
(OW฀THE฀!FFLUENT฀-ANAGE฀
(OME฀%QUITY฀TO฀

3AFELY฀AND฀#ONSERVATIVELY฀
"UILD฀7EALTH

"Y฀3TEVEN฀-ARSHALL฀AND฀-IKE฀,OWE



(OW฀THE฀!FFLUENT฀-ANAGE฀(OME฀%QUITY�

HE฀ ANSWER�฀ -OST฀ OF฀ WHAT฀ WE฀ BELIEVE฀
ABOUT฀ MORTGAGES฀ AND฀ HOME฀ EQUITY�฀

WHICH฀ WE฀ LEARNED฀ FROM฀ OUR฀ PARENTS฀ AND฀
GRANDPARENTS�฀ IS฀ WRONG�฀ 4HEY฀ TAUGHT฀ US฀
TO฀ MAKE฀ A฀ BIG฀ DOWN฀ PAYMENT�฀ GET฀ A฀ lXED฀
RATE฀ MORTGAGE�฀ AND฀ MAKE฀ EXTRA฀ PRINCIPLE฀
PAYMENTS฀ IN฀ORDER฀ TO฀PAY฀OFF฀YOUR฀ LOAN฀AS฀
EARLY฀AS฀YOU฀CAN�฀-ORTGAGES�฀THEY฀SAID�฀ARE฀
A฀NECESSARY฀EVIL฀AT฀BEST�฀

฀ 4HE฀PROBLEM฀WITH฀THIS฀RATIONALE฀IS฀IT฀HAS฀
BECOME฀OUTDATED�฀4HE฀RULES฀OF฀MONEY฀HAVE฀
CHANGED�฀5NLIKE฀OUR฀GRANDPARENTS�฀WE฀WILL฀
NO฀LONGER฀HAVE฀THE฀SAME฀JOB฀FOR฀��฀YEARS�฀
)N฀ MANY฀ CASES฀ PEOPLE฀ WILL฀ SWITCH฀ CAREERS฀
lVE฀ OR฀ SIX฀ TIMES�฀ !LSO�฀ UNLIKE฀ OUR฀ GRAND

PARENTS�฀WE฀CAN฀NO฀LONGER฀DEPEND฀ON฀OUR฀
COMPANY�S฀ PENSION฀ PLAN฀ FOR฀ A฀ SECURE฀ RE

TIREMENT�฀ !฀ RECENT฀ 'ALLUP฀ SURVEY฀ SHOWED฀
THAT฀���฀OF฀WORKERS฀WANT฀TO฀RETIRE฀BEFORE฀
THE฀AGE฀OF฀���฀YET฀ONLY฀���฀THINK฀THEY฀CAN�฀

฀ 5NLIKE฀ OUR฀ GRANDPARENTS�฀ WE฀ WILL฀ NO฀
LONGER฀LIVE฀IN฀THE฀SAME฀HOME฀FOR฀��฀YEARS�฀
3TATISTICS฀SHOW฀THAT฀THE฀AVERAGE฀HOMEOWNER฀
LIVES฀IN฀THEIR฀HOME฀FOR฀ONLY฀SEVEN฀YEARS�฀!ND฀
UNLIKE฀OUR฀GRANDPARENTS�฀WE฀WILL฀NO฀LONGER฀
KEEP฀THE฀SAME฀MORTGAGE฀FOR฀��฀YEARS�฀!C

CORDING฀ TO฀ THE฀ &EDERAL฀ .ATIONAL฀ -ORTGAGE฀
!SSOCIATION�฀ OR฀ &ANNIE฀ -AE�฀ THE฀ AVERAGE฀
!MERICAN฀MORTGAGE฀LASTS฀���฀YEARS�฀0EOPLE฀
ARE฀RElNANCING฀THEIR฀HOMES฀EVERY฀���฀YEARS฀
TO฀ IMPROVE฀ THEIR฀ INTEREST฀ RATE�฀ RESTRUCTURE฀
THEIR฀DEBT�฀REMODEL฀THEIR฀HOME�฀OR฀TO฀PULL฀
OUT฀MONEY฀FOR฀INVESTING�฀EDUCATION฀OR฀OTHER฀
EXPENSES�฀'IVEN฀THESE฀STATISTICS�฀IT�S฀DIFlCULT฀
TO฀UNDERSTAND฀WHY฀SO฀MANY฀!MERICANS฀CON

TINUE฀ TO฀PAY฀ A฀HIGH฀ INTEREST฀ RATE฀PREMIUM฀

)F฀YOU฀HAD฀ENOUGH฀MONEY฀TO฀PAY฀OFF฀YOUR฀MORTGAGE฀RIGHT฀NOW�฀WOULD฀YOU�฀-ANY฀PEOPLE฀WOULD�฀)N฀FACT�฀

THE฀ @!MERICAN฀$REAM�฀IS฀ TO฀OWN฀YOUR฀OWN฀HOME�฀AND฀TO฀OWN฀IT฀OUTRIGHT�฀WITH฀NO฀MORTGAGE�฀ )F฀ THE฀

!MERICAN฀$REAM฀IS฀SO฀WONDERFUL�฀HOW฀CAN฀WE฀EXPLAIN฀THE฀FACT฀THAT฀THOUSANDS฀OF฀lNANCIALLY฀SUCCESS


FUL฀PEOPLE�฀WHO฀HAVE฀MORE฀THAN฀ENOUGH฀MONEY฀TO฀PAY฀OFF฀THEIR฀MORTGAGE�฀REFUSE฀TO฀DO฀SO�฀

4 FOR฀ A฀ ��
YEAR฀ lXED฀ RATE฀ MORTGAGE�฀ WHEN฀
THEY฀ARE฀LIKELY฀TO฀ONLY฀USE฀THE฀lRST฀���฀YEARS฀
OF฀THE฀MORTGAGE�฀7E฀CAN฀ONLY฀CONCLUDE฀THEY฀
ARE฀OPERATING฀ON฀OUTDATED฀KNOWLEDGE฀FROM฀
PREVIOUS฀GENERATIONS฀WHEN฀THERE฀WERE฀FEW฀
OPTIONS฀OTHER฀THAN฀THE฀��฀YEAR฀lXED฀MORT

GAGE�฀ 7EALTHY฀ !MERICANS�฀ THOSE฀ WITH฀ THE฀
ABILITY฀TO฀PAY฀OFF฀THEIR฀MORTGAGE฀BUT฀REFUSE฀
TO฀ DO฀ SO�฀ UNDERSTAND฀ HOW฀ TO฀ MAKE฀ THEIR฀
MORTGAGE฀WORK฀FOR฀THEM�

฀ 4HEY฀GO฀AGAINST฀MANY฀OF฀THE฀BELIEFS฀OF฀TRA

DITIONAL฀THINKING�฀4HEY฀PUT฀VERY฀LITTLE฀MONEY฀
DOWN�฀THEY฀KEEP฀THEIR฀MORTGAGE฀BALANCE฀AS฀
HIGH฀ AS฀ POSSIBLE�฀ THEY฀ CHOOSE฀ ADJUSTABLE฀
RATE฀INTEREST
ONLY฀MORTGAGES�฀AND฀MOST฀IM

PORTANTLY฀THEY฀INTEGRATE฀THEIR฀MORTGAGE฀INTO฀
THEIR฀ OVERALL฀ lNANCIAL฀ PLAN฀ TO฀ CONTINUALLY฀
INCREASE฀THEIR฀WEALTH�฀4HIS฀IS฀HOW฀THE฀RICH฀
GET฀RICHER�
฀
฀ 4HE฀GAME฀BOARD฀ IS฀ THE฀ SAME�฀BUT฀WHILE฀
MOST฀!MERICANS฀ARE฀PLAYING฀CHECKERS�฀ THE฀
AFmUENT฀ARE฀PLAYING฀CHESS�฀4HE฀GOOD฀NEWS฀
IS฀ THE฀STRATEGIES฀USED฀BY฀ THE฀WEALTHY฀WORK฀
FOR฀THE฀REST฀OF฀!MERICA฀AS฀WELL�฀!NY฀HOME

OWNER฀CAN฀IMPLEMENT฀THE฀STRATEGIES฀OF฀THE฀
WEALTHY฀TO฀INCREASE฀THEIR฀NET฀WORTH�฀

฀ 2IC฀ %DELMAN�฀ ONE฀ OF฀ THE฀ TOP฀ lNANCIAL฀
PLANNERS฀ IN฀ THE฀ COUNTRY฀ AND฀ A฀ .EW฀ 9ORK฀
4IMES฀ "EST฀ 3ELLING฀ AUTHOR�฀ SUMMARIZES฀ IN฀
THIS฀ BOOK฀ 4HE฀ 4RUTH฀ !BOUT฀ -ONEY�฀ h4OO฀
OFTEN�฀ PEOPLE฀ BUY฀ HOMES฀ IN฀ A฀ VACUUM�฀
WITHOUT฀ CONSIDERING฀ HOW฀ THAT฀ PURCHASE฀ IS฀
GOING฀TO฀AFFECT฀OTHER฀ASPECTS฀OF฀THEIR฀LIVES�฀
4HIS฀ CAN฀ BE฀ A฀ BIG฀ MISTAKE�฀ AND฀ THEREFORE฀
YOU฀ MUST฀ RECOGNIZE฀ THAT฀ OWNING฀ A฀ HOME฀

HOLDS฀ VERY฀ IMPORTANT฀ IMPLICATIONS฀ FOR฀ THE฀
REST฀ OF฀ YOUR฀ lNANCIAL฀ PLAN�฀ !LTHOUGH฀ A฀฀
lNE฀ GOAL�฀ OWNING฀ A฀ HOME฀ IS฀ NOT฀ THE฀ ULTI

MATE฀ lNANCIAL฀ PLANNING฀ GOAL�฀ AND฀ IN฀ FACT฀฀
HOW฀YOU฀HANDLE฀ISSUES฀OF฀HOME฀OWNERSHIP฀
MAY฀ WELL฀ DETERMINE฀ WHETHER฀ YOU฀ ACHIEVE฀
lNANCIAL฀SUCCESS�v
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฀ )N฀ ORDER฀ TO฀ DISCOVER฀ HOW฀ OUR฀ PARENTS฀
AND฀GRANDPARENTS฀GOT฀THE฀IDEA฀THAT฀A฀MORT

GAGE฀WAS฀A฀NECESSARY฀EVIL฀AT฀BEST�฀WE฀MUST฀
GO฀BACK฀IN฀TIME฀TO฀THE฀'REAT฀$EPRESSION�฀)N฀
THE฀�����S฀A฀COMMON฀CLAUSE฀IN฀LOAN฀AGREE

MENTS฀GAVE฀BANKS฀THE฀RIGHT฀TO฀DEMAND฀FULL฀
REPAYMENT฀ OF฀ THE฀ LOAN฀ AT฀ ANY฀ TIME�฀ 3INCE฀
THIS฀WAS฀LIKE฀ASKING฀FOR฀ THE฀MOON฀AND฀THE฀
STARS�฀ NO฀ ONE฀ WORRIED฀ ABOUT฀ IT�฀ 7HEN฀ THE฀
STOCK฀MARKET฀CRASHED฀ON฀/CTOBER฀���฀����฀
MILLIONS฀ OF฀ INVESTORS฀ LOST฀ HUGE฀ SUMS฀ OF฀
MONEY�฀MUCH฀OF฀ IT฀ ON฀MARGIN�฀"ACK฀ THEN�฀
YOU฀COULD฀BUY฀���฀OF฀STOCK฀FOR฀A฀���฀3INCE฀
THE฀VALUE฀OF฀THE฀STOCKS฀DROPPED�฀FEW฀INVES

TORS฀WANTED฀TO฀SELL�฀SO฀THEY฀HAD฀TO฀GO฀TO฀THE฀
BANK฀AND฀TAKE฀OUT฀CASH฀TO฀COVER฀THEIR฀MAR

GIN฀ CALL�฀ )T฀ DIDN�T฀ TAKE฀ LONG฀ FOR฀ THE฀ BANKS฀
TO฀ RUN฀OUT฀ OF฀ CASH฀ AND฀ START฀ CALLING฀ LOANS฀
DUE฀FROM฀GOOD฀!MERICANS฀WHO฀WERE฀FAITH

FULLY฀MAKING฀THEIR฀MORTGAGE฀PAYMENTS฀EVERY฀
MONTH�฀(OWEVER�฀THERE฀WASN�T฀ANY฀DEMAND฀
TO฀ BUY฀ THESE฀ HOMES�฀ SO฀ PRICES฀ CONTINUED฀
TO฀ DROP�฀ 4O฀ COVER฀ THE฀ MARGIN฀ CALLS�฀ BRO

KERS฀ WERE฀ FORCED฀ TO฀ SELL฀ STOCKS฀ AND฀ ONCE฀
AGAIN฀ THERE฀WASN�T฀ A฀MARKET฀ FOR฀ STOCKS฀ SO฀
THE฀ PRICES฀ KEPT฀ DROPPING�฀ 5LTIMATELY�฀ THE฀
'REAT฀$EPRESSION฀SAW฀THE฀STOCK฀MARKET฀FALL฀
MORE฀THAN฀���฀FROM฀ITS฀����฀HIGHS�฀-ORE฀
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MONEY฀ IS฀ NOT฀ THE฀ SAME฀ AS฀ MAKING฀ MONEY�฀
/R�฀PUT฀ANOTHER฀WAY�฀PAYING฀OFF฀DEBT฀ IS฀NOT฀
THE฀SAME฀AS฀ACCUMULATING฀ASSETS�฀"Y฀TACKLING฀
THE฀ MORTGAGE฀ PAY
OFF฀ lRST�฀ AND฀ THE฀ SAVINGS฀
GOAL฀SECOND�฀MANY฀ FAIL฀ TO฀CONSIDER฀ THE฀ IM

PORTANT฀ROLE฀A฀MORTGAGE฀PLAYS฀IN฀OUR฀SAVINGS฀
EFFORT�฀%VERY฀DOLLAR฀WE฀GIVE฀THE฀BANK฀IS฀A฀DOL

LAR฀WE฀DID฀NOT฀ INVEST�฀7HILE฀PAYING฀OFF฀ THE฀
MORTGAGE฀SAVES฀US฀INTEREST�฀IT฀DENIES฀US฀THE฀฀
OPPORTUNITY฀TO฀EARN฀INTEREST฀WITH฀THAT฀MONEY�฀
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฀ 2IC฀ %DELMAN฀ HAS฀ EDUCATED฀ HIS฀ CLIENTS฀
FOR฀ YEARS฀ ON฀ THE฀ BENElTS฀ OF฀ INTEGRATING฀
THEIR฀ MORTGAGE฀ INTO฀ THEIR฀ OVERALL฀ lNAN

CIAL฀ PLAN�฀ )N฀ HIS฀ BOOK�฀4HE฀ .EW฀ 2ULES฀ OF฀
-ONEY�฀2IC฀TELLS฀THE฀STORY฀OF฀TWO฀BROTHERS�฀
EACH฀OF฀WHOM฀SECURES฀ A฀MORTGAGE฀ TO฀BUY฀
A฀ ��������฀ HOME�฀ %ACH฀ BROTHER฀ EARNS฀
�������฀ A฀ YEAR฀ AND฀ HAS฀ �������฀ IN฀ SAV

INGS�฀4HE฀lRST฀BROTHER�฀"ROTHER฀!�฀BELIEVES฀

THAN฀HALF฀THE฀NATION�S฀BANKS฀FAILED฀AND฀MIL

LIONS฀ OF฀ HOMEOWNERS�฀ UNABLE฀ TO฀ RAISE฀ THE฀
CASH฀ THEY฀ NEEDED฀ TO฀ PAYOFF฀ THEIR฀ LOANS�฀
LOST฀THEIR฀HOMES�฀/UT฀OF฀THIS฀THE฀!MERICAN฀
-ANTRA฀WAS฀BORN�฀!LWAYS฀OWN฀YOUR฀HOME฀฀
OUTRIGHT�฀.EVER฀CARRY฀A฀MORTGAGE�฀

฀ 4HE฀ REASONING฀ BEHIND฀ !MERICA�S฀ NEW฀
MANTRA฀WAS฀REALLY฀QUITE฀SIMPLE�฀IF฀THE฀ECON

OMY฀FELL฀TO฀PIECES�฀AT฀LEAST฀YOU฀STILL฀HAD฀YOUR฀
HOME฀ AND฀ THE฀ BANK฀ COULDN�T฀ TAKE฀ IT฀ AWAY฀
FROM฀YOU�฀-AYBE฀YOU฀COULDN�T฀PUT฀FOOD฀ON฀
THE฀TABLE฀OR฀PAY฀YOUR฀BILLS�฀BUT฀YOUR฀HOME฀
WAS฀ SECURE�฀ 3INCE฀ THE฀ 'REAT฀ $EPRESSION฀
LAWS฀HAVE฀BEEN฀INTRODUCED฀THAT฀MAKE฀IT฀IL

LEGAL฀ FOR฀BANKS฀TO฀CALL฀YOUR฀LOAN฀DUE�฀4HE฀
BANK฀ CAN฀ NO฀ LONGER฀ CALL฀ YOU฀ UP฀ AND฀ SAY�฀
h7E�RE฀ RUNNING฀ A฀ LITTLE฀ SHORT฀ON฀ CASH฀ AND฀
NEED฀ YOU฀ TO฀PAY฀OFF฀ YOUR฀ LOAN฀ IN฀ THE฀NEXT฀
THIRTY฀DAYS�v฀

฀ !DDITIONALLY�฀THE฀&ED฀IS฀NOW฀QUICK฀TO฀INFUSE฀
MONEY฀ INTO฀ THE฀ SYSTEM฀ IF฀ THERE฀ IS฀ A฀ RUN฀ON฀
THE฀BANKS�฀AS฀WE฀SAW฀IN฀����฀AND฀9�+�฀!LSO�฀
THE฀&$)#฀WAS฀CREATED฀TO฀INSURE฀BANKS�฀3TILL�฀
IT�S฀NO฀WONDER฀THE฀FEAR฀OF฀LOSING฀THEIR฀HOME฀
BECAME฀INSTILLED฀IN฀THE฀HEARTS฀AND฀MINDS฀OF฀
THE฀!MERICAN฀PEOPLE�฀AND฀THEY฀QUICKLY฀GREW฀
TO฀ FEAR฀ THEIR฀ MORTGAGE�฀ )N฀ THE฀ �����S฀ AND฀
���S฀FAMILIES฀WOULD฀THROW฀MORTGAGE฀BURNING฀
PARTIES฀ TO฀ CELEBRATE฀ PAYING฀ OFF฀ THEIR฀ HOME�฀
!ND฀SO�฀BECAUSE฀OF฀ THIS฀ FEAR฀OF฀ THEIR฀MORT

GAGE�฀FOR฀NEARLY฀��฀YEARS฀MOST฀PEOPLE฀HAVE฀
OVERLOOKED฀THE฀OPPORTUNITIES฀THEIR฀MORTGAGE฀
PROVIDES฀TO฀BUILD฀lNANCIAL฀SECURITY�฀฀ ฀
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฀ -ANY฀PEOPLE฀HATE฀THEIR฀MORTGAGE฀BECAUSE฀
THEY฀ KNOW฀ OVER฀ THE฀ LIFE฀ OF฀ A฀ ��฀ YEAR฀ LOAN�฀
THEY฀ WILL฀ SPEND฀ MORE฀ IN฀ INTEREST฀ THAN฀ THE฀
HOUSE฀COST฀ THEM฀IN฀ THE฀lRST฀PLACE�฀4O฀SAVE฀
MONEY฀ IT฀ BECOMES฀ VERY฀ TEMPTING฀ TO฀ MAKE฀฀
A฀ BIGGER฀ DOWN฀ PAYMENT�฀ OR฀ MAKE฀ EXTRA฀฀
PRINCIPAL฀ PAYMENTS�฀ 5NFORTUNATELY�฀ SAVING฀

IN฀ THE฀ OLD฀ WAY฀ OF฀ PAYING฀ OFF฀ A฀ MORTGAGE�฀
WHICH฀ IS฀ AS฀ SOON฀ AS฀ POSSIBLE�฀ "ROTHER฀ !฀
BITES฀ THE฀ BULLET฀ AND฀ SECURES฀ A฀ lFTEEN
YEAR฀
MORTGAGE฀AT฀�����฀!02฀AND฀SHELLS฀OUT฀ALL฀
�������฀ OF฀ HIS฀ SAVINGS฀ AS฀ A฀ ���฀ DOWN฀
PAYMENT�฀ LEAVING฀ HIM฀ ZERO฀ DOLLARS฀ TO฀฀
INVEST�฀4HIS฀LEAVES฀HIM฀WITH฀A฀MONTHLY฀PAY

MENT฀OF฀�������฀3INCE฀HE฀HAS฀A฀COMBINED฀
FEDERAL฀AND฀STATE฀ INCOME฀ TAX฀ RATE฀OF฀����฀
HE฀IS฀LEFT฀WITH฀AN฀AVERAGE฀MONTHLY฀NET฀AFTER

TAX฀COST฀OF฀�������฀!LSO�฀IN฀AN฀EFFORT฀TO฀ELIMI

NATE฀HIS฀MORTGAGE฀SOONER�฀"ROTHER฀!฀SENDS฀
AN฀EXTRA฀����฀TO฀HIS฀LENDER฀EVERY฀MONTH�฀

฀ "ROTHER฀ "�฀ IN฀ CONTRAST�฀ SUBSCRIBES฀฀
TO฀ THE฀ NEW฀ WAY฀ OF฀ MORTGAGE฀ PLANNING�฀
CHOOSING฀INSTEAD฀TO฀CARRY฀A฀BIG�฀LONG
TERM฀
MORTGAGE�฀ (E฀ SECURES฀ A฀ ��
YEAR�฀ INTEREST

ONLY฀LOAN฀AT฀�����฀!02�฀(E฀OUTLAYS฀A฀SMALL฀
��฀DOWN฀PAYMENT฀OF฀�������฀AND฀INVESTS฀
THE฀ REMAINING฀ �������฀ IN฀ A฀ SAFE�฀ MONEY

MAKING฀SIDE฀ACCOUNT�฀(IS฀MONTHLY฀PAYMENT฀
IS฀�������฀����฀OF฀WHICH฀IS฀TAX฀DEDUCTIBLE฀
OVER฀ THE฀lRST฀ ��฀ YEARS�฀ AND฀���฀OVER฀ THE฀
LIFE฀OF฀THE฀LOAN�฀LEAVING฀HIM฀A฀MONTHLY฀NET฀
AFTER
TAX฀COST฀OF฀�����฀%VERY฀MONTH฀HE฀ADDS฀
����฀ TO฀ HIS฀ INVESTMENTS฀ �THE฀ SAME฀ ����฀
"ROTHER฀ !฀ SENT฀ TO฀ HIS฀ LENDER	�฀ PLUS฀ THE฀
����฀HE�S฀ SAVED฀ FROM฀HIS฀ LOWER฀MORTGAGE฀
PAYMENT�฀(IS฀INVESTMENT฀ACCOUNT฀EARNS฀AN฀
��฀RATE฀OF฀RETURN�฀
฀
฀ 7HICH฀ BROTHER฀ MADE฀ THE฀ RIGHT฀ DECI

SION�฀ 4HE฀ ANSWER฀ CAN฀ BE฀ FOUND฀ BY฀ LOOK

ING฀ INTO฀ THE฀ FUTURE�฀ !FTER฀ JUST฀ lVE฀ YEARS฀฀
"ROTHER฀ !฀ HAS฀ RECEIVED฀ �������฀ IN฀ TAX฀
SAVINGS�฀HOWEVER฀HE฀MADE฀ ZERO฀DOLLARS฀ IN฀
SAVINGS฀AND฀INVESTMENTS�฀"ROTHER฀"�฀ON฀THE฀
OTHER฀ HAND�฀ HAS฀ RECEIVED฀ �������฀ IN฀ TAX฀
SAVINGS฀AND฀HIS฀SAVINGS฀AND฀INVESTMENT฀AC

COUNT฀HAS฀GROWN฀TO฀��������฀.OW�฀WHAT฀IF฀
BOTH฀BROTHERS฀SUDDENLY฀LOSE฀THEIR฀JOBS�฀4HE฀
STORY฀ HERE฀ TURNS฀ RATHER฀ BLEAK฀ FOR฀ "ROTHER฀
!�฀7ITHOUT฀ANY฀MONEY฀IN฀SAVINGS�฀HE฀HAS฀NO฀
WAY฀TO฀GET฀THROUGH฀THE฀CRISIS�฀%VEN฀THOUGH฀

#OMMON฀(OME฀%QUITY฀฀
-ISCONCEPTIONS

-ANY฀!MERICANS฀BELIEVE฀THE฀FOLLOWING฀STATE

MENTS฀TO฀BE฀TRUE�฀BUT฀IN฀REALITY฀THEY฀ARE฀

MYTHS�฀OR฀MISCONCEPTIONS�฀

9OUR฀HOME฀EQUITY฀IS฀A฀PRUDENT฀
INVESTMENT�฀฀

&!,3%

%XTRA฀PRINCIPAL฀PAYMENTS฀ON฀YOUR฀
MORTGAGE฀SAVES฀YOU฀MONEY�฀฀

&!,3%

-ORTGAGE฀INTEREST฀SHOULD฀BE฀
ELIMINATED฀AS฀SOON฀AS฀POSSIBLE�฀

&!,3%
฀฀

3UBSTANTIAL฀EQUITY฀IN฀YOUR฀HOME฀
ENHANCES฀YOUR฀NET฀WORTH�฀฀

&!,3%

(OME฀%QUITY฀HAS฀A฀RATE฀OF฀RETURN�฀฀

&!,3%
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HE฀HAS฀�������฀OF฀EQUITY฀ IN฀HIS฀HOME�฀HE฀
CAN�T฀GET฀A฀LOAN฀BECAUSE฀HE฀DOESN�T฀HAVE฀A฀
JOB�฀7ITH฀NO฀ JOB฀AND฀NO฀ SAVINGS�฀HE฀CAN�T฀
MAKE฀ HIS฀ MONTHLY฀ PAYMENTS฀ AND฀ HAS฀ NO฀
CHOICE฀BUT฀TO฀SELL฀HIS฀HOME฀IN฀ORDER฀TO฀AVOID฀
FORECLOSURE�฀5NFORTUNATELY�฀AT฀THIS฀POINT฀IT�S฀
A฀lRE฀SALE฀SO฀HE฀MUST฀SELL฀AT฀A฀DISCOUNT�฀AND฀
THEN฀PAY฀REAL฀ESTATE฀COMMISSIONS�
฀ "ROTHER฀ "�฀ WHILE฀ NOT฀ PARTICULARLY฀
HAPPY฀ AT฀ THE฀ PROSPECTS฀ OF฀ SEARCHING฀ FOR฀
A฀ NEW฀ JOB�฀ IS฀ NOT฀ WORRIED฀ BECAUSE฀ HE฀
HAS฀ �������฀ IN฀ SAVINGS฀ TO฀ TIDE฀ HIM฀ OVER�฀
(E฀ DOESN�T฀ NEED฀ A฀ LOAN฀ AND฀ CAN฀ EAS

ILY฀MAKE฀HIS฀MONTHLY฀PAYMENTS�฀EVEN฀IF฀HE฀฀
IS฀ UNEMPLOYED฀ FOR฀ YEARS�฀ (E฀ HAS฀ NO฀฀
REASON฀ TO฀ PANIC�฀ AS฀ HE฀ IS฀ STILL฀ IN฀ CONTROL�฀
2EMEMBERx฀#ASH฀IS฀+ING�

฀ .OW�฀ LET�S฀ SAY฀ NEITHER฀ BROTHER฀ LOST฀ HIS฀
JOB�฀ 7E�LL฀ CHECK฀ IN฀ ON฀ THEM฀ AFTER฀ lFTEEN฀
YEARS฀ HAVE฀ PASSED฀ SINCE฀ THEY฀ PURCHASED฀
THEIR฀ HOMES฀ AND฀ EVALUATE฀ THE฀ RESULTS฀ OF฀
THEIR฀ lNANCING฀ STRATEGIES�฀ "ROTHER฀ !฀ HAS฀
NOW฀ RECEIVED฀ �������฀ IN฀ TAX฀ SAVINGS�฀ HE฀
HAS฀ �������฀ IN฀ SAVINGS฀ AND฀ INVESTMENTS฀
�ONCE฀HIS฀HOME฀WAS฀PAID฀OFF฀HE฀STARTED฀SAV

ING฀THE฀EQUIVALENT฀OF฀HIS฀MORTGAGE฀PAYMENT฀
EACH฀MONTH	�฀AND฀OWNS฀HIS฀HOME฀OUTRIGHT�฀
.OT฀TOO฀BAD�฀RIGHT�฀

฀ .OW฀ LET�S฀ CHECK฀ ON฀ HIS฀ "ROTHER�฀ "ROTHER฀
"฀HAS฀ RECEIVED฀�������฀ IN฀ TAX฀ SAVINGS฀AND฀
HAS฀��������฀IN฀SAVINGS฀AND฀INVESTMENTS�฀)F฀
HE฀CHOOSES฀TO�฀HE฀CAN฀PAY฀OFF฀THE฀REMAINING฀
MORTGAGE฀BALANCE฀OF฀��������฀AND฀STILL฀HAVE฀
�������฀LEFT฀OVER฀IN฀SAVINGS�฀FREE฀AND฀CLEAR�

฀ &INALLY�฀LET�S฀ASSUME฀THAT฀RATHER฀THAN฀PAY฀
OFF฀HIS฀MORTGAGE฀AT฀lFTEEN฀YEARS�฀"ROTHER฀"฀
DECIDES฀ TO฀ RIDE฀OUT฀ THE฀WHOLE฀ THIRTY฀ YEARS฀
OF฀THE฀LOAN�S฀LIFE�฀7HILE฀"ROTHER฀!฀HAS฀STILL฀
RECEIVED฀ ONLY฀ �������฀ IN฀ TAX฀ SAVINGS�฀ HIS฀
SAVINGS฀ AND฀ INVESTMENTS฀ HAVE฀ GROWN฀ TO฀
���������฀AND฀HE฀STILL฀OWNS฀HIS฀HOME฀OUT

RIGHT�฀"ROTHER฀"�฀ON฀THE฀OTHER฀HAND�฀HAS฀RE
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"ROTHER฀h!v฀BELIEVES฀IN฀
h4HE฀/LD฀7AYv฀n฀PAYING฀฀
OFF฀THE฀MORTGAGE฀AS฀SOON฀
AS฀POSSIBLE

"ROTHER฀h"v฀BELIEVES฀IN฀
h4HE฀.EW฀7AYv฀nCARRYING฀฀
A฀BIG�฀LONG฀MORTGAGE

2ESULTS฀!FTER฀�฀9EARS



(OW฀THE฀!FFLUENT฀-ANAGE฀(OME฀%QUITY �

CEIVED฀A฀WHOPPING฀��������฀IN฀TAX฀SAVINGS�฀
HAS฀ACCUMULATED฀AN฀INCREDIBLE฀����������฀
IN฀SAVINGS฀AND฀INVESTMENTS�฀AND฀ALSO฀OWNS฀
HIS฀HOME฀OUTRIGHT�฀(E฀CAN฀START฀OVER฀FRESH฀
AND฀ ENJOY฀ THE฀ SAME฀ BENElTS฀ ONCE฀ AGAIN�฀
5NFORTUNATELY�฀ THE฀ MAJORITY฀ OF฀ !MERICANS฀
FOLLOW฀ THE฀ SAME฀PATH฀AS฀"ROTHER฀!�฀ AS฀ IT�S฀
THE฀ONLY฀PATH฀THEY฀KNOW�฀/NCE฀THE฀PATH฀OF฀
"ROTHER฀"฀ IS฀ REVEALED฀ TO฀ THEM�฀A฀PARADIGM฀
SHIFTING฀EPIPHANY฀OFTEN฀OCCURS฀AS฀THEY฀REAL

IZE฀"ROTHER฀"�S฀PATH฀ENABLES฀HOMEOWNERS฀TO฀
PAY฀ THEIR฀HOMES฀OFF฀SOONER฀�IF฀ THEY฀CHOOSE฀
TO	�฀ WHILE฀ SIGNIlCANTLY฀ INCREASING฀ THEIR฀ NET฀
WORTH฀AND฀MAINTAINING฀THE฀ADDED฀BENElTS฀OF฀
LIQUIDITY฀AND฀SAFETY฀THE฀ENTIRE฀WAY�฀

35##%33&5,,9฀-!.!').'฀(/-%฀฀
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฀ )N฀ �����฀ $OUG฀ !NDREW�฀ A฀ TOP฀ lNAN

CIAL฀ PLANNER฀ FROM฀ 5TAH�฀ WAS฀ THE฀ lRST฀ TO฀
CLEARLY฀ ARTICULATE฀ THE฀ STRATEGY฀ THE฀ WEALTHY฀
HAVE฀BEEN฀USING฀ FOR฀DECADES฀ IN฀HIS฀BOOK�฀
-ISSED฀ &ORTUNE�฀ 4HE฀ BOOK฀ IS฀ BASED฀ ON฀
THE฀ CONCEPTS฀ OF฀ SUCCESSFULLY฀ MANAGING฀
HOME฀ EQUITY฀ TO฀ INCREASE฀ LIQUIDITY�฀ SAFETY�฀
RATE฀ OF฀ RETURN�฀ AND฀ TAX฀ DEDUCTIONS�฀ $OUG฀
EDUCATES฀ READERS฀ TO฀ VIEW฀ THEIR฀ MORTGAGE฀
AND฀HOME฀EQUITY฀ THROUGH฀A฀DIFFERENT฀ LENS�฀
THE฀ SAME฀ LENS฀ USED฀ BY฀ THE฀ AFmUENT�฀ (E฀
SHOWS฀ HOW฀ RELATIVELY฀ MINOR฀ CHANGES฀ IN฀
HOME฀ EQUITY฀ PERCEPTION฀ AND฀ POSITION

ING฀ CAN฀ PRODUCE฀ MONUMENTAL฀ LONG
TERM฀฀
EFFECTS฀IN฀lNANCIAL฀SECURITY�฀

฀ -ANY฀!MERICANS฀BELIEVE฀THE฀BEST฀WAY฀TO฀
PAY฀OFF฀A฀HOME฀EARLY฀IS฀TO฀PAY฀EXTRA฀PRINCIPAL฀
ON฀YOUR฀MORTGAGE�฀3IMILARLY�฀MANY฀lNANCE฀
PROFESSORS฀ THINK฀A฀��
YEAR฀ LOAN฀SAVES฀YOU฀
MONEY฀ BY฀ REDUCING฀ THE฀ INTEREST฀ YOU฀ PAY�฀
(OWEVER�฀ $OUG฀ !NDREW฀ POINTS฀ OUT฀ IN฀ HIS฀
BOOK�฀-ISSED฀&ORTUNE�฀THAT฀THIS฀THINKING฀IS฀
mAWED�฀)F฀YOU฀DO฀THE฀MATH�฀YOU฀lND฀IF฀YOU฀
SET฀ ASIDE฀ THE฀ MONTHLY฀ PAYMENT฀ DIFFERENCE฀

BETWEEN฀A฀��
YEAR฀LOAN฀AND฀A฀��
YEAR฀LOAN�฀
AS฀ WELL฀ AS฀ THE฀ TAX฀ SAVINGS฀ INTO฀ A฀ SAFE฀ SIDE฀
INVESTMENT฀ ACCOUNT฀ EARNING฀ A฀ CONSERVA

TIVE฀RATE฀OF฀RETURN�฀YOU฀WILL฀HAVE฀ENOUGH฀TO฀
PAY฀YOUR฀HOME฀OFF฀ IN฀���฀YEARS฀�OR฀IN฀��฀
YEARS฀WITH฀�������฀TO฀SPARE�	�฀#HAPTER฀ONE฀
IN฀-ISSED฀&ORTUNE฀TALKS฀ABOUT฀THE฀�������฀
MISTAKE฀MADE฀BY฀MILLIONS฀OF฀!MERICANS฀WHO฀
CHOOSE฀THE฀lFTEEN
YEAR฀LOAN�
฀
฀ #RAM฀ )NVESTMENT฀ 'ROUP฀ TEACHES฀ AN฀
EDUCATIONAL฀ SEMINAR฀ FOR฀ THE฀ PUBLIC฀ BASED฀
LARGELY฀ON฀THE฀-ISSED฀&ORTUNE฀CONCEPTS�฀)N฀
THE฀ SEMINAR�฀WE฀BREAK฀DOWN฀ THE฀ FOUR฀KEY฀
BENElTS฀OF฀ INTEGRATING฀ YOUR฀MORTGAGE฀ INTO฀
YOUR฀ lNANCIAL฀ PLAN฀ �INCREASED฀ LIQUIDITY�฀
SAFETY�฀ RATE฀OF฀ RETURN�฀AND฀ TAX฀DEDUCTIONS	฀
IN฀ORDER฀TO฀LOOK฀AT฀EACH฀ONE฀IN฀MORE฀DETAIL�฀

/UR฀ GOAL฀ IS฀ TO฀ HELP฀ CLIENTS฀ CONSERVE฀ THEIR฀
HOME฀ EQUITY�฀ NOT฀ CONSUME฀ IT�฀7E฀ ARE฀ONE฀
OF฀THE฀FEW฀lNANCIAL฀PLANNING฀lRMS฀WHO฀EN

COURAGE฀CLIENTS฀TO฀SECURE฀DEBT฀IN฀ORDER฀TO฀
BECOME฀DEBT฀FREE฀SOONER�฀

฀ )N฀!PRIL฀ �����฀4HE฀ *OURNAL฀OF฀ &INANCIAL฀
0LANNING฀ �PUBLISHED฀ BY฀ THE฀ )NSTITUTE฀ OF฀
#ERTIlED฀ &INANCIAL฀ 0LANNERS	฀ CONTAINED฀
THE฀lRST฀ACADEMIC฀STUDY฀UNDERTAKEN฀ON฀THE฀
QUESTION฀ OF฀ ��
YEAR฀ VERSUS฀ ��
YEAR฀ MORT

GAGES�฀4HEY฀CONCLUDED฀THE฀��
YEAR฀LOAN฀IS฀
BETTER�฀"ASED฀ON฀ THE฀ SAME฀ LOGIC�฀WOULDN�T฀

AN฀ INTEREST
ONLY฀ LOAN฀ BE฀ BETTER฀ THAN฀ AN฀
AMORTIZING฀ LOAN�฀ )F฀ MORTGAGE฀ MONEY฀ COST฀
YOU฀�
���฀THE฀CHANCES฀ARE฀PRETTY฀GOOD฀THAT฀
YOU฀CAN฀EARN฀��฀ON฀YOUR฀MONEY�฀ )NTEREST฀
RATES฀ ARE฀ RELATIVE�฀ )N฀ THE฀ �����S�฀ MONEY฀
WAS฀ COSTING฀ ����฀ BUT฀ INDIVIDUALS฀ COULD฀
STILL฀EARN฀���฀ON฀THEIR฀MONEY�฀$UE฀TO฀ THE฀
TAX฀ DEDUCTIBILITY฀ OF฀ MORTGAGE฀ INTEREST฀ AND฀
COMPOUNDING฀RETURNS�฀YOU฀CAN฀BORROW฀AT฀A฀
HIGHER฀RATE฀AND฀INVEST฀IT฀AT฀A฀LOWER฀RATE฀AND฀
STILL฀MAKE฀A฀SIGNIlCANT฀PROlT�

,!2'%฀%15)49฀).฀9/52฀(/-%฀฀
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฀ "Y฀HAVING฀CASH฀AVAILABLE฀FOR฀EMERGENCIES฀
AND฀INVESTMENT฀OPPORTUNITIES�฀MOST฀HOME

OWNERS฀ ARE฀ BETTER฀ OFF฀ THAN฀ IF฀ THEIR฀ EQUITY฀
IS฀ TIED฀ UP฀ IN฀ THEIR฀ RESIDENCE�฀ ,ARGE�฀ IDLE฀

EQUITY�฀ALSO฀CALLED฀@HAVING฀ALL฀YOUR฀EGGS฀ IN฀
ONE฀BASKET��฀CAN฀BE฀RISKY฀IF฀THE฀HOMEOWNER฀
SUDDENLY฀NEEDS฀CASH�฀7HILE฀EMPLOYED฀AND฀
IN฀EXCELLENT฀HEALTH�฀BORROWING฀ON฀A฀HOME฀
IS฀ EASY�฀ BUT฀ MOST฀ PEOPLE�฀ ESPECIALLY฀ RETIR

EES�฀UNEXPECTEDLY฀NEED฀CASH฀WHEN฀THEY฀ARE฀
SICK�฀ UNEMPLOYED฀ OR฀ HAVE฀ INSUFlCIENT฀ IN

COME�฀/BTAINING฀A฀HOME฀LOAN฀UNDER฀THESE฀
CIRCUMSTANCES฀CAN฀BE฀EITHER฀IMPOSSIBLE฀OR฀
VERY฀EXPENSIVE�

฀ (OW฀MANY฀OF฀US฀ FEEL฀WHEN฀WE฀GO฀ TO฀ THE฀
BANK฀ WE฀ ALMOST฀ NEED฀ TO฀ PROVE฀ WE฀ DON�T฀

!RE฀YOU฀STILL฀DOING฀THIS�฀
h(ERE฀IS฀AN฀EXTRA฀����฀฀

PRINCIPAL฀PAYMENT฀-R�฀"ANKER�฀
$ON�T฀PAY฀ME฀ANY฀INTEREST฀฀

ON฀IT�฀)F฀)฀NEED฀IT฀BACK�฀)�LL฀PAY฀
YOU฀FEES�฀BORROW฀IT฀BACK฀ON฀

YOUR฀TERMS�฀AND฀PROVE฀฀
TO฀YOU฀THAT฀)฀QUALIFY�v

-ONEY฀YOU฀GIVE฀THE฀BANK฀฀
IS฀MONEY฀YOU�LL฀NEVER฀฀
SEE฀AGAIN฀UNLESS฀YOU฀฀
RElNANCE฀OR฀SELL�



(OW฀THE฀!FFLUENT฀-ANAGE฀(OME฀%QUITY�

NEED฀THE฀MONEY฀BEFORE฀THEY�LL฀LOAN฀IT฀TO฀US�฀
4HE฀BANK฀WANTS฀TO฀KNOW฀WE฀HAVE฀THE฀ABILITY฀
TO฀ REPAY฀ THE฀ LOAN�฀9OU฀CAN฀ IMAGINE฀HOW฀A฀
CONVERSATION฀MIGHT฀GO฀WITH฀YOUR฀BANKER�฀h)฀
BROUGHT฀UP฀YOUR฀LOAN฀APPLICATION฀UP฀TO฀THE฀
BOARD฀THIS฀MORNING฀AND฀)฀EXPLAINED฀TO฀THEM฀
YOU�RE฀ GOING฀ THROUGH฀ SOME฀ HARD฀ lNANCIAL฀
TIMES�฀ YOU�RE฀ UNEMPLOYED�฀ YOUR฀ CREDIT฀ IS฀
NOT฀SO฀GOOD฀AND฀MAYBE฀THEY฀COULD฀LEND฀YOU฀
SOME฀CASH฀TO฀GET฀THROUGH฀THESE฀ROUGH฀TIMES�฀
4HEIR฀RESPONSE฀WAS���฀@&AT฀CHANCE��฀

฀ 7HAT฀ MANY฀ PEOPLE฀ DON�T฀ REALIZE฀ IS฀ THAT฀
EVEN฀ IF฀ THEY�VE฀ CONSISTENTLY฀ BEEN฀ MAKING฀
DOUBLE฀MORTGAGE฀PAYMENTS฀FOR฀lVE฀YEARS฀IN฀
A฀ROW�฀THE฀BANK฀STILL฀HAS฀NO฀LENIENCY�฀)F฀SUD

DENLY฀ THEY฀EXPERIENCE฀A฀lNANCIAL฀ SETBACK�฀
THE฀BANK฀WILL฀NOT฀CARE�฀4HEY฀CAN฀GO฀TO฀THE฀
BANK฀AND฀PLEAD�฀h)฀NEVER฀THOUGHT฀IN฀A฀MIL

LION฀YEARS฀THIS฀WOULD฀HAPPEN฀TO฀ME�฀BUT฀IT฀
DID�฀ )�VE฀ BEEN฀PAYING฀MY฀MORTGAGE฀ IN฀ AD

VANCE฀FOR฀YEARS�฀HOW฀ABOUT฀IF฀)฀JUST฀COAST฀ON฀
MY฀MORTGAGE฀PAYMENTS฀FOR฀A฀FEW฀MONTHS�v฀
4HEY฀GET฀THE฀SAME฀ANSWER฀EVERY฀TIME���฀@&AT฀
CHANCE��฀ "ANKS฀ JUST฀ DON�T฀ WORK฀ THAT฀ WAY�฀
2EGARDLESS฀OF฀HOW฀MUCH฀YOU�VE฀PAID฀YOUR฀
MORTGAGE฀ DOWN฀ OR฀ HOW฀ MANY฀ EXTRA฀ PAY

MENTS฀YOU�VE฀MADE�฀NEXT฀MONTH�S฀PAYMENT฀
IS฀STILL฀DUE฀IN฀ITS฀ENTIRETY฀NO฀MATTER฀WHAT�฀

7(9฀3%0!2!4%฀%15)49฀&2/-฀฀
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฀ )N฀ THE฀ BOOK�฀ -ISSED฀ &ORTUNE�฀ $OUG฀
!NDREW฀ SUGGESTS฀ PEOPLE฀ STRONGLY฀ CON

SIDER฀ SEPARATING฀ AS฀ MUCH฀ EQUITY฀ AS฀ THEY฀
POSSIBLY฀ CAN฀ FROM฀ THEIR฀ HOUSE�฀ AND฀
PLACE฀ IT฀ OVER฀ IN฀ A฀ CASH฀ POSITION�฀ 7HY฀ IN฀
THE฀ WORLD฀ WOULD฀ YOU฀ WANT฀ TO฀ HAVE฀ THE฀฀
EQUITY฀REMOVED฀FROM฀YOUR฀HOME�฀4HERE฀ARE฀
ACTUALLY฀THREE฀PRIMARY฀REASONS�

฀ ��฀,)15)$)49฀
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฀ 4HESE฀THREE฀ELEMENTS฀ARE฀ALSO฀COMMONLY฀
USED฀ AS฀ THE฀ TEST฀ OF฀ A฀ PRUDENT฀ INVESTMENT�฀
7HEN฀EVALUATING฀A฀POTENTIAL฀INVESTMENT�฀EX

PERIENCED฀ INVESTORS฀WILL฀ ASK฀ THE฀ FOLLOWING฀
THREE฀QUESTIONS�

฀ ��฀฀฀(/7฀,)15)$฀)3฀)4�฀฀
�#AN฀)฀GET฀MY฀MONEY฀BACK฀฀
WHEN฀)฀WANT฀IT�	

฀ ��฀฀(/7฀3!&%฀)3฀)4�฀฀
�)S฀IT฀GUARANTEED฀OR฀INSURED�	

฀ ��฀฀7(!4฀2!4%฀/&฀2%452.฀#!.฀)฀%80%#4�

(OME฀EQUITY฀FAILS฀ALL฀THREE฀TESTS฀OF฀A฀PRUDENT฀
INVESTMENT�฀ ,ET�S฀ EXAMINE฀ EACH฀ OF฀ THESE฀
CORE฀ELEMENTS฀ IN฀MORE฀DETAIL฀ TO฀BETTER฀UN

DERSTAND฀WHY฀HOME฀EQUITY฀FAILS฀THE฀TESTS฀OF฀A฀
PRUDENT฀INVESTMENT�฀AND�฀MORE฀IMPORTANTLY�฀
WHY฀HOME
OWNERS฀BENElT฀BY฀SEPARATING฀THE฀฀
EQUITY฀FROM฀THEIR฀HOME�฀
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฀ 7HAT฀IS฀THE฀BIGGEST฀SECRET฀IN฀REAL฀ESTATE�฀
9OUR฀ MORTGAGE฀ IS฀ A฀ LOAN฀ AGAINST฀ YOUR฀ IN

COME�฀NOT฀A฀LOAN฀AGAINST฀THE฀VALUE฀OF฀YOUR฀
HOUSE�฀7ITHOUT฀AN฀ INCOME�฀ IN฀MANY฀CASES฀
YOU฀CANNOT฀GET฀A฀LOAN�฀)F฀YOU฀SUDDENLY฀EX

PERIENCED฀ DIFlCULT฀ lNANCIAL฀ TIMES�฀ WOULD฀
YOUR฀ RATHER฀HAVE฀�������฀OF฀ CASH฀ TO฀HELP฀
YOU฀MAKE฀YOUR฀MORTGAGE฀PAYMENT�฀OR฀HAVE฀
AN฀ADDITIONAL฀�������฀OF฀EQUITY฀TRAPPED฀IN฀
YOUR฀HOME�฀!LMOST฀EVERY฀PERSON฀WHO฀HAS฀
EVER฀ LOST฀ THEIR฀HOME฀TO฀ FORECLOSURE฀WOULD฀
HAVE฀BEEN฀BETTER฀OFF฀IF฀THEY฀HAD฀THEIR฀EQUITY฀
SEPARATED฀FROM฀THEIR฀HOME฀IN฀A฀LIQUID�฀SAFE�฀
CONSERVATIVE฀ SIDE฀ FUND฀ THAT฀ COULD฀BE฀USED฀
TO฀ MAKE฀ MORTGAGE฀ PAYMENTS฀ DURING฀ THEIR฀
TIME฀OF฀NEED�

฀ 4HE฀ IMPORTANCE฀ OF฀ LIQUIDITY฀ BECAME฀ ALL฀
TOO฀CLEAR฀WHEN฀THE฀STOCK฀MARKET฀CRASHED฀IN฀
/CTOBER฀OF฀�����฀ )F฀ SOMEONE฀HAD฀ADVISED฀
YOU฀TO฀SELL฀YOUR฀STOCKS฀AND฀CONVERT฀TO฀CASH�฀
THEY฀WOULD฀HAVE฀BEEN฀A฀HERO�฀/R�฀IF฀YOU฀HAD฀

ENOUGH฀LIQUIDITY฀YOU฀COULD฀HAVE฀WEATHERED฀
THE฀ STORM�฀ 4HOSE฀ WITH฀ OTHER฀ LIQUID฀ ASSETS฀
WERE฀ ABLE฀ TO฀ REMAIN฀ INVESTED�฀ 4HEY฀ WERE฀
REWARDED฀ AS฀ THE฀ MARKET฀ REBOUNDED฀ AND฀
RECOVERED฀ FULLY฀ WITHIN฀ ��฀ DAYS�฀ (OWEVER�฀
THOSE฀WITHOUT฀ LIQUIDITY฀WERE฀ FORCED฀ TO฀SELL฀
WHILE฀ THE฀MARKET฀WAS฀DOWN�฀CAUSING฀ THEM฀
TO฀ ACCEPT฀ SIGNIlCANT฀ LOSSES�฀ )N฀ -ISSED฀
&ORTUNE�฀$OUG฀!NDREW฀ TELLS฀ THE฀ STORY฀OF฀ A฀
YOUNG฀ COUPLE฀ WHO฀ LEARNED฀ WHAT฀ HE฀ CALLS฀
h4HE฀ ��������฀ ,ESSON฀ ON฀ ,IQUIDITYv�฀ )N฀
����฀THIS฀COUPLE฀BUILT฀A฀BEAUTIFUL฀HOME฀THAT฀
WOULD฀ BE฀ FEATURED฀ IN฀ "ETTER฀ (OMES฀ AND฀
'ARDENS�฀ 4HE฀ COUPLE�S฀ HOME฀ APPRECIATED฀
IN฀VALUE�฀AND�฀BY฀�����฀IT฀WAS฀APPRAISED฀FOR฀
JUST฀UNDER฀���������฀4HEY฀HAD฀ACCUMULATED฀
A฀SIGNIlCANT฀AMOUNT฀OF฀EQUITY�฀NOT฀BECAUSE฀
THEY฀ HAD฀ BEEN฀ MAKING฀ EXTRA฀ PAYMENTS฀ ON฀
THE฀ PROPERTY�฀ BUT฀ BECAUSE฀ MARKET฀ CONDI

TIONS฀IMPROVED฀OVER฀THAT฀FOUR
YEAR฀PERIOD�฀

฀ 4HIS฀COUPLE฀ THOUGHT฀ THEY฀HAD฀ THE฀WORLD฀
BY฀ THE฀ TAIL�฀ 4HEY฀ HAD฀ A฀ HOME฀ VALUED฀ AT฀
��������฀ WITH฀ lRST฀ AND฀ SECOND฀ MORT

GAGES฀ OWING฀ ONLY฀ ���������฀ 4HEY฀ HAD฀
hMADEv฀ ��������฀ IN฀ FOUR฀ SHORT฀ YEARS�฀

h)T�S฀BETTER฀TO฀HAVE฀ACCESS฀
฀TO฀THE฀EQUITY฀OR฀VALUE฀OF฀
YOUR฀HOME฀AND฀NOT฀NEED฀IT�฀
THAN฀TO฀NEED฀IT฀AND฀NOT฀BE฀

ABLE฀TO฀GET฀AT฀IT�v
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4HEY฀ HAD฀ THE฀ MISCONCEPTION฀ THAT฀ THE฀฀
EQUITY฀ IN฀ THEIR฀ HOME฀HAD฀ A฀ RATE฀ OF฀ RETURN฀
WHEN�฀ IN฀ FACT�฀ IT฀ WAS฀ JUST฀ A฀ NUMBER฀ ON฀ A฀
SHEET฀OF฀PAPER�

฀ 4HEN�฀ A฀ SERIES฀ OF฀ UNEXPECTED฀ EVENTS฀
REDUCED฀ THEIR฀ INCOME฀ TO฀ ALMOST฀ NOTHING฀
FOR฀ NINE฀ MONTHS�฀ 4HEY฀ COULDN�T฀ BORROW฀
MONEY฀ TO฀ KEEP฀ THEIR฀ MORTGAGE฀ PAYMENTS฀
CURRENT฀ BECAUSE฀ WITHOUT฀ AN฀ INCOME฀ THEY฀
DID฀ NOT฀ HAVE฀ THE฀ ABILITY฀ TO฀ REPAY�฀ 7ITHIN฀
SIX฀ MONTHS฀ THEY฀ HAD฀ SOLD฀ TWO฀ OTHER฀฀
PROPERTIES฀ TO฀ BRING฀ THEIR฀ MORTGAGE฀ OUT฀
OF฀ DELINQUENCY�฀ 4HEY฀ SOON฀ REALIZED฀ THAT฀
IN฀ ORDER฀ TO฀ PROTECT฀ THEIR฀ ��������฀ OF฀ EQ

UITY฀ THEY฀ WOULD฀ HAVE฀ TO฀ SELL฀ THEIR฀ HOME�฀
!S฀ -URPHY�S฀ ,AW฀ WOULD฀ HAVE฀ IT�฀ THE฀฀
PREVIOUSLY฀ STRONG฀ REAL฀ ESTATE฀ MAR

KET฀ TURNED฀ SOFT�฀ !LTHOUGH฀ THEY฀ REDUCED฀
THEIR฀ ASKING฀ PRICE฀ SEVERAL฀ TIMES฀ n฀ FROM฀
��������฀ DOWN฀ TO฀ ��������฀ n฀ THEY฀ COULD฀
NOT฀ lND฀ A฀ BUYER�฀ 3ADLY�฀ THEY฀ GAVE฀ UP฀ THE฀
HOME฀ IN฀ FORECLOSURE฀ TO฀ THE฀ MORTGAGE฀
LENDER�฀ 3OMETIMES฀ SAD฀ STORIES฀ ONLY฀ GET฀฀
SADDER�฀ 4HE฀ TWO฀ MORTGAGES฀ ON฀ THE฀ PROP

ERTY฀WERE฀IN฀THE฀AMOUNTS฀OF฀��������฀AND฀
��������฀ RESPECTIVELY�฀ 4HE฀ SECOND฀ MORT

GAGE฀HOLDER฀OUTBID฀THE฀lRST฀ONE฀AT฀THE฀EN

SUING฀ AUCTION�฀ FEELING฀ THAT�฀ MUCH฀ LIKE฀ THE฀
ORIGINAL฀OWNERS�฀IT฀WAS฀IN฀A฀GOOD฀POSITION�฀
+NOWING฀THAT฀THE฀HOUSE฀HAD฀BEEN฀APPRAISED฀
FOR฀ ���������฀ AND฀ THE฀ OBLIGATION฀ OWING฀
WAS฀ ONLY฀ ���������฀ IT฀ THOUGHT฀ IT฀ COULD฀
TURN฀AROUND฀AND฀SELL฀THE฀PROPERTY฀TO฀COVER฀
THE฀ INVESTMENT�฀ )T฀ TOOK฀ NINE฀ LONG฀ MONTHS฀
TO฀ SELL�฀ DURING฀WHICH฀ TIME฀ THE฀ LENDER฀WAS฀
FORCED฀ TO฀ PAY฀ THE฀ lRST฀ MORTGAGE฀ AND฀ ALSO฀
ACCRUED฀AN฀ADDITIONAL฀�������฀OF฀ INTEREST฀
AND฀PENALTIES�฀"Y฀THE฀TIME฀THE฀HOME฀lNALLY฀
SOLD�฀ LESS฀ THE฀�������฀ IN฀ ACCRUED฀ INDEBT

EDNESS�฀GUESS฀WHO฀GOT฀STUCK฀WITH฀THE฀DEl

CIENCY฀BALANCE฀OF฀�������฀ON฀ THEIR฀CREDIT฀
REPORT�฀4HE฀ORIGINAL฀OWNERS�฀OF฀COURSE�฀

฀ 4HIS฀ COUPLE฀ NOT฀ ONLY฀ HAD฀ A฀ FORECLO

SURE฀ APPEAR฀ ON฀ THEIR฀ CREDIT฀ REPORT฀ FOR฀
SEVEN฀ YEARS�฀ THE฀ REPORT฀ ALSO฀ SHOWED฀ A฀
DElCIENCY฀ BALANCE฀ OWING฀ �������฀ ON฀
A฀ HOME฀ THEY฀ HAD฀ LOST฀ NEARLY฀ ONE฀ YEAR฀฀
EARLIER�฀ )N฀ A฀ TIME฀ OF฀ lNANCIAL฀ SETBACK฀ THEY฀
LOST฀ONE฀OF฀THEIR฀MOST฀VALUABLE฀ASSETS฀DUE฀TO฀
A฀LACK฀OF฀LIQUIDITY�฀)F฀THEY฀HAD฀SEPARATED฀THEIR฀
��������฀IN฀HOME฀EQUITY฀AND฀REPOSITIONED฀
IT฀INTO฀A฀SAFE฀SIDE฀ACCOUNT�฀THEY฀WOULD฀HAVE฀
EASILY฀BEEN฀ABLE฀TO฀MAKE฀THEIR฀MORTGAGE฀PAY

MENTS฀AND฀PREVENTED฀THIS฀SERIES฀OF฀EVENTS�฀

฀ !T฀ THIS฀ POINT฀ IN฀ THE฀ STORY�฀ $OUG฀ ADMITS฀
THE฀ YOUNG฀ COUPLE฀ WAS฀ REALLY฀ HE฀ AND฀ HIS฀
WIFE�฀ 3HAREE�฀ $ESPITE฀ OBJECTIONS฀ FROM฀ HIS฀
EDITOR�฀ $OUG฀ INSISTED฀ THE฀ STORY฀ REMAIN฀ IN฀
THE฀ BOOK฀ BECAUSE฀ HE฀ WANTED฀ HIS฀ READERS฀
TO฀ KNOW฀ HE฀ UNDERSTANDS฀ lRST฀ HAND฀ THE฀
IMPORTANCE฀OF฀ POSITIONING฀ ASSETS฀ IN฀lNAN

CIAL฀ INSTRUMENTS฀ THAT฀ MAINTAIN฀ LIQUIDITY฀ IN฀
THE฀ EVENT฀ OF฀ AN฀ EMERGENCY�฀ )F฀ $OUG฀ AND฀
3HAREE฀ HAD฀ ACCESS฀ TO฀ THEIR฀ HOME�S฀ EQ

UITY�฀THEY฀COULD฀HAVE฀USED฀IT฀TO฀WEATHER฀THE฀฀
lNANCIAL฀ STORM฀ UNTIL฀ THEY฀ COULD฀ GET฀ BACK฀
ON฀ THEIR฀ FEET�฀$OUG฀ LEARNED฀ FROM฀HIS฀OWN฀
EXPERIENCE฀ THE฀ IMPORTANCE฀OF฀MAINTAINING฀
mEXIBILITY฀IN฀ORDER฀TO฀RIDE฀OUT฀MARKET฀LOWS฀
AND฀ TAKE฀ADVANTAGE฀OF฀MARKET฀HIGHS�฀!ND�฀

MOST฀IMPORTANTLY�฀HE฀LEARNED฀NEVER฀TO฀ALLOW฀
A฀SIGNIlCANT฀AMOUNT฀OF฀EQUITY฀ TO฀ACCUMU

LATE฀IN฀HIS฀PROPERTY�฀

฀ (OME฀EQUITY฀ IS฀NOT฀ THE฀SAME฀AS฀CASH฀ IN฀
THE฀BANK�฀ONLY฀CASH฀IN฀THE฀BANK฀IS฀THE฀SAME฀
AS฀CASH฀IN฀THE฀BANK�฀"EING฀HOUSE฀RICH฀AND฀
CASH฀POOR฀IS฀A฀DANGEROUS฀POSITION฀TO฀BE฀IN�฀
)T฀ IS฀BETTER฀ TO฀HAVE฀ACCESS฀ TO฀ THE฀EQUITY฀OR฀
VALUE฀OF฀YOUR฀HOME฀AND฀NOT฀NEED฀IT�฀THAN฀TO฀
NEED฀ IT฀AND฀NOT฀BE฀ABLE฀ TO฀GET฀AT฀ IT�฀+EEP

ING฀HOME฀ EQUITY฀ SAFE฀ IS฀ REALLY฀ A฀MATTER฀ OF฀
POSITIONING฀YOURSELF฀TO฀ACT฀INSTEAD฀OF฀REACT฀
TO฀MARKET฀CONDITIONS฀OVER฀WHICH฀YOU฀HAVE฀
NO฀CONTROL�฀
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฀ 4HE฀3EATTLE฀4IMES�฀IN฀AN฀ARTICLE฀PUBLISHED฀
IN฀-ARCH฀�����฀REPORTED�฀h2EMEMBER฀THAT฀
HOUSING฀PRICES฀CAN฀AND฀DO฀LEVEL฀OFF�
4HEY฀SOMETIMES฀DECLINE฀n฀WITNESS฀3OUTHERN฀
#ALIFORNIA฀ JUST฀A฀ LITTLE฀MORE฀ THAN฀A฀DECADE฀฀
AGO�฀WHEN฀PRICES฀ TOOK฀A฀��฀PERCENT฀ TO฀��฀
PERCENT฀ CORRECTIVE฀ JOLT฀ DOWNWARD�v฀ 2EAL฀
ESTATE฀EQUITY฀IS฀NO฀SAFER฀THAN฀ANY฀OTHER฀IN

VESTMENT฀WHOSE฀VALUE฀IS฀DETERMINED฀BY฀AN฀
EXTERNAL฀MARKET฀OVER฀WHICH฀WE฀PERSONALLY฀
HAVE฀ NO฀ CONTROL�฀ )N฀ FACT�฀ DUE฀ TO฀ THE฀ HID

DEN฀hRISKS฀OF฀LIFE�v฀REAL฀ESTATE฀EQUITY฀IS฀NOT฀
NEARLY฀ AS฀ SAFE฀ AS฀MANY฀OTHER฀ CONSERVATIVE฀
INVESTMENTS฀AND฀ASSETS�฀!฀HOME฀ THAT฀ IS฀EI

THER฀MORTGAGED฀TO฀THE฀HILT฀OR฀OWNED฀TOTALLY฀
FREE฀AND฀CLEAR฀PROVIDES฀ THE฀GREATEST฀SAFETY฀
FOR฀THE฀HOMEOWNER�฀

฀ !MERICANS฀TYPICALLY฀BELIEVE฀HOME฀EQUITY฀
IS฀A฀VERY฀SAFE฀INVESTMENT�฀)N฀FACT�฀ACCORDING฀
TO฀A฀ RECENT฀ STUDY�฀���฀OF฀!MERICANS฀HAVE฀
MORE฀OF฀THEIR฀NET฀WORTH฀IN฀HOME฀EQUITY฀THAN฀
IN฀ ALL฀ OTHER฀ INVESTMENTS฀ COMBINED�฀ (OW

EVER�฀ IF฀���฀lNANCIAL฀PLANNERS฀LOOKED฀AT฀A฀
CLIENT฀ PORTFOLIO฀ THAT฀ WAS฀ ���฀ WEIGHTED฀ IN฀
A฀SINGLE฀INVESTMENT�฀��฀OUT฀OF฀���฀OF฀THEM฀
WOULD฀ IMMEDIATELY฀ RECOMMEND฀ THE฀ CLIENT฀

฀h(OME฀EQUITY฀IS฀NOT฀THE฀
SAME฀AS฀CASH฀IN฀THE฀BANK�฀฀
/NLY฀CASH฀IN฀THE฀BANK฀IS฀THE฀
SAME฀AS฀CASH฀IN฀THE฀BANK�v
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DIVERSIFY฀TO฀REDUCE฀THEIR฀RISK฀AND฀INCREASE฀
SAFETY฀OF฀PRINCIPAL�฀(OLDING฀LARGE฀AMOUNTS฀
OF฀HOME฀EQUITY฀PUTS฀THE฀HOMEOWNER฀AT฀UN

NECESSARY฀ RISK�฀ 4HIS฀ RISK฀ COULD฀ BE฀ GREATLY฀
REDUCED฀BY฀DIVERSIFYING฀ THEIR฀HOME฀EQUITY฀
INTO฀OTHER฀INVESTMENTS�฀

฀ !N฀ EXAMPLE฀ OF฀ THE฀ NECESSITY฀ OF฀ KEEPING฀
YOUR฀ HOME�S฀ EQUITY฀ SAFELY฀ SEPARATED฀ FROM฀
YOUR฀PROPERTY฀CAN฀BE฀CAN฀BE฀FOUND฀IN฀(OUS

TON�฀4EXAS�฀7HEN฀OIL฀PRICES฀FELL฀TO฀ALL฀TIME฀
LOWS฀IN฀THE฀EARLY฀�����S฀THE฀CITY฀OF฀(OUSTON฀
WAS฀ HIT฀ HARD�฀ 4HOUSANDS฀ OF฀ WORKERS฀ WERE฀
LAID฀ OFF฀ AND฀ ULTIMATELY฀ FORCED฀ TO฀ SELL฀ THEIR฀
HOMES�฀7ITH฀A฀GLUT฀OF฀HOMES฀ON฀THE฀MARKET�฀
HOUSING฀ PRICES฀ PLUMMETED�฀ 5NFORTUNATELY�฀
THERE฀WERE฀FAR฀TOO฀MANY฀SELLERS฀AND฀FAR฀TOO฀
FEW฀ BUYERS�฀ (OMEOWNERS฀ WERE฀ UNABLE฀ TO฀
SELL฀AND฀UNABLE฀TO฀MAKE฀THEIR฀MORTGAGE฀PAY

MENTS�฀!S฀A฀RESULT�฀������฀HOMES฀WERE฀FORE

CLOSED�฀$ID฀THESE฀������฀FAMILIES฀SUDDENLY฀
BECOME฀BAD฀PEOPLE�฀.O�฀ THEY฀ JUST฀COULDN�T฀
MAKE฀ THEIR฀ MORTGAGE฀ PAYMENTS�฀ *UST฀ PRIOR฀
TO฀THIS฀SERIES฀OF฀EVENTS฀MANY฀OF฀THESE฀PEOPLE฀
WERE฀MAKING฀EXTRA฀PRINCIPAL฀PAYMENTS�฀5N

FORTUNATELY�฀ THEY฀ COULD฀ NOT฀ COAST฀ ON฀ THOSE฀
EXTRA฀ PAYMENTS�฀ AND฀ WITH฀ SO฀ MANY฀ HOUSES฀
ON฀THE฀MARKET฀FOR฀SALE�฀SOME฀PEOPLE฀LITERALLY฀
HAD฀TO฀WALK฀AWAY฀FROM฀THEIR฀HOME�฀

฀ 4HE฀EQUITY฀ THESE฀PEOPLE฀HAD฀WORKED฀SO฀
HARD฀TO฀BUILD฀UP฀WAS฀LOST฀COMPLETELY�฀4HEY฀
LEARNED฀ THE฀ HARD฀ WAY฀ THAT฀ HOME฀ EQUITY฀ IS฀
FRAGILE�฀ AND฀ CERTAINLY฀ NOT฀ AS฀ SAFE฀ AS฀ THEY฀
ONCE฀ THOUGHT�฀ #OULD฀ THIS฀ HAPPEN฀ TODAY�฀
*UST฀ LOOK฀ AT฀ WHEN฀ THE฀ %NRON฀ #ORPORATION฀
COLLAPSED฀A฀ FEW฀ YEARS฀AGO�฀ AND฀ THOUSANDS฀
LOST฀ THEIR฀ JOBS฀AND฀HOMES�฀AGAIN฀ IN฀(OUS

TON�฀ 4EXAS�฀ 7HAT฀ WOULD฀ HAPPEN฀ IN฀ THE฀
3EATTLE฀ AREA฀ IF฀ -ICROSOFT฀ OR฀ "OEING฀ HAD฀
MAJOR฀ LAY
OFFS�฀ -ONEY฀ YOU฀ GIVE฀ THE฀ BANK฀
IS฀ MONEY฀ YOU�LL฀ NEVER฀ SEE฀ AGAIN฀ UNLESS฀ YOU฀฀
RElNANCE฀OR฀SELL�฀7HEN฀THE฀PEOPLE฀IN฀(OUSTON฀
PLEADED�฀h-R�฀"ANKER�฀)�VE฀BEEN฀MAKING฀EXTRA฀
MORTGAGE฀PAYMENTS฀FOR฀YEARS�฀)�M฀WELL฀AHEAD฀

OF฀ SCHEDULE�฀ 7ILL฀ LET฀ YOU฀ LET฀ ME฀ COAST฀ FOR฀ A฀
WHILE�v฀4HE฀BANK฀REPLIED�฀h&AT฀#HANCE�v
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฀ )S฀ YOUR฀HOME฀REALLY฀ SAFE�฀5NFORTUNATELY�฀
MANY฀HOME฀BUYERS฀HAVE฀THE฀MISCONCEPTION฀
THAT฀ PAYING฀ DOWN฀ THEIR฀ MORTGAGE฀ QUICKLY฀
IS฀ THE฀BEST฀METHOD฀OF฀REDUCING฀THE฀RISK฀OF฀
FORECLOSURE฀ ON฀ THEIR฀ HOMES�฀ (OWEVER�฀ IN฀
REALITY�฀ THE฀ EXACT฀ OPPOSITE฀ IS฀ TRUE�฀ !S฀ HO

MEOWNERS฀ PAY฀ DOWN฀ THEIR฀ MORTGAGE�฀ THEY฀
ARE฀UNKNOWINGLY฀TRANSFERRING฀THE฀RISK฀FROM฀
THE฀BANK฀TO฀THEMSELVES�฀7HEN฀THE฀MORTGAGE฀
BALANCE฀IS฀HIGH�฀THE฀BANK฀CARRIES฀THE฀MOST฀
RISK�฀ 7HEN฀ THE฀ MORTGAGE฀ BALANCE฀ IS฀ LOW�฀
THE฀HOMEOWNER฀BEARS฀THE฀RISK�฀7ITH฀A฀LOW฀
MORTGAGE฀BALANCE฀THE฀BANK฀IS฀IN฀A฀GREAT฀PO

SITION�฀AS฀THEY฀STAND฀TO฀MAKE฀A฀NICE฀PROlT฀IF฀
THE฀HOMEOWNER฀DEFAULTS�฀)N฀ADDITION฀TO฀AS

SUMING฀UNNECESSARY฀RISK�฀MANY฀PEOPLE฀WHO฀
SCRAPE฀UP฀EVERY฀BIT฀OF฀EXTRA฀MONEY฀THEY฀CAN฀
TO฀APPLY฀AGAINST฀PRINCIPAL฀OFTEN฀lND฀THEM

SELVES฀WITH฀NO฀LIQUIDITY�฀7HEN฀TOUGH฀TIMES฀
COME�฀ THEY฀ lND฀ THEMSELVES฀ SCRAMBLING฀ TO฀
MAKE฀THEIR฀MORTGAGE฀PAYMENTS�

฀ !SSUME฀YOU�RE฀A฀MORTGAGE฀BANKER฀LOOK

ING฀ AT฀ YOUR฀ PORTFOLIO�฀ AND฀ YOU฀ HAVE฀ ���฀
LOANS฀ THAT฀ ARE฀ DELINQUENT�฀ !LL฀ OF฀ THE฀ LOANS฀
ARE฀FOR฀HOMES฀VALUED฀AT฀���������฀3OME฀OF฀
THE฀ LOAN฀BALANCES฀ARE฀��������฀AND฀SOME฀
ARE฀ ���������฀ 3UDDENLY�฀ THERE฀ IS฀ A฀ GLUT฀ IN฀
THE฀MARKET฀ AND฀ THE฀HOMES฀ARE฀NOW฀WORTH฀
���������฀ 7HICH฀ HOMES฀ DO฀ YOU฀ AS฀ THE฀
BANKER฀FORECLOSE฀ON฀&)234�฀4HE฀ONES฀OWING฀
THE฀LEAST฀AMOUNT฀OF฀MONEY�฀OF฀COURSE�฀!FTER฀
ALL�฀AS฀A฀BANKER฀YOU�D฀MAKE฀MONEY฀ TAKING฀
BACK฀ THOSE฀ HOMES�฀ HOWEVER฀ YOU�D฀ LOSE฀
MONEY฀ TRYING฀ TO฀ SELL฀ A฀HOME฀ FOR฀��������฀
THAT฀STILL฀OWED฀��������฀ON฀IT�฀"ANKS฀HAVE฀
BEEN฀ KNOWN฀ TO฀ CALL฀ DELINQUENT฀ HOMEOWN

ERS฀WITH฀HIGH฀MORTGAGE฀BALANCES฀AND฀OFFER฀

ASSISTANCE�฀ h7E฀ UNDERSTAND฀ YOU฀ ARE฀ GOING฀
THROUGH฀SOME฀TOUGH฀TIMES�฀IS฀THERE฀ANYTHING฀
WE฀CAN฀DO฀TO฀HELP฀YOU�฀7E฀REALLY฀WANT฀YOU฀
TO฀ BE฀ ABLE฀ TO฀ KEEP฀ YOUR฀ HOME�v฀ 4HE฀ LAST฀
THING฀THEY฀WANT฀TO฀DO฀IS฀ TAKE฀BACK฀A฀HOME฀
THAT฀THEY฀WILL฀LOSE฀MONEY฀RESELLING�฀

฀ )T�S฀ INTERESTING฀TO฀NOTE�฀DURING฀THE฀'REAT฀
$EPRESSION�฀THE฀(ILTON฀CHAIN฀OF฀HOTELS฀WAS฀
DEEPLY฀AFFECTED฀BY฀ THE฀STOCK฀MARKET฀CRASH฀
AND฀ COULDN�T฀ MAKE฀ THEIR฀ LOAN฀ PAYMENTS�฀
7HAT฀SAVED฀THEM฀FROM฀lNANCIAL฀RUIN�฀4HEY฀
WERE฀ SO฀ LEVERAGED�฀ IN฀ OTHER฀ WORDS฀ THEY฀
OWED฀SO฀MUCH฀MORE฀ON฀THEIR฀PROPERTY฀THAN฀
IT฀WAS฀WORTH�฀THAT฀THE฀BANKS฀COULDN�T฀AFFORD฀
TO฀ BOTHER฀ WASTING฀ THEIR฀ TIME฀ FORECLOSING฀
ON฀IT�฀4HE฀(ILTONS฀UNDERSTOOD฀THE฀VALUE฀OF฀
KEEPING฀ HIGH฀ MORTGAGE฀ BALANCES฀ THEREBY฀
KEEPING฀ THE฀RISK฀ON฀THE฀BANKS�฀4HE฀(OUS

TON฀ HOMEOWNERS฀ WOULD฀ HAVE฀ BEEN฀ BETTER฀
OFF฀ IF฀ THEY฀HAD฀REMOVED฀A฀ LARGE฀PORTION฀OF฀
THEIR฀EQUITY฀AND฀PUT฀IT฀IN฀A฀SAFE฀AND฀LIQUID฀
SIDE฀FUND�฀ACCESSIBLE฀IN฀A฀TIME฀OF฀NEED�฀

฀ !SK฀ YOURSELF�฀ IF฀ YOU฀ OWNED฀ A฀ ��������฀
HOME฀ DURING฀ AN฀ EARTHQUAKE฀ IN฀ #ALIFORNIA฀
�AND฀ YOU฀ DIDN�T฀ HAVE฀ EARTHQUAKE฀ INSUR

ANCE	�฀WOULD฀ YOU฀ RATHER฀HAVE฀ YOUR฀EQUITY฀
TRAPPED฀ IN฀ THE฀ HOUSE฀ OR฀ IN฀ A฀ LIQUID�฀ SAFE฀
SIDE฀FUND�฀)F฀ IT฀WERE฀TRAPPED฀IN฀THE฀HOME�฀
YOUR฀ EQUITY฀ WOULD฀ BE฀ LOST฀ ALONG฀ WITH฀฀
THE฀HOUSE�฀

3%0!2!4).'฀%15)49฀4/
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฀ 7HAT฀DO฀YOU฀THINK฀THE฀RATE฀OF฀RETURN฀ON฀
HOME฀ EQUITY฀ WAS฀ IN฀ 3EATTLE฀ FOR฀ THE฀ LAST฀ �฀
YEARS�฀7HAT฀ABOUT฀0ORTLAND�฀#AREFUL�฀THIS฀IS฀
A฀TRICK฀QUESTION�฀4HE฀TRUTH฀IS�฀IT฀DOESN�T฀MAT

TER฀WHERE฀YOU฀LIVE฀OR฀HOW฀FAST฀THE฀HOMES฀ARE฀
APPRECIATING�฀THE฀RETURN฀ON฀HOME฀EQUITY฀IS฀
ALWAYS฀THE฀SAME�฀:%2/�฀7E฀HAVE฀A฀MISCON

CEPTION฀THAT฀BECAUSE฀OUR฀HOME฀APPRECIATES�฀
OR฀ OUR฀ MORTGAGE฀ BALANCE฀ IS฀ GOING฀ DOWN�฀
THAT฀ THE฀EQUITY฀HAS฀ A฀ RATE฀OF฀ RETURN�฀4HAT�S฀
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NOT฀TRUE�฀(OME฀EQUITY฀HAS฀./฀RATE฀OF฀RETURN�฀
(OME฀VALUES฀mUCTUATE฀DUE฀TO฀MARKET฀CON

DITIONS�฀ NOT฀ DUE฀ TO฀ THE฀MORTGAGE฀BALANCE�฀
3INCE฀THE฀EQUITY฀IN฀THE฀HOME฀HAS฀NO฀RELATION฀
TO฀THE฀HOME�S฀VALUE�฀IT฀IS฀IN฀NO฀WAY฀RESPONSI

BLE฀FOR฀THE฀HOME�S฀APPRECIATION�฀4HEREFORE�฀
HOME฀EQUITY฀SIMPLY฀SITS฀IDLE฀IN฀THE฀HOME�฀)T฀
DOES฀ NOT฀ EARN฀ ANY฀ RATE฀ OF฀ RETURN�฀ !SSUME฀
YOU฀HAVE฀A฀HOME฀WORTH฀��������฀WHICH฀YOU฀
OWN฀FREE฀AND฀CLEAR�฀)F฀THE฀HOME฀APPRECIATES฀
���฀YOU฀OWN฀AN฀ASSET฀WORTH฀��������฀AT฀THE฀
END฀OF฀THE฀YEAR�฀

฀ .OW�฀ ASSUME฀ YOU฀ HAD฀ SEPARATED฀ THE฀
��������฀OF฀HOME฀EQUITY฀ AND฀PLACED฀ IT฀ IN฀
A฀ SAFE�฀ CONSERVATIVE฀ SIDE฀ ACCOUNT฀ EARNING฀
���฀ 9OUR฀ SIDE฀ ACCOUNT฀ WOULD฀ BE฀ WORTH฀
��������฀ AT฀ THE฀ END฀ OF฀ THE฀ YEAR�฀ 9OU฀ STILL฀
OWN฀THE฀HOME�฀WHICH฀APPRECIATED฀��฀AND฀
IS฀ WORTH฀ ���������฀ "Y฀ SEPARATING฀ THE฀ EQ

UITY฀YOU฀CREATED฀A฀NEW฀ASSET฀WHICH฀WAS฀ALSO฀
ABLE฀TO฀EARN฀A฀RATE฀OF฀RETURN�฀4HEREFORE�฀YOU฀
EARNED฀������฀MORE฀THAN฀YOU฀WOULD฀HAVE฀IF฀
THE฀MONEY฀WERE฀LEFT฀TO฀SIT฀IDLE฀IN฀THE฀HOME�฀
4O฀BE฀FAIR�฀YOU฀DO฀HAVE฀A฀MORTGAGE฀PAYMENT฀
YOU฀DIDN�T฀HAVE฀BEFORE�฀(OWEVER�฀SINCE฀ IN

TEREST฀RATES฀ARE฀RELATIVE�฀IF฀WE฀ARE฀ASSUMING฀
A฀RATE฀OF฀RETURN฀OF฀���฀WE฀CAN฀ALSO฀ASSUME฀
A฀STRATEGIC฀INTEREST
ONLY฀MORTGAGE฀WOULD฀BE฀
AVAILABLE฀AT฀���฀!LSO�฀SINCE฀MORTGAGE฀INTER


EST฀ IS฀����฀TAX฀DEDUCTIBLE�฀ THE฀NET฀COST฀OF฀
THE฀ MONEY฀ IS฀ ONLY฀ �����฀ 4HIS฀ PRODUCES฀ A฀
����฀ POSITIVE฀ SPREAD฀ BETWEEN฀ THE฀ COST฀ OF฀
MONEY฀AND฀THE฀EARNINGS฀ON฀THAT฀MONEY�฀

฀ 4HE฀ STORY฀ GETS฀ MUCH฀ MORE฀ COMPELLING฀
OVER฀ TIME�฀ ALTHOUGH฀ THE฀ MORTGAGE฀ DEBT฀฀
REMAINS฀ CONSTANT�฀ THROUGH฀ COMPOUND฀ IN

TEREST�฀ THE฀SIDE฀ACCOUNT฀CONTINUES฀TO฀GROW฀
AT฀A฀FASTER฀PACE฀EACH฀YEAR�฀4HE฀EARNINGS฀ON฀
��������฀ IN฀ YEAR฀ �฀ ARE฀ �������฀ 4HEN฀ IN฀
YEAR฀��฀ THE฀��฀EARNINGS฀ON฀��������฀ARE฀
�������฀)N฀YEAR฀��฀THE฀EARNINGS฀ON฀��������฀
AT฀��฀ARE฀�������฀3INCE฀THE฀MORTGAGE฀DEBT฀
REMAINS฀ THE฀ SAME�฀ THE฀ SPREAD฀ BETWEEN฀
THE฀ COST฀ OF฀ THE฀ MORTGAGE฀ MONEY฀ AND฀ THE฀฀
EARNINGS฀ ON฀ THE฀ SEPARATED฀ EQUITY฀ CONTIN

UES฀ TO฀ WIDEN฀ FURTHER฀ IN฀ THE฀ HOMEOWNER�S฀
FAVOR฀ EVERY฀ YEAR�฀ )F฀ WE฀ ALLOW฀ HOME฀ EQUITY฀
TO฀REMAIN฀IDLE฀IN฀THE฀HOME�฀WE฀GIVE฀UP฀THE฀
OPPORTUNITY฀TO฀PUT฀IT฀TO฀WORK฀AND฀ALLOW฀IT฀TO฀
GROW฀AND฀COMPOUND�

฀ (OMEOWNERS฀WOULD฀ACTUALLY฀BE฀BETTER฀OFF฀
BURYING฀MONEY฀IN฀THEIR฀BACKYARDS฀THAN฀PAY

ING฀DOWN฀THEIR฀MORTGAGES�฀SINCE฀MONEY฀BUR

IED฀IN฀THE฀BACKYARD฀IS฀LIQUID฀�ASSUMING฀YOU฀
CAN฀lND฀IT	�฀AND฀ITS฀SAFE฀�ASSUMING฀NO฀ONE฀
ELSE฀lNDS฀IT	�฀(OWEVER�฀NEITHER฀IS฀EARNING฀A฀
RATE฀OF฀RETURN�฀)T�S฀ACTUALLY฀LOSING฀VALUE฀DUE฀

TO฀INmATION�฀&EW฀PEOPLE฀TODAY฀BURY฀MONEY฀
IN฀THE฀BACK฀YARD฀OR฀UNDER฀THEIR฀MATTRESSES�฀
BECAUSE฀THEY฀HAVE฀CONlDENCE฀IN฀THE฀BANKING฀฀
SYSTEM�฀ 4HEY฀ ALSO฀ UNDERSTAND฀ IDLE฀ MONEY฀
LOSES฀ VALUE฀ WHILE฀ INVESTED฀ MONEY฀ GROWS฀
AND฀ COMPOUNDS�฀ !S฀ !LBERT฀ %INSTEIN฀ SAID�฀
h4HE฀MOST฀POWERFUL฀FORCE฀IN฀THE฀UNIVERSE฀IS฀
COMPOUND฀INTEREST�v฀!FTER฀ALL�฀HOMES฀WERE฀
BUILT฀TO฀HOUSE฀FAMILIES�฀NOT฀STORE฀CASH�฀)N

VESTMENTS฀WERE฀MADE฀TO฀STORE฀CASH�฀

฀ 4AKEN฀FROM฀A฀DIFFERENT฀ANGLE�฀SUPPOSE฀YOU฀
WERE฀OFFERED฀AN฀INVESTMENT฀THAT฀COULD฀NEVER฀
GO฀ UP฀ IN฀ VALUE�฀ BUT฀ MIGHT฀ GO฀ DOWN�฀ (OW฀
MUCH฀OF฀IT฀WOULD฀YOU฀WANT�฀(OPEFULLY฀NONE�฀
9ET�฀ THIS฀ IS฀ HOME฀ EQUITY�฀ )T฀ HAS฀ NO฀ RATE฀ OF฀฀
RETURN�฀ SO฀ IT฀ CANNOT฀ GO฀ UP฀ IN฀ VALUE�฀ BUT฀ IT฀
COULD฀GO฀DOWN฀IN฀VALUE฀IF฀THE฀REAL฀ESTATE฀MAR

KET฀DECLINES฀OR฀THE฀HOMEOWNER฀EXPERIENCES฀
AN฀UNINSURED฀LOSS฀�E�G�฀AN฀EARTHQUAKE	�฀DIS

ABILITY�฀OR฀A฀FORECLOSURE�฀

h)F฀YOU฀WERE฀OFFERED฀฀
AN฀INVESTMENT฀THAT฀COULD฀

NEVER฀GO฀UP฀IN฀VALUE�฀฀
BUT฀MIGHT฀GO฀DOWN�฀฀

HOW฀MUCH฀OF฀IT฀WOULD฀฀
YOU฀WANT�v฀

�4HIS฀IS฀HOME฀EQUITY	
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฀ ,ET�S฀ BE฀ CLEAR�฀ BUYING฀ A฀ HOME฀ CAN฀ BE฀ A฀
GREAT฀INVESTMENT�฀(OWEVER�฀THE฀WEALTHY฀BUY฀
THE฀HOME฀WITH฀AS฀LITTLE฀OF฀THEIR฀OWN฀MONEY฀
AS฀ POSSIBLE�฀ LEAVING฀ THE฀ MAJORITY฀ OF฀ THEIR฀
CASH฀IN฀OTHER฀INVESTMENTS฀WHERE฀IT�S฀LIQUID�฀
SAFE�฀AND฀EARNING฀A฀RATE฀OF฀ RETURN�฀/NE฀OF฀
THE฀ BIGGEST฀ MISCONCEPTIONS฀ HOMEOWNERS฀
HAVE฀ IS฀ THAT฀ THEIR฀HOME฀ IS฀ THE฀BEST฀ INVEST

MENT฀ THEY฀ EVER฀ MADE�฀ )F฀ YOU฀ PURCHASED฀ A฀
HOME฀IN฀����฀FOR฀��������฀AND฀SOLD฀IT฀IN฀
*UNE฀OF฀����฀FOR฀���������฀THAT฀REPRESENTS฀
A฀ GAIN฀ OF฀ �����฀ $URING฀ THE฀ SAME฀ PERIOD�฀
THE฀ $OW฀ *ONES฀ GREW฀ FROM฀ ����฀ TO฀ �����฀
A฀ GAIN฀ OF฀ �����฀ 4HE฀ REALITY฀ HERE฀ IS฀ THAT฀
lNANCING฀ YOUR฀ HOME฀ WAS฀ THE฀ BEST฀ IN

VESTMENT฀ DECISION฀ THAT฀ YOU฀ EVER฀ MADE�฀
7HEN฀YOU฀PURCHASED฀ THE฀��������฀HOUSE฀
IN฀�����฀YOU฀ONLY฀PUT฀�������฀DOWN�฀4HE฀
�������฀CASH฀INVESTMENT฀PRODUCED฀A฀PROlT฀
OF฀���������฀4HAT฀IS฀A฀TOTAL฀RETURN฀OF฀�����฀
FAR฀OUTPACING฀ THE฀MEASLY฀����฀EARNED฀BY฀
THE฀STOCK฀MARKET�฀
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฀ 7HEN฀ HOMEOWNERS฀ SEPARATE฀ EQUITY฀
TO฀ REPOSITION฀ IT฀ IN฀ A฀ LIQUID�฀ SAFE�฀ SIDE฀ AC

COUNT�฀ A฀ MORTGAGE฀ PAYMENT฀ IS฀ CREATED�฀
4HE฀ MORTGAGE฀ PAYMENT฀ IS฀ CONSIDERED฀ THE฀
%MPLOYMENT฀ #OST�฀ 7HAT฀ MANY฀ PEOPLE฀
DON�T฀ UNDERSTAND฀ IS฀ WHEN฀ WE฀ LEAVE฀ EQUITY฀
TRAPPED฀ IN฀ OUR฀ HOME�฀ WE฀ INCUR฀ THE฀ SAME฀
COST�฀BUT฀WE฀CALL฀IT฀A฀LOST฀/PPORTUNITY฀#OST�฀

4HE฀ MONEY฀ THAT�S฀ PARKED฀ IN฀ YOUR฀ HOME฀฀
DOING฀NOTHING฀COULD฀BE฀PUT฀TO฀WORK฀EARN

ING฀YOU฀SOMETHING�

฀ ,ET�S฀ SAY฀ YOU฀ HAD฀ ��������฀ OF฀ EQUITY฀ IN฀
YOUR฀ HOME฀ THAT฀ COULD฀ BE฀ SEPARATED�฀ #UR

RENT฀ MORTGAGE฀ INTEREST฀ IS฀ ���฀ SO฀ THE฀ COST฀
OF฀ THAT฀ MONEY฀ WOULD฀ BE฀ ������฀ PER฀ YEAR฀
�����฀ TAX฀ DEDUCTIBLE	�฀ 2ATHER฀ THAN฀ BURY฀
THE฀��������฀IN฀THE฀BACKYARD�฀WE฀ARE฀GOING฀
TO฀PUT฀IT฀TO฀WORK�฀OR฀hEMPLOYv฀IT�฀)F฀)฀WERE฀
AN฀EMPLOYER�฀WHY฀WOULD฀)฀BE฀WILLING฀TO฀HIRE฀
AN฀ASSISTANT฀FOR฀�������฀PER฀YEAR�฀4HE฀EX

PECTATION฀IS฀)฀AM฀GOING฀TO฀BE฀ABLE฀TO฀GROW฀
MY฀ BUSINESS฀ AND฀ EARN฀ A฀ PROlT฀ ON฀ IT�฀ !S฀ A฀
BUSINESS฀OWNER�฀)฀BELIEVE฀THAT฀BY฀INVESTING฀
IN฀ AN฀ ASSISTANT฀ )฀ WILL฀ EARN฀ A฀ RETURN฀ THAT�S฀
GREATER฀THAN฀THE฀COST฀OF฀EMPLOYING฀THAT฀AS

SISTANT�฀)F฀WE฀CHOOSE฀TO฀LEAVE฀THE฀��������฀
OF฀EQUITY฀IN฀OUR฀HOME�฀WE฀INCUR฀ALMOST฀THE฀
SAME฀COST�฀4HE฀ONLY฀DIFFERENCE฀IS�฀INSTEAD฀OF฀
REFERRING฀ TO฀ THAT฀COST฀AS฀EMPLOYMENT฀COST�฀
IT฀IS฀REFERRED฀TO฀AS฀AN฀OPPORTUNITY฀COST�฀"Y฀
LEAVING฀ THE฀ EQUITY฀ IN฀ THE฀ HOME�฀ WE฀ GIVE฀
UP฀ THE฀ hOPPORTUNITYv฀ TO฀ EARN฀ A฀ �฀ PERCENT฀฀
RETURN฀ON฀THE฀MONEY�฀
฀ "Y฀ SEPARATING฀ THE฀ EQUITY฀ WE฀ GIVE฀ IT฀ NEW฀

LIFE�฀ 7E฀ GIVE฀ OURSELVES฀ THE฀ OPPORTUNITY฀ TO฀
PUT฀ IT฀ TO฀ WORK฀ AND฀ EARN฀ SOMETHING฀ ON฀ IT�฀
!SSUMING฀ A฀ ��฀ PERCENT฀ TAX฀ BRACKET�฀ THE฀
NET฀EMPLOYMENT฀COST฀IS฀NOT฀���฀BUT฀�����฀
OR฀ ������฀ PER฀ YEAR฀ AFTER฀ TAXES฀ �MORTGAGE฀
INTEREST฀ IS฀ ����฀ TAX฀ DEDUCTIBLE	�฀ )T�S฀ NOT฀
TOO฀DIFlCULT฀TO฀lND฀TAX฀FREE฀OR฀TAX฀DEFERRED฀
INVESTMENTS฀ EARNING฀ MORE฀ THAN฀ �����฀ 5S

ING฀THE฀TAX฀BENElTS฀OF฀A฀MORTGAGE�฀YOU฀CAN฀
CREATE฀YOUR฀OWN฀ARBITRAGE฀BY฀BORROWING฀AT฀
ONE฀RATE฀AND฀EARNING฀INVESTMENT฀RETURNS฀AT฀
A฀ SLIGHTLY฀ HIGHER฀ RATE�฀ )T�S฀ WHAT฀ THE฀ BANKS฀
AND฀ CREDIT฀ UNIONS฀ DO฀ ALL฀ THE฀ TIME�฀ 4HEY฀
BORROW฀OUR฀MONEY฀AT฀��฀AND฀THEN฀LOAN฀IT฀
BACK฀TO฀US฀AT฀���฀)T�S฀WHAT฀MAKES฀MILLION

AIRES�฀ MILLIONAIRES�฀ ,EARN฀ TO฀ BE฀ YOUR฀ OWN฀
BANKER�฀"Y฀USING฀THE฀PRINCIPLES฀THAT฀BANKS฀
AND฀ CREDIT฀ UNIONS฀ USE�฀ YOU฀ CAN฀ AMASS฀ A฀
FORTUNE�฀ !฀ BANK�S฀ GREATEST฀ ASSETS฀ ARE฀ ITS฀
LIABILITIES�฀ 9OU฀ CAN฀ SUBSTANTIALLY฀ ENHANCE฀
YOUR฀ NET฀ WORTH฀ BY฀ OPTIMIZING฀ THE฀ ASSETS฀
THAT฀ YOU฀ALREADY฀HAVE�฀"Y฀BEING฀ YOUR฀OWN฀
BANKER฀YOU฀CAN฀MAKE฀AN฀EXTRA฀��฀-ILLION฀฀
FOR฀RETIREMENT�
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฀ "Y฀ REPOSITIONING฀ ��������฀ INTO฀ AN฀ EQ

UITY฀MANAGEMENT฀ ACCOUNT฀WITH฀ A฀ lNANCIAL฀
ADVISOR฀ YOU฀ CAN฀ ACHIEVE฀ A฀ NET฀ GAIN฀ OF฀ ��฀
MILLION฀ OVER฀ THIRTY฀ YEARS�฀ !SSUME฀ YOU฀
SEPARATE฀ THE฀ ��������฀ OF฀ HOME฀ EQUITY฀฀
USING฀A฀MORTGAGE฀WITH฀A฀��฀INTEREST฀RATE�฀)F฀
THE฀��������฀GROWS฀AT฀A฀CONSERVATIVE฀RATE฀OF฀
�����฀PER฀YEAR�฀IT฀WILL฀BE฀WORTH฀����������฀
IN฀��฀YEARS�฀!FTER฀DEDUCTING฀ THE฀��������฀
IN฀ INTEREST฀ PAYMENTS฀ AND฀ THE฀ ��������฀

h(OMES฀ARE฀DESIGNED฀฀
TO฀HOUSE฀FAMILIES�฀฀

NOT฀STORE฀CASH�v฀฀

h)NVESTMENTS฀ARE฀฀
DESIGNED฀TO฀฀
STORE฀CASH�v
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MORTGAGE�฀ YOU฀ STILL฀ HAVE฀ ����������฀ LEFT฀
IN฀ YOUR฀ ACCOUNT�฀ !฀ NET฀ GAIN฀ OF฀ OVER฀ ONE฀฀
MILLION฀DOLLARS�฀

฀ 4HIS฀ EXAMPLE฀ SIMPLY฀ SHOWS฀ A฀ ONE฀ TIME฀
REPOSITIONING฀ OF฀ EQUITY�฀ )MAGINE฀ HOW฀ THE฀
NUMBERS฀GROW฀FOR฀ INDIVIDUALS฀ THAT฀HARVEST฀
AND฀ REPOSITION฀ THEIR฀ HOME฀ EQUITY฀ EVERY฀ �฀
YEARS฀AS฀ THEIR฀HOME฀CONTINUES฀ TO฀APPRECI

ATE�฀4HIS฀ IS฀HOW฀ THE฀WEALTHY฀MANAGE฀ THEIR฀
HOME฀ EQUITY฀ TO฀ CONTINUALLY฀ INCREASE฀ THEIR฀
NET฀WORTH�฀#ONVERSELY�฀IF฀THE฀SAME฀��������฀
WERE฀LEFT฀TO฀SIT฀IDLE฀IN฀THE฀HOME฀FOR฀��฀YEARS�฀
IT฀WOULD฀NOT฀HAVE฀EARNED฀A฀DIME�฀
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฀ 2ECENTLY฀ THE฀ .!3$฀ ISSUED฀ AN฀ ALERT�฀ hx
BECAUSE฀WE฀ARE฀CONCERNED฀THAT฀INVESTORS฀
WHO฀MUST฀ RELY฀ON฀ INVESTMENT฀ RETURNS฀ TO฀
MAKE฀ THEIR฀ MORTGAGE฀ PAYMENTS฀ COULD฀
END฀ UP฀ DEFAULTING฀ ON฀ THEIR฀ HOME฀ LOANS฀
IF฀THEIR฀INVESTMENTS฀DECLINE฀AND฀THEY฀ARE฀
UNABLE฀ TO฀ MEET฀ THEIR฀ MONTHLY฀ MORTGAGE฀
PAYMENTS�v฀4HE฀.!3$฀IS฀ABSOLUTELY฀CORRECT฀
IN฀ ADVISING฀ AGAINST฀ SEPARATING฀ EQUITY฀ IF฀ THE฀
CLIENT฀MUST฀RELY฀ON฀THE฀RETURNS฀FROM฀THEIR฀IN

VESTMENT฀TO฀MAKE฀THE฀MORTGAGE฀PAYMENTS�฀

฀ (OME฀ EQUITY฀ IS฀ 3ERIOUS฀ -ONEY�฀ 7E฀
DON�T฀ GAMBLE฀ HOME฀ EQUITY�฀ ,IQUIDITY฀ AND฀
SAFETY฀ ARE฀ THE฀ KEY฀ PHILOSOPHIES฀ WHEN฀฀
SEPARATING฀HOME฀EQUITY�฀2ATE฀OF฀RETURN฀IS฀A฀
DISTANT฀ THIRD฀BENElT�฀!LSO�฀ IT฀ IS฀NOT฀NECES

SARY฀ OR฀ RECOMMENDED฀ TO฀ INVEST฀ IN฀ HIGHLY฀
VOLATILE฀OR฀AGGRESSIVE฀INVESTMENTS�฀9OU฀CAN฀
MAKE฀ THOUSANDS฀OF฀DOLLARS฀BY฀ SIMPLY฀BOR

ROWING฀ AT฀ ��฀ AND฀ INVESTING฀ AT฀ ��฀ IN฀ SAFE฀
CONSERVATIVE฀lXED฀INVESTMENTS฀WITHOUT฀EVER฀
GOING฀INTO฀SECURITIES�฀)N฀GENERAL�฀INDIVIDU

ALS฀SHOULD฀NOT฀INVEST฀HOME฀EQUITY฀FOR฀hCUR

RENT฀INCOMEv฀UNLESS฀THE฀INVESTMENT฀IS฀lXED฀
AND฀ GUARANTEED�฀ )NDIVIDUALS฀ INTERESTED฀ IN฀
VARIABLE฀INVESTMENTS฀SHOULD฀ASK฀THEMSELVES�฀
h(OW฀WILL฀ )฀MAKE฀MY฀MORTGAGE฀PAYMENT฀ IF฀

MY฀ INVESTMENTS฀ DECLINE�฀$O฀ )฀ HAVE฀ RESERVE฀
FUNDS฀OR฀A฀SECURE฀ INCOME�v฀)N฀!PRIL฀�����฀
THE฀ FOLLOWING฀ QUESTION฀ WAS฀ POSED฀ TO฀ THE฀
.!3$�฀h7HERE฀CAN฀)฀lND฀THE฀EXACT฀LANGUAGE฀
PROHIBITING฀ A฀ BROKER฀ FROM฀ RECOMMENDING฀
THAT฀)฀TAKE฀A฀MORTGAGE฀OUT฀ON฀MY฀HOUSE฀AND฀฀
INVEST฀ THE฀ MONEY฀ IN฀ SECURITIES�v฀ 4HE฀ WRIT

TEN฀ ANSWER฀ FROM฀ THE฀ .!3$�฀ h"ROKERS฀
ARE฀ NOT฀ PROHIBITED฀ FROM฀ MAKING฀ SUCH฀ A฀
RECOMMENDATION฀ PER฀ SE�฀ SO฀ LONG฀ AS฀ THE฀฀
INVESTMENT฀ IS฀ REASONABLY฀ SUITABLE฀ FOR฀ IN

VESTMENT฀ IN฀ GENERAL�฀ AND฀ IT฀ IS฀ SUITABLE฀
FOR฀ THE฀ SPECIlC฀ CUSTOMER�฀ )N฀ ORDER฀ TO฀฀
DETERMINE฀SUITABILITY�฀A฀BROKER฀SHOULD฀CON

SIDER฀ THE฀ CLIENT�S฀ INVESTMENT฀ OBJECTIVES�฀
lNANCIAL฀ STATUS�฀ TAX฀ STATUS�฀ AND฀ ANY฀ OTHER฀
INFORMATION฀A฀lRM฀USES฀TO฀MAKE฀SUITABLE฀CLI

ENT฀ RECOMMENDATIONS�฀ 4HIS฀ WOULD฀ INCLUDE฀
ADEQUATELY฀ EXPLAINING฀ THE฀ RISKS฀ OF฀ SUCH฀ AN฀
INVESTMENT�฀ WHICH฀ ARE฀ SIGNIlCANT�฀ TO฀ THE฀
INVESTOR�v฀4HE฀.!3$฀SIMPLY฀WANTS฀TO฀ENSURE฀
CONSUMERS฀ARE฀RECEIVING฀PRUDENT฀ADVICE�฀
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฀ -OST฀SUCCESSFUL฀RETIREES฀HAVE฀THE฀MAJOR

ITY฀OF฀THEIR฀ASSETS฀IN฀THEIR฀HOME฀EQUITY฀AND฀
)2!����+S�฀!S฀THEY฀START฀WITHDRAWING฀FUNDS฀
FROM฀ THEIR฀ )2!����+S�฀ THEY฀ ARE฀ HIT฀ WITH฀ A฀
SIGNIlCANT฀ ANNUAL฀ TAX฀ BILL�฀ -OREOVER�฀ THE฀
KIDS฀HAVE฀MOVED฀OUT�฀THE฀MORTGAGE฀IS฀PAID�฀
AND฀TAX฀DEDUCTIBLE฀CONTRIBUTIONS฀TO฀���+S฀
HAVE฀ STOPPED�฀ 7HEN฀ THEY฀ COULD฀ USE฀ THE฀
MORTGAGE฀INTEREST฀DEDUCTION฀THE฀MOST�฀THEY฀
DON�T฀HAVE฀IT�฀!S฀PART฀OF฀LONG฀TERM฀PLANNING�฀
SOMEONE฀WHO฀ IS฀ PREPARING฀ FOR฀ RETIREMENT฀
MAY฀WANT฀TO฀HAVE฀A฀MORTGAGE฀GOING฀INTO฀RE

TIREMENT฀TO฀HELP฀OFFSET฀THE฀ANNUAL฀)2!����K฀
TAX฀BILL฀ AND฀ENHANCE฀ THEIR฀OVERALL฀lNANCIAL฀
GOALS�฀ &OR฀ MANY�฀ THE฀ MORTGAGE฀ INTEREST฀ DE

DUCTION฀ OFFSETS฀ TAXES฀ DUE฀ ON฀ RETIREMENT฀
WITHDRAWALS�฀GIVING฀THE฀NET฀EFFECT฀OF฀TAX฀FREE฀
WITHDRAWALS฀FROM฀THEIR฀RETIREMENT฀ACCOUNT�฀
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฀ -ANY฀ SUCCESSFUL฀ PEOPLE฀ IN฀ THE฀ .ORTH

WEST฀ DREAM฀ OF฀ RETIRING฀ AND฀ BUYING฀ A฀ SEC

OND฀HOME฀IN฀!RIZONA฀OR฀(AWAII�฀7ITH฀ONE฀฀
MILLION฀ DOLLARS฀ OR฀ MORE฀ SAVED฀ IN฀ THEIR฀
)2!����+S�฀ THEY฀ DECIDE฀ TO฀ RETIRE฀ AND฀ BUY฀
THE฀ VACATION฀ HOME฀ WHERE฀ THEY฀ WILL฀ SPEND฀
THEIR฀ WINTERS�฀ 7HAT฀ A฀ SURPRISE฀ WHEN฀ THEY฀฀
DISCOVER฀ THAT฀ TO฀ PAY฀ CASH฀ FOR฀ A฀ ��������฀
CONDO฀ THEY฀ NEED฀ TO฀ WITHDRAW฀ NEARLY฀
��������฀ FROM฀ THEIR฀ ���+�)2!�฀ 7HAT฀ IF฀
INSTEAD฀ THEY฀ HAD฀ PURCHASED฀ THE฀ CONDO฀
��฀ YEARS฀ EARLIER�฀ WHEN฀ IT฀ COST฀ ���������฀
BY฀ USING฀ THE฀ EQUITY฀ IN฀ THEIR฀ HOME�฀฀
4ODAY฀THEIR฀NET฀WORTH฀WOULD฀BE฀��������฀
HIGHER�฀ DUE฀ TO฀ THE฀ CONDO�S฀ APPRECIA

TION�฀ AND฀ THEY฀ WOULD฀ HAVE฀ THE฀ MORTGAGE฀
INTEREST฀ DEDUCTION฀ TO฀ HELP฀ OFF
SET฀ THEIR฀
)2!����+฀ WITHDRAWALS�฀ )N฀ ADDITION฀ TO฀ THE฀
lNANCIAL฀ ADVANTAGES�฀ THEY฀ WOULD฀ HAVE฀฀
ENJOYED฀ THE฀ LIFESTYLE฀ BENElTS฀ OF฀ OWNING฀฀
THEIR฀ VACATION฀ CONDO฀ ��฀ YEARS฀ SOONER฀฀
THAN฀THEY฀PLANNED�฀
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฀ 5NDER฀ TAX฀ LAW฀ YOU฀ CAN฀ DEDUCT฀ UP฀ TO฀ ONE฀
MILLION฀DOLLARS฀OF฀MORTGAGE฀INTEREST฀SUBJECT฀TO฀
INCOME฀RESTRICTIONS�฀9OU฀CAN฀ALSO฀DEDUCT฀AN฀
ADDITIONAL฀ ��������฀ FROM฀ HOME฀ EQUITY฀ LOAN฀
INTEREST�฀4O฀TAKE฀ADVANTAGE฀OF฀THESE฀DEDUCTIONS�฀
MAKE฀SURE฀TO฀SECURE฀A฀ LARGE฀MORTGAGE฀WHEN฀
YOU฀BUY�฀5NDER฀ TAX฀ LAW�฀MORTGAGE฀ INTEREST฀ IS฀
DEDUCTIBLE฀ONLY฀FOR฀��������฀OVER฀ACQUISITION฀
INDEBTEDNESS฀ �THE฀ MORTGAGE฀ BALANCE฀ WHEN฀
HOME฀IS฀PURCHASED	�฀(OME฀IMPROVEMENTS฀ARE฀
THE฀ONLY฀EXCEPTION�฀&OR฀EXAMPLE�฀IF฀YOU฀SELL฀YOUR฀
HOME฀FOR฀��������฀AND฀BUY฀A฀NEW฀HOME฀FOR฀
��������฀WITH฀THE฀CASH฀FROM฀THE฀SALE�฀YOU฀WILL฀
LOSE฀THE฀TAX฀BREAK฀AND฀LIQUIDITY�฀"UT฀WORSE�฀IF฀
YOU฀LATER฀DECIDE฀TO฀TAKE฀OUT฀A฀HOME฀EQUITY฀LOAN�฀
ONLY฀THE฀lRST฀��������฀WILL฀BE฀TAX฀DEDUCTIBLE�฀
)NSTEAD�฀SECURE฀A฀��������฀MORTGAGE฀����	฀
WHEN฀YOU฀BUY฀THE฀HOME฀AND฀THE฀ENTIRE฀AMOUNT฀฀
IS฀DEDUCTIBLE�฀
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฀ (OME฀ EQUITY฀ IS฀ SERIOUS฀ MONEY�฀ 7E฀ ARE฀
SEPARATING฀IT฀ FROM฀THE฀HOME฀TO฀CONSERVE฀IT�฀
NOT฀TO฀CONSUME฀IT�฀4HEREFORE฀IT฀SHOULD฀NOT฀BE฀
INVESTED฀AGGRESSIVELY�฀2ATHER�฀HOME฀EQUITY฀IS฀
BEST฀ INVESTED฀ IN฀ SAFE�฀ CONSERVATIVE฀ INVEST

MENT฀VEHICLES�฀4AX฀FAVORED฀SAFE฀INVESTMENTS฀
ARE฀IDEAL�฀9OU฀SHOULD฀CONSULT฀YOUR฀lNANCIAL฀
PLANNER฀ FOR฀ THE฀ BEST฀ INVESTMENT฀ VEHICLES฀฀
FOR฀ YOUR฀ SPECIlC฀ SITUATION�฀ -ANY฀ lNANCIAL฀
PLANNERS฀ PREFER฀ THE฀ FOLLOWING฀ TAX฀ FAVORED฀
PRODUCTS฀FOR฀INVESTING฀HOME฀EQUITY�
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฀ 4HERE�S฀ A฀ RECENT฀ CASE฀ STUDY฀ OF฀ A฀฀
COUPLE฀ LIVING฀ IN฀ A฀ ��������฀ HOME฀ IN฀฀
"ELLEVUE�฀ 7!�฀ 4HEY฀ OWED฀ ��������฀ ON฀
A฀ ��
YEAR฀ lXED฀ MORTGAGE฀ AT฀ ������฀ WITH฀
A฀ MONTHLY฀ PAYMENT฀ OF฀ �������฀ 4HEY฀ HAD฀
��������฀ BUILT฀ UP฀ IN฀ HOME฀ EQUITY�฀ !฀ VERY฀
COMMON฀h"ROTHER฀!v
TYPE฀TRADITIONAL฀SCE

NARIO�฀ !FTER฀ UNDERSTANDING฀ THE฀ LIQUIDITY�฀
SAFETY�฀ RATE฀ OF฀ RETURN�฀ AND฀ TAX฀ BENElTS฀ OF฀
PROPERLY฀MANAGING฀THEIR฀HOME฀EQUITY�฀ THIS฀

COUPLE฀ DECIDED฀ TO฀ SEPARATE฀ ��������฀ OF฀
THEIR฀EQUITY฀TO฀INVEST฀IN฀A฀SAFE฀CONSERVATIVE฀
SIDE฀ACCOUNT�฀"Y฀USING฀AN฀INTEREST
ONLY฀!2-฀
THEY฀WERE฀ABLE฀ TO฀ INCREASE฀ THEIR฀MORTGAGE฀
BALANCE฀ TO฀ SEPARATE฀ THIS฀ CHUNK฀ OF฀ EQUITY฀
WHILE฀ DECREASING฀ THEIR฀ MONTHLY฀ MORTGAGE฀
PAYMENT฀ TO฀ �������฀ A฀ MONTHLY฀ CASH฀ mOW฀
SAVINGS฀OF฀����฀PER฀MONTH�฀

฀ 4HE฀ COUPLE฀ CONSERVATIVELY฀ INVESTED฀
THE฀ ��������฀ LUMP฀ SUM฀ AND฀ THE฀ ����฀฀
PER฀MONTH฀SAVINGS฀WITH฀THEIR฀lNANCIAL฀PLAN

NER�฀ )F฀ WE฀ ASSUME฀ A฀ CONSERVATIVE฀ ��฀ RATE฀
OF฀ RETURN�฀ THEIR฀ INVESTMENT฀ ACCOUNT฀ WILL฀
GROW฀TO฀��������฀IN฀��฀YEARS�฀)N฀THE฀��TH฀
YEAR�฀ THEY฀ WILL฀ HAVE฀ ENOUGH฀ CASH฀ IN฀ THEIR฀
INVESTMENT฀ ACCOUNT฀ TO฀ PAY฀ OFF฀ THEIR฀ MORT

GAGE฀ COMPLETELY฀ IF฀ THEY฀WANT฀ TO฀ ���฀ YEARS฀฀
EARLIER฀ THAN฀ WITH฀ THEIR฀ ORIGINAL฀ ��฀ YEAR฀
MORTGAGE�	�฀(OWEVER�฀ARMED฀WITH฀THEIR฀NEW฀
EQUITY฀ MANAGEMENT฀ KNOWLEDGE�฀ THEY฀ PLAN฀
TO฀KEEP฀THE฀MORTGAGE฀WELL฀ INTO฀RETIREMENT฀
SO฀THEY฀CAN฀KEEP฀THE฀TAX฀DEDUCTION฀BENElTS฀
AND฀KEEP฀THE฀MONEY฀IN฀THE฀INVESTMENT฀AC

COUNT฀ WHERE฀ IT�S฀ MORE฀ LIQUID�฀ MORE฀ SAFE�฀
AND฀WILL฀CONTINUE฀TO฀GROW฀AND฀COMPOUND�฀
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฀ )T�S฀ NOT฀ NECESSARY฀ TO฀ HAVE฀ A฀ LARGE฀ CHUNK฀
OF฀ EQUITY฀ IN฀ YOUR฀ HOME฀ TO฀ BENElT฀ FROM฀฀
USING฀ YOUR฀ MORTGAGE฀ TO฀ CREATE฀ WEALTH�฀
-ANY฀ HOMEOWNERS฀ WITHOUT฀ A฀ LARGE฀฀
EQUITY฀ BALANCE฀ HAVE฀ BENElTED฀ BY฀ SIMPLY฀
MOVING฀TO฀A฀MORE฀STRATEGIC฀MORTGAGE฀WHICH฀฀

ALLOWS฀ THEM฀ TO฀ PAY฀ LESS฀ TO฀ THEIR฀ MORTGAGE฀
COMPANY฀ EACH฀ MONTH�฀ THEREBY฀ ENABLING฀
THEM฀ TO฀ SAVE฀ OR฀ INVEST฀ MORE฀ EACH฀ MONTH�฀
&OR฀ EXAMPLE�฀ A฀ COUPLE฀ IN฀ 2EDMOND�฀฀
7ASHINGTON฀ FOLLOWED฀ TRADITIONAL฀ THINK

ING฀ WHEN฀ THEY฀ BOUGHT฀ THEIR฀ ��������฀
HOME�฀ 4HEY฀ PUT฀ ���฀ DOWN฀ AND฀ OBTAINED฀
A฀��������฀��
YEAR฀lXED฀ RATE฀MORTGAGE฀AT฀
�����฀WITH฀A฀PAYMENT฀OF฀������฀PER฀MONTH�฀
4HIS฀ IS฀HOW฀ THE฀VAST฀MAJORITY฀OF฀!MERICANS฀
WOULD฀PURCHASE฀THIS฀HOME�฀

฀ (OWEVER�฀ONCE฀THIS฀COUPLE฀UNDERSTOOD฀THE฀
BENElTS฀ OF฀ INTEGRATING฀ THEIR฀ MORTGAGE฀ INTO฀
THEIR฀ lNANCIAL฀ PLAN�฀ THEY฀ DECIDED฀ TO฀ MAKE฀
A฀ CHANGE�฀ 4HEY฀ MOVED฀ TO฀ A฀ MORE฀ STRATEGIC฀
INTEREST
ONLY฀MORTGAGE�฀4HEY฀KEPT฀THE฀SAME฀
LOAN฀BALANCE�฀BUT฀WERE฀ABLE฀TO฀REDUCE฀THEIR฀
MONTHLY฀ PAYMENTS฀ TO฀������฀PER฀MONTH�฀ A฀
SAVINGS฀OF฀����฀PER฀MONTH฀FROM฀THEIR฀PREVI

OUS฀MORTGAGE�฀4HE฀COUPLE฀INVESTS฀THE฀����฀
SAVINGS฀EACH฀MONTH�฀AND฀ASSUMING฀A฀��฀RATE฀
OF฀ RETURN�฀ THEY฀ WILL฀ HAVE฀ ENOUGH฀ MONEY฀ IN฀
THEIR฀INVESTMENT฀ACCOUNT฀TO฀PAY฀OFF฀THEIR฀MORT

GAGE฀IN฀��฀YEARS฀���฀YEARS฀SOONER฀THAN฀THEIR฀
PREVIOUS฀��฀YEAR฀SCHEDULE�	�฀4HEREFORE�฀BY฀
SIMPLY฀REDIRECTING฀A฀PORTION฀OF฀THEIR฀MONTHLY฀
MORTGAGE฀PAYMENT�฀THEY฀WERE฀ABLE฀TO฀POTEN

TIALLY฀ SHAVE฀��฀ YEARS฀OFF฀ THEIR฀MORTGAGE�฀ )N฀฀
ADDITION�฀ THEY฀ ALSO฀ RECEIVED฀ THE฀BENElTS฀ OF฀
HAVING฀THEIR฀CASH฀IN฀A฀MORE฀LIQUID�฀MORE฀SAFE฀
POSITION฀THROUGHOUT฀THE฀PROCESS�

!BOUT฀THE฀AUTHORS�฀3TEVEN฀-ARSHALL฀IS฀THE฀0RESIDENT฀�฀#%/฀OF฀"ELLEVUE฀-UTUAL฀-ORTGAGE�฀A฀COMPANY฀THAT฀SPECIALIZES฀IN฀HELPING฀CLIENTS฀PROPERLY฀MANAGE฀
THEIR฀HOME฀EQUITY฀AND฀THEIR฀MORTGAGE฀TO฀BUILD฀WEALTH�฀"ELLEVUE฀-UTUAL�S฀UNIQUE฀MORTGAGE฀PLANNING฀APPROACH฀HAS฀HELPED฀THOUSANDS฀OF฀NORTHWEST฀FAMILIES฀
USE฀THEIR฀MORTGAGE฀TO฀INCREASE฀THEIR฀NET฀WORTH�฀-IKE฀,OWE฀IS฀THE฀6ICE฀0RESIDENT฀OF฀"ELLEVUE฀-UTUAL฀-ORTGAGE฀AND฀A฀#ERTIlED฀-ORTGAGE฀0LANNER�

&OR฀A฀FREE฀ANALYSIS฀TO฀SEE฀HOW฀THESE฀CONCEPTS฀WOULD฀APPLY฀TO฀YOUR฀SPECIlC฀SITUATION�฀
PLEASE฀CONTACT฀-ARC฀#RAM฀AT฀���
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����฀OR฀VIA฀EMAIL฀AT฀MARC CRAMGROUP�COM�


