How To Generate Passive Income In
2020: Best Passive Income Investments

What would you do if you had more time on your hands and less worry about financial obligations?

Generating passive income is a popular strategy employed by investors as a way to create long-
term wealth. With less financial obligations to worry about, investors can use their freed-up time to
pursue individual aspirations. Continue reading to learn how passive income investments can
generate income including general methods and real estate strategies so that you can also be on
your path towards financial freedom.

Before you start earning passive income of your own, however, let us explore what passive income
means, as well as some of its benefits.

What Is Passive Income?

Passive income is defined as earnings that require little to no effort on the part of the person
receiving them. In essence, it's a form of residual income—not a second job. According to the
Internal Revenue Services (IRS), passive income activities include:

“‘Rentals, including both equipment and rental real estate, regardless of the level of participation;”

“‘Businesses in which the taxpayer does not materially participate on a regular, continuous, and
substantial basis.”

It should be noted that there is a major difference between passive and active income. The former
refers to earnings from which the individual is not actively involved, while the latter is income from
which services were performed—similar to a job.

Some active income examples include traditional employment or running a business. For real
estate investors, their income is considered active if they are heavily involved in their projects, such
as wholesaling, rehabbing, or rehabbing. Some passive income ideas include interest income,
stocks, and bonds. While many real estate investors favor passive income rental properties or
investing in Real Estate Investment Trusts (REITS), they are not the only options available; there
are several ways to earn money without over-exerting yourself.

Some of these activities may require a little bit of effort during the set-up phase, but the key
difference between these active and passive activities is the amount of effort and involvement



required. This is one of the key aspects that draw investors to passive income; however, several
other benefits are worth noting.

14 Passive Income Investments For 2020

Passive income investments enable investors to compound gains over time. The mere nature of a
passive investment exponentially grows reinvested profits over time, without investors having to lift
a finger. That said, investors may also compound gains by increasing their income streams.
Instead of considering a single passive investment strategy, investors should be thinking about all
of these options made available to them:

Stock market

Bonds

CDs

Mutual funds

Rental property real estate
REITs

Peer to peer lending
Turnkey real estate

. E-books

10.Blogging
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11.Buy an existing business
12.High interest savings account
13.Dividend stocks

14.Index funds

Although the opportunities are endless, some of the most popular ways to generate passive
income include investing in real estate, the stock market, or generating interest income through
bonds and certificates of deposit (CDs.) One could also invest in a wide array of securities at once
through the use of something called mutual funds.

The stock market provides a channel for individuals to purchase shares of public corporations.
Once they purchase these stocks, they are entitled to earn dividends based on that company’s
financial performance. Those who choose to invest in the stock market typically manage a portfolio

of stocks from different companies to help diversify risk.

Bonds and CDs are prime examples of how individuals can earn interest income passively. Bonds

are notes by the federal government or corporations as a way to raise funds. Members of the
public can invest in bonds with the promise that they will be paid back in full, with interest. The
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bond amount, interest rate, and payback time frame are pre-determined, which allows investors to
calculate exactly how much they will earn back before even investing.

CDs are issued by banks with fixed interest rates and withdrawal dates. These accounts can be
compared to a traditional savings account, but typically offer much higher interest rates. These
rates tend to increase with the term length and are a viable option for those looking to earn interest
income.

Mutual funds are yet another passive income strategy that should not be ignored. Thought of as
one of the lowest-risk retirement savings vehicles, mutual funds represent a large pool of money
that is invested into portfolios of various securities. Fund managers—such as mutual fund firms,
brokerages, and banks—will carefully select these portfolios in a manner that delivers long-term
growth and solid pay-offs; all while minimizing risk as much as possible. Most places of
employment will sponsor a 401(k) program, which employees can use to invest in mutual funds as
a way to save up for retirement.

Real estate represents a robust category of passive income options that deserves a discussion of
its own. Two popular passive income strategies amongst real estate investors include rental
property and REIT investing. The following examines the inner workings of each strategy, and how
they apply to today’s passive income techniques:

Rental Property Real Estate

When someone mentions investing in passive income through real estate, rental properties are one
of the first methods that come to mind. Investors can choose between investing in single-family
properties, as well as multi-unit properties like duplexes and apartment buildings. Allocating a
property as a vacation rental in popular tourist destinations is also an attractive option. Although
there is an initial cash outlay required to acquire these properties, the investor can generate rental
income to help pay off the mortgage. Once the mortgage is paid off, they are free to continue
earning rental income indefinitely, or even refinance or sell the property as they please.

To be effective, these investment properties must be purchased at the right cost to produce cash
flow monthly. To make your property investing experience truly passive in nature, consider hiring a
property management company that can oversee anything from screening tenants to responding to
maintenance issues. Be sure to check out our guide to buying a rental property like a pro, as well
as this breakdown of how to calculate cash flow and other important rental property calculators.



REITs

If you are interested in earning a passive income through real estate but don’t want to deal with
researching, purchasing, and maintaining real properties on your own, then perhaps you would
enjoy investing in a real estate investment trust.

REITs are an investment vehicle that allows both small and large investors to purchase ownership
in income-producing real estate ventures comprised of commercial real estate. This can include
anything from apartment and office buildings to mixed-use properties. Similar in nature to mutual
funds, REITs are managed by experts who specialize in creating portfolios of real estate, while
minimizing investor risk as much as possible. These trusts provide investors with regularly-paid
dividends. While REITs are generally traded on major stock exchanges, there are also public, non-
listed, and private REITs. Find out more about REIT investing for beginners.

Other Passive Income Investment Ideas

Rental property and REIT investing—as well as mutual funds, bonds, and stocks—are just a few
prominent examples of passive income investing, both inside and outside of real estate. Over the
years, investors have identified a myriad of inventive ways to generate passive income. Review
some of the methods below to see which ones best resonate with your interests:

e Become a peer-to-peer lender: Peer-to-peer lending and crowdfunding platforms allow
investors to connect easily with individuals who need help financing business ventures,
special projects, or the purchase of real estate. By lending funds to these individuals,
investors can earn back the loan amount plus interest over the term of the loan. There are
many crowdfunding websites available that allow investors to contribute funds to projects
and business ventures, as well as invest in real estate debt.

e« Turnkey property investing: A turnkey property is one that is ready to be rented in its
current state; there’s no need for any additional work to be put in. Investors can purchase a
turnkey investment property and rent it out, which gives the benefit of not having to pay for
repairs or rehabbing.

« Write an e-book: Are you an expert on a certain topic? If so, consider putting your
knowledge to paper by publishing an e-book or recording an audiobook. According
to Business Insider, financial blogger Sam Dogen reportedly earned $36,000 in royalties

from his e-book in the past year.

o Establish your blog as an authority: A blog is also a great space to share your expert
knowledge and earn some residual income on the side. By sharing your expertise in the
form of blog posts, you'll have the opportunity to establish yourself as an authority in your
particular niche. As your audience grows, you’ll be able to direct more traffic to revenue-
generating advertisements that are placed throughout your site.


https://www.businessinsider.com/how-to-make-passive-income-investments-real-estate-2018-8

« Buy an existing business: Buying an existing business can be a great way to reap the
benefits of being a business owner, without having to deal with start-up costs. An online
business is a less risky option, as you won’t have to deal with overhead costs or physical
assets.

e Opening a high-interest savings account: Online savings accounts offer higher interest
than big banks typically do. You will make more money by putting your money in a high-
interest savings account than you will with a traditional checking or savings account, which
IS a great opportunity for investors to build passive income.

« Dividend stocks: Stocks not only have the potential to appreciate, but they also pay out
profits to owners regularly in the form of dividends. Dividends can be a dependable source
of income, but be aware that stock values can drop resulting in smaller dividend payments.

« A bond ladder: A bond ladder is a fancy way of saying investors should diversify their bond
holdings. More specifically, however, a bond ladder will witness investors invest in a series
of bonds with different maturity dates. In staggering the bonds (and their maturity dates),
investors may ensure income is coming in when they need it, while simultaneously
diversifying their assets. With a properly diversified bond portfolio, investors can realistically
predict when they expect to be paid in the future, and how much they can expect to net.

« Advertise on your car: Some investors looking to think outside of the box won’t have to
look for a passive investment strategy beyond their own car. In fact, it is entirely possible to
turn your automobile into a portable advertisement and get paid for doing so. Doing so will
require investors to “wrap” their car with ads, usually at no cost. While not as passive as
other strategies (this one will require some driving), advertising on a car can result in free
cash with very little effort. Simply contact a specialized ad agency in your area to find out
more.

e Index funds: As their names suggest, index funds are mutual funds associated with a
specific market index. Therefore, investing in an index fund will essentially mimic the returns
of the specific index one invest in. Better yet, index funds are passively managed by
professional money managers, which means investors don’t have to do anything but pick
the fund.

For even more ideas, check out our list of 16 passive income ideas that work.

The Benefits Of Passive Income Investments

Along with generating continuous streams of revenue void of extensive activity, passive income
provides a variety of advantages over traditional investment methods. For example, an investor
who generates passive income through real estate might experience the following benefits:

e Tax breaks
¢ Retirement funds
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e Your mortgage gets paid
Tax Breaks

One of the biggest perks that passive income provides comes in the form of tax deductions. Rental
property owners get to claim depreciation losses by writing off the cost of the property over the life
of the loan.

According to the IRS, “You begin to depreciate your rental property when you place it in service.
You can recover some or all of your original acquisition cost and the cost of improvements by using
Form 4562, Depreciation and Amortization, (to report depreciation) beginning in the year your
rental property is first placed in service, and beginning in any year you make improvements or add
furnishings.”

These tax breaks obtained from passive income can significantly improve your bottom line.

Retirement Fund

Many view passive income as a powerful strategy for growing retirement funds at a faster rate.

Although it may take more work than investing in the stock market, securing multiple revenue
streams can help eliminate long-term concerns about running out of money during one’s retirement
years. It is also a means of providing financial assets for future generations. Also, rental income will
typically keep up with inflation—sometimes even outpacing it.

Y our Mortgage Gets Paid

One of the greatest perks to earning a passive income is being able to pay off your mortgage. For
example, a rental property investor can use their rental income from tenants to pay off the
mortgages on those properties. In an ideal situation, they would even have income left over each
month. This can be extremely beneficial, as not having to pay a mortgage out-of-pocket can free up
your finances, as well as help you tap into the liquidity of your investment much faster.

Now that you’ve learned about some of the advantages of earning passive income, let’s dive into
how to make passive income in various ways.

Summary

If you were wondering how to generate income with passive income investments the way an
experienced investor would, you now have plenty of options to consider. For beginner investors, it
should be known that the success of these passive income strategies is contingent upon your
ability to mind due diligence. Before committing to any one type of passive income strategy, one



should always spend time conducting research, examining options, and verifying market
conditions. As a beginner, one of the best ways to prepare is by consulting an experienced
investor. Although you’ll initially need to put in some sweat equity before you can generate income
passively, it's the only way to ensure that you can make sound investment decisions.

Ready to start taking advantage of the current opportunities in the real estate market?

Whether you’re brand new to investing or have closed a few deals, our new online real estate class
will cover everything you need to know to help you get started with real estate investing. Expert
investor Than Merrill explains the best real estate strategies to help get you on the path towards a
better financial future.



The Only Real Estate Portfolio Template
You’ll Ever Need

With the real estate portfolio template below, investors of all levels should be able to compile
their assets in a way that is invaluable to their future performance. If for nothing else, a proper
portfolio will serve as an important tool in building out your career. Much more than a cosmetic
gimmick, a real estate portfolio is essentially your resume to provide others with in the event you
hope to do business together in the future. That said, an investment portfolio is not to be taken
lightly; it must represent a strong display of your own experience. How else will people know if they
want to work with you?

What Is An Investment Portfolio Template?

Make no mistake about it: a real estate portfolio is essential to your success as an investor. It's the
one tool that can put your talents on display and convince those in the industry that you are indeed
a worthy person to go into business with. And since it is so important, there is no reason to leave
anything up to chance. | maintain that you should use a real estate portfolio template when making
your own asset collection. That way, you know your presentation will shine through.

One of the greatest assets a real estate investor can own is a well-maintained real estate portfolio.
It will not only act as an anthology of past and present real estate transactions but serve as your
marketing arsenal when it comes to finding and acquiring funding for potential deals. In essence, a
real estate portfolio is a compilation of different investment assets based on factors like your risk
tolerance, time horizon, and objective for the primary purpose of achieving your goal. (Key for

a first time real estate investor.)

Along with showcasing your personal investment goals and strategies, a real estate investment
portfolio will reveal the inner workings of deals you've completed and currently own. For those
unfamiliar, a real estate portfolio template will include your main objective, a breakdown of the
numbers pertaining to your real estate transactions, asset allocation, and management. That said,
the importance of your real estate portfolio as a residential redeveloper is vital. Not only is it
essential to growing long-term wealth, but it is a critical component to obtaining financing for future
projects.

How To Build An Investment Portfolio

Creating a strong investment portfolio is crucial to your success as a real estate investor. Although,
there is more to it than simply showcasing your existing deals. Investors eager to build their
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investment portfolios need to understand the real estate industry and be prepared to seek out new
deals. Here are just a few tips for building your investment portfolio:

1. Start Small: As you seek out new properties to invest in, don’t be concerned if you think the
property type or deal is “too small” for your investment portfolio (so long as it aligns with your
interests). It is important to remember that every investor has to start somewhere, and even
if your deals seem small now, they will likely not remain that way forever.

2. Create A Strong Deal Analyzer: One of the most important aspects of real estate investing
is being able to identify a good deal, and walk away from a bad one. Rely on a strong
analyzer and don’t be afraid to ask questions when considering a given property. To get
started, be sure to check out these calculations every real estate investor should know.

3. Add To Your Portfolio As You Go: Don’t wait until the night before a networking event or
pitch meeting to add your latest deals to your portfolio. Instead, track your progress as you
go along and make sure you are always prepared for potential opportunities.

4. Understand The Financing Available: When identifying new deals, it is important to make
sure you are aware of the variety of financing options available to you. Do not let a lack of
funding get in the way of building your real estate portfolio. There are a wide variety of
financing options available for your next deal, some of which you may not even be familiar
with. Check out this article on real estate financing to learn more.

How Do I Grow My Investment Portfolio?

Building an investment portfolio from scratch is one thing, but maintaining and growing one is
something entirely different. Both steps are required to get things up and running, but the latter will
see to it that the eventual growth may be maintained. If growing and maintaining a real estate
portfolio sounds like something you would like to do, try following these steps:

1. Conduct The Appropriate Research: It is almost impossible to gain ground on any real
estate project without conducting the appropriate research, let alone a long-term rental
portfolio. To that end, the best way to prepare a portfolio for growth is to develop an intimate
knowledge of the local market. Therefore, you’ll want to make sure you know everything
about the area and the home. Are there any clues to suggest what the area may be like
years down the road? If so, take them into consideration immediately.

2. Establish Clear Objectives: In setting clear objective for your portfolio, you will have a
barometer by which you may gauge your progress. Therefore, be sure to set obtainable
objectives; that way you’ll feel a sense of progression and be more inclined to continue

moving forward. That, and you'll actually be able to tell you are making progress.

3. Familiarize Yourself With Available Financing Options: Several different financing options are made
available to today’s investors, but they are not all created equal; some are inherently better for rental
strategies than others. Investors need to carefully consider each option they have and only choose the
one that best suits their previously mentioned goals.
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4. Secure Properties Below Market Value: One of the best ways to generate returns on a
rental property is to create profit margins on the purchasing end of things. That said, it's in
every investor’s best interest to look for homes that can be acquired under market value.
To do so, look for the most motivated sellers. Whether they are in foreclosure or about to be,
motivated sellers are more inclined to sell the home for a discount, in a short period of time,
nonetheless.

5. Consider Starting With A Multi-Unit Property: A great strategy for building a rental
portfolio is to first look for a multi-unit home, like a duplex. The overhead costs are
considerably less, and so is the risk of a vacancy. In the event one tenant doesn’t pan out,
the existence of another unit should mitigate the risk associated with unfilled units.

6. Hire A Property Manager: Last, but certainly not least, is the assistance of a third-party
property manager. A third-party manager, for that matter, is the single most important piece
of the puzzle. It is with their help that rental property portfolio owners can add more assets

to their portfolio without adding additional work.

Download This Real Estate Portfolio Template

It is not uncommon to feel challenged when putting together your first real estate investment
portfolio. Showcasing your best work can involve a lot of pressure; however, it is important to know
you can adjust your portfolio at any time. As you gain experience in the real estate industry, you
will likely get a better idea of how you want to set up your portfolio and can make changes from
there. Although not every investment portfolio will look the same, the following real estate portfolio
example serves as the perfect template for investors to get started:
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5555 Street

Include a brief description of the property:

Include As Many Before and After Pictures As Include 1 Picture Of A Map
Where The Property Is Located:

Include Your Scope Of Work (example).

* Fixed roof leak * Updated shower fixtures, new shower tile, added bathtub

* New exterior/interior paint * Refinished original hardweod flooring througheut the house
® landscaping o New electrical wiring (200 AMP wiring, copper wiring)

e Kitchen remodel * New front door

* Refinished fleors, new appliances, granite countertops @ Double paned windows

¢ Bathroom remadel * Updated HVAC system

Include Project Schedule:

Construction process: _ days/months

Pericd of time listed: ____ days/manths

Total holding period: days/months

Include Investment Results:

Purchage Price:

Rehalb Costs:

Fixed Costs:

Testal lrweastrment Casts:

Ty |u=~ |u=~ |u=~ |u=~

Sold For:
Prafit:
ROI:

iﬂrﬂ

Summary

Have you ever wanted to build a real estate portfolio, but weren’t sure where to start? Perhaps you
have a template, but it doesn’t represent your best deals? Whatever the case may be, our real
estate portfolio template can help you showcase your investment history today. With the right
investment portfolio, you can be well on your way to securing your next deal.

Ready to start taking advantage of the current opportunities in the real estate market?

Whether you’re brand new to investing or have closed a few deals, our new online real estate class
will cover everything you need to know to help you get started with real estate investing. Expert
investor Than Merrill explains the best real estate strategies to help get you on the path towards a
better financial future.



Taking Out A Second Mortgage On
Investment Property Assets

A second mortgage, not unlike a primary mortgage, can serve as a great source of funding for
those who know how to navigate the process. From consolidating debts to buying additional
investment properties, second mortgages can cover a wide variety of expenses that would
otherwise be too expensive for most homeowners. What many don'’t realize, however, is that a
second mortgage doesn’t need to originate from a primary residence. It is entirely possible to take
out a second mortgage on investment property assets. While the process and qualifications are
slightly different, using a second mortgage on rental property assets can serve as a great source of
alternative funding.

What Is A Second Mortgage?

A second mortgage is exactly what it sounds like: a second mortgage taken out on a property while
an original mortgage is still in effect. More specifically, however, the second mortgage is secured
with the same asset as the first. As a result, most lenders view second mortgages as riskier
endeavors and will increase the stakes as they see fit. In addition to stricter underwriting, second
mortgages typically carry a higher rate of interest. Some investors will find the added costs well
worth the price of admission. Those homeowners lucky enough to have equity in their first home
can borrow against it with a second mortgage. The more equity, the more the homeowner will be
able to borrow, but the second mortgage comes with a significant caveat: the first home will serve
as collateral for the second mortgage, which means there’s a lot at stake for anyone looking to take
out a second mortgage.

How To Get A Second Mortgage For A Rental Property

It is entirely possible to get a second mortgage on investment property. In fact, second mortgages

can be used for several things, not the least of which include personal expenses. According to
MortgageCalculater.org, “there can be various reasons to take out a second mortgage, such as
consolidating debts, financing home improvements, or covering a portion of the down payment on
the first mortgage to avoid the property mortgage insurance (PMI) requirement.” What's more, it's
entirely possible to use a second mortgage to buy a subsequent rental property, or at least pay part
of the down payment. Here’s how to go about taking out a second mortgage on rental property
assets:

1. Do Your Homework: Provided you are confident in your ability to pay back the loan, a
second mortgage can serve as a great source of funding for a subsequent deal. That said,
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second mortgages aren’t without their drawbacks; namely, one’s exposure to risk. If you are
interested in taking out a second, be sure to familiarize yourself with everything, good and
bad. It is particularly worth noting that a second mortgage comes with more monthly bills, a
higher interest rate, and it will use your primary residence as collateral. With that in mind,
you’ll want to make certain you can pay off the added monthly debt associated with a
second mortgage. This includes any rent, mortgage payments, utilities, property taxes,
homeowner’s insurance, and any additional community fees.

. Determine The Type Of Second Mortgage You Want: Borrowers are awarded the options
of choosing between a home equity line of credit (HELOC) and a basic home equity loan.

Each has both positives and negatives, so be sure to choose the one that works best for
you. A HELOC, for example, operates a lot like a credit card, as borrowers will only need to
pay back the amount they actually borrow. Home equity loans, on the other hand, are good
for borrowers that need a large sum of money upfront, perhaps to buy a rental property.

. Check Your Credit Score: Traditional lenders prefer to mitigate as much risk as possible,
which suggests they are more willing to lend to those with higher credit scores. Therefore, if
you want to take out a second mortgage on your home, be sure your credit score will allow
you to do as much. Your credit report will determine several things moving forward, not the
least of which will help banks determine whether or not to lend you more money.

. Determine How Much Equity You Have: A second mortgage is made possible by
borrowing money against the equity in your house, so it's important to know how much
equity you have in the first place. Of course, to do so, you’ll need to have your home
appraised for an accurate home value. The amount of equity you have in a property will lend
itself to the amount banks will be willing to give you in a second mortgage. The more equity
you have in your current home, the more likely you be approved for a larger second
mortgage.

. Shop Around: Once everything appears to be in place, it's time to shop around. If you are
in good standing with your current lender, your own bank may represent the best option for
taking out a second mortgage. Since they are already familiar with your borrowing history,
they may be more inclined to let you take out a second mortgage. If their terms and interest
rates don’t appeal to you, don’t hesitate to look elsewhere. The worst thing you can do when
shopping around for a second mortgage is to ignore every option at your disposal. In
exercising your options, you should find rates that agree with what you hope to do.

. Sign The Papers Once you have found a second mortgage you are happy with and the
rates are reasonable, get ready to sign the papers. However, don’t sign them without
reading the fine print. Read the lending disclosures as carefully as possible, as some will
come complete with hidden penalties.
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Second Mortgage Vs Home Equity Loan

To be clear, a home equity loan (HEL) is a type of second mortgage. In fact, there are two primary
types of second mortgages: home equity loans and home equity lines of credit (HELOC). While the
two sound similar, there are subtle differences that make each of these options unique. While a
HELOC works a lot like a credit extension, allowing borrowers to use as much or as little of their
own equity, home equity loans provide a single, lump sum of money upfront.

With a home equity loan, the lender will provide borrowers with a loan based on a percentage of
the amount of equity in a respective asset. Rarely will lenders allow homeowners to borrow against
all of the equity in their assets. Therefore, investors with $100,000 in equity in their rental property
may be able to borrow a percentage of the money they have in equity, up to whatever the lender
deems acceptable for their particular situation. Since home equity loans are, in fact, a one-time
lump sum, their interest rates are fixed.

Second Mortgage On Rental Property: Pros & Cons

Taking out a second mortgage on investment property assets has served investors as a great
alternative source of financing. If for nothing else, the more ways an investor knows how to secure
funding, the more likely they are to secure an impending deal. It should be noted, however, that a
second mortgage on rental property assets isn’'t without a few significant caveats. Like nearly every
strategy used in the real estate investing landscape, one must weigh the pros and cons of second
mortgages. Only once an investor is certain the positives outweigh the negatives should they even
consider using a second mortgage on investment property assets. To help you form your own
opinion, here are some of the most common pros and cons of taking out second mortgages on
rental properties.

Pros

« A second mortgage allows homeowners to tap into otherwise stagnant, non-performing
home equity and put their money to work for them.

e Second mortgages allow homeowners to by subsequent investment properties. Otherwise
known as a second mortgage investment property, an investment purchased with a second
mortgage is capable of returning more profits than unused equity.

e A second mortgage may be used to pay off other loans or debts.

e A second mortgage may be used to fund home improvements.



Cons

o Second mortgages are secured by the asset they are taken out against. Therefore, any
missed payments or failure to meet mortgage obligations could result in the loss of the
original asset (the home used to borrow equity against).

e Used improperly and without a plan to generate a profit, second mortgages are simply
another way to turn equity into debt.

e Second mortgages reduce one’s liquidity, making them more susceptible to a financial crisis.

Turning Y our Second Mortgage Into Profit

Second mortgages can serve as a great source of funding. The equity one has in their own
property is a great source to tap into, but I digress. Using the equity in your primary residence isn’t
without risk. As | already alluded to, a second mortgage will use the original asset (your own home)
as collateral. In the event the borrower of a second mortgage can’t stay current on their payments,
the lender can go after their home. Second mortgages need to be taken very seriously; do not
simply take one out for the trivial purchase of material possessions. The repercussions that
coincide with late or missed payments are too severe to risk for such a trivial purchase. That said,
second mortgages can represent a great opportunity for those looking to make a profit. If you are
confident you’ll be able to leverage a second mortgage into an opportunity to make money, it may
be worthwhile.

Is Interest On A Second Mortgage Tax Deductible?

Tax deductions, to this day, remain one of the single greatest benefits of real estate investing.
Done correctly, tax deductions can significantly reduce your taxable obligations every year and
ultimately contribute to your bottom line by, well, not deducting from it. The mortgage interest
deduction, for example, is a great opportunity to write off the interest you pay on your primary
mortgage. What many people don'’t realize, however, is that there’s an opportunity to take similar
deductions on a second mortgage, too. Of course, there are criteria you must meet if you hope to
claim deductions for a second mortgage; namely, you will need to live in the home the second
mortgage covers for at least two weeks or more than 10% of the amount of time it’s rented out over
a year (whichever is longer). Then, and only then, will you be able to deduct the interest on your
second mortgage. Still, be sure to consult a tax professional before you assume you can make
deductions on your own home.



Second Homes Vs. investment Properties

The difference between second homes and investment properties is that a second home is a
property that you occupy for a portion of the year, while an investment property is a property that
you do not live in for any portion of the year and instead own for income-generating purposes. You
will find that mortgage rates and down payment requirements are higher for investment properties
than they are for second homes. This is because lenders find that homeowners are more likely to
stay in possession of second homes than they are an investment property if they were ever to find
themselves in financial trouble. The requirements are similar for both forms of properties, but
lenders may require that a borrower has experience managing properties before approving a loan
for an investment property.

Summary

Investors have proven, time and time again, that taking out a second mortgage on investment
property assets can serve as an invaluable source of funding for a subsequent deal. They are not
without risk, however. The loan will use a homeowner’s primary residence as collateral. That
means any failure to maintain mortgage obligations could result in severe consequences. With that
in mind, do not underestimate what second mortgages are capable of: they are a powerful funding
tool, but you must know what you are getting into before you borrow on the equity you have
already built in a home.

Want to learn how to take advantage of the current opportunities in the real estate market?

Whether you're brand new to real estate or have closed a few deals, our new online real estate
class covers everything you need to know to help you get started. Expert investor Than Merrill
explains the best real estate strategies for today’s real estate market to help get you on the path
towards a better financial future.

Real Estate Entrepreneur’s Guide To
Building A Passive Income Portfolio

Passive Income vs Portfolio Income

Aside from representing the pinnacle of a real estate investor’s career aspirations, passive income has become
synonymous with earnings that do not require a lot of effort (if any at all). To be clear, however, passive income
has more in common with residual income than active income; the means to the end is incredibly “hands-off.” As
its name suggests, passive income is the earnings a real estate investor can expect to make from a rental
property in which they don’t need to be actively involved in to operate.

Portfolio income, on the other hand, is income investors receive from several different types of investments, not
the least of which include stocks, bonds, mutual funds, and annuities. More specifically, portfolio income typically



comes in the form of interest, dividends, and capital gains. It is also important to note that portfolio income is not
passive.

BUILDING A PASSIVE INCOME PORTFOLIO WITH
REAL ESTATE IN 3 STEPS

The best passive income portfolios won’t build themselves. In fact, for a portfolio to become truly passive, you
must put in a lot of leg work up front. To get things rolling, start with the following:

1. The first step of building a passive income portfolio will require investors to draft a realistic financial model
of what they hope to accomplish.

2. The second step of building a passive income portfolio will have investors find the assets that
complement their financial model. This is where investors will need to find rental properties that can get
them one step closer to their ultimate goals.

3. Identify the amount of cash flow required to maintain the desired lifestyle.

Draft A Financial Model

No lucrative passive income portfolio will come to fruition without the assistance of a plan, or a strategy to set
things in motion. If for nothing else, establishing a blueprint for what you hope to achieve with your upcoming real
estate endeavor should clarify your approach. Having said that, the first thing you need to do if you hope to build
a lucrative passive income portfolio is to draft a realistic financial model. What is it you want to accomplish by
obtaining rental properties?

In creating a financial model, you lay the groundwork for your entire buy and hold career. For what it's worth, a
well-drafted financial model is entirely capable of projecting cash flow over the life of a project. Without an idea of
what to expect, there is literally no way you can ever hope to realize success with any degree of predictability. If
real estate has taught me anything, you must have a system in place to realize success, and nothing
compliments a system more so than a plan.

This is the part of the plan where you will run the numbers to make sure a property makes sense. Be sure to
include a line item for each stream of income, and even more importantly, each expense. Only once the numbers
make sense can | recommend moving forward with the initial phases of starting a passive income rental portfolio.

Identify Each Unit’s Target Cash Flow

While drafting a realistic financial model will require acute attention to detail and even more precise market
analysis, it is by no means the only step in forecasting a profitable business model. As you have probably
guessed, the model is just the first step; the second step will have you populate said model with real data. This is
where you will have to put in a significant amount of groundwork.

At this time, you will be required to conduct the appropriate research. | can’t stress how important it is to mind
your own due diligence, given the gross amount of misinformation made available to the masses. | encourage
you to confirm all of the data you are presented with, as it is always safer to measure twice and cut once. That
said, the more data you collect on a subject property, or even on a subject market, the more accurate your
forecast will be.

In choosing a property, prospective passive income investors are advised to contact landlords and brokers in the
region for a first-person analysis. Nobody will be able to give you more accurate information than those that
already have boots on the ground. Delve in and uncover trends revolving around costs, rents, demand, and
income.

Once you have compiled the data and are confident that it is as accurate as it is going to be, proceed to draft a
financial model for as many similar properties as you can find — otherwise known as comparables. Next, create
a single financial model using the average of every model you recently created. The process will essentially
uncover an average of what you can expect from a single subject property. It is important to note, however, that
this step should result in an expected cash flow estimate for a single unit. Before moving forward, it is important
to identify what you can expect to receive from renting out a property.



Identify Your Desired Cash Flow

Running the numbers on a subject property has just as much to do with objective cash flow as it does with the
amount you deem necessary. If for nothing else, managing a passive income portfolio is intended to provide a
stream of income capable of maintaining the lifestyle you deem important. In other words, the right passive
income portfolio will generate the amount of income you need to maintain the lifestyle you desire. With numbers
in hand, you will have an official goal to shoot for.

#1 WAY TO START BUILDING A RENTAL
PORTFOLIO

In following these steps, you will have an idea of the amount of money you need to live comfortably and the
number of properties it will take to maintain said lifestyle. However, it is important to note that the research you
have conducted up to this point is just the beginning. Now it is important to implement all that you have learned to
maximize your retirement investments.

There are several ways to start a passive income portfolio, but | am confident one holds an advantage over all
others: multiunit properties. | am convinced that the easiest way to start your own passive income portfolio is to
invest in a multifamily unit you intend to live in yourself. No other way, at least that | am aware of, will allow you to
get into a property with less risk and upfront costs.

Consider this; acquiring a two-unit property will simultaneously give you a place to live and an additional unit to
rent out. This method significantly reduces the expenses that may be asked of you. Instead of accounting for the
costs of two separate properties, you only have to worry about one roof, one yard, and probably one
plumbing/electrical system. While the consumption will probably be double that of a single household, the
maintenance will not. In fact, the maintenance will probably be no different than if you were living in your own
detached home.

What's more, it is entirely possible for the additional unit you are renting out to pay down your entire mortgage, if
not more so. In the right market, investors can very easily have their monthly mortgage premiums paid off by the
subsequent unit they rent out. That said, committing to a multiunit rental property is typically the best way for
investors to start a passive income portfolio.

OTHER PASSIVE INCOME INVESTMENTS

A passive income portfolio of performing real estate assets has become synonymous with today’s greatest
retirement strategies. If for nothing else, the passive returns on a well-managed rental property have proven they
can support investors through their golden years. However, real estate isn’t the only passive investment capable
of building retirement savings. There are several more options awarded to investors, not the least of which
include:

e Peer-To-Peer Lending: As its name suggests, peer-to-peer lending awards real estate investors the
opportunity to act as the bank. In the event an investor has enough capital, they have every reason to
lend it to promising borrowers who bring them a potential deal. That way, lenders may make interest on
their financial investment—all without doing anything but acting as a source of financing. Meanwhile,
peer-to-peer lending may result in upwards of a 15% return on investment. What's more, peer-to-peer
lending is an asset-based investment, as the investment itself is secured by the subject property.

e Dividend Stocks: There’s a large contingent of investors who would argue the stock market is primarily
an active investment, and they wouldn’t be wrong. Investing in the stock market takes a lot of work,
particularly on the research end of things. However, dividend stock investing is another story. As it turns
out, dividend stocks are one of the easiest ways to earn passive income. Simply owning a dividend stock
is usually enough to receive a payout. As the company earns more money, they are required to allocate
said profits to their shareholders in the form of dividends.

e Index Funds: Index funds, as their names would lead you to believe, are mutual funds whose
performances are tied directly to a specific market index. More specifically, index funds tend to mirror the
performance of the index they are associated with. Not unlike the other options on this list, these assets
are passively managed, and their individual securities are not subject to change unless the index itself
undergoes a unique change.


https://www.thanmerrill.com/retirement-investments-millennials/

Real Estate Investment Trusts (REITs): Not unlike dividend stocks, REITs pay their shareholders
dividends. However, unlike dividend stocks, REITs are required to pay at least 90.0% of their taxable
income to shareholders in the form of dividends. While dividend stocks aren’t required to pay out
dividends, REITs are, which is enough to give them their own spot on this list. With strict SEC
requirements placed on REITs, they often pay larger dividends than their traditional counterpart and are a
great addition to any passive income portfolio.

Bonds: Bonds are the result of governments, municipalities and corporations trying to raise capital.
Whether for building a park in the middle of a city or scaling a company, businesses and governments will
issue bonds in an attempt to raise money. However, instead of asking for money from the bank,
governments, municipalities, and corporations simply post bonds on the open market for investors to
purchase. When an investor purchases a bond, they are essentially acting as the lender; their money
goes towards whatever project the issuer had in mind, and the investor collects interest over the maturity
date. In that time, the investor can expect to receive their initial investment, plus interest (also known as
the coupon rate). Bonds are relatively safe and can hedge against a volatile stock market.

Certificates Of Deposit (CDs): Certificates of deposit are essentially glorified savings accounts.
Investors will deposit money into a CD (not unlike a bank account), but they will also agree not to
withdraw the money for a predetermined period of time. Subsequently, the person depositing the money
will agree to let the bank use the money in exchange for earning interest on the deposited amount. Once
again, the investor is simply acting as their own bank, and generating interest on the money they already
have.

SUMMARY

Few things epitomize the pinnacle of a real estate investor’'s career more so than a properly performing passive
income portfolio. Not only does building a passive income portfolio set one up for a more comfortable retirement,
but it also awards savvy investors the ability to enjoy financial freedom. That said, the sooner investors can start
building a rental portfolio, the better. Passive investments have a way of compounding themselves for decades,
and those who start now will be happy they did. The sooner investors can set up a balanced passive income
portfolio, the better their retirement will start to look.

Key Takeaways

Few things epitomize the pinnacle of a real estate investor’s career more so than a properly
performing passive income portfolio

Building a passive income portfolio won’t happen overnight, but the initial work could prove to be
avery good investment when it comes time to retire.

Building a rental portfolio will help investors achieve the financial freedom they always dreamed
of.
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Real Estate

Calculations €

Every Investor Should Know

Mortgage Payment

To calculate a monthly mortgage payment, you will need the loan principal, loan term and interest rate.

r(1+r)"

Mortgage Payment = P , where:

(1+r)"-1

+ P is the loan principal
+ ris the monthly interest rate (APR divided by 12)
+ n is the number of monthly payments (loan term multiplied by 12)
Example:
Loan Principal (F): $200,000
Monthly Interest Rate (r): 0.0033 (4% APR divided by 12 months)
Number of monthly payments (n): 360 (number of months in 30 years)
0.0033(1+0.0033)* % 0.012
(1+0.0033)°-1 $200.000 2.274
$200,000 x 0.005 = $1,000 monthly mortgage payment

$200,000 X

Capitalization Rate

The capitalization rate helps evaluate the net operating income (NOI) produced by an income property,
relative to its total purchase price.

Capitalization Rate =

(Net Operating Income / Total Property Price) x 100%

Example:

NOI: $30,000

Total Property Price (Purchase Price, plus additional rehab costs): $500,000
$30,000/ $500,000 = 0.06

0.06 x 100% = 6% Capitalization Rate



Rent Cost Ratio

The rent to cost ratio is a helpful tool for quickly comparing income values between similar properties in a
given area.

Rent Cost Ratio =

(Monthly Rental Income / Total Property Price) x 100%

Example:
Monthly Rental income: $2,000

Total Property Price (Purchase Price, plus additional rehab costs): $250,000
$2,000/ $250,000 = 0.008
0.008 x 100% = 0.8% Rent Cost Ratio

Gross Yield

The gross rental yield provides investors with an idea of how much income a property generates, relative to
its total purchase price.

2\

L
>
ay\!

Gross Yield =

(Annual Rental Income / Total Property Price) x 100%

Example:

Annual Rental Income: $24,000

Total Property Price (Purchase price, plus additional rehab costs): $250,000
$24,000/ $250,000 = 0.096

0.096 x 100% = 9.6% Gross Yield

B Debt Service Ratio

Lenders will refuse to finance a property with a debt service ratio under 1.0, which indicates that it will lose
money each month.

Debt Service Ratio =

(Net Operating Income / Annual Debt Service)

Example:

Net Operating Income (NOI): $30,000
Annual Debt Service: $25,000

$30,000/ $25,000 = 1.2 Debt Service Ratio



G Cash On Cash Return

Cash on cash return tells investors exactly how much of their investment they have earned back, in cash, on
an annual basis.

Cash On Cash Return =

(Annual Cash Flow / Cash Outlay) x 100%

Example:

Annual Cash Flow {Net Operating income - Annual Debt Service): $5,000
Cash Qutlay: $50,000

$5,000/ $50,000 = 0.1 \\’
0.1 x 100% = 10% Cash On Cash Return S

The 50% Rule

The 50% rule is good for coming up with a rough estimate of how much operating expenses for a rental or
commercial property should be relative to the operating income.

Probable Operating Expenses =

Operating Income x 50%

Example:
Operating Income: $50,000
$50,000 x .5 = $25,000 Probable Operating Expenses

£} After Repair Value (ARV)

After repair value comes in handy for investors who want to calculate a property's value after renovations are
made.

After Repair Value =

Property Purchase Price + Renovation Value

Example:

Property Purchase Price: $250,000

Renovation Value: $100,000

$250,000 + $100,000 = $350,000 After Repair Value (ARV)



€) 70% of ARV Rule

Helps investors set a maximum offer for a rehab property at 70 percent of the after repair value, accounting
for repair costs, so that roughly 30 percent of the expected retum can be retained.

Maximum Offer Price =

(After Repair Value x 70%) - Estimated Repair Costs

Example:

After Repair Value: $350,000
Estimated Repair Cost: $50,000
($350,000 x .7) - $50,000 = $195,000

= 2 m“|\\§ul\\|:u|:;\"\'
@ Square FOOtage ‘. LR

Correctly adding up the square footage has a great impact on what sellers can set as the asking price fora
property. Simply get out a tape measure, make a list of the dimensions in each qualifying finished space of
the property, and add them all up to get the total property square footage.

Square Footage =
Length x Width

Example:

Length: 20 ft

Width: 15 ft

20 ft. x 15 ft. = 300 square feet

P oo T . . e s . . e r_ . o T e N

The Only Real Estate Investment Calculators You’ll Ever Need

There are several must-know numbers and calculations if you ever hope to analyze investment
properties effectively. Below, not only will you find a comprehensive guide to the only formulas

you'll ever need, but free real estate investment calculators to make your property
valuation process a breeze:

« Mortgage Payment: The formula used to calculate mortgage payments is quite complicated

as it requires multiple variables, such as home price, down payment, loan term and interest
rate. In addition, the variables are expressed in months, so it is required to convert the
interest rate and loan term before calculating the formula. The good news is that there are
hundreds of free real estate mortgage calculators available, such as this

one from Bankrate.com. In addition, online calculators provide the option of factoring in tax
and insurance payments.

o Capitalization Rate: The capitalization rate helps investors to evaluate the net income
produced by a property, relative to its total purchase price. Because the cap rate also factors
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in vacancy rates and operating expenses, it is favored by the investment community as one
of the most accurate methods of comparing similar income properties. Proapod.com offers a
user-friendly cap rate calculator.

Rent Cost Ratio: The rent-to-cost ratio is a helpful tool for quickly comparing income values
between similar properties in a given area. The cost in this case is the total investment cost
for a property, including the cost of repairs and renovations. Investors should target
properties with a rent-to-cost ratio above 1 percent, and then make sure to perform more in-
depth cost benefit analyses. Use this helpful ratio calculator, which converts ratios into
percentage rates automatically.

Gross Yield The gross rental yield provides investors with an idea of how much income a
property generates, relative to its total purchase price. Shown as a percentage, a

higher rental yield signifies a better investment. Gross yields are especially helpful when
conducting income property market research. Investors can first target regions or zip codes
with a strong average gross yield rate to help narrow down their property search. Use this
simple gross yield calculator from Onproperty.com.

Debt Service Ratio Financial institutions will closely examine a property’s debt service ratio
before financing a deal. Properties with a debt service ratio under 1.0 will lose money each
month, so investors should pay close attention to this number. The calculation requires the
annual debt service, which is the amount of payments to be made on a loan over 12
months, including interest payments. Luckily, there are debt service calculators available,
such as this one here.

Cash-On-Cash Return: Investors tend to pay keen attention to cash-on-cash return
because it calculates exactly how much of their investment they will earn back (in cash) in
one year. This calculation not only helps to compare the profitability of investments, but can
also help investors to decide what debt or equity structure to employ when financing the
deal. For a user-friendly real estate investment return calculator, go here.

The 50% Rule: A good rule of thumb to be familiar with is the 50 percent rule, which helps
provide a rough estimate of what your operating expenses should be relative to a property’s
operating income. When comparing several income properties, be wary of those that have
probable operating expenses that exceed 50 percent of the operating income. It should be
noted, however, that the appropriate level of probable operating expense will be relative to
the grade, such as age and condition, of the property.

After Repair Value (ARV) Calculating a property’s after repair value (ARV) comes in handy
for investors who want to know a property’s projected value after renovations are made. It
should be noted that the renovation value will often exceed the actual cost of making the
renovations. REI/kit offers a powerful calculator that will help you estimate ARV based on
neighborhood comparisons.

70% of ARV Rule: 70% of after repair value (ARV) is an important rule-of-thumb for

investors to remember, as it helps create a guideline for coming up with a maximum bid
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price on a rehab property. In general, the maximum offer should be roughly 70 percent of
the projected after repair value, minus estimated repair costs. The purpose of the 70% rule
is to help investors create a safety buffer to ensure that they can retain 30 percent of the
earnings, as well as provide a cushion in case the rehab turns out to be more costly than
originally estimated. For a helpful online calculator, go here.

Square Footage: Correctly adding up the square footage has a great impact on what

sellers can set as the asking price for a property. The rule of thumb here is that only finished
spaces should count toward a property’s square footage. In addition, make sure to include
spaces such as vaulted ceilings. To calculate square footage, simply get out a tape measure
and start noting down the dimensions of each finished space in your property. You can use
an online calculator, but if you are in the act of measuring, you may find a

smartphone application more useful.

5 Property Valuation Tips To Commit To Memory

If you gleaned anything from the guide to real estate investment calculators above, perhaps it’s that

there are a plethora of helpful formulas to ensure that you can identify the best possible investment

deal. However, it can be easy to mix them up or interpret calculations incorrectly. To help you avoid

such missteps, here are 5 property valuation tips to abide by:

Spend time collecting common data points from each property before running
comparisons. When learning about which real estate calculators are used most often, you

will discover that there is a common set of property data points that are used repeatedly. To
save yourself time and effort, make a habit of automatically making note of the most
commonly used numbers for each property of interest. Purchase price, rental income, net
operating income, estimated repair costs, operating expenses are a few examples of data
points that are used in many calculations.

Be thorough and meticulous when estimating property expenses. An estimate of
property expenses is required to calculate important data points such as net operating
income, rental yield, and capitalization rate. Because of this, not having a proper estimate
of expenses can throw off all of your real estate calculations, thus leading to the risk of
investing in a bad deal. To come up with a good estimate of expenses, contact local
landlords and property management companies to inquire about property expenses for

similar properties, as well as running your own thorough analysis.

Apply the same metrics and standards when analyzing each property. Failing to run
the same calculations for each and every property of interest defeats the purpose of
performing a thorough comparison analysis. By running the same set of calculations
consistently for each property, you will be able to develop your own metrics and benchmarks
for separating good deals from bad deals.
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e Make use of spreadsheets and online calculation tools. Because running several
calculations for each and every property you come across can be tedious, save time by
developing a system of spreadsheets and online calculators to run your analyses for you.
Simply pre-program a spreadsheet with the necessary formulas so you can plug in data
points. In addition, making use of technology helps to minimize human error.

o Predetermine and stick to a set of standards and guidelines. Over time, real estate
investors will develop their own standards and guidelines to identify profitable investment
deals. Having guidelines will help investors streamline their property searches, as well as
help them avoid potentially bad deals.

Summary

In this comprehensive guide, hopefully you have found at least one real estate calculator that you
plan to enlist in your next deal analysis. Using these formulas is an efficient way to account for your
real estate costs and expenses in order to keep your business goals on track.Minding your due

diligence and thoroughly running your numbers will not only help you detect bad deals, but will help
build your investing portfolio in the most profitable manner. Remember to refer to these systems
that help to improve your success rate and put you on the path to generating greater wealth.

Is a lack of funds keeping you from investing in real estate? Don’t let it!

One of the obstacles many new investors face is finding funding for their real estate deals. Our new
online real estate class, hosted by expert investor Than Merrill, is designed to help you get started
learning about the many financing options available for investors, as well as today’s most profitable
real estate investing strategies.

FIVE FRIENDS WHO SAVED $50 A WEEK FOR
TWO YEARS JUST PURCHASED THEIR FIRST
INVESTMENT PROPERTY

Najee Hannigan, a 26-year old entrepreneur from Philadelphia, encouraged his friends and cousins to put
aside $50 a week so that they could all collectively invest in something big. Two years later, they have
successfully accumulated enough money to purchase their first own real estate property.

“If you want to go fast, go alone. If you want to go far, go together.” This is the African proverb that
Hannigan thought of when he talked to his two younger cousins, Meqai Herder and Ahmid Hill, who are
both 23-years old, and his two long-time friends, Tyree Harvey and Darius Jacobs, who are both 26-years
old, about a business proposal in hopes to change their lives as well.

In 2017, Hannigan thought that it was a great idea for each of them to save $50 a week or $200 a month
and the money they put together could be used to purchase an investment property. “The most
challenging part was getting them to understand that time is going to pass regardless, we can invest in
[ourselves] or continue to let time pass us by,” Hannigan told
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Together, the group saved enough money within two years and they have recently bought their first
property which they plan to restore before renting it out. They have also established a property
management company with hopes to acquire more properties in the future.

Hannigan, who is also a founder and co-owner of the childcare center Extraordinary Scholars Academy,
was thankful that his friends trusted him fully despite their doubt at first. He believes trust is the
foundation that made their plan into fruition.

“Find people you trust and never give up. Don’t argue about dumb stuff and always think of the bigger
picture. Giving up something like cable or clothes for a year or two can put you in a position to have it
[for] a lifetime.”

As for the five friends, they always think of what could happen if they would stop with what they have
already started and used it as motivation.

“We knew that if we gave up at any point that we would end up like everyone else, stuck...”

Follow Najee Hannigan on or on

Before You Buy a Home, Take a
Close Look at These 6 Things

They could make a big impact on your enjoyment of the property.

When you're shopping for a home, it's tempting to focus on fun things like the cool granite in the
kitchen or the attractive neutral paint colors. While these cosmetic details can make a home look
awesome, they actually may not be the most important things that affect your enjoyment of the

property.

In fact, there are six big factors that you may not take into consideration that could have a much
bigger effect on both your finances and your ongoing use of the home. Here's what they are.

1. The HOA rules

If you're moving into a neighborhood with a homeowners association (HOA), the HOA may have a
lot of specific bylaws that impact your ability to enjoy your property in the way you'd prefer. For
example, your HOA could forbid you from parking your boat or RV in your driveway or from
putting in an above-ground swimming pool.

You'll want to make sure you know the rules before you agree to buy so you don't move into your
new home only to find out that you can't live with the rules the association imposes.

2. The deed restrictions

Deed restrictions, or restrictive covenants, are attached to the deed of a property. They often come
along with homeowners associations, but not always. In fact, deed restrictions may exist from
decades past when a neighborhood was first developed even if there is no active HOA.
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These restrictions aren't as easy to change as HOA bylaws, which could be modified by the HOA
board. Typically, deed restrictions actually can't be changed without a judicial ruling. And they're
generally attached permanently to a plot of land so all future owners are subject to them. They can
limit everything from the number of bedrooms your home can have to the minimum (or maximum)
square footage to the height of the home.

You absolutely need to know what these restrictions require of you and what limitations they
impose. Otherwise, you may find out that you aren't allowed to rent out your home or that you're
restricted in the color palette or type of garage doors you can use -- or face a whole host of other
surprises.

3. The zoning laws

Zoning laws are ordinances passed by the government that restrict the use of a property. For
example, in residential areas, zoning laws may prevent the construction of a business, a landfill, or a
factory.

Zoning is designed to ensure that communities are laid out in an orderly fashion. But if you want to
do something that your home isn't zoned for -- such as run a business from the property -- you
may find you'd have to apply for a special exemption or that you can't do so at all.

Finding out about these rules is essential if you have a desire to use your property for anything
specific beyond simply living in it as the current owners do.

4. The school district

You may think a school district only affects you if you're a parent with a child who hasn't yet
graduated high school. But that's not the case. Homes in good school districts tend to hold their
value and even appreciate in value much more quickly than those in bad ones. Unless you want to
limit your pool of potential future buyers by excluding parents of school-age kids, you need to
make sure you're buying your home in a good district.

5. The age of the roof

A new roof is one of the most expensive home improvements. Unfortunately, if you're purchasing
an older house with a roof that hasn't recently been replaced, you could find yourself spending
tens of thousands of dollars when problems start.

You may decide you don't mind buying a house that will soon need a new roof if you love the
property, it's priced right, and you can qualify for an affordable mortgage loan. But make sure
you're prepared up front if you're going to have to incur this huge expense soon.

6. The HVAC system

An outdated HVAC (heating, ventilation, and air conditioning) system can also lead to a huge bill
for repair or replacement. And it can make your home less energy efficient and more expensive to
cool or heat.

Again, an old HVAC system probably isn't a deal breaker -- unlike deed restrictions or HOA rules
you can't follow. But it's something you should know about when deciding whether a home you're
looking at is worth purchasing.
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By focusing on these six big issues, you can make a practical decision about whether a property is a
good one for you. And you won't be caught off guard after moving in by finding out that you can't
do what you'd like in your own new home.

19 Free Homebuying Education
Resources You Need to Bookmark

Buying a home can be wildly intimidating —even if you've done it before.

There are so many confusing terms, acronyms, documents, deadlines, companies, and people
involved that it’s hard to keep it all straight. Though homeownership can be a savvy financial
move, there’s definitely a learning curve upfront.

If you're thinking of buying a home, one of the best gifts you can give yourself
is to become familiar with and educated about all the steps along the way.
Below, find 19 free resources for people who are interested in learning more
about homebuying.

1. Home Insurance Companies

You may not know this yet, especially if you're just starting to learn more about buying a home,
but unless you're paying for your house in cash, you’ll almost certainly need to get home
insurance (and even if you are paying in cash, it’s still a very good idea). Because of that, home
insurance companies often have really, really good resources and explainers about all sorts of
potentially confusing home-related topics. AllState, Progressive, and State Farm have handy
guides, just to name a few. The Information Insurance Institute website is also a great resource.

2. Consumer Reports

Consumer Reports is perhaps best known for pulling back the curtain on dangerous products and
other consumer safety issues—it’s a nonprofit that conducts research and advocates on behalf of
everyday people who buy and use things. But they also investigate and write about personal
tinance more broadly, and they come at it with a unique lens: how to make sure homeowners are
getting the best deal, the most accurate information, and just generally not being screwed over at
any step along the way. They’ve got in-depth guides on how to make the most of a home
inspection, how to save on mortgage fees, buying your home in an economic crisis, and many
other topics.

3. U.S. Department of Housing and Human Services

The U.S. Department of Housing and Human Services, more commonly referred to as HUD, offers
a wealth of free resources for homebuyers. This federal agency helps with everything from rental
assistance to housing discrimination and fair lending. As a homebuyer, you can click around

the HUD website to shop for a loan, figure out how much of a mortgage you can afford, learn your
rights as a borrower, and see if you qualify for any special homebuying programs. Here, you'll also
tfind a complete list of HUD-approved housing counseling agencies near you for more personal
help and advice on an array of home-related topics.
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4. Real Estate Today

Real Estate Today is the podcast from the National Association of Realtors, so you'll be hearing
from one of the top authorities in this world. There are more than 600 episodes to listen back

through, covering all sorts of helpful real estate trends, news, tips, advice, and more.

5. Money Under 30

Money Under 30 has established itself as a go-to resource for all things personal finance (and, yes,
the site is still helpful even if you're over 30!). Their first-time homebuyer guide has lots of

interactive questions, steps, calculators, and more to help you fully understand the process from
start to finish.

6. Jill on Money
Hosted by Jill Schlesinger, the Jill on Money podcast and website tackles all sorts of complex

tinancial topics, including homeownership. Schlesinger is a certified financial planner and a
business analyst for CBS News, so she’s well-informed about the ins and outs of topics like
mortgages, rental properties, and paying down debt vs. investing.

7. Two Cents

Two Cents is an educational YouTube channel from PBS that’s all about personal finance. In true
PBS style, the videos are informative, upbeat, and easy to understand. They cover everything from
budgeting basics to bankruptcy, and they have a number of videos

about homeownership and buying a home more broadly. They even cover more nuanced topics,

like why it’s OK to keep renting.

8. Reddit

Love it or hate it, Reddit can be a great resource on many topics, including buying a home. Of
course, you can glean a lot from reading other people’s questions and experiences, but take them
with a grain of salt—this is just random people sharing their thoughts on the internet. It can help
you become familiar with the homebuying process, but always do your own research and talk to
your lender or real estate agent before acting on any advice you read here.

The r/FirstTimeHomeBuyer subreddit is a good place to start.

9. Dave Ramsey

Dave Ramsey is one of the most popular personal finance gurus out there. He’s got a bunch of
classes, books, and resources that you have to pay for, but he also offers good advice for free on
his website, YouTube channel, and his radio show/podcast. On his show, Ramsey talks through
specific questions and scenarios people face related to homeownership, which will give you some
much-needed context about what it’s like to be a homeowner.

10. National Foundation for Credit Counseling

In order to buy a home, you'll need to get your financial house in order (pun intended). The
National Foundation for Credit Counseling is a nonprofit debt and financial counseling service
that’s been around since 1951. Even if you don’t necessarily need a full-on debt consolidation plan
or debt counseling session, you can check out their learning center website for free resources and
information.
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11. Consumer Financial Protection Bureau

The Consumer Financial Protection Bureau, or CFPB for short, is the federal agency within the U.S.
government that helps protect consumers. The bureau offers tons of free information about
everything from buying a home to mortgages.

12. Your State’s Housing Office or Agency

Your state and even your city or county housing agency likely has loads of free educational
resources to check out. These classes, workshops, and toolkits can be super relevant, since they
reference other local organizations or resources that might be available to you during your
homebuying process. A few examples: Boston has a homebuying 101 workshop, New

Jersey publishes a home buying guide, and North Carolina has tons of online resources, too. Try
searching your state or county name, plus “homebuying 101.”

13. Investopedia

This financial news website has a seriously thorough guide that covers everything you need to
know about buying a home.

14. Nerdwallet

Personal finance company Nerdwallet creates resources and guides for everything from the best
credit cards around to paying off your student loans. They’ve also got tons of handy information
about mortgages, buying a home for the first time, and more. NerdWallet has a podcast, Smart
Money, that covers homebuying as well as many other personal finance topics (it’s all connected,
after all).

15. Zillow

You probably already swipe through Zillow to fantasize about your dream home and see what'’s
on the market. This real estate marketplace also has a complete home buying guide that features
helpful videos and a step-by-step look at the process.

16. NPR’s Life Kit

NPR’s Life Kit podcast covers a host of real-life topics and issues, including buying a house.
They’ve got a great guide to buying a house that covers renting vs. buying, how to save money on
your mortgage, and more.

17. Bigger Pockets

Bigger Pockets comes at homebuying from a slightly different angle: real estate investment. Even if
you aren’t planning to launch a real estate investment empire, you can still learn a lot about how to
make good decisions with your money and your home from the site. They have blog posts, guides,
webinars, podcasts, and forums.

18. Lender Websites

As you're doing your research and comparing loan terms and interest rates from various lenders,
go ahead and take a few minutes to poke around each lender’s website. Most offer a wealth of
educational resources and guides covering all facets of homebuying. A few to bookmark: Rocket
Mortgage, Bank of America, Chase, and Wells Fargo.
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19. You're Buying a Home

Hosted by Seattle real estate agent Silas Lindenstein, the You're Buying a Home podcast is all
about empowering homebuyers anywhere in the country. The first 10 episodes of the podcast are a
step-by-step guide to buying a house, while other episodes cover topics like different loan types,

how to save money, condos vs. townhouses, and beyond.

9 Ways to Cut the Cost of Homeowners Insurance

Taking advantage of lesser-known discounts and other creative approaches can help
you save money right away.

Home insurance rarely takes the spotlight, but if you're a homeowner, it could be quietly
costing you more money than it should.

The good news is that insurers provide relatively easy-to-obtain incentives that can
shave money off your homeowners insurance premium.

Here are nine ways to save.

1. Raise your deductible

A quick way to reduce your premium is to raise your insurance deductible, the amount
you pay if you have to make a claim. If you had, say, a $500 deductible, you could save
as much as 20% by increasing it to $1,000, says Mark Friedlander, spokesperson for the
Insurance Information Institute.

Raising your deductible puts money in your pocket every month that otherwise would
have gone to your insurer. Just be sure you have enough saved to cover a bigger out-
of-pocket expense if you need to make a claim.

2. Make your home more secure

Even the basics can save you money when it comes to home security.

Having a smoke detector, burglar alarm or deadbolt locks on your home can earn you a
5% discount, says Friedlander. Going a step further by adding a comprehensive sprinkler
system along with an actively monitored fire and burglar alarm could save you as much
as 15% to 20%, he says.

3. Skip small claims

It may be tempting to file a claim with your insurer even when something relatively
minor happens, but you may be better off in the long run if you pay out of pocket for
these smaller expenses. That's because some insurers offer discounts if you remain
claim-free for a certain period of time, usually a few years.

4. Ask about lesser-known discounts

Unless you check, you may never know what other savings you might be eligible for.
Some insurers offer additional discounts if you:

Don't have any smokers living in the house.

Recently bought your home.

Pay your premium via automatic bank payments.

Choose paperless billing.

Work in a specific career, such as teaching, engineering or firefighting.


http://yourebuyingahome.com/
https://www.nerdwallet.com/article/insurance/insurance-deductible

5. Account for home improvements

If you've improved your home, you may have made yourself eligible for homeowners
insurance discounts without even realizing it. Adding features such as storm shutters
and impact-resistant roofing — which make your house tougher to damage — could
result in insurance savings. You might also earn a discount by upgrading outdated
plumbing and electrical systems.

“You can often request a new inspection of your home to evaluate these improvements
to maximize your potential discounts,” says Jessica Hanna, spokesperson for the
American Property Casualty Insurance Association.

Concerned about having someone over to your home during the pandemic? Not to
worry — Hanna notes that many insurers have virtual and other socially distanced
options for inspections.

6. Bundle your auto and home insurance

Bundling auto and home insurance with the same company typically saves you 5% to 15%
on your homeowners premium, according to data from the Insurance Information
Institute. Although it could vary depending on your company, many insurers provide
discounts if you buy more than one type of policy from them.

7. Build your credit score

It may surprise you to learn that your credit score can have a substantial impact on your
home insurance premium. That's because in many states, companies can use a credit-
based insurance score to determine your rates. If your insurer thinks your credit score is
too low — such as a FICO score under 630 — you may pay higher rates.

If you find that your credit score is low, read your credit report closely to identify any
errors. You can elevate your score by taking steps like paying bills on time and reducing
credit card balances.

8. Get rid of high-risk stuff

Even though it may be fun, having something deemed an “attractive nuisance” by your
insurer — think trampolines, swimming pools or playground equipment — can add to
your homeowners insurance premium. Getting rid of those items could result in serious
savings on your insurance.

9. Shop around

Rates for identical homeowners insurance coverage can vary widely from one company
to the next. Some homeowners could save $1,000 a year or more by finding the
cheapest rate, NerdWallet research shows.

Most companies have tools on their websites that allow you to plug in some basic
information and get quick home insurance quotes. Comparing different companies’ rates
will let you see if you might be able to save by switching insurers.
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6 home improvemenrs

Big moment: You’re finally ready to spruce up your house and get it ready to sell. (After all,
it’s a seller’s market right now.) But which home improvements are most likely to boost your
list price—and what are the not-worth-it renovations that are only going to set you back? We
chatted with Rachel Stults, lifestyle expert at Realtor.com to get her take.

Worth It: A Fire Pit

There’s huge demand right now for upgrades that maximize your yard, such as outdoor
kitchens, outdoor living rooms, even features as simple to add as a fire pit. “The more you
can do to make your backyard feel like an extension of your home, the more attractive your
home will be to buyers—and the more money you can fetch,” says Stults.

Worth It: Landscaping

Curb appeal isn’t just about your home’s exterior paint color. Landscaping—say, a pristine-
looking lawn or making the effort to plant shrubs in vibrant colors that pop—actually counts
for a lot, says Stults.

Worth It: A Home Office

Thanks to COVID-19 and the increasing option to work from home, this space is more
important than ever before, Stults explains. Buyers are eager to see a dedicated home

office in the listing, and sellers are quick to highlight them. If you don’t have this space
already carved out on your property, it pays to do what you can to stage one, says Stults.
“Don’t be afraid to get creative. You can make a home office in a nook under the stairs, in an
unused part of the dining room, or even in a closet,” she explains. “In fact, there’ a big surge
on Pinterest right now for inspiration around designing a ‘cloffice’—a portmanteau of the
word ‘office’ and ‘closet.’”

Worth It: Your Driveway and Sidewalks

According to Stults, you’d be surprised what a difference removing any weeds popping up
through cracks can make. Other low-lift improvements: Patching the concrete and finishing it
with a sealer. Also, a pro trick to make the pics you snap for your listing more photogenic:
“Hose down your driveway and walkway for a fresh look that sparkles,” Stults explains. (For
ground-in stains, it may be worth renting a pressure washer for the day—they’re usually
about $40 at home improvement stores like Home Depot.)

Worth It: Kitchen Light Fixtures

The kitchen consistently ranks as one of the most important rooms in your home to focus on
upgrading, says Stults. (If you take on even a minor kitchen remodel, you’ll likely recoup 78
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percent of your costs, she adds.) But if you can swing an entire reno, there are certain spots
where you’ll see a major impact. Top of the list? Light fixtures. Or you could simply change
out the hardware on your cabinets and drawers. A new backsplash—even a temporary peel-
and-stick one—can make a difference on the sale price of your home.

Worth It: Hygienic Bathroom Features

The bathroom is another room in your house where you’ll see a major impact on the price of
your home. With the pandemic on everyone’s minds, a face lift that includes changes that
prioritize hygiene is a win right now. “Look into installing smart lights or touchless faucets,”
says Stults. “’You might even consider installing a bidet—after all, who knows when we’ll
have a toilet paper shortage again?”

Not Worth It: Anything Too Personalized

Yes, painting and retiling will usually pay off, says Stults, but zeroing in on a paint color or
tile pattern that’s too specific or bold can backfire. “You might be obsessed with all things
purple, but a potential buyer will only see your purple passion project as walls that need to be
repainted or tile that needs to be ripped up.”

15 Best Foreclosure Sites for
Finding Properties

If you’re searching for foreclosures for sale for your next home or to flip for a
profit, these websites will guide you to foreclosures to buy.

Getty Images

You may remember that foreclosures were a big part of the Great Recession. As the economy
cratered, foreclosure filings soared. In the first half of 2010 alone, 1.65 million U.S. homes spun into
foreclosure, according to data from ATTOM Data Solutions, a property database provider.

10 years later, will the COVID-19 pandemic lead to a rash of foreclosures? That could spell a lot of
hardship, but also an opportunity for investors to flip homes for profit as more American workers
switch to full-time remote work, often in less-expensive cities and towns.

Ongoing efforts to ease the pandemic's economic impact — including the CARES Act -- have slowed

the foreclosure process, particularly for properties where mortgages were federally backed. But that
stay doesn't apply to lenders or servicers of loans not backed by the government (though state laws

may).
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Buying and flipping foreclosed homes might be a path to consider if you are building a home-selling

business.It follows the maxim of buy low, sell high: buy a foreclosed home on the cheap, make the
needed improvements, and sell at or above the market value.

Nearly 11,700 American properties received a foreclosure filing — default notices, bank
repossessions or scheduled auctions — in October, up 20% from September. The states with the
highest foreclosure rates in October were South Carolina, Nebraska, Alabama, Louisiana, and
Florida, according to ATTOM Data Solutions.

Seeking foreclosure homes near you? Check with your county, town or city. They may have
foreclosure websites or other means of listing local foreclosures. But there is a wide range of online

resources for finding foreclosures, including most larger banks (we’ve listed a few):

Foreclosure listings - free sites

Equator.com. Equator offers free listings of homes in foreclosure alongside short sales, open-
market listings, and properties available through the Hubzu auction process.

HomePath.com. Owned by the Federal National Mortgage Association, known as Fannie Mae,
HomePath.com offers free listings of thousands of homes in foreclosure being sold by Fannie Mae.

HomeSteps.com. This site is owned by Federal Home Loan Mortgage Corporation, or Freddie Mac.
It lists homes in foreclosure that Freddie Mac is selling to investors or potential home buyers.

Zillow Foreclosure Center. The popular website used by home sellers and buyers alike has its own
search site for foreclosure listings. You can fashion your own method of searching, filtering by cost
or location.

Realtor.com Foreclosures. Similarly, Realtor.com, also used by new-home seekers or sellers, can
help you find foreclosures. You can focus your search using a zip code and/or city. And, while we're
on the subject of Realtors, you can also check with local real estate companies and their agents
directly to search for foreclosed homes.

Wells Fargo REO Properties. Note that these properties are not sold directly by Wells Fargo. You

must contact the listing agents or other contact associated with the property.

CitiMortage. This site lists properties or foreclosures that are owned by Citigroup. Potential buyers
contact the listing agent associated with the property they are interested in.
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Bank of America foreclosures. This site allows users to search for real estate owned or bank owned

foreclosed properties, by zip code or other methods.

Foreclosure listings — subscription sites

RealtyTrac. There’s a free 7-day trial; after that, it’s $49.95 a month, with discounts on multi-month
packages. Members get access to RealtyTrac’s proprietary information, including auctions dates and

locations, pre-foreclosure addresses, owner information, bank loan amounts and more.

Foreclosure.com. After the free 7-day trial, it’s $39.80 per month. Subscribers receive detailed

information on the listed properties, tax roll data, files provided by the lender, local school districts
and other listing details.

Foreclosure listings — government sites

HUD.gov. Potential investors and other home buyers can find one-to-four unit residential properties
that the Department of Housing and Urban Development acquired from foreclosure actions on FHA-
insured mortgages.

HomeSales.gov. Another federal government website for hunting down foreclosures is

HomeSales.gov. These, of course, are previously owned single-family homes that landed in the
federal government’s hands by public auction or other method. Purchasers must work with a real
estate agent, broker or servicing representative to submit an offer or bid, according to the website.

FHA Single Family Real Estate Owned Properties. This site is for the U.S, Department of Housing

and Urban Development and includes real estate owned properties. These single family homes land
on the site when the Federal Housing Administration pays a claim to a bank or other lending
institution on a foreclosed property that was originally financed with an FHA insured mortgage.

USDA-RD/ESA Properties. The United State Department of Agriculture-Rural Development and the

USDA-Farm Service Agency list properties on this website. Here, you’ll find a small number of

single- and multi-family homes, farms, and ranches. Buyers must work with a real estate agent or
broker to put in a bid, which means there will be a commission to pay.

IRS Seizures. This Internal Revenue Service website is a portal to finding homes and other property
seized by the tax agency for nonpayment of federal taxes.
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_ooking to invest in your own home?
Here are 10 home renovations with the
nest ROI.

Whenever you sink money into improving a home, there's an opportunity cost. Spend
$20,000 on a bathroom remodel, and that's $20,000 you won't have available for
another project. As such, it's important that you understand which home renovations
offer the best return on investment. This holds true whether you're flipping houses for a
living or are trying to improve the property you live in to sell eventually. With that in
mind, here's a list of the home improvements with the best return on investment per
Remodeling Magazine's2020 Cost vs. Value report.

1. Manufactured stone veneer

When it comes to attracting buyers, curb appeal is huge. And the right exterior could
really make a difference in sale price, too. Manufactured stone veneer is a great choice in
that regard. If you're not familiar with it, it's fake stone that's designed to look like
natural stone, which can be prohibitively expensive. In fact, the average cost to put up
manufactured stone veneer is $9,357, $8,943 iof which you can expect to get back in
resale value. That means you stand to recoup 95.6% of your outlay.

2. Garage door replacement

New garage doors can add to your home's aesthetic appeal and functionality. After all,
no buyer wants to struggle with outdated garage doors whose mechanism fails every
third try. The average cost to replace a set of garage doors is $3,695, $3,491 of which you
should recoup at resale. That's a cost recovery of 94.5%

3. Minor mid-range kitchen remodel

If there's one room in the typical home that tends to see a lot of usage, it's the kitchen.
But believe it or not, you don't have to go all out on a kitchen remodel to make a big
difference when it comes to resale value. A minor, mid-range kitchen remodel will cost
you $23,452 on average, $18,206 of which you can expect to get back in resale value.
That means you'll recoup 77.6% of your investment.

Just bought a home?:What projects should you tackle first?

Here's what you can write off your taxes:Remodeling your kitchen, or upgrading
your home office?

More:Home Depot adds furniture, more home decor to its online inventory as shoppers
redecorate amid COVID-19

What does a minor kitchen remodel entail? Generally, it means refacing or replacing
cabinets, swapping out countertops, and putting in new fixtures, like your sink faucet. At
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a price point of $23,452, you may or may not have the budget to replace some or all of
your appliances, too.

4. Fiber cement siding

We talked earlier about curb appeal, and fresh, clean-looking siding can make a
difference in that regard. Fiber cement siding is siding that's designed to look like wood,
only it's not — which means it's not apt to warp and rot the same way authentic wood
generally will over time. Fiber cement siding also has a more natural look than vinyl,
making it a popular choice among homeowners and buyers. The average cost to install
fiber cement siding is $17,008, $13,1950f which you'll add on average in resale value. All
told, that means getting 77.6% of your investment back.

5. Vinyl siding

If your siding has seen better days, replacing it could improve your home's value
substantially. And in that regard, vinyl siding is an easy, cost-effective choice. Vinyl
siding is low maintenance and comes in a variety of colors. The average cost to install it
is $14,359, $10,731 of which you can expect to add in resale value. That means you'll
recoup 74.7% of your cost.

6. Vinyl window replacement

New windows can do a number of things for a home. Not only can they add aesthetic
value, but they can also help improve a home's energy efficiency, thereby lowering
heating and cooling costs. The average cost to replace a home's vinyl windows is
$17,641, and the average cost recouped is $12,761. That means you're looking at getting
72.3% of your investment back at resale.

7. Wooden deck addition

Decks are a great thing because they make it possible to maximize outdoor space. In
fact, you'll notice that when you install a deck, it'll generally add to a property's assessed
value and property tax basis because it's considered "new living space." The average cost
to install a wooden deck is $14,360, and that will generally add $10,355 of resale value
to a home. That means your cost recovery is 72.1%

8. Wooden window replacement

Wooden windows cost a lot more money than vinyl, but some homeowners (and buyers)
prefer the more natural look of wood. The average cost for this project is $21,495, and
from there, you can expect to add $14,804 in resale value. That means you're looking at
recouping 68.9% of your cost.


https://www.fool.com/millionacres/real-estate-market/articles/fiber-cement-siding-worth-the-investment/?utm_source=usa-today&utm_medium=feed&utm_campaign=article&referring_guid=d9453c89-9c26-4659-9fbd-2f329dcc08fb
https://www.fool.com/millionacres/real-estate-market/articles/new-vinyl-siding-worth-the-investment/?utm_source=usa-today&utm_medium=feed&utm_campaign=article&referring_guid=d9453c89-9c26-4659-9fbd-2f329dcc08fb
https://www.fool.com/millionacres/real-estate-market/articles/types-of-windows-which-ones-are-best/?utm_source=usa-today&utm_medium=feed&utm_campaign=article&referring_guid=d9453c89-9c26-4659-9fbd-2f329dcc08fb
https://www.fool.com/millionacres/real-estate-basics/investing-basics/how-calculate-your-propertys-assessed-value/?utm_source=usa-today&utm_medium=feed&utm_campaign=article&referring_guid=d9453c89-9c26-4659-9fbd-2f329dcc08fb
https://www.fool.com/millionacres/real-estate-basics/investing-basics/how-calculate-your-propertys-assessed-value/?utm_source=usa-today&utm_medium=feed&utm_campaign=article&referring_guid=d9453c89-9c26-4659-9fbd-2f329dcc08fb
https://www.fool.com/millionacres/real-estate-market/articles/will-2020-be-year-wood/?utm_source=usa-today&utm_medium=feed&utm_campaign=article&referring_guid=d9453c89-9c26-4659-9fbd-2f329dcc08fb

9. Steel door replacement

A steel door is a great security feature for a home to have. Steel also does a good job of
blocking out the elements, thereby helping a home retain cold air in the summer and
warm air in the winter. The average cost to install or replace a steel door is $1,881,
$1,294 of which you can expect to get back in resale value. That's a cost recovery of
68.8%

10. Composite deck addition

Like a wooden deck, a composite deck can help homeowners maximize outdoor space.
The main difference between composite and wood, however, is initial cost and ongoing
maintenance. Composite decking (which is meant to look like wood but isn't actual
wood) costs a lot more, with the average price tag coming in at $19,856. But composite
decking is virtually maintenance-free, whereas wood decking is not, so it may hold more
buyer appeal. From a resale value perspective, however, you'll get a little less back with
composite decking. The typical job will add $13,257 in resale value to a home, which
represents a cost recovery of 66.8%.

Put your money to work

Understanding which home renovations offer the best return on investment can help
you maximize the funds available to you. At the same time, it's also important to know
which projects to potentially steer clear of.

An upscale master suite addition, for example, will cost you an average of $282,062, and
you'll only get 51.6% of your investment back, on average. Similarly, a major upscale
kitchen remodel will cost an average of $135,547, with an expected cost recovery of

53.9%.

Unless you're selling a home in a higher-end market, you're generally better off
spending money on mid-range renovations that appeal to a wide range of buyers. And
while you don't want to skimp on the quality of the materials you use, you also don't
have to go to the opposite extreme — for example, buying the most high-end stone you
can find for a new set of kitchen countertops.

Either way, always do your research when contemplating home renovations, and also,
shop around for quotes if you're not doing the work yourself. Hiring the right people for
the job could result in serious savings, thereby letting you score an even more
impressive return on investment.

My husband and | paid off our mortgage more
than 15 years early by following a simple
money rule we learned from our parents
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This year, during the pandemic, my husband and | paid off our mortgage.
We're 37 and 309.

We used a simple trick we learned from our parents: live within your
means.

Following our parents' advice, we've long bought only used cars to save
money. And we always have a plan to save our financial windfalls (or
spend them wisely).

Sign up to get Personal Finance Insider's newsletter in your inbox »
SmartAsset's free tool can find a financial planner to help you take
control of your money »

This July, my husband and I sent in our final mortgage payment. Achieving this
goal, which at one time seemed so far out of reach, became a reality in just
under 13 years. I remember being 23 years old and looking in horror at a chart
showing how much we'd pay the bank over 30 years for our $170,000 home in
a suburb of Cleveland. But here we are, ages 39 and 37, mortgage-free.

Why we decided it made sense to pay off our
mortgage early

An early mortgage payoff had been a major financial goal of ours since 2016. At
the time, we were both feeling burned out between parenting our two young
daughters and managing our careers. We weren't thrilled about the idea of
working full time for another 30 years and potentially having little time left to
enjoy retirement. I was an editor for a publishing firm. My husband was a
supervisor for a produce company in addition to working one weekend per
month and several weeks a year as a member of the Ohio National Guard.

After doing some research and calculations, we realized a combination of
investing and paying off our mortgage early would give us the more flexible
lifestyle we had in mind. Ridding ourselves of our largest monthly bill would
allow me to pursue a freelance writing career, and it would allow my husband
to work many fewer hours. And that freedom could come much sooner than the
standard timeline that dictates you make house payments for 30 years and
work until you're 66 or older.

Though experts debate whether an early mortgage payoff is the right financial
move for everyone, and there are some benefits to keeping a mortgage (such as
having more money to invest while you're young), we decided it was the right
move for us. In 2016, we refinanced our $110,000 balance to a 15-year
mortgage with an interest rate just over 3%, and we zeroed in on paying it off as
soon as possible.
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How living within our means helped us pay off our
mortgage early

Reflecting on how we paid off the balance in less than four years with moderate
incomes, I realized that most of the credit goes to simple financial lessons we
learned from our parents. Chief among them is to live within your means.

Like many things, this is a simple idea, but it's not always easy to

execute. Lifestyle creep is a real thing, and so is the pressure to keep up with
the Joneses. Our parents did not attend college and often raised their families
on one income.

They showed us that living within your means can be done, but you have to
delay gratification and make careful choices, like cooking most of your meals at
home, being content in a "starter home," and not always having designer
clothes or the latest technology.

We buy used cars

One thing my mom and dad always did was choose not to drive new vehicles,
which experts say lose 11% of their value the minute you drive them off the lot
anyway. We've followed suit. Sure, we could finance new cars to the tune of
$554 per car per month, which is the average payment for a new vehicle in the
US, according to credit bureau Experian. Instead, we purchase low-mileage
vehicles that are a few years old. We either pay for our cars in cash or buy them
with low-interest auto loans that don't have an early payoff penalty. Then, we
pay off the loans as soon as possible.

We have not had a car payment in five years. Would I like to drive a nicer car?
Sometimes. But I realize that driving a new car does not help me meet my goals
of being debt-free and retiring early. On the other hand, plunging an extra
$1,100 per month from two would-be car payments into our mortgage principal
does help us meet our goals.

We have a plan for financial windfalls

A savings strategy we learned from my mother-in-law is to always have a plan
for financial windfalls. A windfall could be a tax return, bonus, gift, or
additional income. When she had young children, my mother-in-law
strategically saved her annual tax return to pay for summer child care. Other
times, she used it to pay for home improvements. Over the course of a few
years, she bought new windows for her home a few at a time. She didn't put
these expenses on a credit card or spend her tax return frivolously.
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Soon after we bought our home, my mother-in-law also encouraged us to find a
way to make extra house payments. We started by simply paying an extra $150
on our principal every month. She also explained that people who get paid
every two weeks will get an "extra" paycheck twice a year, depending on how
many Fridays occur in the month. If you account for your monthly expenses

based on two paydays per month, this "extra" paycheck can be treated like a
windfall.

We didn't take her advice right away, but eventually we applied our "extra"
paychecks and other bonuses to our mortgage payment, chipping away at the
principal a few hundred or a few thousand dollars at a time.

Eliminating childcare expenses was a major windfall for us. At one point, this
cost was nearly equivalent to our house payment. When my husband's job
changed in 2017 and our children grew out of needing before- and after-school
care, we snowballed the extra money into our mortgage payment, helping to
bring it down to zero this year.

With our mortgage gone and our sights on other financial goals, my husband
and I are grateful for our parents and the lessons they taught us about living
within our means. It led us to paying off our mortgage early, which has allowed
us both to choose more fulfilling work and spend more time with our
daughters.

4 Ways to Invest in Real
Estate to Generate Income

Owning your own home can be a good investment, but it’s not the same as
owning income properties, which have the potential to produce cash income.
Let’s examine the range of ways to invest in real estate for income, including

REITs, triple-net leased property, Delaware Statutory Trusts and tenants-in-

common properties.

Last year, the homeownership rate in the U.S. hit a post-Great Recession high, reaching about 68%,
according to the U.S. Department of Commerce. Despite the pandemic (or maybe because of it), the
housing market remains relatively strong. Low interest rates have helped the sector, including by
allowing people to refinance their mortgages and save money every month. While homeownership is

a significant contributor to Americans’ wealth, it’s no substitute for the potential benefits of



investment real estate. Investment properties may appreciate in value — like your residence — but
also potentially generate monthly income while you own them — unlike your home.

Income-generation is a key reason many people diversify their investment portfolios to include
different types of commercial, net-lease, self-storage, medical and multifamily real estate assets. And
who wouldn’t benefit from additional monthly income? Certainly, retirees or near-retirees would, as
would most other people. Additional monthly rental income can be used to support living costs, be
reinvested or be saved.

Real estate investments that are cash-flow positive will potentially generate monthly income for
investors. Notably, many real estate investments are predictable and durable in their ability to
generate monthly income — although rental income is never guaranteed as real estate is not a bond
but a living, breathing asset. During the pandemic some assets are performing particularly well, such
as leased properties occupied by essential businesses, including drugstores, medical services, and
shipping company industrial distribution facilities that deliver products purchased through e-
commerce.

There are multiple ways to participate in the investment real estate market in pursuit of income and

appreciation. Here’s a look at four ways to invest in real estate with income potential.

Real Estate Investment Trusts (REITS)

The market for publicly traded REITs is well established, and many people access the market
through their retirement plans and stock brokerage accounts. REITs are typically companies that
own and operate real estate, so you’re investing in the company, not just the underlying real estate.
REITs pay out their income in the form of dividends, which are taxable.

The biggest downside to REIT investments (aside from their high correlation to the overall stock
market and the volatility it ensues) is the absence of the ability to take advantage of a 1031 exchange
— and thus defer taxation — on any capital gains from the sale of shares.

An example: Bob has invested $100,000 in a REIT that owns shopping centers. There is no monthly
income provided by the REIT, but every quarter the company pays out the majority of its earnings, if
any, in the form of dividends. The dividends are taxable as ordinary income. When Bob sells his
shares, if there is a gain he will pay capital gains tax on the gain.



Direct Ownership of Triple-Net Leased
Property

Triple-net leased properties are typically retail, medical or industrial facilities occupied by a single
tenant. With a property of this type, the tenant — not the owner — is responsible for the majority, if
not all, of the maintenance, taxes and insurance expenses related to the real estate. While these
benefits can be potentially attractive, direct ownership of such properties comes with distinct
downsides, starting with concentration risk if an investor places a large portion of their net worth
into a single property with one tenant. Other risks are potential exposure to a black swan event, such
as COVID-19, if the tenant turns out to be hard hit, and management risk.

| have owned dozens of triple-net properties over my career and they are anything but passive ...
they require intensive asset management to properly operate them.

An example: Ellen has purchased a small medical office building for $1.5 million. The building is
occupied by a radiology company. Even though the tenant pays the majority of the building’s
operating expenses, Ellen as the sole owner is responsible for working with the tenant to collect
reimbursable expenses that she paid, working with the tenant on any rent relief requested in
situations such as the COVID-19 shutdown, negotiating with the tenant any lease renewals and many
other items. Income from the property, if any, is taxable, although she will be able to utilize
depreciation deductions to shelter a portion of it. When Ellen sells the building, if there is a gain she
can defer taxes if she reinvests the gain into another investment property utilizing a 1031 exchange.
A potential negative for Ellen is that if the $1.5 million she paid for the building represents a large
portion of her overall net worth, she is exposed to overconcentration risk.

Delaware Statutory Trusts (DSTs)

A DST is an entity used to hold title to investments such as income-producing real estate. Most types
of real estate can be owned in a DST, including industrial, multifamily, self-storage, medical and
retail properties. Often, the properties are institutional quality similar to those owned by an insurance
company or pension fund, such as a 500-unit Class A multifamily apartment community or a 50,000-
square-foot industrial distribution facility subject to a 10- to 15-year net lease with an investment
grade rated Fortune 500 logistics and shipping company. The asset manager (also known as the DST
sponsor company) takes care of the property day to day and handles all investor reporting and
monthly distributions.



DST investments are used by those investors seeking a cash investment with a typical minimum of
$25,000, as well as those seeking a turnkey 1031 tax-deferred exchange solution.

An example: Richard has invested $100,000 in a DST that owns a $10 million industrial property
occupied by a Fortune 500 shipping company. Every month the sponsor distributes Richard’s share
of the monthly income, if any, to him in cash. The income is taxable, however partially sheltered via
deductions. When the property is sold, Richard can defer taxes on any gain if he reinvests the gain
into another investment property or DST using a 1031 tax-deferred exchange.

Tenants-in-Common Properties (TICS)

A TIC structure is another way to co-invest in real estate. With a TIC, you own a fractional interest
in the property and receive a pro rata portion of the potential income and appreciation of the real
estate. As a TIC investor you will typically be given the opportunity to vote on major issues at the
property, such as whether to sign a new lease, refinance the mortgage or sell the property.

Although TIC investments and DSTs have their nuances and differences, they often will hold title to
the same types of property. While the DST is generally considered the more passive investment
vehicle, there are some circumstances in which a TIC is desirable, including if the investors wish to
utilize a cash-out refinance after owning the TIC investment for a few years in order to get a large
portion of their equity back, which can be invested in other assets. Both DSTs and TICs qualify for
1031 exchange tax treatment, which allows capital gains tax to be deferred if the gains are reinvested
in other investment properties. Both structures are used by direct cash investors seeking
diversification out of the stock market.

An example: Fallon has invested $100,000 in a TIC structure that owns and operates a 98-unit
multifamily apartment building. Every month the TIC sponsor distributes Fallon’s share of the
monthly income, if any, to her in cash. The income is taxable but is able to be partially sheltered via
deductions. When the TIC property is sold, Fallon can defer taxes on any gain if she reinvests the
gain into another investment property.

The Bottom Line

Investing in income properties provides diversification to a stock- or bond-heavy investment
portfolio, and it also offers the potential for income in addition to appreciation.



6 things | learned in my first year as a
landlord that any new real estate investor
should know

| have several rental properties, and in my first year as a landlord, |
learned a few lessons that could have saved me money if I'd known.

| wish I'd known the inspector won't find everything — a missed electrical
iIssue cost us several hundred dollars in the first month.

Also, it's important to have good contractors lined up for when you need
them, and to keep good tenants.

And never do repairs or replacements cheaply because it's "just a rental
— it'll cost you.

Policygenius can help you compare homeowners insurance policies to
find the right coverage for you, at the right price »

Buying a house is always a little thrilling, and even more so when that house is
(hopefully) going to put a little cash in your pocket. With the purchase of your
first rental property, you're not just a homeowner, you're an entrepreneur.

But before you start envisioning yourself as a future real estate mogul, know
that there's a lot to learn and that you are probably going to learn it the hard
way. Like I did.

Houses — and tenants — require tending; there's no such thing as a rental
property that runs itself. As a landlord, you'll not only be managing a building,
but the people who live there. Think of your property as a company and
yourself as its only employee. You're not just the CEO, you're also in charge of
human resources, finance, marketing, and operations. And just like any skilled
entrepreneur, your goal should be to manage your "company" in a way that
adds value to it. After all, you're not going to own it forever.

Here are six things I learned when I first became a landlord. Take them to
heart, and you'll save yourself a lot of headaches!

5 Ways to Finance Home Renovations,
According to Financial Planners

For as necessary as certain home renovations may be, financing them can be tricky.
"General contractors conduct site visits and provide the cost estimate based on the
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scope of work and the conditions surrounding the project, however, they can't know
exactly what issues, if any, are behind the walls and under the floors until demolition
begins," Jean Brownhill, founder of Sweeten, says. "It is important to be aware that the
construction team may make discoveries that affect the timeline and budget.
Fortunately, there are several ways to finance a home renovation without breaking your
bank account. From home equity lines of credit to personal loans and more, here are
five options for financing renovations according to financial planners.

1. Open a home equity line of credit.

If you're searching for a way to fund a renovation project that could increase the value of
your home, consider opening a home equity line of credit (HELOC). "A HELOC allows
you to open a line of credit to borrow against the equity on your home," Elizabeth
Renter, a data analyst at NerdWallet explains. "You can borrow all or some of the
available cash during a draw period, and repay it during a repayment period." However,
Renter warns that HELOCs usually have adjustable interest rates, and therefore should
be repaid as quickly as possible. "If you decide to move before it's paid off, the pay-off
will eat into the profits of your home sale," she says.

2. Take out a home equity loan.

If you know exactly how much money you need for a particular home improvement
project, Renter recommends looking into a home equity loan. "A home equity loan gives
you a lump sum rather than a line of credit like a HELOC," she explains. "And unlike
HELOCSs, your interest rate will remain the same and your payment amounts won't
change, so this type of loan may be appropriate for larger, one-time projects."

3. Consider a home improvement loan.

If you need to complete a renovation quickly and don't qualify for a HELOC or a home
equity loan, Terri Bennett, a Certified Financial Trainer at The Financial Gym, suggests

taking out a home improvement loan. "They will likely cost you a bit more in interest, but
might help you get to your renovation faster than if you have to wait to build equity or
save up for it," she explains. Additionally, Renter notes that home improvement loans
often need to be repaid promptly, which can help your finances in the long run. "The
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repayment term is typically shorter than a home equity loan or HELOC, so you'll be able
to get out from under the debt sooner," she says.

4. Apply for a zero-interest credit card.

For smaller renovations, Bennett suggests seeing if you can apply for a credit card with
a 0% introductory annual percentage rate (APR) to pay for your project in a pinch. "This
could theoretically allow you to complete a home renovation project with no interest and
essentially finance it for free," she says. However, if you don't qualify for a zero-interest
credit card but still choose to use a credit card, Renter says you should be prepared to
pay off any costs charged to a credit card quickly. "Interest rates are highest here, so if
you know you won't be able to cover the complete amount in just one to two months,
you may want to consider a different option,” she explains.

5. Look into refinancing your loans.

When all else fails, you always have the option of refinancing your existing loans, such
as your mortgage, to pay for home renovations. "Refinancing to lower your mortgage
payment could allow you to save for your home improvement projects more quickly,"
she explains. "A cash-out refinance, which replaces your existing mortgage with a new
home loan for more than you owe on your house, is another option, but should be
approached with caution,” she advises. "You're essentially agreeing to take on more
long-term debt."

4 things I wish I knew before house flipping that
TV shows leave out

So you think you want to be a house flipper? Here's what you don't see on reality TV.

If you've binged any house flipping shows, maybe it’s crossed your mind to jump into
the game. After all, the only thing better than a dramatic before-and-after montage is
making money while you're at it.

I did my first flip last winter and as I got the house ready to go to market, I'd already
learned that things don’t always go the way they do on TV.
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J Scott, entrepreneur and co-host of The BiggerPockets Business Podcast and author of
"The Book on Flipping Houses," knows this quite well after he and his wife turned down
the chance to star in their own flipping show. The experience of filming a “sizzle reel"
opened his eyes to the stark difference between reality shows and the reality of flipping
— which is funny considering they were originally inspired by watching a TV show!

In the throes of flipping a crumbling Victorian myself, I asked Scott what anyone
looking to get into the house flipping game should know.

1. Most flipping shows leave out half the work

“A lot of people think of house flipping as you renovate and you design and you stage
and you sell. But there's a whole lot that they never even touch on," Scott said. “The
renovating and selling part is easy. It's finding deals that's really tough, and typically
they don't show that part. They jump right into the ‘Hey, I just closed on this house,” or
‘Hey, my real estate agent called me and said here's a house to look at' and it ends up
being the perfect house.”

Granted, my business partner and I got our deal thanks to a 15-year relationship with
my realtor. But that's not how it usually works.

Shows also typically ignore the financial side of things. While there are plenty of ways to
get money, it’s not easy and it takes work, Scott says.

We're learning that the hard way. When the deal fell into our laps, we jumped on the
purchase went ahead with demolition before securing funding. It took untold hours,
three banks and getting spooked by one wildly high interest rate specialty lender before
getting approval to borrow the full amount we needed. We initially accepted a lower
amount while still hunting, meaning we’re doing two loans and doubling closing costs.
The process lasted several weeks while the house sat empty.

2. There are lots of invisible costs

Time costs money, which is one of the hidden costs TV shows rarely address, Scott says.
During renovation (and extra painfully during idle time) houses have holding costs.
There’s insurance (more expensive for a house under construction than for a
homeowner’s policy), property taxes, utilities, even things like lawn care or snow
removal.

Other expenses that shows often ignore include lender and transfer fees as well as
selling costs, like commissions and home warranties. Added up, “you're generally
looking at between 10% and 15% of the resale value of the house,” Scott said. “So if your
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typical profit on on a flip house is 15%, ignoring these holding costs can literally mean
the difference between profit and breakeven.”

3. There are risks in making it look “pretty”

“A lot of us think ‘OK, we go out, we buy a house, and then the important things are how
pretty we make it,”” Scott said. (I have to admit I'm guilty of this; I spend far too much
time cruising Pinterest!) “They don't realize that the minute you buy the house, your
profit or loss is for the most part locked in. Making a good purchase decision is the most
important thing.”

Shows often focus on the excitement of demolition day (which is exciting, but only a
fraction of the work) and making the house look pretty. But pretty comes with two major
risks, Scott says.

A lot of us when we think pretty, we think expensive,” he said. “And so we tend to
overspend.” Now you risk wasting money because you don’t make as much as you could.

My partner and I remind each other daily that we’re doing this to make a profit, but that
urge to buy prettier appliances and fancier tile is a tough siren call to resist.

An even more alarming risk, though, is losing money. “If 5% of your buyers say they
don't like the countertops and 5% of your buyers say they don't like the accent wall and
5% of your buyers say they don't like the cool, trendy light fixtures, before you know it
half your buyer demographic has gone away.”

4. You have to pay to learn

To succeed, you have to be good at all four parts of the flipping business: finding deals,
finding money, renovation, and sales and marketing. If you're not good at all of these
things, Scott says, you need to recognize the gaps and bring in experts to help.

On the renovation side alone, he said, “you need to have management skills, you need to
have budget skills, you need to have scheduling skills, you need to have an eye for detail,
and you have to have at least a little bit of construction knowledge because you need to
be able to to create a scope of work and turn that into a budget and turn that into a
schedule and manage the contractors to actually perform.”

And it’s likely you'll be lacking in some of these skills, at least for starters. “Too many of
us try and hit a home run on our first deal and don't realize that there's a cost to learn,”
Scott said. “And there's nothing wrong with paying that price." He continued to say that
he's not advocating for being mindless in your first deal, but recognize that you may
need to pay a project manager or general contractor on your first few projects.
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This sounds hard, right? But if you really want to be a flipper, don’t be discouraged. “If
you get good at this and you learn from your mistakes and you improve your processes,”
you’ll reap the rewards, Scott said. “After you've done this 10 or 20 or 50 times, it might
even be better than the TV shows

3 Is the Magic Number When It Comes
to Buying a House. Here’s Why

Shopping for a house (and that all-important mortgage) can be a stressful process, especially if it’s
your first time. But it doesn’t have to be that way. Steve Sexton, financial consultant and CEO

of Sexton Advisory Group, explains what you need to know before buying your first home — and
why these things always seem to come in threes.

Review your credit reports from all 3 credit bureaus

Lenders use three credit bureaus to determine your credit score: Equifax, TransUnion, and
Experian. “It is especially important to review your credit report well in advance of getting
approved for a loan,” Sexton says. “If there happens to be errors on your report, it's important to
get these corrected prior to getting approved for a loan.” Doing so will not only make the
application process go smoother, but it might help you to save money as well.

Motley Fool Issues Rare "All In" Buy Alert

Learn more!

“Review your credit report from all three credit bureaus and review for erroneous reports or
errors,” Sexton says. “If you spot any errors, contact your lender to ensure everything is up to
date.” The better your score, the lower your interest rate is likely to be, which can make all the time
spent fixing errors on your report well worth your while.

Get 3 rate quotes

Every mortgage lender has different fees, closing costs, and criteria for the loans they offer
according to Sexton, which is why it is crucial to compare rates from different lenders. “Some
lenders have higher commission fees that will eat away at your budget,” he says. By obtaining
quotes from three different lenders you’ll be sure to get the best deal, and one that won’t blow
your budget.

Wait to apply for a mortgage for at least 3 months after making major financial changes
Sexton suggests getting your ducks in a row long before you apply for a mortgage, especially if
you'll need to make any large purchases (like a new car) ahead of buying a new home. “It’s also
advisable to not make any major changes to your finances at least four months prior to applying
for a loan,” Sexton says. “Remember, lenders like to see consistency.”
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Ask yourself 3 questions before you sign on the dotted line

Before you make any offers or sign any paperwork Sexton suggests asking yourself three
questions: Does it fit our needs now and in the future, can I easily afford the debt obligation, and
how much maintenance or refurbishment will need to pay for once I buy the home?

Motley Fool Issues Rare "All In" Buy Alert

Your pre-approval is (likely) good for 3 months

You'll need to have a pre-approval prior to making any purchase offers. “That way the seller will
not have to wait for you to be approved and run the risk of having to put the house back on the
market if you don’t qualify,” says Sexton. Most pre-approvals are good for 90 days, which means
you’ll have plenty of time to shop around for the perfect home once you receive yours.

A Pool Won't Increase Your
Home’s Value, But These 3 Yard
Updates Will

One simple task puts $1,200 back in your pocket.

Money might not grow on trees, but planting a few lush shrubs in your yard will
increase the value of your house. This intel comes from a recently released
study by Lawn Starter, which breaks down the best (and worst) updates home
sellers can make to their outdoor spaces, drawing on numbers from a 2018
yard report from the National Association of Realtors. One surprising fact:
Simply mowing the grass is more worth your time and money than building an
in-ground swimming pool. While lawn-care services see a 267 percent return of
investment, the latter recoups just 43 percent of the average $57,000 cost of
installation.

Fancy water features (think: hot tubs and fountains) can negatively affect your
property’s value by $2,500 to $10,000. So what will put money back in your
pocket? Leading the way is a well-maintained lawn, which costs an
average of $270 per year, but adds around $1,200 in value. In other words,
nice-looking grass pleases buyers, especially millennials, who ranked it as the
number-one feature they search for in a new home. If you don’t love the idea
of committing so much time to cutting the grass, consider purchasing a large
zero-turn mower to help shave off a few hours, so you can get back to actually
enjoying your outdoor space.
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Other low-cost outdoor improvements that see a high return on

investment? Planting mature trees (taller species can improve a
neighborhood’s property values by up to 15 percent) and installing a built-in,
all-season deck (it returns an estimated 83 percent of the amount spent). No
need to go overboard with elaborate fencing and a Wimbledon-worthy tennis
court. Instead, keep things simple.

5 home renovations that can
add thousands to the value of
your house - and 3 you should
avoid

Renovation is a costly business, with a recent survey suggesting that Brits spend
£83bn pounds on home upgrades each year. But how do you know which
upgrades are worth the trouble?

Jonathan Magill, UK Network Director at online estate agent Strike, offers tips on
which jobs can really boost the value of your home — and which additions will
cost you more than they earn.

2 Upgrade the kitchen - potential added value: Up to 20%

The kitchen is a focal point of any house and an outdated one can often be a
deal-breaker for buyers. Remodelling the kitchen will generally be a smart
investment, but if you are just upgrading to sell, there’s no need to go for top-of-
the-range. Any new kitchen will still look impressive and give that “wow” factor
your buyers are looking for. In fact, even smaller changes — such as just
changing the worktops and cupboards — can also bring a healthy boost to the
house’s financial worth.
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3 Add natural light - potential added value: Up to 8%

All the time that people have spent at home this last year has changed what
people look for in a home. One feature that is much more in demand post-Covid is
natural light. While glass bi-fold doors and skylights were already popular in
homes pre-pandemic, now more than ever, installing means of natural light in the
home can add value. It makes rooms feel brighter and more spacious, which is a
definite win.

4 Convert the loft into workspace - potential added value: Up to 15%

Another effect of the pandemic on house hunting requirements is that more
buyers are now looking for home workspaces. For many, working from home is
here to stay — and a lot of buyers would like to have the option of a dedicated
office space. It may be that you have a spare bedroom but a loft conversion can
easily double as a home office. Even taking advantage of an unused nook or
cranny by adding a desk can help show your home’s potential.

5 Update the bathroom or add an en-suite - potential added value: Up to 5%

Bathrooms can be make or break when selling a house, so ensure that yours are
up to scratch. Remodelling will make your house more attractive to buyers, but is
not essential if your bathroom is already in a good state. Installing an en-suite
however, is a great way to add value to the home, as demand for the built-in
bathrooms is evergreen.

However, there are some renovations that are actually more trouble than they’re

worth.
1 Converting a garage - potential loss: £7,500
2 Upgrading the utilities - potential loss: £15,000

Whether it’s installing new plumbing, upgrading the boiler or updating the
electrical wiring, keeping on top of utility improvements is important for any home.



However, these renovations are considered house maintenance, rather than a
value-adding upgrade. Of course, making sure your home systems are in good
condition is essential to getting a good price. But they don’t have to be state of the
art — if they are already in fine nick, upgrading your utilities just to say that you
have isn'’t likely to add much value.

3 Quickly dated décor - potential loss: £5,000

While installing current interior trends in your home can definitely make it look
stylish, it probably won’t end up making you much more money when you sell.
Rose gold furnishings and quirky tiles might be trendy, but they might not be to
the taste of all buyers — so investing in them to make your home more attractive
can misfire. Additionally, even if the trends are to the buyers’ tastes, interior
fashions don’t last long. People who are planning to live in your home long-term
will be thinking of the future.

Instead of investing in trendy interior updates when redecorating to sell, keep it
minimal. This is helpful for buyers as it allows them to more easily imagine what
they would like to do with the place, and it saves you money too.

Jonathan Magill adds: “Of course, every seller wants to get the best price for their
home, so investing in certain renovations is essential to boosting your asking
price. But before you rush in to make changes, make sure you take the time to
consider what the effect will be on your house value and if the update is worth it
for you financially.”

If you're thinking about selling your home, you're probably wondering what it's worth.
The quickest way to do that is to get it assessed, which is a process that also might
identify a few of your house's drawbacks, or the details that could reduce its overall

value. Once you know which features aren't popular among prospective homebuyers,
strategic renovations can really come in handy. "Renovations are the greenest way to
salvage a classic home and transform a place into an exquisite refuge," says Jarret
Yoshida, the principal designer and owner of New York City's Jarret Yoshida, Inc..

"They give us, as designers and contractors, the opportunity to carefully carve away
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unsuccessful past renovations and create something fresh and rewarding for our

clients."

Here are some of the home renovations experts recommend to increase the potential
selling price of your home.

Related: Red Flags to Watch Out for When Buying a House

Nix the carpets and buff those hardwood floors.

While carpets used to be a desirable home feature, they're no longer trending. In fact, in
all her 15 years of selling real estate, Courtney Poulos of ACME Real Estate has never
heard a buyer positively comment on them. Instead, her buyers ask, "How much do
hardwood floors cost?" Check to see if there is wood below—and, if there is, Poulos
recommends getting rid of the carpets and refinishing the floors. "If you have hardwood
floors, but they look a little dull, get them buffed. Stay away from high-gloss and move to
water-based and matte finish products.”

Update the kitchen cabinetry.

If your kitchen feels like a snapshot from the '70s, with funky orange or avocado green
cabinetry, Yoshida recommends switching to a white, neutral look. "If you choose
materials and costs well, a kitchen renovation can easily bring a 10- to 20-percent return
on the cost invested depending on how successful the renovation is and how atrocious
the kitchen was before," he says.

Spruce up your bathroom.

Sometimes, all your bathroom really needs is a refresh. "Design your bathroom right
and the renovation pays itself off and then some," says Yoshida. "Skip the brass swan
handles and Czech crystal beaded tiles—eco-friendly toilets and clean hardware should
be go-tos for a clean and simple vibe."
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Switch to LED lighting.

This costs next to nothing and can mean everything, according to Yoshida. "You should
be us

ing LED bulbs in the 2700 K range—no bright white with a bluish tinge," he says. "The
American real estate market ties luxury to the familiar yellow glow of candle light." The

return on your investment for this relatively inexpensive act is promising, he notes.

Upgrade your outdoor space.

With people entertaining at home more than ever before, Costello REI realtor Nelvia
Bullock is noticing that her clients are currently seeking outdoor living spaces, with the
most sought-after updates being screened-in porches, pergolas, tons of greenery,
hardscaping, paved patios, fire pits, and outdoor kitchens. "Your average home is going
to see some of these offerings but typically not all of these features," she says. "The
return on investment tends to be about 80- to 100-percent, as these updates can be

enjoyed by all demographics of homebuyers and family dynamics."

Selling Your Home in Retirement? 6 Ways to Come
Out Ahead

Joe and Theresa DelLaurentis knew they wanted to sell their house last spring even though the pandemic was
raging. They didn’t want to be blowing leaves and shoveling snow when fall and winter came.

They considered moving to their beach house in Wildwood, N.J., but they don’t like it there in wintertime.

“We wanted to get this on the market,” said Joe DeLaurentis, who turns 60 in April. “Agents wanted us to
hold off “til later in the pandemic. We wanted to put it on the market.”

Theresa, who will be 59 in July, had already retired as an insurance systems analyst, and Joe continues to
work in construction management. With his eye on retiring someday, they could simplify their lives today.

The couple planned to move to a brand-new townhouse 1.5 miles from where they had been living, and enjoy
a maintenance-free lifestyle. They’d sell their single-family mortgage-free home in Pennsauken, N.J., just
outside of Philadelphia. In the meantime, they’d pay off the mortgage on the beach house.

With low inventory and historically low mortgage interest rates, it’s a seller’s market in many places, which
means buyers don’t have as many choices and sellers have the advantage. In some markets, buyers have had
to compete for the limited number of homes on the market.
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“This year is very different from any other year,” said Trish Gesswein, sales manager with Houwzer, a real
estate brokerage headquartered in Philadelphia. “It’s a seller’s market in many places. There are 30 offers on
some homes, bidding wars. Lack of inventory in the suburbs is pushing the pricing up.”

Indeed, the pandemic has proved to be a boon to much of the U.S. housing market. Last month, the National
Association of Realtors reported that existing home sales in November jumped 25.8% from a year ago. In
addition, the median existing home price for all types of housing in November was $310,800, up 14.6% from
the year-ago period. Prices increased in every region, NAR said.

“We bought the townhouse first,” Joe said. “We were able to move without going into storage. The closings
were two weeks apart.”

They were going to sell their home of 32 years ‘as is,” but with some time to spare, decided to “add a little
lipstick™ to it, Joe said.

If you’re selling your long-time house in retirement or leading to retirement, do you have to stage it or make
more than minor improvements during the pandemic to sell it? Does it depend on the market?

For Joe and Theresa, getting their three-bedroom, two-and-a-half bath ready to sell didn’t require much work.

“We had a virtual tour with a Realtor. She said, “You don’t really have to do much.’ The key: They sent in a
professional photographer. Nothing crazy. Don’t use an amateurish photographer,” Joe said.

They made minor improvements.

“We repainted every room, decluttered, redid the laundry room — patched and painted, and installed new
flooring,” he said. “It was do-it-yourself. We did it.”

In fact, remodeling experts and real estate agents agree.

“Do-it-yourself projects make a lot of sense,” said Dennis Gehman, president of the National Association of
the Remodeling Industry. “Do small things,” he said. “Painting, new hardware on cabinets, flooring.”

As for staging, opinions vary on whether to spend money on it. Theresa took on the task. “My wife staged it
perfectly,” said Joe, even placing flowers on the bed on a tray.

Joe and Theresa had three offers in two days, and ultimately sold their early 1980s house for $275,000. Their
new three-story townhouse with three bedrooms and two-and-a-half baths started at $265,000. With the
upgrades they chose, the final price was $311,000.

Before putting your home on the market during the pandemic, here is what experts advise:

Consider your circumstances. How close are you to retirement? How quickly do you want to move? “It
really depends on the situation,” said Trish Gesswein, sales manager with Houwzer. If you are one year away
from retirement, don’t do a complete renovation or remodeling, she said.

Check the roof and all the mechanicals. Make sure there are no leaks in the roof and that the HVAC and
hot water heater, and major appliances are working properly. “It will come up in your home inspection,” said
Gesswein. “Don’t just replace them because they’re old. If it’s not broke there’s no reason to fix it.”
Sometimes sellers offer a home warranty that covers the first year for buyers at the closing. “If something
breaks in the first year, the warranty will cover the replacement cost.” The home buyer will pay $100, for
example, toward the total cost.
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Research comparables in your neighborhood. “You have to look at the market,” said agent Debora
Edwards of Long & Foster, Bethesda, Md. Find out how long it typically takes for houses to sell in your
neighborhood. Known as “days on market,” this is the number of days that a property is listed on the local
multiple listing services (MLS) until the seller has obtained an offer and a signed contract. Check listings in
your area as they usually include how many days a property has been on the market before it sold or how
long it has been on the market currently.

Declutter the entire house. “You want to make it look like it’s ready to be moved into,” said Edwards.
Generally, remove family photographs, clear out closets, remove old, worn carpeting or rugs and window
treatments, especially those that are dated.

Invest in minor updating. “You don’t have to spend big dollars,” said Dennis Gehman, owner of Gehman
Design Remodeling in Harleysville, PA. “Take a look at the wear and tear. If there are a half-dozen tiles that
are cracked, replace them.” If the home looks worn and not cared for, buyers can “begin to wonder if there
are other things” that have not been fixed in the house. Re-caulking the bathroom, adding a new shower
curtain with a curved rod rather than a glass door that is difficult to clean can make a difference.

Get the best professional photographs. “Make sure the house looks as good as possible in the
photographs,” said Trish Gesswein.Looking ahead to retiring someday, Joe DeLaurentis said, “I make
enough so | can support the townhouse. My 401 (k) is in good shape.” In the future, they may sell the
townhouse, and move to the shore. Meanwhile, they’re enjoying their brand-new home.

HE QUIT HIS JOB, AND THEN BUILT A MULTI-
MILLION DOLLAR REAL ESTATE PORTFOLIO
IN 3 YEARS

Jerome Myers left his corporate job after being forced to lay off over 100 employees within two years.
Now, Myers is helping thousands of people gain freedom through real estate. He’s been featured on
numerous podcasts and has been a speaker at conferences all over the United States.

“A lot of people are putting money into their 4o1k. But that money is locked away until you're in your
60s,” says Myers in an exclusive interview with Black Enterprise. “What if you can do something that
turns on cash flow now and will allow you to get your freedom earlier?”

After leaving his corporate job in 2016, Myers built a portfolio of six multifamily properties. Now, he’s
adding a 120-unit property in Greensboro to his multimillion-dollar real estate portfolio.

Your dream can be real,” says Myers. “You just have to be willing to do the work.”
How It All Started

At age 5, Myers thought he had his dream job figured out. “I want to be a trash man,” Myers shared with
his mom. He admired the freedom and flexibility that his neighbor enjoyed. Unlike his military-based
father whom he rarely saw until dinnertime, his neighbor was able to be home with his kids after they
came home from school. But his mom quickly shifted his dreams in a different direction. “You need a job
that will pay for the lifestyle you wanted to live,” she informed him.

Myers decided to pursue a career in civil engineering and was able to break the six-figure mark by the age
of 26. He was even hired to build a $20M division of a Fortune 500 company that turned out to be very
successful. But he already knew that working in corporate America was not his long-term game plan.
After realizing that the owner of his apartment complex was making over $700,000 a year, Myers knew
which path he wanted to pursue. There was one problem: Myers didn’t have any connections or
education in multifamily real estate investing.



From Fix and Flip to Multifamily Real Estate Investor

Myers started lending money to people who were doing real estate projects while he was in corporate
America. As he became more educated about the business of real estate, he starting doing fix and flips.
Soon, he found a partner who was able to help him build a multifamily real estate portfolio.

Every investor is overcoming four challenges no matter where they are in their journey,” says Myers. “The
first one is knowledge. The second one is deal flow. The third is experience. The fourth is capital.”

Myers adds, “A lot of people go to capital first and say they can’t do real estate because they don’t have
any money. Having zero dollars is not a winning recipe for doing real estate. But you don’t need to have
all the money to do real estate. The first step you should take is to get educated.”

A Conference That Delivers Results

Myers didn’t have access to real estate mentors when he was growing up. That’s why he’s making sure
others have a better chance to get their foot in the door.

Myers leads The Myers Development Group, LLC and host conferences to help new and experienced real
estate investors. “People can see practical examples of people who look like them,” says Myers as he
shares his motivation behind the conference. “It’s not about having a bunch of people brag about how big
their portfolios are and how many doors they have. It’s about giving people the stories on how others got
from where they were to where they are now so they can follow the process.”

Myers also sees real estate investing as a way to close the wealth gap. “If you look at all wealthy families,
even if they create their money through businesses, they put their money in real estate. It’s the most tax-
advantaged investment you can make. Taxes is one of the things that take away the majority of our
wealth. If you're getting all your money from a W-2, there’s no way around that.”

To learn more about how you can begin your real estate journey or attend the next real estate
conferences

Buying Homeowners Insurance? Ask These 4
Questions First

Asking these questions can help you get the coverage you need at a price you can
afford.

Purchasing insurance may not be as fun as choosing new furniture and paint colors, but
it's a critical part of the homebuying process. Your homeowners insurance policy is a
financial safety net in case of a disaster, so you'll want to ask a few important questions
to make sure you have the coverage you need at a price you can afford.

1. What's the dwelling coverage per square foot?

Imagine that a fire burned your house to the ground and your policy didn't pay out
enough to rebuild it. That could happen if your dwelling coverage — the part of your
policy that covers the structure of your home — is too low.

To prevent this, don't simply accept the initial dwelling coverage amount an insurance
company recommends. “Insurance companies use replacement cost calculators, but
they're not 100% accurate by any means,” says Ryan Andrew, president of The Andrew
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Agency, an independent insurance agency serving Virginia, Maryland and Washington,
D.C.

For a more accurate estimate, ask your insurer to send someone to your house for a
replacement evaluation, suggests Amy Bach, executive director of United Policyholders,
a nonprofit that advocates for insurance consumers. You can also ask a local builder
who specializes in new construction to estimate your home's rebuilding cost per square
foot.

Once you've chosen an appropriate dwelling limit, consider adding extended
replacement cost coverage to your policy. With this coverage, your insurer will pay 10%
to 50% more than your dwelling coverage amount to help you rebuild. This could save
you thousands of dollars if building prices spike for unforeseen reasons such as a
lumber shortage or high demand after a disaster.

A typically pricier option, guaranteed replacement cost coverage, will pay to rebuild
your home regardless of expense.

2. Do | have multiple deductibles?

Homeowners may not realize that on some policies, higher deductibles may apply for
claims due to wind, hail, named storms or other disasters.

For example, say a hurricane causes wind damage to your roof. Your insurance policy
might have a wind deductible worth 5% of your dwelling coverage rather than the
$1,000 deductible that applies to most other claims, Andrew says. So if your house were
covered for $250,000, you'd have to pay for the first $12,500 of damage before your
insurer paid anything.

Getting quotes from multiple insurers may help you reduce or eliminate these high
deductibles.

3. What isn't covered?

You might be unpleasantly surprised by your policy’s exclusions. “Flood insurance, which
is excluded on almost all homeowners policies, is definitely a big one,” Andrew says,
adding that this is especially important for homeowners with finished basements.

Even houses that aren’t near a body of water could experience flooding during heavy
downpours, Andrew says, and a standard homeowners policy is unlikely to cover any
damage.

You can buy flood insurance through companies that participate in the National Flood
Insurance Program. The program's average flood claim payout was $52,000 in 2019.
Andrew also suggests adding water backup coverage to your policy. This pays for
damage due to water backing up into your house from sewer lines, sump pumps or
other water lines.

Another common coverage gap involves keeping up with current building laws. “If you
have to make improvements when you're repairing or replacing [your home] because
the codes have changed since your house was built, a typical policy will exclude that,”
Bach says.

Though this can be particularly expensive for older homes, “even a house that was built
five years ago is out of code,” Andrew says.



https://www.nerdwallet.com/article/insurance/insurance-deductible
https://www.nerdwallet.com/article/insurance/flood-insurance
https://www.nerdwallet.com/article/insurance/national-flood-insurance-program
https://www.nerdwallet.com/article/insurance/national-flood-insurance-program

Both Bach and Andrew recommend adding ordinance or law coverage to your policy to
handle these expenses.

4. How can | save?

While having the right coverage is generally more important than paying the bare
minimum, there are discounts to make your policy more affordable. Andrew suggests
buying your car, homeowners and other insurance through the same company to take
advantage of bundling discounts, which can save you 20% or more.

“The best way to bring down the price without sacrificing coverage is to raise your
deductible,” Bach says. Being willing to pay for smaller repairs yourself rather than filing
claims will help keep your premiums low.

If you're confused about coverage and discounts, reach out to an insurance agent to
talk through your options. "Take a little extra time to understand what it is that you're
purchasing," Andrew says. “For most people, a house is the most expensive asset they
have.”

This article was written by NerdWallet and was originally published by The Associated
Press.

6 Features That Determine a Home's
Final Sale Price

Home prices shot up in 2020 and many experts expect them to continue climbing. While this
growth is largely driven by limited inventory amid a national homebuying frenzy, there are

many individual factors that determine a home’s value.

“Some of the most substantial factors that affect the property [price] are about the property
itself, such as how big it is, how many bedrooms, how nice it is,” said Taylor Marr, a lead

economist with real estate brokerage Redfin.

Ultimately, local home prices move up or down depending on the disparity between the
number of residences listed for sale and the number of buyers looking to make a purchase.
Yet, desirable home features and a favorable location command top dollar in any housing
market, whether it is on the upswing or spiraling into a doldrum.

Differences in square footage, the number of bathrooms and proximity to neighborhood
amenities all help explain why a home may be worth thousands of dollars more — or less —
than a property just down the road.



Comps: how real estate agents really come up with a list price

Motivated by sentiment, homeowners may assign a high value to their property. Real estate
agents, however, have an objective method of coming up with home prices. They compare the
house to similar properties that have recently traded hands nearby. In the industry, this
emotion-free process is known as comparable analysis — or comps.

An ideal comp might be a house in the same development with an identical floor plan,
however, homes do not have to be exactly the same to be included in the analysis. Typically,
agents as well as appraisers, consider properties of similar size and style that are located in
the same school district or community.

Depending on how brisk the housing market is, agents may only consider homes that have
sold in the previous 30 days. If sales are rare in a given neighborhood, they may have to
count residences traded up to a year or two earlier.

“It’s all about the comparables at the time,” said Michael J. Franco, real estate agent with

brokerage Compass. “When there’s been a steady market, it’s easier to price.”

During the pandemic, the housing market has been anything but predictable with a severe
decrease in listings. While this initially made comps hard to find, the recent boom in sales is
now providing agents across the country with at least six months of pricing data to work with.

Why is my home worth less (or more) than my neighbor’s?

You have space for a home offices

Due to the work-from-home trend that the pandemic has accelerated, buyers are increasingly
prioritizing having a dedicated work space. In July 2020, more than 20% of home shoppers
responding to a survey by real estate firm realtor.com indicated that having a home office was
important to them. Although the home-office price premium has somewhat deflated as more
and more agents highlight rooms suitable for working from home, residences with a home
office are generally selling for about 3% more than those without one, according to a 2020
data analysis by realtor.com

And, while home offices now top the list of most desirable features, their conventional
arrangement in spare bedrooms raises the usual question whether having more bedrooms
translates into higher home prices.



The fact is that unless the square footage of a home proportionately grows with the number of
bedrooms, having more bedrooms may not result in a higher home price, said Jeff Tucker, an
economist with Zillow. That is because the more bedrooms an average property boasts, the
more likely it is that they will be modest in size.

Quantity of bathrooms is more important than quality

If bedrooms are not always price boosters, what can actually raise home values are
bathrooms. If an average-sized home has a disproportionate number of bathrooms to
bedrooms — say, three bedrooms and only a single bath — adding one more bath can drive
the price up thousands of dollars.

A study by ibuyer Opendoor, shows that one more bathroom can boost a home’s resale price

by 6%. This “makes a lot of intuitive sense,” said Tucker.“Nobody has to wait in line for the

shower or the bath.”

However, remodeling an existing bathroom — or any other rooms, for that matter — has a
smaller influence on a home’s sale price, even if renovations are a popular strategy to prop-
up the asking price. A full bathroom remodel, according to Opendoor, increases price by
about 4%, while a kitchen overhaul generates a 5% premium.

“An updated kitchen or a remodeled bathroom will have somewhat of an impact but that
return on investment can be pretty uncertain,” said Tucker. “This is mainly because when you
remodel a kitchen, while it might match the owners’ preferences, once they put it on the

market, some buyers will like what they did with it and some won’t.”

Pools and other high maintenance add-ons can be tricky

Similarly to an idiosyncratically upgraded kitchen, unique features such as a pool or an
elaborately landscaped yard do not always rake in the cash homeowners may hope for. Such
bells and whistles often carry high maintenance costs that can dissuade some buyers, said
Kris Lindahl, CEO and founder of real estate brokerage Kris Lindahl Real Estate.

“I’ve seen times where a pool has increased value and I’ve seen times where it’s played no

factor,” he said. “And I’ve also seen times where it’s decreased the value.”
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Why is my town more expensive than the next one over?

How are the schools?

A 2017 analysis by the New York Times found that a 5% improvement in test scores can

increase home prices by 2.5%.

“Everyone is buying around school districts, whether they have kids, grandkids or other
family members that are kids,” said Lindahl. “They’re all buying around that because they

know that the house will hold [value at] resale.”

Can you walk to a grocery store?

Moreover, residences near popular grocery stores also command higher prices. For instance,
homes in zip codes with at least one Trader Joe’s realize a 5-year price appreciation of 35%,
according to real estate data company ATTOM Data. That’s slightly higher than the national
average.

Or a neighborhood park?

While they have always drawn families, parks have grown in popularity as convenient and
safe outdoor retreats for home-bound workers during the pandemic.

In a review of 33 studies, Texas A&M University Professor John L. Crompton concludes that
properties directly across the street from parks can command a price premium of 8% to 10%.
He cautions, however, that potential downsides like traffic and litter can flatten the value
bump and shift the largest price premiums to homes that are several blocks away.

According to a Redfin report from 2020, properties within walking distance of shops, parks,
schools and other amenities sell for roughly 24% more than similar homes in car-dependent
areas. Moreover, one extra point in a neighborhood’s walkability score equals $3,200 more in

home value, said Marr.

“The old adage in real estate is location, location, location,” he said. “It really is location that

kind of trumps everything else with how expensive properties are.”
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9 Steps to Take Now That Will Prepare
You for Buying a Home in 2021

Today’s competitive housing market is making it harder for buyers to find the right

home. Median listing prices are more than 13% higher than in 2019, while inventory is down

nearly 40%. With record low mortgage rates and high demand, homes are selling 14 days
faster than last year. If you want to find a home in this market you need to be prepared and
move fast.

Getting a head start can mean the difference between buying the house you want and settling

for what’s available.

Get Your Financial House in Order

While scrolling listings online to find a new home is an integral and even exciting step of any
home search, it won’t be the most important. Before you begin looking for that perfect home,

you need to make sure you have your financial house in order.

No one ever said applying for a mortgage was fun. But by following these steps, the process
can become much easier.

Check your credit score. Before taking on any new debt, checking your credit score should
be your first order of business. Your score will determine if you’ll qualify for a loan and what

interest rate you’ll be charged.

To qualify for a conventional mortgage you’ll need a credit score of at least 620. Different
lenders and loan types may have different requirements, however. FHA loans, for example,
can be obtained with a credit score as low as 580. However, to snag the best rates you’ll need
a 740 or higher.

If your credit is on the edge, you’ll want to check all three credit reporting bureaus —
Experian, Equifax, and Transunion. You can access your free credit reports
at annualcreditreport.com. (All three will let you do so for free once a week through April.)

According to Denny Ceizyk, senior staff writer for mortgage marketplace LendingTree,
lenders will look at your three credit scores and use the middle score to price your loan.
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This is also a good time to see if you can improve your score. Paying down credit cards is a
good way to get a quick bump. For example, if your credit card usage is more than 30% of
your total available credit, Ceizyk recommends reducing that debt. It will take 30 to 60 days
for a change in your credit habits to be reflected in your score, he noted, so the sooner you
start the better.

Ad

A low credit score can negatively impact your mortgage application and interest
rate.

Signup to Improve My Credi

Figure out your target monthly mortgage payment. Buying a home is a big investment and
you want to make sure it’s an investment you can afford. A good place to start is a mortgage

calculator.

By inputting information about the loan amount, interest rate, down payment, where you’re
located, and loan type, you can come up with ballpark figures for how much you’d pay each
month in different scenarios. Change the information you input, and you can see how
different interest rates and down payments can affect your monthly payment.

There are also a couple of guidelines you can use to determine how much you can comfortably

afford. Lenders will use a percentage of your monthly gross income to determine how much
you can afford to borrow for a home loan, taking all your monthly debts into consideration.

One of the standards used is the 28/36 rule. In this case, the lender calculates that 28% of
your monthly income can go to a mortgage payment, with 36% going to pay total monthly
debts. You can do this calculation yourself by multiplying your monthly income by .28.

Another common lender benchmark is your debt to income ratio. To calculate your DTI, add
your potential monthly mortgage payments to all your other monthly debts and divide by your
monthly gross income. Multiply the result by 100 and you’ll get your DTI. Most lenders
prefer you have a DTI of 36% or less. However, some lenders will allow DTIs of up to 50%
or more depending on other elements of your application.
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Don’t forget maintenance costs. Keep in mind that as a homeowner you’ll also be
responsible for keeping your property in good shape. According to Amanda Pendleton,
communications manager at online listing site Zillow, maintenance costs average about
$3,000 per year.

In a tight housing market, you may have to compromise for a home in less than ideal
conditions, notes Pendleton. Remember to consider repairs when determining affordability,
and how urgent these repairs are. “If you think about it, kitchen countertops obviously can
wait but a leaky roof really can’t,” she noted. Make sure you have a cushion for unexpected

expenses.

According to Realtor.com, you should budget between 1% and 4% of your home’s value for
maintenance and repair costs each year. Exactly how much you should budget will depend on
your home’s age. Newer homes may need fewer repairs than older ones.

Get your down payment squared away. Saving for a down payment is one of the biggest
obstacles to homeownership. The ideal down payment target is 20% — you not only qualify
for a lower interest rate but you’ll also avoid having to pay for private mortgage insurance.

But depending on the price of the home, 20% could easily equal tens of thousands of dollars
or more. Depending on your income, saving up for such a large amount can take anywhere
from a few years to a few decades. Fortunately, many lenders offer loans with as little as 3%

down, making homeownership much more affordable. FHA loans also allow for lower down
payments.

Figure out where your down payment is coming from. Do you have enough in a savings
account or could you sell a car or other assets? If you have a Roth IRA, you can withdraw
from the principal without paying a penalty, although always be cautious about pulling
money from a retirement account.

Wherever the money is coming from, make sure you have it deposited in an account well
before applying for a mortgage. According to Ceizyk, “lenders want to see money that’s been

sitting in a bank for at least 60 days.”

The same rule applies to gifts. According to Pendleton, 52% of first-time homebuyers depend
on gifts or loans from family or friends for the down payment and these are usually obtained
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just before closing. Getting those gifts earlier in the process and deposited into an account
shows your lender that you have the necessary funds to complete the purchase.

Remember to calculate your closing costs as well, which can run anywhere between 2% and
5% of the loan total, and include items like taxes, appraisal fees, and homeowners insurance.

Get your paperwork in order. Let’s face it. Applying for a mortgage entails a lot of
paperwork and gathering paperwork isn’t fun. But having all the information a lender
requires ahead of time will make the application process much smoother and save you some
time.

Typical information required will include W-2’s for the last two years, pay stubs, bank
statements, and credit and income statements.

If you were unemployed or furloughed at some point during the year due to the pandemic,
prepare a letter explaining the gap in employment. If you’ve been recalled to your previous
job, a letter from your employer confirming that you’re back to full-time work and at the

same pay won’t hurt.

If you’re about to start a new job, you can still apply for a mortgage loan as long as it starts
within 90 days of closing (and you provide documentation, of course).

Shop around for a lender. Mortgage rates vary from day-to-day, place-to-place, and lender-
to-lender. Demand for home loans has been so high that some lenders are raising rates just to
slow down the loan volume until they can clear their application pipelines. This is why it
pays to shop around, comparing rates from at least three lenders on the same day.

Some lenders also specialize in certain types of loans, such as those for borrowers with lower
credit scores or VA loans. It may pay to look at lenders who have expertise in your specific
circumstances — but don’t assume they will be the cheapest.

Get a preapproval. According to Pendleton, 80% of homebuyers get pre-approved before
starting to shop for a home, so if you want to make a competitive offer in today’s fast-paced

market, a loan pre-approval is a must.



To a seller, a pre-approval letter signals that you are a serious buyer who will be able to close

on a deal. To limit the number of people entering during the pandemic, some sellers are
asking to see pre-approval letters before allowing prospective buyers to tour.

Once you do get that approval, however, be careful with your credit. Ceizyk notes that one of
the more common mistakes homebuyers make is racking up larger credit card bills or
applying for loans for home furnishings or other household items after getting pre-approved.
Your lender will pull another credit report when you officially apply for your mortgage.
Buyers who go too far “can back themselves out of qualifying if they take on debt after

they’re pre-approved,” he says.

The Search Process

Get to know your taste and what’s available at your price range. Once you have all the
financial stuff taken care of, the fun starts. It’s time to start looking for a home. Online listing
sites like Zillow and Realtor.com can help you browse through any number of homes
available for sale. But to get the most out of your search, remember to keep an open mind.

According to Pendleton, more than half of all buyers who stay within their budget have to
compromise on some of the features they’re looking for in a home. Set your priorities and
establish which features you can and cannot live without. Limit your search to properties that
have those must-have characteristics.

Set a budget and stick to it. By looking at homes above your price point you could be tempted
into spending more than you can comfortably afford.

Take advantage of digital tours to check out the features of each home. Make sure to check

not only the interior but also the exterior, especially if you’re buying a home with a yard.

Check out the neighborhood. What’s the crime rate? If you have to go into a workplace, how
Is the commute? What are the schools like? Make sure the area fits with the lifestyle you
want.

Finally, don’t just settle on one property. Pendleton notes four out of ten buyers don’t get the
first home they make an offer on. Make a list of options in case your first choice doesn’t pan
out.
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Find a real estate agent. While there are plenty of online resources that can help you in your
search, your best bet is often to find a local agent who is experienced in the ins and outs of a
highly competitive market, knows how to handle multiple offer scenarios, and can help you
make your offer stand out.

“Someone who can negotiate in that kind of environment is going to be a huge asset for you,”

said Pendleton.

More from Money:

Don’t Have 20% for a Down Payment? Here’s How to Buy a Home With Less

How to Get Preapproved for a Mortgage: A Step-by-Step Guide for Homebuyers

5 Ways Your Finances Instantly Change When You Buy a House

7 Things to Do Now if You Want to Refinance Your Mortgage in 2021

S Ways Your Finances Instantly Change
When You Buy a House

t 33, I’ve now logged two stints as a new homeowner, and let me tell you: neither was easy.

The first time was just after tying the knot—~bright-eyed and ready to take that next step in
my seemingly “adult” life. The second? That was with two 2-year-olds in tow and a whole lot
less sleep. (We rented for a bit after moving back to our hometown of Houston. Having
newborn twins was rough, guys.)

Though the scenarios were completely different, both turned our finances on their head. We
used up huge portions of our savings, saw our credit take a hit, and had to learn to budget
differently (well, budget at all) to account for the new costs.

Are you considering making the move from renter to homeowner? Here are five financial

changes you’ll want to prep for.
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Your credit score will drop.

If you’ve been eyeing a home purchase, then you’ve probably been keeping a close watch on
your credit score. You might have even been actively working to improve it. Unfortunately,
once you get a mortgage, that score’s going to drop—anywhere from 11 to 40 points,
according to a study by LendingTree.

“Don’t be shocked when your credit score drops like a stone,” says Howard Dvorkin,

chairman of Debt.com. “After all, you just took on a lot of new debt.”
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Keep an eye on your Credit Reports and Score.

Get Started

Fortunately, the drop is only temporary. LendingTree’s study shows it takes about nine
months for scores to recover. After that, if you’ve paid your mortgage on time each month, it

could actually give your score a boost.

“If you take out a mortgage and make consistent, monthly payments, that can have a
tremendous positive influence on your credit score and history,” says Tony Wahl, director of
operations at credit score monitoring company Credit Sesame. “One of the lesser-known
factors that influences your credit score is demonstrating the ability to handle different types
of credit—credit cards, auto loans, mortgages. It’s really the most important difference that
you’ll see when comparing the credit of someone in the 700 range to someone in the 800-plus

range.”

You’ll have more costs.

As a renter, you likely had only a handful of costs—your rent, the cable bill and maybe the
utilities and water, depending on where you live. As a homeowner, a lot more is added to the
till.
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“While the mortgage and the homeowner’s insurance policy will be the headline costs, there
are lots of additional costs that new homeowners may not be considering,” says Matthew
Schwartz, a certified financial planner with Great Waters Financial. “Once you buy a home,

the upkeep, maintenance and improvements are all up to you.”

That last bit includes a whole host of items—things like regular pest control, lawn
maintenance, the costs of air filters and HVAC tune-ups and more. You’ll also have property
taxes and possible homeowner association dues.

If your property is bigger than your rental was, there are most costs there, too. It will likely
mean higher electric, water and gas bills, and you’ll probably need more insurance coverage.

Depending on where your property’s located, flood insurance may also be required.

Your savings will become more important than ever.

Even if you made the bare minimum down payment, you’re probably out quite a bit of cash

after buying a home. On an FHA loan, for example, the minimum is 3.5%—so0 $7,000 on a
$200,000 home. If you made a larger down payment on the same home—say 20%, then your
savings took a $40,000 hit.

A scant savings account is a huge risk when you’re a homeowner. Not only does
homeownership come with more recurring costs than renting, but you’re also more likely to
have unexpected expenses—sudden repairs or breakdowns that you didn’t quite account for.
That makes building those savings back up critical.

“The average homeowner spends about $2,000 a year on home maintenance and repairs,” says
Jackie Boies, senior director of housing services at Money Management International, a
nonprofit credit counseling agency. “It’s likely that one day your home will need a new roof,
HVAC replacement, plumbing repair or something. Unlike when you were a renter, these

costs are ones you’ll have to be prepared to pay.”

Schwartz recommends keeping at least three to six months’ worth of expenses—including

your mortgage payment, utilities and other regular bills—in a savings account to be safe.

“Having an emergency reserve is essential when owning a home,” he says. “There will be

surprises, and some can be very costly.”
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Late payments won’t be an option—ever.

Being a little late on your rent probably wasn’t a big deal. You’d send your landlord a text,
tell him you’ll have it tomorrow, and the problem was solved—no harm, no foul.

Homeownership doesn’t work that way, at least if you want to keep a roof over your head.

Missing a mortgage payment can be “catastrophic,” says Dvorkin. “Once you move into your
own home, you better keep a monthly budget—or you might not be in that home for long.” If
you’re new to budgeting, there are several apps out there that can help. (I personally use Mint
and love it—its credit score updates are a game-changer.)

It sounds scary, but just one late mortgage payment can have serious consequences. Though
most lenders have a grace period—usually around two weeks—if your payment is not in by
the time that period is up, you’ll be charged a late fee. The overdue payment will also be

reported to the credit bureaus, which will ding your credit score. Once you’re three months

behind on your payments, the lender can move to foreclose on the property.

“It is absolutely critical to make your mortgage payment on time,” Wahl says. “Put financial
checks in place—Ilike automatic payments or monthly calendar reminders—to make sure you
never miss a payment. If you do make a mistake, contact your lender immediately to bring
your mortgage current and always, always, always ask for a goodwill gesture of removing the
late payment from your credit report. You’d be surprised how accommodating lenders can be

over an honest mistake.”

You’ll enjoy new tax benefits.

If it sounds like the financial implications of homebuying are all doom-and-gloom, this one
will give you hope: You get new tax write-offs. Once April 15 rolls around (or July 15, as it

was this year), you’ll get access to a new tax deduction you weren’t eligible for as a renter.

“Your rent wasn’t tax-deductible, but your real estate taxes and mortgage interest may
provide tax savings, depending on your situation,” says Neal Stern, a certified public
accountant and member of the American Institute of CPAs Financial Literacy Commission.
Stern recommends speaking to a financial professional to maximize any deductions you might
be eligible for as a newly minted homeowner. Doing so could free up more cash and help
rebuild that savings account.
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The best approach? Be proactive.

Buying a home is a big financial move. If you want to be sure you’re well-poised to handle
the changes it comes with, be careful about how big a loan you take out.

As Schwartz explains, “The most important decision typically comes before buying the home.
People can find themselves overextended and owning too much house fairly easily. A good
rule of thumb is that your housing cost should not exceed 30% of your take-home pay.
Anything above that may not allow for the flexibility you need when something inevitably

goes wrong.”

And go wrong it will. (Take my leaky A/C unit and water-stained ceiling as proof).

How to Get Preapproved for a
Mortgage: A Step-by-Step Guide for
Homebuyers

Ready to get serious about buying a home? Get preapproved for a mortgage.

In a nutshell, a mortgage preapproval letter is a written statement from a lender affirming that
you’ve qualified for a home loan and specifying how much money the lender will allow you
to borrow. Historically, sellers have preferred offers that include such a letter, but many have
begun requiring that buyers get preapproved before even taking a tour.

“The letter is a stamp of approval that says to a seller, ‘You can trust in my ability to finance
this purchase and close on it,”” says Todd Sheinin, chief operating officer at Homespire

Mortgage, a lender in Gaithersburg, MD.

From the documents you’ll need to how long it lasts, here’s everything you need to know

about how to get preapproved for a home loan:

1. Start early

Getting preapproved shows you how much house you can actually buy, which allows you to
set a budget and avoid wasting time looking at homes you can’t afford. “The worst thing that

can happen is you fall in love with a home and then you go and apply for a loan and find out
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you can’t afford that home, or that you can’t qualify for a mortgage at all,” says Sheinin. “So

you want to get preapproved as early as possible.”

2. Decide if you need to be preapproved vs prequalified

Some buyers mistakenly use the terms “mortgage prequalification” and “mortgage

preapproval” interchangeably.

Prequalification, or “prequal,” is a cursory overview of your income, assets, debt, and credit
by a lender—but you don’t have to provide any paperwork. In other words, the lender is
taking your word and in exchange giving you a cursory judgement of whether you’ll be

approved and for how much.

Getting preapproved for a mortgage carries more weight because it’s a more comprehensive
application process (more on that below). “Sellers would prefer to see a preapproval letter
from the lender to know this is a [serious] buyer, over a prequalified buyer,” says Nancy

Newquist-Nolan, a real estate agent at Coldwell Banker in Santa Barbara, Calif. Sheinin

agrees. “If you just have a prequalification, you’re going to get left in the dust when going up

against buyers who’ve been preapproved,” he says.

Prequalification can be helpful, though, if you’re just dipping your foot into the water. The
process will give you an idea of what size mortgage you may qualify for and help you narrow
down your home search. prequalification may also be worthwhile if your financial situation is
going to change in the near future—say, because you’re looking for a new job.

3. Take stock of your finances

It’s the question on every buyer’s mind: How much house can I afford? If you’re taking out a

mortgage—versus paying all cash—the answer boils down to what size loan you can get.

Many lenders determine what that magic number is by applying the 28/36 rule. This says that
your mortgage payment (which includes property taxes and homeowners insurance) should be
no more than 28% of your gross income, and your total debt (including your mortgage and
other recurring debts, such as car or student loan payments) should be no more than 36% of
your gross income.

For example, if you earn $3,500 a month pretax, your monthly mortgage payment should be
no higher than $980, which would be 28% of your monthly income. Some lenders may let
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you borrow more, but experts say it’s best to avoid taking on a larger payment, so that you

don’t stretch your finances too thin and risk falling behind on your mortgage.

To avoid surprises, take a close look at your household income, monthly expenses,
investment accounts, and credit score before applying for preapproval. You’re entitled to a
free copy of your report from each of the three major credit bureaus—Equifax, Experian, and
TransUnion—at AnnualCreditReport.com. Check your credit report for errors—one in four
Americans said they spotted errors on their reports in a 2013 Federal Trade Commission

survey—and alert your creditor immediately if you spot a mistake.

This process will also help you determine how much you’re comfortable spending each

month, which may be less than what a lender will offer, and how large a down payment you

can make.

4. Gather your documents

To determine your eligibility for a mortgage, a lender will want to see your pay stubs, tax
returns, W-2 forms, and proof of funds for your down payment. A lender will also do a hard
credit check, which will have a small impact on your credit score.

If you’re self-employed, be prepared to provide a two-year history of earnings to show

lenders your long-term averages. And if you have a couple of steady paying clients that are

the anchor of your business, letters affirming that relationship can’t hurt.

If you have your paperwork in order, you can get preapproved quickly. A number of
mortgage lenders offer preapproval to buyers within 24 hours of an application submission.
Some online-only lenders, such as Quicken Loans and Better Mortgage, say they offer
preapproval in minutes. preapproval letters are typically valid for 60 to 90 days. Most lenders
will allow you to get an extension, but you may need to resubmit some documents.

Most lenders offer mortgage preapproval for free, in the hope of earning your business.
Lenders that do take an application fee for preapproval typically charge from $300 to $400,
but the money is often credited toward your closing costs if you move forward with the
lender.
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4. Shop around

Sheinin recommends applying for mortgage preapproval to at least three lenders. (Don’t
worry, your credit score will only be hit once.) If you’re denied a loan, find out why and then
take steps to address the issue. You may need to pay off credit card debt or buff up your
down payment funds to get preapproved. A no from one lender does not mean you’ll be
turned down everywhere, but it is often a sign your finances need some work and you may
not qualify for the best loan terms. Lender shopping can also lead to big savings. Rates
offered to a borrower with good credit on a 30-year fixed conventional mortgage can vary by
more than half a percent, according to the Consumer Financial Protection Bureau.

5. Consider locking in your rate

Usually, you can apply for what’s called a mortgage “rate lock”—a guarantee from a lender
to honor a specified interest rate for a set period (typically, 60 to 90 days)—once a seller
accepts your offer. Some lenders, though, will let you lock in a rate once you’ve been
preapproved—although you may need to pay a fee to extend the rate lock if it expires before
you buy a home.

6. Don’t blow it

A preapproval letter is not a guarantee. The lender can decline to fund the loan if your
financial situation or other conditions change before closing. That means it is important to
avoid extravagant spending and to keep your credit in good shape. There are some mistakes
you’ll want to avoid making after getting mortgage preapproval: don’t apply for new lines of
credit, make large credit purchases, miss any credit card payments, or co-sign a loan for
others—these actions can hurt your credit score, and it can take several months, or more,

to mend your credit.

And, if you can help it, don’t make any last-minute job changes that would require an
underwriter to verify your new job and income, which could delay your loan’s underwriting

and force you to delay closing.

7. Bid

Ready to make an offer on a home? Getting a custom preapproval letter from your lender that
states the property address and that you’ve been preapproved for the specific amount that

you’re offering will show the seller that you’re serious about their house. It will also give
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your loan officer a head’s up that you may sign a purchase agreement soon, which can help
them prepare for the next steps in the mortgage approval process, such as arranging a home
appraisal.

Don't Have 20% for a Down Payment?
Here's How to Buy a Home With Less

Mason and Taylor Miranda desperately wanted to buy a house before starting a family. Their

apartment was small, it was in an unsafe area, and it just wasn’t a suitable place to welcome
their first child.

The only problem? A 20% down payment was way out of reach for the couple. In fact,
according to Mason, even a medium-sized down payment would have put them “in a financial

pickle.”

“We wouldn’t have much left in the bank for any emergencies or other expenses,” says

Mason, a 24-year-old credit industry specialist.

Fortunately, the Mirandas’ lender—M&T Bank—pointed the couple toward an FHA loan, and
in June, they bought a $135,000 home in Cicero, New York, with just $5,000 down. It also
helped them keep a financial cushion.

“Our home didn’t have appliances when we first bought it,” Mason notes. “The FHA loan
allowed us to be able to afford the appliances and fixes immediately with some leftover funds

for any other potential problems that popped up.”

The Mirandas’ story is a common one. According to a study from the Urban Institute, more than

two-thirds of renters say the down payment is their biggest barrier to homeownership.

Throw in COVID-19 and the economic havoc it has wrought, and the hurdle is now even
more insurmountable for many Americans. A recent analysis from Realtor.com even shows the

pandemic could delay the average Millennial’s homeownership goals by as much as 53

months—even with aggressive savings efforts.
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How big a down payment do | really need?

If waiting almost five-years sounds crazy, a low-down-payment program like the Mirandas
used might be the answer. Despite the pandemic and the financial risks it poses, many banks
and other lenders are still offering loan programs with minimal down payment
requirements—ranging from 3% to 10%, typically. Some require no down payment at all.

Many of these loan programs disappeared after the financial crisis more than a decade ago,
but lenders and government agencies have been easing back into these offerings for some
time.

For example, Alliant Credit Union’s Advantage Mortgage is one option for buyers without
much saved up. The program requires zero down payment, allows for loans up to $500,000,

and there’s no mortgage insurance required.

That last detail is important for borrowers considering low- or no-down-payment options.

Though government-backed FHA loans, like the Mirandas’, technically allow for down
payments as low as 3.5%, they also require costly mortgage insurance—a policy that protects
the lender—both at closing and as part of the monthly payment for the life of the loan. If a
buyer puts down less than 20%, most private loans require mortgage insurance, too—though
it’s cancelable once they’ve paid down a certain portion of the loan. The exact price of this
Insurance varies, but according to mortgage purchaser Freddie Mac, it typically costs between
$30 and $70 per month for every $100,000 that’s borrowed.

How do | qualify for a low down payment loan?

Programs like Alliant’s don’t require mortgage insurance—or the costs that come with it.

What they do require, though? That’d be a high credit score and more cash in the bank.

According to Jerrold Anderson, vice president of residential lending at Alliant, the down
payment is just one of the many “standard risk factors” considered by a lender. The others
include things like existing debt, credit history and cash reserves.

“If one of the factors is out of range, the other factors are reviewed to determine if they are
strong enough to compensate for it,” says Anderson. “In the case of a low down payment,
higher credit scores and higher reserves along with a lower debt-to-income ratio would be

required to offset the higher risk associated with a low down payment.”



Outside of Alliant, there’s also the NASB Zero Down Home Loan, Bank of America’s
Affordable Loan Solution, BBVA’s Home Ownership Made Easier loan and Navy Federal’s
Homebuyers Choice loan to name a few. All require low (or no) down payments and have no
mortgage insurance requirement.

Still many of these loans demand higher credit scores to account for the extra risk. NASB’s,

for example, requires a 720 score. According to FICO, the average American’s credit score is

just below that, at 706.

Government-backed FHA loans typically require just a 580 credit score to qualify for the
minimal 3.5% down payment. But lenders have upped requirements on these as well.
Flagstar, for example, currently asks for a 680 on all FHA loans. According to mortgage
technology provider Ellie Mae, the average FICO score of FHA borrowers in June was 684.
That’s up from 675 a year ago and the highest average score since early 2017. Some
companies, like online lender Better.com, even stopped offering FHA loans altogether, citing
economic uncertainty.

“We’re seeing this pullback in terms of the number of low-credit-score and high-loan-to-
value products being offered,” says Joel Kan, head of economic and industry forecasting at
the Mortgage Bankers Association. “Lenders certainly still have the typical FHA low-down-
payment products available, it’s just that within that space, it’s tighter. There are higher

requirements than pre-pandemic.”
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If you want to become a homeowner but years of renting have drained your
savings, there's a great option for you.

Start Today

Is down payment assistance available?

Low-down payment loans aren’t the only options for buyers who are light on savings. For
many, down payment assistance programs can help. These programs can cover most or all of

a qualifying buyer’s down payment and come in the form of grants or loans.
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“Some down payment assistance programs do require that the funds be repaid, but not all,”
says Miki Adams, executive vice president at CBC Mortgage Agency, which offers a number
of assistance programs.

Though some DPA programs have been put on pause since the start of the pandemic only a
small share of programs have been suspended. “Currently, about 81% of all programs are
active, funded and available, and that’s certainly within the range of normal,” says Sean
Moss, senior vice president at Down Payment Resource. “We’ve even seen new programs pop

up in several markets in the last few months.”

Down payment assistance programs can also be a helpful way for buyers to stay
competitive—particularly in today’s fast-moving, low-inventory market.

“If buyers have a down payment program—especially one that includes closing cost help—
and don’t need the seller to help with closing costs, they can make more attractive offers than

competing buyers,” explains Moss.

For handier consumers, “sweat equity” is another option. This one allows the buyer to pay
their down payment via improvements to the property. For example, if their work increases
the home’s value by 3%, they get credit for a 3% down payment—as long as an appraiser
confirms the value.

According to Anna DeSimone, author of the book Housing Finance 2020, this an option on
both conventional and government-backed mortgages, usually up to 10% of the after-repair
value of the home. “Let’s say you find a home for sale at $150,000 that needs exterior
painting and repairs that a contractor would charge $15,000 for,” she says. “If you can do the

work yourself, your sweat equity would be treated as a 10% down payment.”

There is a catch, though: You’ll have to find a seller willing to let you work on the property
before you’ve actually bought it. Once the renovations are complete and an appraiser has

verified the value of the improvements, then your purchase can move forward.

The bottom line

The important thing for buyers to remember is that 20% down isn’t required to buy a home.

And for those low on savings? There are plenty of options still available—pandemic or not.



“It’s surprising how many people still think that having a 20% down payment is still a
necessity for homeownership,” says Derek Harman, a senior mortgage advisor with The Yi
Team Mortgage, a mortgage lender based in Rockville, Maryland. “That is just not true. We

are constantly doing loans with 3% to 10% down payments.”

You're Only Ready to Buy a House if
You Can Answer 'Yes' to These 7
Questions

Buying a home is both exhilarating and scary. It means you are setting down roots and ready
for the next chapter in life. On the other hand, it also means you’re taking on the largest debt

you’ll possibly ever have to pay.

The financial realities of preparing to buy a home can come with a lot of stress, uncertainty,
and questions: will I qualify for a loan? How much will | qualify for? Do | have enough for a
down payment? The list goes on.

According to Glenn Brunker, president of Ally Home, learning as much as possible about the
homebuying process before making a decision will help you feel comfortable with the
investment you’re about to make. Knowledge is the best way to avoid unexpected costs that

can turn your dream home purchase into a nightmare.

1. Do you have a stable income?

This may sound like a no-brainer, but figuring out how secure your income is can be
deceptively tricky to determine, especially with the economic impact of the COVID-19 virus.
You should not only feel comfortable that your income is secure for at least the next few
years, but also be able to demonstrate a history of stable employment in the past.

Lenders will ask to see at least two years of tax returns or pay stubs as proof of income.
Lenders also like to see the money you will use for a down payment deposited in a bank
account for at least 60 days. It tells them you have the money to finance your mortgage. If
you’re depending on gifts from family and friends to help with a down payment, make sure

you get it well before you apply for a mortgage and deposit it.



If you’re one of the 57 million Americans who are self-employed and don’t have a steady
paycheck, getting a mortgage can be extra challenging. In this case documentation is key.
Make sure you’ve collected two years worth of bank statements that will allow a lender to

verify your earnings.

“Do you feel comfortable with your current employment or your source of income?,” asks
Bill Banfield, executive vice president of capital markets at Rocket Mortgage. “Because if
you didn’t feel comfortable with it and you weren’t sure what was going to happen, you

might feel like now’s not the right time.”

2. Do you want to stay in the same area long-term?

Are you looking to buy in an area you envision living in for five or more years? Raising a
family? Growing old? Consider: “Do I see myself living in this home, in this geography? Will

my job remain in this geography over the next two, three, four years?” notes Brunker.

A home is a big long-term investment. According to the National Association of Realtors, the
median length of homeownership in the U.S. is 13 years and the typical tenure has been going
up over the last decade.

If you may only be living in an area for a few years, determine if it makes financial sense to
buy by considering closing costs, which can range between 3% and 4% of the home’s sales

price, as well as how much renting would cost.

You can use a rent vs. buy calculator to compare the cost of renting versus the cost of buying
a home in your area to see if and when a home purchase is more economical than renting.

3. Are you comfortable managing debt?

People who have a demonstrated history of being able to manage their debt are more likely to
get more favorable terms on a home loan.

Paying your monthly debts on time and using your available credit wisely will lead to a
higher credit score. The higher your score the less risky you appear to a lender, which in turn
will qualify you for a lower interest rate. A good credit score according to FICO is 700. For
the best rates, however, a score of 740 or higher is needed.


https://www.zillow.com/rent-vs-buy-calculator/
https://money.com/what-is-a-credit-score/

For those who have no credit history — sometimes known as a thin file — it may be
impossible to obtain a mortgage. To start building a responsible credit history consider a low

limit credit card or a secured loan.

In addition to your credit score, lenders will also look at your debt-to-income ratio. A DTI
ratio compares your total monthly debts (including your new mortgage) to your gross
monthly income, and is used by lenders to determine your ability to repay the money you’re

borrowing.

Most lenders prefer a DTI of around 28%, while others may accept a ratio as high as 50%.
Generally speaking, the lower your DTI, the more comfortable you’ll be with the mortgage
payment. A high DTI can not only increase your interest rate but also limit the amount of

money you’ll be able to borrow.

Use Money’s debt-to-income ratio calculator to figure out your current DTI and determine

how much house you might be able to afford while keeping your ratio at a sustainable level.

4. Do you have an emergency fund?

An emergency fund can tide you over if you are out of work or help defray the cost of
unexpected expenses. Most experts recommend having enough cash to live on for three to six
months in a savings account — and homeowners may want more.

Homes require maintenance and repairs, especially when buying older homes that may need
upgrades. Being able to buy the house but then not have the money to repair it will only make
your financial situation worse.

Homeowners spent an average of $3,192 on maintenance and another $1,640 on emergency
repairs last year, according to HomeAdvisor. While newly-built homes may not need repairs

right away, building up a fund for the future is a wise idea. A good rule of thumb to follow
when budgeting for home repairs, according to Realtor.com, is to set aside between 1% to 4%

of the home’s value, with a higher percentage being set aside for older homes.



https://www.experian.com/blogs/ask-experian/credit-education/improving-credit/building-credit/
https://money.com/debt-income-ratio-calculator/
https://www.homeadvisor.com/r/true-cost-report/
https://www.realtor.com/advice/home-improvement/how-much-should-you-budget-for-home-maintenance-and-repairs/

Saving money is a smart move. Saving before applying for a mortgage is even
smarter.

Open an Account Today]

5. Do you have enough cash for a down payment?

You may have heard that in order to buy a home you need to have 20% of the purchase price
for a down payment. But according to Banfield, needing to put 20% down on a home is “a
modern-day fallacy.” Many lenders that will accept down payments as low as 3%. In fact, the
average down payment in 2020 was 6%, according to Rocket Mortgage.

For prospective homebuyers, coming up with a down payment can be daunting, says Jess
Kennedy, co-founder of online lender Beeline. Having to amass tens of thousands of dollars
is difficult.

Banfield recommends that you align your down payment with your goals for the home once

you’ve closed.

Does the home need a lot of work? Do you need to buy appliances, install new carpeting, or
repair a roof? A smaller down payment may be necessary to avoid taking out another loan or
wracking up a credit card debt. The right home improvements can also make your home more
valuable and increase your equity.

Keep in mind, however, that borrowers who put less than 20% down are required to pay
private mortgage insurance. PMI protects the lender from losing money in case you default.
The cost of PMI is usually added to your monthly mortgage payment, and can range between
0.5% to 2% of the loan amount. (Once you have paid enough of the loan to reach 20% equity,
your lender should remove the PMI.)

Of course, putting as much as possible down up front will also save you on interest over the
life of the loan. For example, you want to purchase a $200,000 home. You have a good credit
score and you qualify for a 3% interest rate on a 30-year fixed rate mortgage. If you put 20%
down on the home, you’ll pay a total of $82,844 in interest over the term of the loan. If you
put just 6% down, your total interest payments would be $97,342 — over $14,000 more. A
higher down payment can also mean a lower interest rate to begin with.


https://secure.money.com/pr/g4a884e6ffd9?&ap_referrer=https%3A%2F%2Fmoney.com%2Fhow-to-know-financially-ready-buy%2F&ca_referer=https%3A%2F%2Fmoney.com%2Fhow-to-know-financially-ready-buy%2F
https://www.rocketmortgage.com/learn/what-is-the-average-down-payment-on-a-house#:~:text=A%20down%20payment%20is%20a%20lump%20sum%20you,depending%20on%20your%20loan%20type%20and%20credit%20score.

6. Do you know how much you can afford to spend on a home?

Knowing how much house you can afford means having a clear idea of not only how large
your monthly payments will be, but also closing costs, insurance, and taxes. Compare how
your current housing costs relate to a new mortgage payment, whether you’re upgrading to a

new home or a renter looking for your first home.

A good way of getting an idea of how much home you can afford is to use a mortgage
calculator. By using this tool, you can input information, such as down payment amounts and
interest rates, to see how your monthly payment would change. In turn, you’ll get a better

idea of how much you feel comfortable paying.

Most financial experts recommend the 28/36 rule when determining affordability. This means
that you should spend only 28% of your gross monthly income on mortgage payments and
36% on your total debt.

There's never been a better time to buy a home.

Get Started

7. Are you willing to make sacrifices to become a homeowner?

Kennedy believes that in addition to being comfortable with your financial ability to pay a
mortgage, you should also consider how a home fits into your lifestyle.

For example, do you like eating out every weekend? Do you go on vacation every year? Will
the financial cost of a mortgage allow you to continue doing the things that make life fun?
Does buying a home fit into your future plans like starting a family or a business?

“These are kind of hard questions people sometimes need to be asking themselves that elicit
an emotional response,” notes Kennedy. If buying a home means cutting out things that you

are unwilling or uncomfortable giving up, it may be best to wait. Only you can tell.


https://money.com/mortgage-calculator/
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