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Finding A  
Place To Live

“Mortgage; a house with 
a guilty conscience.”

– Unknown author
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Smart From The Start: Money

Nothing says “I’m all grown up” more than moving into 

your own apartment or house. However, whether you decide 

to rent an apartment or buy a house, you’ll have a number of 

chances to fall into financial traps that can cost you thousands 

of dollars if you make a bad decision. Deciding to buy or rent, 

where to live, and how much to spend are all decisions you 

should carefully consider.

Later in this chapter we will talk about 

being “house poor”, which means that after 

paying for your housing expenses there is 

little money left for anything else. It’s great to have a 

wonderful house or big apartment. It’s not so great if all 

you have is a wonderful house or big apartment and no 

money left to spend on anything else!

RenT veRsUs BUy
There are a number of factors to consider when deciding 

whether buying or renting is the best option for you. Each 

situation is different and we can’t even begin to scratch the 

surface of all the factors you should consider when deciding to 

rent or buy in this chapter. However, below we’ve listed a few 

general questions that you should think about when deciding 

what is the best option for your own personal situation:

•  How long do you plan to stay in one place? If you plan 

on staying in one place for less than 3 or 5 years, it may 



3

Chapter 1: Finding A Place To Live

make sense to rent and not buy. That’s because there are a 

number of expenses associated with purchasing and selling 

real estate. These expenses include realtor commissions, 

loan closing costs, and other fees that can add up to 8%-

10% of the total purchase price. There is also no guarantee 

that you will be able to sell your house for as much as you 

paid for it.

•  Are you sure you know where you want to live? If you buy 

a house and then decide you don’t like the area you live in, 

you are pretty much stuck living there until someone buys 

the house from you. Not only may it take a long time to 

find a buyer, but you may also have to pay another round 

of real estate closing costs when you sell it. On the other 

hand, if you rented a place and decided that you are living 

in the wrong area of town, you’ll only have to stay there 

until your lease is up, or possibly sooner if you can get out 

of the lease early.

If you think you know where you want to 

live, but aren’t positive, it might be a good 

idea to rent in that area for a short period 

of time. That way you’ll get a good feel for the area 

and you’ll be sure it’s the right location for you before 

you buy.

•  How much money do you have for a down payment? 

Many mortgage lenders or banks require borrowers to 
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purchase private mortgage insurance (PMI) if you don’t 

have at least a 20% down payment on the house. PMI is 

an insurance policy the bank requires you to purchase 

that protects the bank in case you default on your loan. 

The PMI payments can significantly increase your monthly 

mortgage payments, and you’ll be required to pay them 

until your loan balance decreases to less than 80% of your 

home’s value.

•  Are you willing and able to maintain a house? All houses 

require some degree of maintenance and repair; air filters 

need to be changed, yards need to be mowed, and exteriors 

need to be painted. At some point, the roof may need to 

be replaced, the refrigerator may stop working, and toilets 

might leak. If you are renting you probably don’t have to 

worry about any of these issues because your landlord will 

take care of them. However, if you are a homeowner you’ll 

be responsible for tending to anything that needs repair, 

replacement or maintenance.

so yoU decIde RenTIng Is yoUR BesT oPTIon
Now you need to figure out WHERE you want to rent. If 

you eventually want to buy your own place, it may make 

sense to rent in the area of town where you’d consider 

eventually buying a house. That way you’ll find out whether 

or not you like the neighborhood before you purchase a 

house there. Other things you need to consider include the 

distance from your job, the cost or availability of parking in 

the area, and whether or not your landlord will allow you to 

have pets.
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You’ll also need to decide WHAT you want to rent: an 

apartment or a house. There are pros and cons to each one. 

For instance, large apartment complexes usually have a 

dedicated staff to deal with maintenance issues or emergency 

repairs at all hours of the night. These apartment complexes 

may also have a workout facility, pool, or community center. 

However, because of their size and number of tenants, it 

may be difficult or impossible to negotiate any special rental 

terms with a large apartment complex.

On the other hand, someone who is renting out their house 

may be more open to negotiating with you and working 

around your unique circumstances, such as your move-in date 

and rental rate.

No matter where or what you decide to rent, it’s important 

that you read and understand your Rental Agreement. The 

typical Rental Agreement will cover the following items:

•  Term – the length of time you agree to rent, usually 12 months

•  Rental Rate – the amount of rent you will pay, usually stated 

on a monthly basis

•  Security Deposit – up-front money given to the landlord 

prior to moving in. The landlord uses the security deposit 

to pay for excessive cleaning or repairs if they are needed 

when you move out.

•  Other Terms – such as whether animals are allowed, whether 

you can paint the walls, how the rent payment should be 

made, etc.
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SO yOu DeciDeD TO puRcHASe A HOuSe
Your house will not only provide you a place to live, but it 

will be one of the largest financial investments you will ever 

make. Just like other investments, it has the ability to increase 

or decrease in value. Making sure you understand what 

you’re doing when purchasing a house is an important step in 

protecting yourself and your assets.

Buying a home is a little more complicated than renting, 

because you’ll probably need to get a mortgage loan to finance 

your home purchase. The following paragraphs highlight the 

many steps involved in typical real estate transactions, from 

applying for a mortgage loan to the actual real estate purchase.

HOw mucH cAn yOu ReALLy AffORD On 
HOuSing cOSTS?

Before you apply for a mortgage loan or meet with a real 

estate agent, you should first figure out how much you can 

afford to spend on housing costs. Creating or reviewing your 

monthly budget will help you determine how much you can 

comfortably spend and still have money left over to live the 

lifestyle you want to live. A mortgage payment less than thirty 

percent of your monthly income is usually suggested.

mortgage lenders and real estate agents 

can provide you general guidelines on how 

much you can afford based on your income 

level, but those estimates should just be used as a 

general guideline. Just because a lender tells you that 
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you can afford a $175,000 house doesn’t necessarily 

mean you can. The lender doesn’t know what you like 

to do in your free time, how often you go on vacations, 

or what other items you like to spend your money on. 

The only person who knows how much you can actually 

afford on a mortgage payment is you.

The following chart illustrates how two individuals making 

the same amount of money can have a very different amount 

to spend on housing costs:

x Eli Joe

monthly Take-home pay: $2,000 $2,000

 - Food -300 -250

 - Entertainment -150 -50

 - Student loan payments -225 0

 - Transportation -100 -100

 - Vacation savings -75 0

 - Other -300 -300

Remaining money $850 $1,300

As you can see from the chart above, Joe has more money 

left over for housing costs than Eli does. That’s because Eli 

eats out more often, goes to the movies every week, has 

a student loan payment, and is saving for a trip to Florida. 

Joe, on the other hand, always packs his lunch, rents movies, 

has no student loan debt, and does not have vacation plans. 

Although they have the same income, their ability to pay for 
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housing costs differs substantially. Keep your own personal 

preferences and lifestyle in mind when others try to tell you 

how much you can afford.

THe mORTgAge AppLicATiOn pROceSS
Once you have determined how much you can afford on a 

mortgage payment, it’s time to get pre-qualified. A bank or 

mortgage broker will want to know about your work history, 

income level, available savings, and other personal financial 

information to determine how much they’d be willing to lend 

you. Some of the information the bank or mortgage broker 

may require are:

•  Name, address, and phone number of your current and 

previous employers

•  Loan balances and account numbers for all of your 

outstanding loans

•  Federal income tax returns or W-2 tax information

•  Recent pay stub

•  Checking and savings account statements

•  Signed Authorization Form which allows the bank to review 

your credit history

A mortgage broker is someone who helps 

you find a mortgage. Instead of going to a 

number of banks and mortgage lenders to 

get pre-qualified, a mortgage broker handles this step 

for you. A good mortgage broker has relationships with 
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a number of mortgage lenders and can identify which 

ones may be a good match for you.

A bank or mortgage lender will often use a set of financial 

ratios as guidelines to help determine how much money they 

are willing to lend you. Two common financial ratios used are:

•  Debt/income Ratio – calculates how much of your income 

is spent on repaying debt. Usually a Debt/Income ratio less 

than 35% or 40% is considered to be acceptable. A common 

Debt/Income ratio is calculated as follows:

(Current debt payments + New debt payments) / Income.

For example: if your income is $3,000 a month and your 

current monthly expenses include a $350 car payment, a 

$100 student loan payment, and a potential $900 mortgage 

payment, then your Debt/Income ratio would be 45% ($350 

+ $100 + $900 / $3,000 = 45%). A lender may consider this 

to be too much debt and not approve a mortgage loan with 

a $900 monthly payment.

•  Housing costs/income Ratio – calculates how much of 

your income is spent on housing costs. Usually a housing 

ratio less than 25% to 30% is considered to be acceptable. A 

common Housing Ratio is computed as follows:

Housing Costs / Income.
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For example: if your income is $3,000 per month and 

your current monthly housing costs include a $600 

mortgage payment, $100 for real estate taxes and $50 for 

homeowners’ insurance, then the Housing Ratio would be 

25%. ($600 + $100 + $50 / $3,000 = 25%). The lender may 

consider this to be an acceptable level.

Unfortunately the term “house poor” is 

popular in today’s culture. It means that 

someone has a very nice, expensive house, 

but can’t really afford anything else besides their 

mortgage payment. Unless you don’t want to go on 

vacations, have extra spending money, or save for the 

future, don’t become “house poor.” Instead, purchase 

a house that you can afford so that you can spend 

some of your hard-earned money on having fun!

yOu weRe AppROveD fOR A mORTgAge, 
buT wHicH One TO pick?

There are a number of mortgage loan options to choose 

from; some are repaid over 30 years and others over 15 

years, some have the same interest rate for the entire 

term of the loan and others have an interest rate that will 

change after a few years. Make sure you fully understand 

the loan options available to you and the pros and cons 

of each one. A few examples of the most common types 

of mortgages are:
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•  30-year term, fixed interest rate mortgage – one of the 

most popular mortgage choices available. This type of 

mortgage loan is often called a “traditional mortgage.” The 

required monthly payment will be the same each month for 

the entire 30 years, and you won’t have to worry about your 

interest rate going up. Each monthly payment will include a 

portion of the principal (which is the amount you borrowed) 

and the interest charge.

•  15- or 20-year term, fixed interest rate mortgages – 

another popular choice for people who want the peace 

of mind that their payments won’t increase in the future. 

Just like the 30-year “traditional mortgage,” the interest 

rate is fixed so the required monthly payments won’t 

change over the entire term of the loan. Because the 

repayment term is shorter than a 30-year “traditional 

mortgage,” the monthly payments will be more than if 

you picked a traditional 30-year mortgage. However, over 

the life of the loan a 15-year or 20-year mortgage will cost 

you significantly less than a 30-year mortgage because 

you will pay less in interest expense.

•  Adjustable rate mortgages (ARms) – ARMs do not have 

fixed interest rates for the life of the loan. Instead the 

interest rate will only be fixed for a certain number of 

years, probably the first 3, 5, or 7 years. After that time 

the interest rate will adjust either up or down depending 

on current market conditions. That means your interest 

rate could start at 5.50% for the first three years, but then 

increase to a higher rate starting in the fourth year. Your 

monthly payment on an ARM mortgage usually includes 
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Principal and Interest just like a “traditional mortgage.” 

The amount of time it takes to completely repay the debt, 

also known as the “term,” can vary from 15 to 30 years.

 •  interest-only mortgage loans – do not require you to make 

monthly principal payments. Instead, the only required 

payment is the interest charge. Although the monthly 

payment on an interest-only mortgage will be lower than 

a traditional mortgage, the loan balance won’t reduce! This 

means that you will be making payments but you won’t be 

paying off any debt.

“points” are up-front fees charged on new 

loans. A “point” is the same thing as 1.00% of 

the loan balance. for instance, 2 points on a 

$200,000 mortgage equals $4,000 (0.02 X $200,000 

= $4,000). There are a few different types of points 

charged by lenders, some might be tax deductible, 

some can lower your interest rate, and some are simply 

up-front fees. Ask your real estate agent or loan officer 

for a complete explanation of all points and fees.

wHAT DOeS eScROw meAn?
Your mortgage lender may offer you the opportunity to 

escrow your property taxes and homeowner’s insurance 

payments. That means the mortgage lender will collect 

1/12th of your annual property tax and homeowner’s 

insurance bills each month, along with your regular 




