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Welcome Members & Guests 
OriginationPro Marketing System

OriginationPro Mortgage School Students

 Our goal is to help loan officers become and stay experts & help 
them market like experts.  Experts make more money in every 
industry. 

 That is why we focus on training and marketing systems.  
 Trial members of the marketing system good for 14-days and you 

have access to all marketing materials. 
 Students of our courses get extended free trials. 
 We will not spend time today going over the system as this is a 

commercial free presentation—however, feel free to ask 
questions at the end. 
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Introduction

In this session we analyze the reasons why people purchase 
real estate. There is no doubt that a home is the most important 
investment of a lifetime for most Americans. A home has 
several economic and social-economic advantages over 
renting. Most loan officers and real estate agents are familiar 
with the concepts, but cannot explain how they work simply to 
the average consumer. 
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The Social-Economic Benefits
There are many emotional benefits to home 
ownership – including the tendency of homeowners 
to become more fully ingrained into a community. 
Studies have shown that even the children of 
homeowners fare better over the long run.

Additional social-economic benefits of home 
ownership include:

• Security for one's family. There is no landlord to 
ask you to move. 

• The freedom to choose. You can paint your walls 
any color or have pets. 

• The pride of ownership. Owners take care of 
their properties and their neighborhoods. 

• Safety. Neighborhoods with owners are 
generally safer than those dominated by renters. 
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Dream–

Our focus is 
economics 
but let’s not 

forget….
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Focus of This Presentation
While these non-economic benefits are substantial, this session 
will focus on the financial benefits of becoming a homeowner. The 
reason we all aspire to own real estate is simply this: we desire to 
accumulate wealth. There is a good reason that America has one 
of the lowest savings rates of industrialized countries, but remains 
the richest country in the world: Real Estate. The Federal Reserve 
Board's Survey of Consumer Finances has continuously disclosed 
that the average net worth of owners is over 10 times greater than 
the net worth of renters.
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Economic Benefits
What are these economic advantages?  There are three (plus one) basic 
economic reasons for purchasing a home: 

1. Real estate is an investment. Using the concept of leverage, we will 
learn exactly why real estate consistently outperforms other investment 
vehicles—even during periods of low inflation. 

• This concept also includes the additional factor of principal 
reduction, or a forced savings plan (the “plus one”)

2. Real estate is a tax deduction. More and more tax breaks have been 
cut from the menu in the interests of tax simplification. The mortgage 
interest deduction has suffered nicks and scratches, but has emerged 
as the major survivor in the world of tax strategies – though the recent 
tax plan has changed the numbers. 

3. Real estate is an inflation hedge. Even in times of low inflation,   
monthly rents move upward much more quickly than a mortgage 
payment.
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The New Tax Law
There is no doubt that the numbers are affected by the new tax law.

• Because the law is new—the final conclusions are not in. 

• The law will affect various price ranges and tax brackets differently. And it 
is unknown how the “investment value” and other values of home 
ownership will be affected. 

• For that reason we have not changed the numbers we have used – but 
make certain notes where relevant.  

• The numbers we use are simulated examples. 

• What is more important is the fact that today people are questioning the 
financial value of home ownership because of the law. But that is 
because they don’t understand ALL of the benefits of ownership. 

• Thus, it is even more important today for you to be knowledgeable about 
and be able to explain ALL of the benefits. 
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Section One

Real Estate as an 
Investment – the 

Concept of Leverage
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Projections Made

Any prediction of the future is just that—a 
prediction. We do not aspire to be any 
more accurate in presenting a scenario for 
the future of housing appreciation  than the 
so-called economic experts. 

We feel the best approach is to assume a 
low rate of appreciation to be conservative. 
It is the concept of leverage that makes 
housing an excellent investment in any 
inflationary environment.
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What is the Concept of Leverage?
Leverage is defined as the ability to control a large asset 
with a smaller asset. For example, you can purchase 
$200,000 in real estate using $10,000 or less in cash 
assets. You can leverage real estate highly because of 
these factors:

• Real estate assets have a long history of appreciation. 
This means security for those institutions that would lend 
against this asset.

• There is a complex system to record ownership of 
property—older than the United States itself. 

• There are consistent national standards for qualifying 
purchasers of real estate. These standards reduce the 
risk that a real estate loan will default.
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Median Home Prices
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Value in First 
Quarter of 

2019? 

$254,800!

About 10 
times as 
much as 

1970!



Our Calculations

Note that we use $100,000 or other even numbers as a base home 
value and/or mortgage calculation, because you can use even 
numbers to easily extrapolate to your value – and they are simple so 
that we can concentrate on the concepts. 

Extrapolation: For a $300,000 home, just multiply the numbers by 
three. In addition, real closing costs will vary based upon the mortgage 
amount and other factors. Therefore, you are encouraged to do your 
own analysis based upon actual numbers of the transaction. 
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Return on Investment
Let us compare a simple example in 
which we invest a cash asset of $10,000 
over a number of years, either by leaving 
it in the bank or by purchasing $100,000 
of real estate. The table assumes a 3.0% 
rate of interest in investments for a total 
gain of $3,439 after ten years. It also 
assumes a 3.0% appreciation rate for real 
estate during this time period. Factored in 
are a $5,000 cost of purchase (closing 
costs) and 10% cost of liquidation (sales 
costs). It should be noted that, assuming 
the property is sold after ten years, these 
costs are $15,000, which is more than the 
original asset. Yet the gain after ten years 
is over $19,000, or over an 11.0% annual 
rate of return on the $10,000 investment!
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Leverage Rules
What if the rate of home appreciation slows down to 2% per year? What 
if you try to sell the real estate after two years? What if the down 
payment is 20% of the purchase price? Generally, these rules apply:

• Low rates of appreciation. The effect of leverage will lessen with lower 
rates of appreciation. However, in the long run, real estate will still 
outperform savings based instruments. 

• Holding periods. Because of the cost of real estate acquisition (figured 
in our examples to be 5.0%) and the cost of real estate disposition 
(figured as 10.0%--including maintenance), there must be a 
reasonable holding period for gain on real estate. 

• Increasing the down payment. Generally, the larger the down 
payment, the smaller the percentage-return on real estate. Remember 
the concept of leverage requires that we control as large an asset as 
possible with the smallest asset possible.

• Maintenance. Note that the costs of maintenance goes up for existing 
homes, but starting prices are lower than new homes.
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Principal Reduction
• Mortgage principal reduction. In 

addition to the leverage principle, 
the gain on real estate is 
increased by a reduction in the 
principal amount of the initial 
mortgage on the property. In 
simple terms, as one owns a 
house, one builds up additional 
equity because each mortgage 
payment reduces the amount of 
the principal balance outstanding. 
This assumes that the home 
owner does not opt for an interest 
only loan—popular in the past but 
not as accessible more recently. 

18



Net Return on Investments

With these concepts in mind, let's 
take a look at a comparison table 
that takes our money in the bank and 
compares its earnings with those 
from a purchase of $100,000 in real 
estate over ten years. We have 
varied the appreciation rates, return 
on investments, and down payments. 
We also assume 5% closing costs 
and 8% selling costs. The total 
investment is the down payment plus 
the 5% closing costs. 
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Net Return on Investments

Next, let's look at the impact of 
varying the number of years you 
own your home. Since you only 
have to pay closing and sales 
costs once, you will benefit most 
from a longer ownership period. A 
long holding period assures 
positive returns even at low 
appreciation rates.
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Real Estate as a Forced Savings Plan
We introduced the concept of principal reduction in tandem with the 
concept of leverage. However, principal reduction also makes the 
monthly payment on a home more affordable in terms of real costs, 
as opposed to “out-of-pocket” costs. 

This is why it is important to understand the structure of mortgage vs. 
the structure of rent. It is a simple equation: 

• When you pay rent, 100% of the rent goes to the landlord. 

• When you pay a mortgage, the interest is paid to the lender, but 
the principal pays down the loan, building equity. 
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Real Estate as a Forced Savings Plan
Let us take a very simple example. In this case a $300,000 30-year 
mortgage at 5.0%. The payment on the mortgage is $1,610, which 
includes principal and interest. In this case we will assume the total 
mortgage payment is $2,000, including taxes and insurance. We will 
also assume that payment of rent for the same property is $1,700. 
Thus, it appears the owner is paying $300 more per month for the 
privilege of owning. 

However, let us break the payment down:

Note: all numbers are rounded for ease of comprehension. 
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Real Estate as a Forced Savings Plan

Thus, on the average for the first five years of the loan, the owner is 
really paying $1,590 for the mortgage (2,000 minus 410) and the 
renter is paying $1,700. This money comes out of the home's 
"savings account" only when the home is sold or if the owner takes a 
loan against the equity in the home. If the owner lived in the home for 
30 years, eventually the mortgage would have been totally paid off. 
The renter pays rent forever. Because the savings are not accessible 
and because the home owner must make these payments each 
month, the concept is referred to as a forced savings plan.

As impressive as these numbers are, we have not considered two 
other important aspects of the comparison – tax deductibility and 
inflation protection. We will cover these in the following sections of 
this presentation.  
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Section Two

The Concept of 
Rental Equivalency
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Rental Equivalency – Tax Savings
The term rental equivalency refers to the determination of an 
individual’s mortgage payment after the effect of tax deductions, as 
compared to the rent they are presently paying. The mortgage 
payment after taxes that is the same as their rent is that person’s 
“rental equivalent.”  

Another way of stating this? 

For the rent you are paying, you could purchase a home of ____ 
amount and keep your payment the same after taxes.

The concept can also be applied to move-up buyers because the 
increased mortgage payments can also be reduced by the amount 
of tax savings. We refer to this as re-leveraging.
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Rental Equivalency
Let us take an example of someone who is paying $1,300 each month in 
rent. Let's also assume the same home would cost $250,000. Once again 
we use an even number so you can extrapolate.

*includes lender paid mortgage insurance

In this example the mortgage payment is $310 more than the rental payment 
of $1,300 each month. It is also natural for a prospective purchaser to say: 

“I can hardly afford my rent. How can I afford $310 more each month?”
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Questions to Answer
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In order to answer this question, we must compare the rent payment with the 
mortgage payment after the tax benefits have been calculated. To do this, we 
must answer the following:

• How much of the mortgage payment (PITI) is tax deductible?
• What tax bracket is the borrower in?

Fortunately, most of the mortgage payment carries tax benefits, because the 
interest and real estate tax portions can be deducted from one's income. The 
calculation is as follows:

$237,500 mortgage x 5.25% = $12,468.75 annual interest, or $1,040.00 monthly

Therefore, $1,040.00 out of the total PI payment of $1,311.00 is interest and is 
deductible, along with the real estate taxes—

Total deductible portion of 
$1,610 payment:



Tax Savings
Now that we know the 
deductible portion of the 
payment, we can determine 
the tax bracket of the 
borrower and calculate the 
tax savings. Using the 
Federal Monthly Withholding 
Tax Charts, we find the 
following:

In other words, what looked 
like a $300 gap is now 
equalized with this analysis—
and certainly the monthly cost 
of the home will not affect the 
equity one will gain with 
regard to homeownership 
versus renting. 
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Looking at a Tax Withholding Table
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Note that the tax brackets were lowered slightly with the new plan. 
This will lower the benefit – again slightly. The standard deduction 

increase is a more important factor. 



State Tax Savings

There are also state tax savings for most borrowers. They are not shown 
because many times the borrower will need the deductibility of state taxes 
paid to exceed the standard deduction given to tax payers who do not 
itemize deductions. Those who do not have enough itemized deductions 
to reach the standard deduction without the mortgage payment will not 
fully realize the tax savings for mortgage deductibility, especially for lower-
cost homes. Eliminating the analysis of state and local tax savings 
minimizes this effect – (see new tax plan)

Note that this is not an issue for move-up buyers who are already 
itemizing deductions. Also, the full effect of deductibility may not be 
realized in the first year of ownership because you will pay less than a full 
year of mortgage payments. 
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The New Tax Plan
The increase in the standard deduction is where the new tax plan comes 
in.  The rise in the deduction to $12,000 for singles and $24,000 for 
married couples obviously magnifies the deduction effect. Especially for –

• Married couples buying lower priced homes

For a married couple buying a lower priced home, the tax deduction 
benefit may be wiped out completely – though with prices rising, there are 
fewer “lower priced” homes. 

Likewise, on the upper end of the scale,  the $10,000 max deduction for 
state and local taxes (including income taxes) and $750,000 loan cap 
(new loans only) for allowable deductible interest will have an effect. 

Interesting note: you might think they gave a great benefit to Americans by 
raising the standard deduction. But remember, they took away personal 
exemption which could be used even if you did not own a home. 
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Monthly Cash Flow
There is another factor which affects the affordability of the 
home on a monthly basis. While the homeowner receives a 
tax deduction, the benefits of this tax deduction is not 
realized on a monthly cash-flow basis. Basically, most new 
homeowners cannot afford to increase their monthly 
payment by 20% and wait until the end of the year to 
receive a refund. Thus, what they must do is adjust their 
"withholding exemptions" so that their monthly withholding is 
decreased by the same amount as the tax benefit.  

In order to do that, they must fill out a W-4 form with their 
human resources department. The calculation of the correct 
exemptions is an easy process. If the monthly savings is 
$300 as in our previous example, you would go back to the 
monthly withholding chart. The person was single and 
therefore was allowed one exemption. You would go to their 
monthly income without the deduction and move to the right 
until the taxes are reduced to close to $300.  
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Tax Savings

In the above example, we will assume the person makes 
$3,000 monthly. Their monthly tax withholding at one exemption 
is $330. To achieve a $100 change in withholding, they would 
have to take three exemptions.

33
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Rental Tax-Equivalents Chart
To save you the steps of these complex calculations, we have devised a chart that calculates 
the rental equivalency of mortgage payments. The chart assumes that 80% of the typical 
mortgage payment will be tax deductible and the borrower(s) are in a 25% tax bracket. You 
can use the table to extrapolate to other mortgage payments. For example, the tax savings 
for a $950 mortgage payment would be one-half of the difference between $900 and $1,000. 

Of course, today, there are plenty of online sites that will help you with these calculations.  
For example, the IRS has a withholding calculator Click Here. However, it is important during 
training to do these calculations manually so that you understand the concepts thoroughly in 
order to explain them to clients. 
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Section Three

The Mortgage 
Payment as an 
Inflation Hedge
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Long-term Affordability

We have discussed the investment aspects of a home 
purchase. Clearly the use of leverage causes real estate to be 
a superior investment at any level of appreciation in the long 
run. The concept of rental equivalency makes the investment 
affordable in the short run. Plus, we are also participating in a 
forced savings plan. 

But what about the affordability of a home in the long term?
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Inflation Hedge
How does the home stack up against renting five, 
ten, and twenty years from now? As time goes on, 
home ownership becomes even more and more 
affordable because a home is an inflation hedge. 

What is an inflation hedge? We all know what 
inflation is. It is the tendency for expenses to rise 
over time. We know that rent is subject to inflation. If 
your present rent payment was $800, a 5% rate of 
rental inflation would make the payment 
approximately $1,300 in ten years. 

37

A hedge is an instrument of financial 
protection. An inflation hedge protects one 
against future costs of inflation.
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Inflation Hedge

Why does a mortgage payment resist 
inflationary pressures? Because the 
largest portion of the mortgage 
payment is the loan repayment (P&I), 
which is fixed when the homeowner 
selects a fixed rate mortgage. The 
remainder of the payment will be 
subject to inflation. Specifically, real 
estate taxes, homeowners insurance, 
and association dues will tend to 
move up with inflation. 

However, since these are only a small 
portion of the payment, the overall 
payment will not increase as fast as 
rent. Note that the payment on 
adjustable rate mortgages may 
change independently of inflation.

38

In the example, only $140.00 or 21.0% 
of the total mortgage payment is 
subject to inflation. We will use 20% as 
an even number. This will reduce any 
effective inflation by a factor of five, 
i.e., an inflation rate of 5% will become 
1%. In other words, the rent payment 
will move up at a speed of five times 
the amount of the mortgage payment. 



Median Rent

Using the Table, we can see that 
even low rates of inflation (3%) will 
cause the mortgage payment to 
become virtually equal to rent in ten 
years. These are conservative 
measures; the average inflation rate 
in the United States for the period 
from 1950 to 2010 was over 3.0%, 
according to the U.S. Department of 
Labor, Bureau of Labor Statistics. 

39



Median Rent
The financial crisis and slow recovery has brought the level of 
inflation below the norm for the most recent decade. However, with 
regard to rental inflation, rents in the United States over the same 
period have gone up at an even faster pace and are expected to 
continue to rise because the financial crisis has resulted in the 
creation of additional rental demand.

40
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Total Effects on Rent and Mortgage
Our analysis of inflation hedging is only 
partially complete. We have merely 
compared the actual payment increases 
over a period of time in accordance with 
various imputed inflation rates. We have 
not factored in the effects of tax deduction 
and principal reduction of the mortgage. In 
ten years, the rent payment is still projected 
to have no tax benefit. 

The next table repeats a similar chart, only 
this time we are reducing the mortgage 
payments by the amount of the federal tax 
benefit and the principal portion of the P&I 
payment.  

41
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Inflation Effects on Rent and Mortgage

When one analyzes this chart 
which covers the true cost of 
owning versus renting in the long 
run, the economic advantages of 
homeownership are clear –
especially when you add in the 
“investment” gains of 
homeownership as compared to 
renting. This is exactly the reason 
that the net worth of owners 
consistently is many times that of 
renters as reported by the Federal 
Reserve Board. It is also why the 
dream of homeownership is known 
as the “American Dream"  -- both 
economically and socially.
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It’s a Wrap!   Open For Questions
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These are the most important concepts 
in the world of real estate--

Need we say more?

For more information

www.originationpro.com
success@hershmangroup.com

1-800-581-5678

CONCLUSION



More Information
Marketing System or
Mortgage School

www.OriginationPro.com
Email success@hershmangroup.com
or call 1-800-581-5678
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The
OriginationPro
Marketing 
System



The Marketing System
• A complete content system -- used for emails, social media, 

websites, blogs and even publish with you as the author in print 
and web publications.   You can email using our system or yours. 

• The goal is to make you an expert.  
• Trial members get access to the complete OriginationPro 

Marketing System 14 Days.  Trial at www.OriginationPro.com
• Email success@hershmangroup.com or call 1-800-581-5678 for 

tour and we can help you set up.  Specials--
Set up a tour and we will double your trial period to 28 days!
Special: skip the trial and we will give you a discount. 

• Prices:
49.95 Monthly
$99.00 Quarterly ($33 per month); 
$360 Annually  ($30 per month)
Group memberships available at sharp discounts.

25% off with coupon code MGICr
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Real Estate 
Report

• Published weekly
• Real Estate, not 

just mortgages --
the “name says it 
all”

• Hard hitting news, 
not recipes or 
handy homeowner 
hints

• No confusing 
secondary charts
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Sales Update Library
• A complete library of sales 

and marketing articles
• It is not enough to distribute 

news, you must teach your 
top referral sources how to 
sell which is the ultimate 
value.

• Added value for Realtors, 
financial planners, CPAs, title 
companies, insurance agents.

• Designed as great material for 
sales meeting presentations.
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Real Estate Page Library
• A complete library of consumer 

articles on finance and real estate 
topics.

• Can be used for prospect 
conversions—pick a topic that is 
on-point.

• Can give to Realtors to send to 
their clients to leverage the pieces. 

• Great to leave at open houses. 
• Can use as response mechanisms in 

all marketing materials to entice 
targets to call for more 
information.
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HTML Email Library
• A complete email library 

targeted to all segments. 
• Includes real estate and 

refinance campaigns.
• Includes customer 

service/pipeline emails.
• Includes emails for alternative 

business sources such as 
attorneys and even recruiting

• Completely personalized with 
picture, logo and other 
contact information.

• Includes, “write your own 
email feature” and special 
occasion cards—all in one 
place! 50
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The Real Estate Update
• Four page document published 

monthly
• Traditional self-mailer newsletter
• For all parts of your sphere
• Real estate news and economic 

commentary,  
• Includes real estate article (real 

estate page)
• Important: those who opt out of 

emails, you can still mail to them!
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Mobile Alerts
Three Purposes

• More readable on mobile phones—less 
graphics and more text.  Did you know 
that over 50% of your clients are 
reading your emails on a cell? 

• Split up newsletters for those who 
want to send smaller pieces—
economic commentary one day and 
then an article another day. 

• Real-time up-to-date news:  get it out 
quickly. 

• Note—unlike Real Estate Report—you 
won’t receive automatically. Use 
dashboard to view. 

• Perfect for social media posting!
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