“I Don’t Care How Long You’re Going To Keep The House, Tell Me How Long You’re Going To Keep The MORTGAGE!”
by

Kurt A. Schultz

I have a hard time getting people to communicate clearly.  

Every time I say that, it jeopardizes my relationship with a client.  I can feel their reaction, even if I can’t see it.  They think I’m nuts.  They are being guided by a huge misconception that needs to be overcome.  When I make that statement, I challenge the dominant paradigm.  I have to explain immediately; and once I do, the client gains a clearer understanding of buying a property with mortgage financing.

I believe that the confusion is rooted in the lack of all-cash buying.  Most property purchases require some borrowing in order to complete the transaction.  That situation has become so prevalent that people think of purchasing property and borrowing via a mortgage at the same time.  In many cases, the distinction between the two becomes blurred, as in ‘you have to have one to have the other, so they must be the same thing’.
If you rent a house, you can have a home without having a mortgage.  If you buy a house and pay all cash, you can have a home without having a mortgage.  Why do people insist on confusing the two?
I’ve had clients tell me “I’m going to keep the house forever, so I want a 30-year fixed mortgage.”  I bet you’ve heard that sentiment before, maybe you’ve even said it.  I’ve even had investors tell me that.  What’s wrong with this statement?  Is it true?
While it is true that the client may want a 30-year fixed mortgage (so that they can hold out the hope of eventually owning free and clear) and it may be that the client will hold the property until they die (which seems like forever), these two parts of the statement aren’t truly related and they are not interdependent.  Neither part of the statement requires the other.  The individual parts of the statement may be true, but the logic connecting them is bad – it is a non sequitur.
Over the course of home ownership, your financial needs will change.  The house you buy will become a home (yours or someone else’s). The mortgage is a financial tool.  If your financial needs change, you will need to use your financial tools to satisfy your needs.  You may need to use your mortgage to accomplish some goal other than home ownership.  Paying for a child’s college education comes easily to mind.
So when you shop for a mortgage, you should have one of your selection criteria be “How long am I going to keep this mortgage?”  If you can foresee certain financial needs, you will be better prepared by selecting the appropriate tool for the job.

In the case of college tuition, you could estimate how long until you will have to start paying out for your student’s expenses.  Figuring a four year spread and the estimated payments, you might realize that you would be better off to add a Home Equity Line Of Credit (HELOC) to your mortgage, so that you could borrow repeatedly against  the HELOC as needed, then refinance the entire debt into lower payments after the student has graduated.  This kind of thing is why you can keep your house forever, but you really need to ask “How long will I be keeping this mortgage?”  If you have a sixteen-year-old, you will plan it differently than if you have a six-year-old.
It isn’t a matter of how long you will keep the house.  You could have several mortgages on the house over the course of your life, even if you stay in the same house until you die.  Each time we’ve refinanced our mortgage, it was to accomplish some particular goal.  Our first mortgage was an Adjustable Rate Mortgage (ARM), and it was very good for us.  We switched to a fixed rate mortgage when we thought rates couldn’t get any lower.  We were wrong, and we refinanced the mortgage again later in order to reduce our monthly payments.  We don’t live in the house anymore, and the next time we refinance the mortgage, it will be to minimize our costs so that we can maximize the cash flow on the property as a rental.
Homeownership is an admirable goal.  In order to accomplish your goals, use your best financial tools.  When you shop for a mortgage, ask yourself “How long do I expect to use this tool before I replace it with a more appropriate tool?”.

Don’t tell me how long you want to keep the house, I don’t care.  How long are you going to keep the mortgage?  That is something I can help you with!

