
In 1948, Stanley and Wini Reben bought their first home for ninety dollars down. It was one of
the many tiny two-bedroom Cape Cod homes springing up all over Levittown, New York, after World
War II.

The typical Cape Cod home of Levittown, New York, ca. 1948.
Image courtesy of the Levittown Public Library collection.

“I was thrilled,” Wini remembers, more than half a century later. “After living in an apartment, those
four rooms were like a palace.”

Built at the astonishing rate of thirty a day, the homes in America’s first planned community were
small and affordable, often purchased with low-interest loans the government offered returning GIs.
Stanley, who had just finished service in the Coast Guard, and Wini, who worked at a cosmetics
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Price appreciation provides the second way to build equity. Like the cost of other consumer products,
home prices tend to go up over time. A cup of coffee doesn’t cost a nickel anymore, and the home
that Wini and Stanley bought for $8,000 in 1948 is worth a whole lot more these days. Historically,
home prices have increased faster than the rate of inflation—over the past thirty years, inflation
averaged 3 to 4 percent a year, while home prices went up on average 4 to 5 percent. This is a good
fact to bear in mind if you ever find yourself in a market that doesn’t currently appear to be
experiencing appreciation. Given time, when you sell your home, we believe there can be an
opportunity for you to experience both the bittersweet feeling of moving on and the excitement of
making some money on the sale.

To be candid, when planned properly, your home can become a lot like an interest-bearing savings
account. You make regular deposits with each mortgage check you write. Meanwhile, you have the
opportunity to earn “bonus interest” through price appreciation on the value of your home over time.
For that reason alone, home owners have a far greater net worth than renters.

It amazes most people to realize how much a 4 to 5 percent annual appreciation can amount to in
thirty years. Figure 1.2 shows how a $150,000 home bought today would, at 4 percent annual
appreciation, grow in value to $486,000 thirty years later. This may be hard to imagine until we realize
that Stanley and Wini would never have believed in 1948 that their $8,000 home would ever be worth
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in the neighborhood of $400,000. And while appreciation absolutely varies from area to area and from
time period to time period, over the long-term real estate appreciation is a proven and indisputable
fact.

Figure 1.2 also shows the combined advantage of equity buildup and debt pay down. When you look
at the home Sheila bought for $150,000 with only $15,000 down, you can see what happens in a
dramatic way. After twenty-two years her $15,000 investment has turned into $280,000; and after
thirty years (with her mortgage loan fully paid) it has grown to $486,000. By comparison, if she had
put that $15,000 in the bank at 4 percent, it would be worth only $48,651 after thirty years.
Amazingly, that’s just one-tenth of what she gained through buying her home.

In addition to the two benefits of building equity through mortgage payments and appreciation, there’s
a third reason why buying a home is financially smart. The U.S. government allows a tax deduction
for the interest paid on mortgage loans. We believe the significance of this deduction cannot be
overlooked, especially in the first years of a mortgage, when interest makes up the bulk of your
monthly payments. For example, if your loan payment was exactly the same as your rent, your annual
housing costs, including property taxes and insurance, could actually be comparable once you
factored in these mortgage interest tax savings. While tax deductions for interest paid are not the same
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lender’s loan products you are considering, so you will know if they are fair and competitive. In the
end, the lender will provide you a good-faith estimate that details the loan officer’s best forecast of
what you qualify for, what interest rate you can get, and all the fees involved.

While fees are rarely associated with home loans in Canada, in the United States they are
commonplace. So, on closing day in the United States, you may be responsible for various fees and
expenses on top of your down payment. Closing costs include the lender’s own fees, third-party fees
for requirements such as title insurance, and the cost of prepaying a year’s worth of property
insurance. Because closing costs can run in the thousands of dollars, it’s a good idea to compare
what different lenders charge. Line-by-line comparisons can be confusing, so instead, when you get
your good-faith estimates, we suggest you compare the total costs. If Lender A is more expensive
than Lender B, don’t be afraid to ask why. Sometimes lenders will negotiate.

In the United States, one cost you should consider is “points,” or prepaid interest. One point equals 1
percent of the total loan amount—one point on a $100,000 loan is $1,000.

In general, loans with higher (more) points come with lower interest rates. If you think about it, this
makes perfect sense—when you pay more interest up front, the lender doesn’t need to collect as
much interest every month to make a profit. In high interest-rate environments, buyers sometimes pay
extra points to buy a lower interest rate. However, this strategy pays off only over a longer period of
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that add value to simply accelerating your principal payments (making additional payments above your
monthly mortgage amount).

We realize everybody wants the lowest interest rate possible. In addition to the fact that a lower rate
can save you thousands of dollars over the life of the loan, it will also reduce the amount you pay
each month or allow you to buy a more expensive property with the same payment. The example in
figure 3.1 shows that for a monthly payment of just under $1,000, on a 6 percent loan would allow
you to buy a home that’s worth $30,000 more than the home you could get with a loan at 8 percent.

Sometimes people put off buying a home thinking that the market or interest rate will go down. We
would encourage you to move forward with the purchase of your first home because you may find
the rates will rise rather than drop and that “golden” opportunity you were waiting for may pass you
by.

The typical scenario: a home buyer will read in the newspaper that interest rates are expected to fall.
“CENTRAL BANK SET TO DROP RATES!” is the classic headline. What mortgage brokers
understand, and what we think you need to understand, is that today’s mortgage rates almost always
reflect these changes before they happen. When the U.S. Federal Reserve or Canada’s Central Bank
lowers the prime lending rates, most mortgage rates will already reflect that anticipated change as a
function of the highly competitive world of trying to win your mortgage business. So while these
buyers think they are smartly timing the market, they may be waiting for a rate drop that won’t
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As the interest rate on your ARM rises, a payment cap limits the dollar amount you can pay each month. This
sounds like a good thing, but it’s not because it  can lead to negative amortization, which occurs when any extra
interest you can’t pay is added to your principal debt, making it  grow instead of shrink.

ARM loans should be approached with caution, especially if you think you’ll live in your home a long
time. Think of it this way: you’re betting that rates will go down, or that you’ll move or refinance
before they move up significantly. As such, the ARM loans with the most tempting rates are those
that adjust sooner and more frequently, and put you at the greatest risk. Regardless of your situation,
if you’re considering an ARM, we suggest you ask your lender to draw up a worst-case scenario so
you know exactly how expensive your monthly payment could become and how quickly.

Now that we’ve brought the risks of an ARM to your attention, we should also point out that ARM
loans can be useful. They make perfect sense when buyers have firm plans to move before the
adjustments kick in. They can also be a good idea in a high interest-rate environment when the odds
of rates dropping are in your favor. Our goal here is to provide you with the knowledge you need to
make a well-informed mortgage decision with the help of your agent and lender.
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The bulk of your monthly payment will go toward paying off the principal and interest on your
mortgage, which is amortized. Amortization is the process by which your lender calculates all the
interest you will pay over the life of the loan, plus the amount you are borrowing, and divides that by
the total number of payments you’ll make (for example, a thirty-year loan is 360 monthly payments).
Please note: even though every monthly principal and interest payment is exactly the same (based on
the most popular thirty-year, fixed-rate loan), the proportion of principal and interest in each payment
varies over time. In the beginning, the bulk of each payment will go toward interest; in later years,
more of each payment will go toward paying off the principal (the amount you actually borrowed)
thus accelerating your equity buildup.

On top of your principal and interest, each month you will probably pay a portion of your annual
home owner’s insurance premiums and property taxes, which most likely will change from year to
year and thereby alter your monthly payment amount. For this reason, in the United States the
monthly payment is often referred to as PITI (in Canada it could be referred to as PIT because
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insurance premiums are rarely included):

Payments toward the principal, which reduces your loan amount
Interest, which is paid to the lender for allowing you to borrow the money
Property taxes, which are paid to local governments
Home owner’s insurance, which is paid to the company that is insuring your home
against defined damages and liabilities

Typically, buyers pay PITI (or PIT in Canada) to their lender in a single monthly payment. The
insurance and tax portions of these funds are then held in escrow—a separate account—until the
premiums or taxes are due. In other words, this escrow account works like withholding taxes from
your paycheck. It allows you to save throughout the year so you’ll be sure to have enough money to
pay annual tax and insurance bills. It also assures the lender that these monies will be paid on time,
that there will be no tax default, and that the lenders’ investment (your home) will always be properly
insured.

Again, we recommend getting preapproved as soon as possible—definitely before you start looking at
homes. It gives both you and the seller certainty that you can afford the property you want to buy,
which can make all the difference in a multiple-offer situation. In surveys, many first-time buyers
admit the most important thing they should have done was get preapproved sooner. Your real estate
agent will ensure you don’t put off this important step.

Loan officer Tommy Nelms of Austin, Texas, believes preapproval is even more critical due to
occasional rapid shifts in the mortgage industry. To save time and energy, he suggests you speak with
a loan officer before looking at homes. “It’s imperative that buyers work with a lender so they know
how much home they can afford before they get emotionally attached to one they can’t,” he says.
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In all four of the ownership scenarios (columns 1-4), it is important you understand that a private
second loan can also come from the seller. Just know that secondary liens in general carry less
favorable terms for the buyer—it’s about collateral. First liens are generally secured against the
property and first in line if the deal goes sour and the property must be liquidated to pay back the loan.
Secondary lenders account for this in the terms they offer. The main thing to recognize is the many
financing options you have when buying a home. Sometimes you just need to look in less obvious
places to find them.

Canadian agent Sylvie Begin of Ottawa, Ontario, did just that. Her clients were second- and third-year
medical students who had rented a place for several years, one they absolutely loved. “At the time,
they earned a modest student salary and really couldn’t qualify for a conventional mortgage,” Sylvie
recalls. “They were about to start their medical careers and knew they’d be making much more
money in a few years, so future income really wasn’t a concern.”
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Sylvie’s clients wanted to stop wasting money on rent, so creative financing made perfect sense. And
the seller, who was the clients’ landlord at the time, was happy to work with them. After agreeing on
a price with the seller, Sylvie negotiated a lease option purchase in which her clients would pay a few
hundred dollars extra each month in addition to rent. The seller/landlord held the extra money, and it
accumulated as an eventual down payment. Sylvie adds, “The key for my clients was to agree on a
price with the seller, especially in a scenario where the real estate market might be flat or depreciating
in a year or two.”

Both parties agreed on the amount of a nonrefundable deposit check, which guaranteed the buyers an
option—an exclusive right to purchase the property at the agreed-upon price in a predetermined time
period. The parties also agreed on the option expiration date. Every piece was negotiated, including the
portion of the rent that went toward the down payment.

They closed about eighteen months later and the home was theirs. “It was a win-win deal for both my
clients and the seller,” Sylvie notes. “All elements were agreed upon in advance, and the tenants, my
clients, always had the ability to opt out at any time by giving up a nonrefundable deposit and any
extra payments made toward the property.”
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“What is it about Southwest Woods that you like?” your agent asks. “Is it close to your work? Does it
have special amenities?”

“None of that,” you say. “It’s actually a little inconvenient. I just love all the trees and historic houses.
It’s the kind of neighborhood I’ve always liked.”

In this case, the “what” of Southwest Woods leads to the “why”: you like older, wooded
neighborhoods. Once you realize that, your agent can suggest alternative ways to meet that need.
Perhaps your agent could introduce you to Northeast Knoll, where the homes aren’t quite as big, but
where the streets are quiet, the lawns are shady, and the whole place feels a lot like a scaled-down
Southwest Woods.

As you explore your needs, be sure to separate them into immediate, short-term needs and anticipated
future needs, such as room to start a family or a new home business. In North America, people tend
to move every six or seven years.

So, it’s very likely that some of your long-term wants can move off your list in the short term.

Here’s how that might work: let’s back up for a second and imagine that you have a different reason
for wanting Southwest Woods. “It’s the neighborhood with the very best schools in the entire state,”
you tell your agent.

“How old are your children?” your agent asks. You say you don’t have any yet. You say you’re
waiting for now. In this case, you actually couldn’t care less about tall trees and old homes. What you
are really valuing is education, and you see a Southwest Woods address as a way to achieve that.
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But notice that you don’t need great schools today. At the least, it’ll be five years before you have a
child in school. In a situation like this, you might consider whether this is the home you expect to live
in when that want turns into a need. If it is, then Southwest Woods clearly may be your best option
for right now. If not, maybe you should put your more immediate needs at the top of the list.

In short, we think your consultation session starts with your values. From there, you can explore
your wants and needs. Once you understand that, you’re ready to go back to the “what”: your final
list of criteria.

This is the point at which many home-buying books would offer an exhaustive list of possible
features and characteristics to consider when shopping for a home. We’re not going to do that. We
believe it will be best for you to focus on the options within your own local market, rather than trying
to make sense of hard-and-fast rules that are supposed to apply everywhere. They never do. Instead,
we offer questions that help you evaluate and prioritize the things you want and need from your first
home. Remember our goal: to help you define the criteria that will find you a home that meets all your
needs and as many of your wants as possible.
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find them nit-picky and annoying—disputes over community rules have even led to lawsuits over residents’ rights to
fly a flag, put in a doghouse, or display political signs, to name just a few examples.

If a brand-new home is a top priority, that will shape your search for a location. We want to point out that the
newest homes are almost always on the outskirts of town, which may be convenient if you work in a suburban office
park but may be excruciating if your job is downtown. Also, it  has implications if you plan to move. Like condos that
lose their luster when a newer building goes in next door, it  can sometimes be hard to sell a gently used home when
buyers have the alternative of a new one in the next subdivision down the road.

What features do I need? What amenities do I want?

Your lifestyle determines the kind of features you really need your home to have. If you have four kids, you need a
lot of bedrooms; if you have four Alaskan Malamutes, you need a big yard. You might need a living area big enough
for a grand piano, wide doorways to accommodate a wheelchair, enough bathrooms for lit ter boxes for all the cats,
and a big garage for the car collection. For some buyers, spiritual concerns also come into play. “When I work with
buyers from some cultures, many want homes that face a certain way, or whose address adds up to a certain number,”
says agent Elaine Sans Souci.

Homes come with a dizzying variety of features and amenities—that’s what makes searching for the right one so
much fun! Your dream home may have high ceilings or wood floors, luxurious carpets or big windows, a pool or a
fireplace, vintage or flashy countertops. But, as you’re envisioning all the wonderful things you want your home to
have, we want you to be very careful to separate those that you truly need—like those four bedrooms—from those
you could do without. Most homes simply won’t have it  all. For example, if your list  of wants includes a home that is
both a historic property and has a wide-open layout with plenty of storage, you may be in trouble. In many areas,
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Above all, your property should be right for you, however offbeat and funky your tastes may be.
Remember, though, that someday you will have to sell this home to someone else, and in the
meantime you’ll have to deal with maintenance. If your agent strongly cautions you against a
particular home, we urge you to pay attention. If you had decided that Mockingbird Lane was the
right home for you, for example, Cindy would have cautioned you that foundation problems could
crop up at some point and encouraged an inspection before you made an offer. Even if you don’t
mind a sticking door or two, the next buyer might. “I want to be excited with you, but I’m also
looking at our relationship,” says Austin, Texas, agent David Raesz. “In five or seven years when
you’re ready to sell, I don’t want you saying I got you into something I can’t get you out of.”

Every property teaches you something. As your search progresses and your knowledge grows, tap
into these new insights to continually refine your criteria. Imagine, for example, that you decided to
look for homes in the Mockingbird Lane area because of its convenient location, even though the
homes are a little smaller and older than you’d like. Then, after looking at a dozen homes in the area,
you realize they all share the same flaw—they’re all just a little too small. Maybe it’s time for you to
reshuffle your priorities and consider a longer commute in order to buy a bigger, newer home. These
kinds of refinements are perfectly normal. In fact, they enhance your search as you share them with
your agent and use them to better focus on the right property for you.

There are also some helpful things you can do while you evaluate homes during your search. After a
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care that your money’s green.”

The right price fairly reflects the market value of the home you want to buy. To find this price, your
agent will pull together a comparative market analysis (CMA), which is a set of MLS records about
recently sold homes that resemble the one you want in size, condition, location, and amenities. These
records are also called “comparables” or “comps.” You’ll get the best market insights from the homes
most similar to your own. The perfect comp would be one that’s identical to your dream home,
situated next door, and that sold this morning. Perfect comps like that are hard to find, though, which
is why writing a competitive offer is more of an art than a science.

Your set of comps will enable you to determine an average cost per square foot, which forms the
basis of a competitive offer. For example, imagine that on average, three-bedroom homes in Oak
Knoll sold for about eighty-five dollars per square foot last month. The nicer homes sold for around
ninety dollars per square foot, while those that needed a little work went for about eighty dollars. You
need to decide where the home you want fits into that range. Does it need some updates? Is it located
on one of the busier streets in the neighborhood? In that case, a fair price would probably be on the
lower end. On the other hand, if it has an extra bathroom, a finished basement, or has been
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Keeping up with your home maintenance requires a little attentiveness, knowledge, and money. You
can stay on top of these requirements by utilizing your home warranty and by keeping maintenance
cash reserves. “As a home owner, you need to consider that maintenance or neglect will be reflected
in your future selling price. If you maintain your home well, and take care of the landscaping, then
you’re setting yourself up for success when it comes time to sell,” says Canadian agent Sylvie Begin.

Home warranties are increasingly popular deal-sweeteners for many buyers. Even if you didn’t get
one from the seller, you can buy one for yourself. If the seller chose the policy, you can usually make
changes to what is covered within the first month of owning your home. Be sure to read the fine print
—most policies exclude certain appliances or systems, so you may be in for a surprise if you find out
the refrigerator is not covered only after it goes warm. And, we suggest you make any changes as
soon as possible. Warranty companies don’t want you to wait for the water heater to break and then
add it to your coverage if it wasn’t originally covered, so they usually require a technician to certify
its condition (at your cost) if you want to add coverage further down the road.

In order to get the most out of your home warranty, we want you to make sure you understand what
might cause the warranty company to deny coverage. Some companies use poor maintenance as a
reason for denial. Others may not cover repairs that were reviewed by someone the warranty provider
didn’t send. For example, if your air conditioner dies and you ask Joe, the HVAC technician next
door, to look at it before you call the warranty company, coverage might be denied.

Warranties cost several hundred dollars annually, so many buyers, especially ones with new homes,
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