy cannot 
protect the bank from foreclosing on you ultimately, because once you 
come out of bankruptcy, the bank can seize the home if you can’t come to 
an arrangement with them to pay back what you owe. Also, arrangements 
are done on a case by case basis and there is no guarantee that a bank will 
let you can keep your home, even if you go through bankruptcy. Legally, 
they can foreclose on you even if you make up your missed payments 
when you come out of bankruptcy.  

Because of this, bankruptcy can be a way to slow down the eviction 
process but do not count on it to guarantee your ability to keep your home. 
It’s certainly an option for a last resort.  
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Another way to avoid foreclosure once you are technically in the 
process is to work out what’s called a forbearance with the bank, which is a 
payment plan where you can pay sometimes reduced payments for a set 
period until you can catch up again.  

For any of these scenarios, you want to make sure you are in contact 
with your bank. If you go out of contact, the bank will assume that your 
intent is not to pay.  

Consumer help 

Foreclosure is certainly an extremely stressful time. You want to 
make sure that you know what your rights are. Banks can be aggressive in 
seizing assets if they assess that you do not intend to pay. There have been 
many reports of illegal foreclosures and illegal seizures of property with 
banks not following the rules. It is worth looking at the Consumer 
Financial Protection Database (CFPB) and searching for your particular 
bank to see what sort of consumer complaints are common around 
foreclosures. It is also worth consulting a lawyer on your rights.  

If you think that a bank is in violation of your rights, file a complaint 
with the CFPB here. You should also contact your state’s financial 
enforcement bureau at the first sign of trouble.  

Avoiding missed payments 

If you find yourself in looming financial trouble, there are two other 
options to avoid missing mortgage payments. You can borrow money or 

https://www.consumerfinance.gov/data-research/consumer-complaints/
https://www.consumerfinance.gov/data-research/consumer-complaints/
https://www.consumerfinance.gov/data-research/consumer-complaints/
https://www.consumerfinance.gov/data-research/consumer-complaints/


© 2017 Nicole Hamilton, all rights reserved 178 

you can lower your mortgage payments through refinancing. In both cases, 
you’d need to have strong enough credit and a good income to debt ratio to 
qualify.  

 

Borrowing money 
 

Borrowing money can get you out of a temporary jam if you have 
only a few months where you won’t be able to make your mortgage 
payments. However, you’ll want to consider adding the cost of repaying 
your loan to your decision process because you don’t want to end up in 
default on two separate loans – your mortgage and your new one.  

 

If you have more than 20% equity in your home, good credit, and a 
good income to debt profile, you might consider taking out a home equity 
loan or home equity line of credit. Please see Chapter 6 for a detailed 
description of these types of loans, what to consider, and how to decide on 
them. 

 

Reducing your mortgage payment 
 

Besides negotiating with your mortgage company for a forbearance, 
where you can get a reduced mortgage payment for a defined period of 
time, you could also consider refinancing into a different type or term of 
loan.  

 

Even if interest rates haven’t dropped since you first got your 
mortgage, refinancing into a longer term loan or an adjustable rate or 
interest only loan can result in your mortgage payment being lowered. 
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Please see Chapter 5 for a detailed description of refinancing for the 
purpose of reducing your payment, what to consider, and how to decide 
on them. 

It can be hard when you are in a tough spot. I totally understand. I’ve 
been there. I’ve felt the white hot fear of not having enough in the bank 
account. You scrape by and worry constantly. The best thing to do in this 
situation is to avoid paralysis and keep analyzing your options until you 
come up with something that works. Sometimes foreclosure is 
unavoidable. In the crash we saw many instances i of smart people who 
were sold bad loans with confusing terms – intentionally and predatorily 
written – who were then wiped out by job loss and had no other choice but 
to foreclose. It’s not the end of the world. But it’s tragic nonetheless. And a 
terrifying prospect for a homeowner.  

What if you owe more than your home is worth? 

Home values rise and fall. During the Great Recession, housing 
prices made a precipitous drop. Homeowners lost over six trillion dollars 
of home equity.  

If you plan to stay in your home for a long time and you are in a 
mortgage you can afford, you can ride out the dips in your home value 
with little or no consequence.  

But, if you are in a mortgage with adjustable features that has started 
to adjust upwards, making your payments larger, and home values have 
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decreased to a level where you can’t refinance, you may find yourself in a 
situation that is hard to get out of.  

 

Similarly, if you need to move – let’s say that your job relocates or 
you need to be closer to an aging family member – if your home value 
plummets to below what you owe on it, it creates a difficult situation. 
You’ll have to pay the bank back out of your own pocket, instead of from 
the sale of the property.  

 

Walking away 
 

It’s not illegal to walk away from a mortgage when you owe more 
than your home is worth. Walking away from a mortgage is called a 
strategic default and is a type of foreclosure. Homeowners who 
strategically default do it because they find it is their best available option. 
Reasons that homeowners walk away from their mortgage include people 
who believe that their home has become a terrible investment, and people 
who need to move out of a home where its value is below what they owe to 
the bank and who simply can’t make up the difference.   

 

Drawbacks of walking away 
 

As you can imagine, there are consequences for walking away from 
your mortgage debt. The first and most obvious consequence will be that 
your credit score will go down by a lot and you will find it harder to get 
new loans.  
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Foreclosures remain on your credit for seven years. Over time, your 
credit score will start to rise, but the initial hit to your credit score can be as 
much as 400 points, if you started with an excellent score.  

 

The Mortgage Forgiveness Debt Relief Act relieves some of the 
federal tax burden, but you may still have to pay state taxes on unpaid 
debt. Your lender can also pursue the remaining debt, unless you file for 
bankruptcy.  

 

Rules for walking away from your mortgage vary by state. Some 
states have non-recourse laws where, if you default on your home, a lender 
can take the home but they do not have a right to your other assets. At the 
time of this printing, there were 11 states that have non-recourse laws: 
Alaska, Arizona, California, Iowa, Minnesota, Montana, North Carolina, 
North Dakota, Oregon, Washington and Wisconsin. In these states, the 
bank cannot seize any assets besides your home in a foreclosure.  

 

If you find yourself in a situation where you are considering a 
strategic default, you should consult a lawyer and also your accountant, 
since it is far cheaper to know your best legal and tax options than to make 
a big mistake with your taxes, or to have a bank come after you for the 
balance when you don’t expect it.  
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Chapter 9: Strategies for a successful home sale 

Is it time for you to sell your home? Let me take you first through 
what you need to know in order to maximize your profits and then we’ll 
look at how to manage the process if you are buying a new home at the 
same time you are selling one.  

Recently sold home, Denver, CO. Public domain photo. 

How to maximize your profits 

The big question: what is your home worth? 

There are two separate questions here, when it comes to selling your 
home. The first question is at what price should you list your home, and 
the second question is, what will someone pay for your home? The answers 
to these questions are both extremely market dependent.  
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Is there a ready supply of buyers for the price range that your home 
is in? Are homes languishing on the market for many months? Are there 
bidding wars for every listing? Or do homes sell slowly with generally low 
demand in your area? 

 

Housing prices are extremely location and market dependent. In 
order to price a home effectively you need to have hyper local knowledge. 
You can gain this knowledge yourself by doing the research similar to what 
an appraiser would do by searching local home sales online and 
extrapolating what your home is worth based on features and location, and 
you can even decide to hire an appraiser to do it. Hiring an appraiser will 
run you from between $300 and $600. 

 

Coming up with a listing price for your home is where local real 
estate agents’ knowledge can really come in handy. Real estate agents are 
pounding the streets every day talking to buyers and sellers in your 
neighborhood giving them very current and relevant data on what homes 
are selling for in your exact location. Real estate agents are competing with 
each other for every buyer or seller’s business and are more than willing to 
meet with you and give you their opinion of how much to list your home 
for.  

 

The best real estate agents to talk to are the ones doing the highest 
volume of home sales in your immediate neighborhood on both the buying 
and the listing side.  
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You want to find agents who have recent, immediate knowledge that 
is most relevant to your particular home. For example, if you live in a large 
apartment building, there may be a real estate agent who has successfully 
sold a number of apartments in your building at great asking prices. This 
means that they will know the specifics of your building, will have a better 
sense of the market for your specific apartment, and have specific 
knowledge on what attributes commanded the highest asking prices.   

 

Similarly, if your home has special details, like historical significance, 
architectural significance, or other particulars, finding an agent who has 
successfully sold similar homes will have a much better sense of what your 
home is worth, what type of buyers there might be for it and where to find 
them than one who hasn’t.  

 

 
Walter H. Gale house, designed by Frank Lloyd Wright, 1893. National Register of Historic 

Places.  
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Find the very best agents that sell the most homes for the highest 
prices! Invite them over to compete for your business. Find at least three. 
Have them talk through what price they would list it for, how they would 
stage it, what you should do for it to sell at the highest price possible. 

 

This last point is very important – what you should do to sell it for 
the highest possible price? Depending on what the market is for your 
home, doing low cost things like decluttering, changing the paint, changing 
the linens and towels, shower curtains, pillows, etc. may boost your home 
by an extra five to even 10 percent.  

 

In some markets, real estate agents will recommend fully staging 
your home, which means bringing in different furniture or rearranging the 
furniture that you do have. There are also new technologies that an agent 
can use to do “virtual staging”, where they can create very realistic digital 
images of what your home would look like if it were staged very 
differently. This can be a good stand in for real staging, particularly if your 
home needs a lot of repairs, to help the new home buyers visualize the 
home’s potential.  

 

Remember: people are buying a home for them, not “your” home. 
You want your home to appeal to the broadest possible audience, and for 
them to imagine themselves living in your home. I remember one of the 
times I sold a home, the real estate agent made me put a third of my 
furniture and clutter in storage, buy new fluffy towels, different bed linens, 
paint everything - even the closet doors, and arrange it all just so. Oh, and I 
had to buy new white lilies and put them in a big vase for each showing. 
The level of detail seemed completely insane, but, the sale was a record 
price among similar properties for the time. I don’t know that everyone 
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needs to do this type of thing and it depends greatly on the market you are 
in, but I include this example as an illustration of creating an environment 
that as many buyers as possible will be attracted to, and of showing the 
home in the best possible light. There’s a visceral component to home 
buying. Remember: home buying is, for most, an emotional purchase. 
People have emotions about the way that homes make them feel.  

 

A real estate agent will also give you a sense of what the home 
should be listed at versus what a home should sell for, if those are different 
figures. Depending on your market, an agent may want to price your home 
above or below what they expect to get in a sale. It’s a bit of marketing – 
will it attract more people to see the property if the price is lower? If so, 
then a lower price could be affective in getting more than one buyer 
competing for your property in a bidding war, driving the home price up. 
But, if you are in an area where there isn’t much sales volume, a price right 
where you expect to sell it might be your best bet, setting the expectations 
of the one right buyer who might come along. Only in the hottest markets 
where there is a lot of volume will you want to price the home above 
where you might intend to sell it, as most likely you will get offers, even if 
they come in below your asking price.  

 

Ideally, you will want to have more than one buyer competing for 
your home. That is how you will drive the highest price.  

 

Between doing independent research and talking to three or more 
real estate agents, you will have a pretty good idea of what price you 
should list your home at, and what you might expect it to sell for.  
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How fast do you want to sell? 
 

In your area, you can find out the average time homes are on the 
market. This is good data to have, because it will affect your sales strategy. 
The average number of months that homes stay on the market are, like 
everything in real estate, very dependent on the specific market that you 
are in! As of August 2017, the average number of days that homes are on 
the market in the United States is 66. But, in San Francisco, the average 
number of days a home is on the market is 32 days, as opposed to 83 days 
in Albany, NY. So, you can see, like everything else in real estate, the local 
market determines how long it will take to sell your home. These statistics 
are from Realtor.com and you can look up your area at 
https://research.realtor.com/. 

 

Real estate records are public, so once you list your home for sale, 
potential buyers will know how long it has been on the market. A home 
that has been on the market a long time screams “no one wants me” and 
you may find that potential buyers are suspicious of why the home hasn’t 
sold. This is another reason why pricing the home correctly for the market 
is important. Even if you put the home on the market for a while and then 
take it off and put it back on, it is public record what you listed the price 
for and that the home was on the market earlier.  

 

You should also consider how quickly you need to sell. Do you need 
to move immediately? If so, consider the costs of renting or buying another 
property versus pricing your home lower. There are many cases where 
buyers need to move quickly, so they move to a rental, racking up rental 
costs while still paying the mortgage and expenses on their home, and then 
the home languishes on the market. If you need to move quickly, do a 

https://research.realtor.com/
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calculation of moving costs and new home costs, and of selling the home at 
an aggressive price versus a not very aggressive price. You may find that 
pricing your home aggressively may put you ahead financially once you 
consider all of your other costs.  

 

Using an agent  
 

Traditionally, real estate brokers charge six percent of the sale price 
in commission if they handle the whole sale, and if there was a buyer’s 
agent, your agent (seller’s agent) and buyer’s agent would each would get 
three percent.  

 

Even if you choose a traditional broker model, you should try to 
negotiate the percentage down. Be aware that real estate brokers who are in 
demand may not budge on their percentage simply because they don’t 
have to. However, even if you can’t negotiate them down before they list 
your home, you may have some bargaining power once you get an offer.  

 

For example, let’s say you have a home that is listed for $400,000. You 
have a deal to pay your real estate agent 6% if there is no co-broker and 3% 
if there is a co-broker (giving the buyer’s real estate agent 3% as well).  

 

You get two offers. The first offer is for the listing price and has no 
co-brokers. The buyers just strolled in off the street and decided to buy it 
without enlisting the help of a real estate agent.   
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The second offer is for more money - $405,000, $5,000 more than the 
first offer. Naturally, it seems more attractive. Especially if you are paying 
6% total commission regardless.  

 

But let’s see what a little negotiating can do. In the chart below, it’s 
clear that the homeowner would make more money with offer number 2, 
as you can see in the shaded area they would make $380,700. But their real 
estate agent has to split the $24,300 commission with another agent, only 
getting $12,150.  

 

What if you asked your agent to drop their commission to 4%? They 
end up with $16,000, a better deal for them, and you end up with $384,000, 
which gives you both more money but accepting offer number one.  

 

Your broker has an incentive to drop their commission, leaving you 
with more money.  
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Other agent models 
 

There are a growing number of alternatives to the traditional six 
percent real estate broker fee that used to be the standard for selling your 
home. There are new companies and models popping up all the time, as 
the real estate industry evolves. I won’t cover them all, but here are two 
very different and well established companies, so you can get an idea of 
different models that exist for selling your home.  

 

Redfin 

 

Redfin is a traditional real estate company in the sense that they have 
a web site, agents, signs they hang at your home, and they perform the 
listing and showing duties that other real estate agents do. But, they charge 
1.5% commission instead of the standard 6% commission when there is no 
buyer’s agent or 3% when there is a buyer’s agent. In other words, if you 
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sell your home with Redfin, they take 1.5% of your home’s sale price in 
commission, and if there is a buyer’s agent who gets the standard 3.5%, 
your cost would be a total of 4.5% of the sale price, instead of 6%.  

 

Opendoor 

 

You might think of Opendoor as a home flipper on steroids. They use 
data on home sales and markets to instantly assess what homes are worth, 
and have developed technology to be able to buy and sell homes extremely 
fast. For you as a homeowner, you would sell your home to Opendoor in as 
little as three days. In this model, you don’t wait for a home buyer to buy 
your home, Opendoor buys your home. This type of company is sometimes 
referred to as an “iBuyer.”  

 

There is a price for the convenience of selling your home quickly. A 
recent report showed that home sellers who used Opendoor sold for 5.75% 
on average less than the home was then listed for. Opendoor also charges 
you a service fee of on average 6.7%. If they feel that they need to make 
repairs to your home before they sell your home to the next homeowner, 
they will charge you also the cost of these repairs.  

 

Currently, Opendoor is only operating in Phoenix, Las Vegas, Dallas, 
and Atlanta and only buying homes that are valued between $100,000 to 
$500,000.  
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Choosing to not use an agent 

If you forgo hiring an agent, you can save a lot of money, but only if 
your home price can make up the difference between what you would pay 
in commission to an agent. It’s great to want to sell it yourself, but there is a 
lot of work that goes into selling a home, from marketing it, listing it on the 
MLS, figuring if it needs staging and how, photographing it for the listing, 
arranging and running the open houses, answering questions about your 
home, and interfacing with buyers. Perhaps the biggest value ad a talented 
broker can give a home seller is negotiating and managing offers. A skilled 
agent can coordinate marketing and open houses to make it more likely 
that you have a bidding war between two or more potential buyers, and 
then communicate among the buyers to the best deal possible. Do you 
think you can manage this process yourself?  

Another way to go is to outsource the work of selling your home on a 
per-activity basis, such as photographing your home, listing your home, 
and showing your home. Or, you can do these jobs yourself. If you can 
successfully sell your home at the same asking price (or higher) than a real 
estate agent can, you will save a huge amount of money. That is the big 
question: can you make more money selling your home yourself rather 
than paying the commission for a professional to sell it for you?  

How much will you get back from a sale? 

You will get a check for your home price minus any real estate broker 
fees, minus any other administrative fees, minus the amount you owe on 
your mortgage minus any taxes you owe. The average fees for a home sale, 
besides real estate broker fees, are 2% of the sale price.  
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For example, if you sell a home for $400,000 and pay a $24,000 (6%) 
for your real estate commission, and another $8,000 (2%) in closing charges, 
leaving you with $368,000. Next, you’ll pay off your remaining mortgage 
balance and any home equity loans. The amount that remains is what you 
will get back in a check.  

Of course, you also want to consider taxes you might owe from the 
proceeds of the sale.  The good news is that if you have lived in the home 
for at least two of the five years before the sale, then up to $250,000 of your 
profit is tax-free if you are single, and up to $500,000 of your profit is tax-
free if you are married and file a joint return.  

If your profit from selling your home exceeds these amounts, then 
the excess would be considered a capital gain and you would file it as such 
on your tax return. As with all tax matters, it’s best to consult a tax 
professional as there are some nuances to tax law concerning home sales. 
The Internal Revenue Service has some handy resources on selling a home 
located here: https://www.irs.gov/forms-pubs/about-publication-523. 

Strategies for buying a home while selling one 

Buying a home while selling one can be very high stress, since you 
are managing two very large and complicated transactions at once. Here’s 
a path you can follow depending on if you need to sell first or buy first.    
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Selling your home first 

If you don’t have a sense of what home exactly you will buy next, 
you may choose to sell your home first, while looking for a new home.  

First, put your home on the market. Next, start looking for homes. If 
you find a home you want to buy, you can put what’s called a “settlement 
contingency” clause on your offer that if your home doesn’t sell by a 
certain date, you will be able to retract the offer. This is fairly common but 
it does make your offer less competitive. In very hot markets, it may even 
prevent you for closing on a home that you want.  

If you sell your home before you close on a new one, you can have 
the new owner sign what is called a “rent back agreement,” where you rent 
the home from the new owner until you can find a new place to live. That 
way, you can sell your home, free up the money to buy a new place, and 
keep living in it until you can move to your new home.  

If a buyer makes a great offer but does not want a rent back 
agreement (after all, they may be trying to juggle selling and buying at the 
same time, too), you can always get a short term rental. This may alleviate 
some of the pressure of having to manage a sale and purchase at the same 
time, but also requires moving twice, and we all know how incredibly 
unpleasant moving is! It also lets you take the time to find a home you 
really want instead of feeling rushed into something. AirBnB or 
HomeAway can be a great options here, as you can rent for as many 
months as it takes to get into a new property without having to sign a 
longer term lease.  
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If you want to close on a new home before selling your old home, 
you may not have money freed up to purchase a new one. Most people 
don’t have a surplus of money lying around to own two homes at once. 
One option is that if you have a lot of equity in your current home, you 
could consider getting a HELOC (see Chapter 6 for more detail) or other 
type of bridge loan that you can pay back as soon as your home sells.  

Buying a home first 

What if you find your dream home before you are ready to sell your 
current home? What you can do is make an offer on a new home with a 
“sale and contingency offer” which means that your offer only goes 
through when your home sells. This will make your offer less attractive 
and may prevent you from buying in particularly hot markets where there 
is no need for a seller to accept an offer with such a contingency.  

If you can’t get a seller to accept your offer with this type of 
contingency and you have a lot of equity in your current home, you might 
consider getting a HELOC or other short term loan from a bank in order to 
purchase the new one before selling the old one.  

Then, you can look to rent out your old home for more than you own 
on the mortgage until it can sell.  
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Chapter 10: More lessons 

I’ve learned a lot over the years, first from being a serial homeowner 
and second from my time building software that shows the financial 
aspects of the full life cycle of homeownership. In this chapter, I’d like to 
share a few more of these insights that don’t have a place in previous 
chapters, but nevertheless are important to include.  

Homeowner wealth building extends into the next generation 

In preparation for writing this book, I pulled up all of the available 
research I could find on homeownership outcomes to make sure I wasn’t 
missing any crucial details for you. I stumbled upon some powerful facts 
about homeownership as a wealth builder. And not just a wealth builder 
for you, but for your kids, if you have or plan to have them.  

According to a 2002 study by the Joint Center for Housing Studies at 
Harvard University, “Intergenerational Wealth Transfer and its Impact on 
Housing”, “children of homeowners are more likely to own sooner than 
children of renters” and are “more likely to achieve higher levels of 
education and, therefore, income.” And, “even for lower income 
households, housing wealth proves to be a particularly important 
component of total wealth accumulation.”  

I find this fascinating, as not only does homeownership improve your 
children’s chance of being a homeowner and getting a higher education, 
but it also cuts across economic levels, with lower income households even 
more likely to benefit from homeownership. In fact, the study found that: 
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“…parental homeownership not only begets future homeownership, 
but also a greater likelihood of ownership at an earlier time. This earlier 
likelihood of purchase leads to substantial increase in housing wealth 
accumulation, which is clearly an important component of wealth 
accumulation for these households.” 

As we learned in Chapter 4 on making your home a good investment, 
the effects of forced savings and putting a relatively small amount down 
while reaping the full rewards of appreciation certainly contribute to these 
wealth accumulation affects.   

Home equity is to be aware of and protected 

Home equity is a big part of your net worth but you often don’t know 
how much it is. It’s like if you kept stuffing a bunch of money under your 
mattress and not keeping track. If someone broke into your home and took 
some, you’d never know how much was gone.  

I thought about this all the time when I was running Tactile Finance. 
We had hundreds of loan officers using our software. One of our tools was 
a refinance calculator that showed all the tradeoffs between your current 
and future possible scenarios. We included the effects on your equity, of 
course.  

But, when we ran the numbers on usage for our software, the 
refinancing page got the smallest amount of play. How could this be? It 
was arguably the most powerful tool we had. Through interviews I found 
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the reason: it can make a refinance look less attractive. By showing where 
your equity goes, a lot of decisions around the financing of a home can look 
a lot less appealing.  

Every time I’ve sold a home, the focus was on the sale price, not on 
what I got in the form of a check. As a homeowner, you are pretty much on 
your own in terms of figuring out your actual profit, which is made up of 
your home equity.  

The reason why there’s no one to help you with your home equity is 
because no one benefits from your having more equity in your home 
besides you!  

A real estate agent still gets their fee no matter how much your other 
closing costs are, and a mortgage loan officer still gets their fee no matter 
what kind of deal you get on your refinancing. 

I never knew how big the check would be, what the exact number 
would be, when I sold a home. How crazy is that?  

Home equity is your net worth, and you want to treat it that way. Be 
aware of how much home equity you have from year to year, and 
particularly before you make any changes.  

Make these comparison before you sign on the dotted line for any 
refinancing or home equity loan and use the tools in this book to help you. 
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You deserve total clarity 

When I started out as a homeowner, I followed a simple formula: buy 
what you can afford. Then, when the recession came in 2008, I found 
myself neck deep into a much more complicated math problem.  

I was in a terrible financial situation, desperately trying to get out, 
and was attempting to run the numbers on my head: what if I sell? What if 
I refinance? What if I rent out my property? What if… 

All the while, I had a big chunk of my net worth sunk into my home 
– my investment – but little clarity on what specifically would result in the
best financial outcome for me in my time of crisis.

I learned that it is a nearly impossible feat for the average 
homeowner, even one with an excellent grasp of arithmetic, to be able to 
project into the future different financial scenarios. There are three reasons 
it is tricky to project financial homeownership scenarios: you cannot 
accurately predict home price appreciation; mortgage amortization is 
difficult to grasp; and the fees related to changes that you make - such as a 
refinance or a home sale – are complicated.  

But… what if it were possible to easily project into the future 
different financial scenarios with your home?  

Better yet, what if a homeowner, with no previous knowledge of 
mortgages, appreciation, or fees, could make decisions like the most 
seasoned financial experts?  
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Folks, I’ve been through the other side due to my work, and I’m here 
to say, it’s entirely possible.  

I’ve been deep in the math, deep in the mortgage industry, behind 
the curtains, in the research, and up close with the trends.  

In the next few months, I’ll be rolling out tools for homeowners to be 
able to get clarity into their decision-making on many of the aspects of 
homeownership. And because you bought this book, you’ll be the first to 
have access.  

If you enjoyed this book, please let your friends, family and 
colleagues know about it. My goal is for every homeowner to be able to 
have total control over their financial futures. Help me get this book, and 
the tools I have coming out, into the hands of every prospective home 
buyer and current homeowner.  

Happy Homeownering! 
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