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An article I saw recently suggested that, in the
long run, one might be better off renting a
home than owning it. I almost gagged as I read
the article!
You see, the article made one seriously flawed
assumption, that the reader was financially ignorant. It talked about how the costs of owning
and flipping homes quickly ate up the gains of
home ownership. Flipping homes refers to the
practice of buying properties at below market
value, then reselling them when they achieve
market value or become profitable. As if one
wasn’t smart enough to calculate that into the
equation before flipping! And besides, most
home-owners are not flippers; they just want a
property they can call their own.

those who make a living off the financial services industry. They don’t need to pay others
big fees to be coached into investments that
are good only for the ignorant. They can, with
confidence, look at a much larger range of options, many of which provide superior returns to
those proffered by those to which the industry
is confined.
The Financial Education 101 Library is designed to help overcome this defective and deficient system. It is designed to help ordinary
Canadians take control of their own financial
affairs and rise above the paycheque-topaycheque merry-go-round. . . . to get out of
the rat race, as Robert Kiyosaki calls it!
¹ Robert Kiyosaki, Conspiracy of the Rich

I wasn’t entirely surprised, though. The article’s author was a financial planner. That
whole industry is built on the assumption that
people are financially ignorant. And the more
they can keep people ignorant in matters of
money, the more dependent people become
on them. It feeds their bank accounts.
It’s not just that specific industry, though. Our
whole society and the financial institutions it
has spawned are dependent upon most people being financially ignorant and depending
on others for financial advice.
Our education system feeds this malady. How
much financial education did you get in
school? Robert Kiyosaki¹ contends that the
education system was designed and intended
to keep people financially ignorant, for the benefit of those who are financially savvy.
Those who educate themselves and take control of their own financial futures, though, tend
to rise far above the majority who depend on
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growth is 48%, not 40%. At an annual 4%
growth rate, the home price would double in 18
years.

1. APPRECIATION

Your payment, after adding in your property
taxes and insurance, would be about the same
as your monthly rent payment. Let’s say house
prices appreciated at a modest 4% average for
the next 10 years.

The first reason owning a home is better than
renting is something called appreciation.
We’ve all heard stories of people who bought a
home and in 5 or 10 years it was worth much
more than when they bought it. Are these just
extremist stories? Or is it really like that?
The fact is, it really is like that! Unlike almost
every other product you buy, the value of a
home almost always increases over time. And
this is true in almost any economy.
Now, you may say “but real estate tends to go
through ‘boom and bust’ cycles.” This is true,
the market is uneven. But, what you need to
know also, is that cycles typically don’t last that
long, and that booms tend to be much larger
than busts. In a boom, you may see prices rise
by 50%, or more, over two or three years, but
a bust has rarely, if ever, seen prices drop by
more than 10% over that period. Historically,
prices have risen an average of about 3.5 - 4%
per year.
Furthermore, you should know that increases
compound; i.e., each year’s growth is measured against the value of the previous year,
not against an initial arbitrary standard. So, if
the market grows 4% for ten years, the total

Let’s consider what appreciation does to the
value of your savings, using a real-life example.
Let’s say you bought a $300,000 home with
10% down, or $30,000, and mortgaged the rest
($270,000) over a 25 year period at a realistic
3.5% interest rate.

After 10 years, the value of that home would
have grown to a whopping $444,073! How
much would you still owe the bank on it?
$188,894. So how much equity (value) would
you now have in that house?
A whopping $255,179 Remember you started
with just $30,000. That has grown 8.5 times in
the 10 years. Over 56% of that growth was
from appreciation alone, the rest from paying
off the principle.
Now what would your $30,000 be worth if you
had spent the same amount of money on rent
for those 10 years? Exactly 30,000! Or, you
could have stuck it into the bank and gotten
perhaps 2% a year. At that rate, the $30,000
would have grown to $36,570 after 10 years.
Or you could have spent that $30,000 on a
modest new vehicle, which might still be worth
$5000.
$255,179 vs. $36,570 vs. $5000? Isn’t the
choice obvious?

2. INDEPENDENCE
Renting can often leave a person feeling
shackled. Can you paint or decorate the walls
any way you like? Some renters are even limited by the number or kinds of pictures they
can hang on the walls. And then, of course,
there are the parking restrictions. And the
landscaping—you’d sure do it differently, if only you could!
And how do you feel about having visitors
over? Any limits there? Do you have to get
permission to host out-of-town guests? Some
do.
What about pets? Many landlords don’t allow
pets, or will charge extra if you have a pet.
And finally, even if you have had a lot of privileges, and even if you have taken good care of
your rental home or suite, and even if you
have been a model renter, the landlord can still
sell it out from under you. All that effort—in
some cases, even sacrifice—comes to naught!
I know how it feels. When we were young, my
wife and I got kicked out of a rental suite for
having some friends over on a Sunday night;
and we weren’t being loud or noisy, nor up terribly late. It just bugged the landlord that we
had friends in!
Owning releases you from those shackles!
When you own, you can do your “own” thing
(pun intended). You can decorate the way you
want. You can make improvements without
restrictions or grovelling to a landlord. You can
change the appliances to the kind you like.
You can give your kids’ rooms their own character, and even they will feel the pride of hav-

ing their own space.
In short, you gain the freedom that you previously lacked—and the sense of pride that goes
with it. It’s hard to describe the thrill I had when
I first became a homeowner after bouncing
around those rental properties for a number of
years.

Owning your home can give you independence,
the freedom and pride to live your life on your
own terms instead of being shackled by your
landlord’s restrictions.

3. LEVERAGE
Financial leverage of ones own home is often
identified as the primary way to achieve wealth
in Canada (or anywhere). It is what has started
many a millionaire on their road to success.
What is financial leveraging? It comes from the
physics concept of using a rod over a fulcrum,
to do a lot of work with a little force. By placing
one end of the rod under a heavy load and a
fulcrum in the right spot, you can lift the heavy
load with just a little effort. Archimedes claimed
he could move the earth if he had a long
enough lever and a fulcrum on which to place
it.

So it is with home ownership. In Canada, you
can typically buy your home for only 5 or 10%
of its value. For a $300,000 home, for example, you may need as little as $15,000. The
financial institutions will give you the rest
(provided you qualify). So, you can own something up to 20 times the value of the money
you spend on buying it. In this case, you’ve
leveraged the bank’s money 20:11
But that is only the start of the tremendous leverage you get from owning your home. Combined with your home’s appreciation and the
decrease in principle balance as you make
your monthly mortgage payments, you can
soon leverage the equity in your home to get
even further ahead financially.
Let’s look 5 years down the road. Let’s assume your home appreciates by 5% a year,
and your mortgage is at 3.5%, amortized over
a 25-yr. period. At the end of year 5 your home
will be worth $382,884, and you will still owe
the bank $245,897. Now, consider that banks
will usually give you a home equity line of

credit [HELOC] to a maximum of 80% of the
value of your home2. In this case, a bank would
give you a loan of about $60,000 (80% of
$382,884 = $306,307, less the $245,897 still
owing = $60,410).
You could use that $60,000 to leverage the
bank’s money once again. Let’s say, you now
wanted to buy a revenue property
Because you won’t be living in it yourself, you
will need 20% down, instead of 5% (federal
regulations). But, guess what! $60,000 is exactly 20% of another $300,000 home. And, with
20% down, you may already be making a positive monthly cash flow on renting out that property, while seeing it appreciate and writing
down the principle, just like your personal residence. You have now gotten $525,000 of the
bank’s money ($285,000 on the first home and
$240,000 on the second) from your original
$15,000, a leverage of 35:1.
You can see how this could be done over and
over again through the next few years, a powerful wealth-building strategy.
1.

Note that 5% mortgages are very tough to qualify for
and so most reputable rent 2 own programs are based
on a 10% down payment in order to be cautious and thus
avoid setting up the client for potential failure in the end.
2.

This is the maximum, some banks may limit HELOC’s
to a lesser amount.

4. FORCED APPRECIATION
In the first chapter of this booklet we showed
how, unlike almost every other product you
can buy, your home will appreciate over time,
based strictly on market forces. The real estate
market simply appreciates due to inflation and
demand for housing. This is called passive appreciation (i.e., it happens outside of your control; you simply benefit from outside factors.)
Forced appreciation, on the other hand, refers
to those things that you do to a home to make
it appreciate even faster than natural market
growth. Certain home improvements, for example, can increase your home’s value and
thus accelerate the appreciation.
Handy with a paint brush? Take that older
home, with out-dated colours, and give it a
coat of fresh paint in a contemporary colour,
and you will instantly improve the value of your
home. Got that 80’s shag rug in the living
room? Put in a contemporary carpet, laminate
or hardwood, or replace your bathroom linoleum with tile, and you’ll raise the value considerably.
But there are some cautions, too. While most
everything you do to refurbish or update your
home will raise its value, not everything you do
will be economically strategic. Specifically, if it
costs you more for the improvement than the
value gained from it, the improvement may be
personally enjoyable but economically counterproductive. A complete remake of a bathroom
or kitchen tends to fall into this category. The
same is true if you overpay a trades person for
any improvement.
It is best to do those things that you can do
yourself or with the help of friends. But that

doesn’t necessarily mean the other kind aren’t
worthwhile. Even if you pay the full value of the
improvement, it can be financially worthwhile;
you simply need to be smart and do your due
diligence (research) before spending too much
money.
Another caution is that you only have a window
of time in which the renovation will add value
and contribute to appreciation. Its added value
will depreciate over time, as it, too, ages. So,
timing is also important when forcing appreciation through improvements. They have the
greatest value immediately after their completion. This is why many people do small improvements right before attempting to sell a
property.

The bottom line is: be cautious, do your homework before spending tons of money, and then
strategically improve the value of your home.

5. A HEDGE ON INFLATION
It may not be immediately obvious how home
ownership can be a hedge against inflation.
Yet that is exactly what can happen!
This topic is extremely important at this time
when, every economist agrees, inflation is
coming. The measures the U.S. government
(and virtually every other government) has taken to bail us out of the economic meltdown we
experienced a few years ago can only be alleviated through inflation. The value of the dollar
must decline for future generations to be able
to pay back the monstrous debt incurred. Canada is not in as bad shape as some other
countries, but our situation is not pretty, either.
Now, we would all agree that rapidly rising
prices for consumer goods hurts us. But home
ownership helps to mitigate the consequences
of such inflation. Here’s how:
First of all, when you own a home, the value of
that home also increases with the inflationary
growth of everything else. So, when you buy a
home for, say, $300,000, if inflation is 4%, then
that home will be worth $312,000 after one
year and $324,480 after two.
In other words, you are a participant in that inflationary growth rather than a victim. That
growth was beneficial to you, at least for that
portion of your economic life related to housing.
But, you protest, everything else increased,
too, so all it did was keep pace and offset other factors.
Except one: your mortgage payment.

Every financial institution allows you to lock in
your mortgage payment for a range of terms,
typically five years, but sometimes even more.
If you have locked it in, you will pay the same
rate, with 0% increase, for the full locked-in
term. It doesn’t matter what inflation does during that time. Thus, you will be getting the benefits of inflation without experiencing its costs
for that portion of your monthly payment that
goes to your mortgage. So, if 25% of your
monthly expenses goes toward your mortgage
payment, then that 25% is hedged against inflation.
Or, to say it another way, inflation is only 3% for
you though it is 4% for others who are renters.
[75% of monthly expenses at 4% and 25% at
0% equals a weighted average of 3%].
If your wages also went up with inflation, then
you’re clearly ahead of the game. If, on the other hand, they fell somewhat behind inflation
(let’s say they only went up 3% instead of 4%),
then you still came out even.
Now, if you are a renter, do you think your landlord would have held your rent to 0% increase
during that inflationary period?
The value of home ownership as a hedge
against inflation is especially relevant when we
can be fairly certain that inflation is on it’s way
and mortgage rates are low.

6. BORROWING POWER
If you’ve ever shopped around for a loan, you
know how expensive it can be. A vehicle loan
will be at an interest rate perhaps double that
of a mortgage. If you rely on credit cards—
buying on credit is like a 30-day free loan—
and don’t pay them off in full, they become
loans of, typically, 18-29% interest.
Why are these rates so high? Because they
are poorer risks for the bank than homes. Your
vehicle may provide a little security for the
banks, but this is a depreciating asset so, unless you’ve paid off a good chunk of the vehicle, the bank will lose money if it has to foreclose and sieze the vehicle. As for the credit
card, the bank really has no security at all
(unless, of course, it’s a “secured card,” in
which case you’ve already paid it up front).
Homes give the banks the best security, partly
because they are (usually) an appreciating asset, and partly because they are “fixed” or immoveable. The home will never disappear on
the bank, and probably you won’t either (at
least not as easily as if you were a renter).
So, when you own a home, the banks will look
more favourably towards giving you a loan,
and so you’ll get it at a better rate. The very
fact that you own the home already shows
them that you are credit worthy, that you’re responsible, and a good risk for loaning money.
But, it’s not just the perception of you being a
good credit risk. Once you’ve begun paying
down your mortgage, the gradually increasing
equity (based on both appreciation and mortgage principle write-down, as we saw in Chapter 1) gives you increased security for future
borrowing. The best and easiest borrowing is

against the equity in your own home. So, as we
already saw in Chapter 3, banks will usually set
you up with a HELOC, a loan attached to your
home that you can use for whatever you want.
We saw in chapter 3 how leveraging your home
through a HELOC can become a powerful
wealth-building strategy. But even if you don’t
have such lofty intentions, you can still use the
power of a HELOC to finance other acquisitions. You could borrow against the equity in
your home for a home improvement, a new vehicle, a vacation, or whatever, at a rate much
less than anything else you could borrow
against, because it is secured by your home.
But you certainly can’t do that if you don’t have
a home against which to borrow.

7. EMERGENCY SOLUTION
Did you know that your home can become a
source of funds in an emergency? Not many
other renters do, either. Let me explain:
Let’s say you’ve lived in your home for awhile
and built some equity into it either through appreciation or paying down the principle on your
mortgage (or, more likely, both). You’re now
eligible for that home equity line of credit
(HELOC) we discussed previously.
Now something happens that’s not pretty. Perhaps your furnace or hot water tank goes.
Maybe you come into an injury or illness, or an
unexpected temporary work shortage, and are
out of work for awhile. Maybe you have a medical or dental emergency to deal with. Maybe
your trusted old vehicle suddenly whacks you
with an unexpected breakdown. Let’s face it,
stuff happens!
You can meet these unforeseen crises by borrowing against your home equity. Instead of
having to scramble for a loan, and perhaps
paying a huge interest rate on it, you can use
that line of credit, usually at a very low interest
rate.
For some types of emergency, such as a new
furnace, borrowing the money to meet the crisis might even raise the value of the home, as
noted in chapter 4.
Can you do this if you are just renting? Of
course, not!
But there is a big caution that we need to emphasize. It is important not to abuse this benefit and start using your home like an ATM.

That will only get you into trouble in the long
run, because you will reach a limit, and you will
have to pay interest on everything you borrow.
It’s no different than the trouble your credit card
can get you into, just with a lower interest rate.
But when you do have an actual emergency,
it’s nice to have a back-up plan. And home
ownership is possibly the best back-up plan
you can have. It can get you the needed funds
easily, quickly, and inexpensively!

8. RETIREMENT PLAN
In this final chapter, I want to show how your
home acts as a retirement plan.
Once a year, usually in February, we’re bombarded with slick marketing campaigns to build
our RRSP’s. Putting away money for retirement is, of course, a good thing. But is that really the best way to plan for retirement? Certainly, a lot of the hype is designed mostly to
build bank profits.
It was recently reported by a financial planner
that the average homeowner has a net worth
eighty times greater than the average renter.
In part, this may reflect the fact that people
who are already more wealthy are also more
capable of owning their own homes. But that’s
only part of the explanation. The opposite is
also true: owning your home helps to produce
the wealth that you will some day need in retirement. It becomes an upward spiral.
Consider the following example: If you enter
into a 25-year mortgage when you are 35, that
home will be fully paid for by the time you are
60. No more monthly basic housing costs! Imagine what eliminating your monthly housing
payment (either rent or mortgage) would do for
your monthly cash flow. That’s your situation
when you have paid off your home. But, if you
had been renting all those years, you would
still have to make the same payment every
month. If you are now retired, would that put a
strain on your finances?
But it’s even better than not having to make a
monthly housing payment. Your home has a
lot of equity at that point, especially if it’s been
appreciating for 25 years. You have a huge
asset, worth hundreds of thousands of dollars.

That asset can be used to supplement your
monthly income after retirement, if your other
retirement funds are inadequate.
For example, you could set up a plan to gradually withdraw that equity from the home over
the years of your retirement. This is sometimes
called a “reverse mortgage.” Each month you
could take a payment out of the equity in the
home to add to whatever other pensions you
may receive from the Canadian government or
other sources.
Putting away money for retirement is a good
thing. And RRSP’s are one good source.
But by far the best retirement plan is to OWN
YOUR OWN HOME.
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Award-winning Fraser Valley Rent 2 Own
helps frustrated renters become happy
homeowners!
There are many hard-working, responsible
people who deserve and can afford a mortgage, but can’t qualify under the current strict
bank policies. Credit glitches, too short a work
history, self employment, new immigrant status, past bankruptcy, or a variety of other issues cause banks to say NO.
We step into these situations when we see
that there is only time and perhaps motivation
needed to reach bank requirements. We can
help you get into the home of your choice now,
then get full title in 2-4 years while helping you
to overcome the issues that currently prevent you from getting a mortgage.
Our program is simple. You fill out a quick application. Then we go over your situation with
you. If you like our program, then we let you
find the home you like and we buy it for you.
You rent-to-own it from us while we help you
resolve the issues for bank financing. When all
is ready, we transfer the title to you, and it is
yours to enjoy for years to come!
If you’re in one of the circumstances described
above but feel that you might
qualify for our program, then take
the initiative to check us out at:

www.FVrent2own.com
Two years after successfully completing her Broadway
Ave. rent 2 own through Fraser Valley Rent 2 Own, a
home she needed for her daycare, Jennifer wrote:

Hi Ron, It’s Jenny with her Broadway daycare.
So, I wanted to share with you that I got my
second home last month.
I rent out Broadway now.
...Thank you for changing my life!
- Jennifer, Chilliwack

