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LEARNING TARGETS
1. Compare renting and buying for a given life situation
2. Calculate the total cost of renting and the total cost of buying over time
3. Explain equity and how buying builds it while renting does not
4. Use the crossover year and the 5-year rule to recommend rent or buy

SECTION 1
Which Makes Sense When?
It Depends on Your Situation
Whether renting or buying makes sense depends on your SITUATION - mainly how long you will stay.
The honest way to decide is to compare the TOTAL COST of renting and the TOTAL COST of buying over the years you would stay.
Flexibility vs Equity
FLEXIBILITY (how easily you can move, which renting protects and buying reduces) is what renting keeps - the ability to move.
EQUITY (the portion of a home you actually own, equal to home value minus loan balance) is what buying builds - the part of a home you actually own.
SECTION 2
The Case for Renting
Renting Is Cheap Up Front and Flexible
Renting needs only a deposit and first month, not a large DOWN PAYMENT (the large up-front amount you pay when you buy a home) - so its up-front cost is low.
A renter's monthly cost is mostly just rent plus RENTERS INSURANCE (a small monthly policy that protects a renter's belongings), because the landlord pays for big repairs.
But No Equity Back
Renting protects your FLEXIBILITY - you can move at the end of a lease without having to sell.
The tradeoff: renting builds no EQUITY - every dollar of rent is gone once you have lived there.
SECTION 3
The Case for Buying
Buying Builds Wealth
Each MORTGAGE payment builds EQUITY - the part of the home you own - instead of vanishing like rent.
APPRECIATION (the rise in a home's value over time) can grow your equity even faster.
But High Up-Front and Less Flexible
A fixed mortgage payment can stay steady for years, while rent tends to rise over time.
Buying needs a large DOWN PAYMENT and reduces your FLEXIBILITY - you must sell to move.
SECTION 4
A Labeled Model - Building Equity
A LABELED MODEL (equity)
EQUITY (the portion of a home you actually own) = HOME VALUE - LOAN balance.
Equity grows two ways: paying down the LOAN BALANCE (principal) and rising HOME VALUE (appreciation) both grow your equity.
Devon at Year 5
Devon at year 5: HOME VALUE $272,500 - LOAN BALANCE $215,000 = EQUITY $57,500.
A renter's equity stays at $0 no matter how many years of rent they pay.
SECTION 5
Flexibility vs Commitment
Renting Is Flexibility, Buying Is Commitment
FLEXIBILITY means you can move easily at the end of a lease - good if your life might change soon.
Buying is a COMMITMENT - selling a home is slow and costly, so you should plan to stay a while.
Match It to Your Plans
If you might move in a year or two, flexibility wins; if you will stay for years, COMMITMENT pays off.
The freedom to move for a job or a change is worth real money, not just a feeling.
SECTION 6
A Labeled Model - Total Cost of Renting
A LABELED MODEL (total cost of renting)
TOTAL COST OF RENTING (the full amount you pay to rent over a number of years, with no equity back) = (MONTHLY RENT + RENTERS INSURANCE) x 12 x years.
Devon's monthly cost: MONTHLY RENT $1,500 + RENTERS INSURANCE $20 = $1,520 a month.
None of It Comes Back
Five years of renting: $1,520 x 12 x 5 = TOTAL COST OF RENTING $91,200.
Renting builds no EQUITY, so the entire $91,200 is spent and nothing is returned.
SECTION 7
A Labeled Model - Total Cost of Buying
A LABELED MODEL (total cost of buying)
TOTAL COST OF BUYING (the full cost of owning after subtracting equity and appreciation) = DOWN PAYMENT + (OWNERSHIP COST x 12 x YEARS) - EQUITY BUILT - HOME VALUE change.
OWNERSHIP COST (the monthly cost of owning: mortgage plus taxes, insurance, and maintenance) = $1,300 + $250 + $100 + $150 = $1,800.
Subtract What Comes Back
You subtract EQUITY BUILT and HOME VALUE CHANGE (APPRECIATION) because you get that money back when you sell.
Five years of buying: $20,000 + ($1,800 x 12 x 5) - ($3,000 x 5) - ($4,500 x 5) = TOTAL COST OF BUYING $90,500.
SECTION 8
The 5-Year Rule and the Crossover
Two Lines, Two Shapes
On the chart, the renting line rises steadily while the buying line starts higher but rises more slowly.
The CROSSOVER YEAR (the year buying's total cost first drops below renting's) is where buying first drops below renting - for Devon, year 5.
The 5-Year Rule
The FIVE-YEAR RULE says buying usually pays off only if you stay long enough to pass the crossover.
Stay past the crossover and buying wins; move before it and renting was the cheaper, more flexible choice.
SECTION 9
Calculate Rent vs Buy Over Time
The Four-Step Process
Step 1 - TOTAL COST OF RENTING = (MONTHLY RENT + RENTERS INSURANCE) x 12 x years.
Step 2 - TOTAL COST OF BUYING = DOWN PAYMENT + (OWNERSHIP COST x 12 x YEARS) - EQUITY BUILT - HOME VALUE change.
Find the Crossover and Recommend
Step 3 - the CROSSOVER YEAR is where buying first costs less than renting.
Step 4 - recommend BUY if the person will stay past the crossover; recommend RENT if they might move before it.
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