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RE YOU SCROUNGING
-’for ways 0 cover your
'mortgage? Dining at home,

Aand v1srt1ng relatives' on .
vacatio “w1]l get you only so far. Maybe
you should" steal a play from ‘Wall Street’s
book: Reduce your debt by rarsmg eqmty
from an outs1der -

You are a candldate for this kind. of

deal if your ‘house i 1s worth less than it was :|.

'when you last- reflnanced yet you § stlll
hiave a decent amount of equity left. For
-example, you have an $800,000 mortgage
on d house that used to be worth $1.4
mrlhon but is now worth only $1 million.
Your 0utsrde investor mlght put- in
$200,000 of cash in return for a 50%
stake. You refinance, replacing the big
'mortgage with a-new one for only
* $600,000, wrth more: affordable payments.
Your riew co-owner will get half the take
when the house is sold and the’ mortgage
paid off.

Who might this outs1de investor- be?
eénter a sale-leaseback with his niece. “The
trust will buy the couple’s home for its.
‘estimated-market value of $300,000. It
will then charge the young couple rent'at’
the low end of the range that local tealty '

A relative, probably If the investors are-
_your parents, they may be plannmg to
- pass wealth on to you but are not flush -

enough or inclined, to grant a cash

bailoit now. Instead, present. them with
an investment opportunrty that mcludes
some nifty tax adva.ntages ‘

“Eveni parents who want to help their
chrldren dof’t want to just give wealth
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dialing down the thermostat '

~

_away,” says Avi Z. Kestenbaum, a tax and
estate attorney in M1neola, N.Y.
Last year David Keator, a financial

|-advisor based in Lenox, Mass, began

helpmg a retired client bail out a young

- niece and- het husband. The couple had

purchased a $230,000 home in western

‘Massachusetts a decade ago. They then

-set ‘about loadmg up. on home equity

loans and running up latge’ credit card |

debts during the Hoiising boom. Recently

. they've struggled to service their $250,000
in total mortgage debt.

~ The uncle had alréady:set-up a trust to
benefit his niece:in later years.and could

have opted for the. trust to make an_
immediate cash. grft to her..However, hé.

considered. the option laden with- the

-samie moral hazards as every other

bailout. He also feared that if the young

- couple broke up, a cash glft could end up

enriching a former hephew-in-law. The

uncle was also keen on keéping the trust -

growing.
"He settled on d1rect1ng the trust to

agents said the house Ywould fetch on the
market. Their iiew rent will bea fraction
of the aftertax carrying cost the young
couple is paying as owners. They will also

- property taxes, insurance, operatmg costs
and depreciation. Because a grantor

on the surplus-as ordinary income. On .

‘him or her an attractive investment

. for $1.4 million a few years ago is now

‘down. your $800,000 mortgage. With

.a new $600,000 one with a 30-year fixed

use some of the $50,000 netted frorn the
sale to retlre cred1t card debt arid fund a

The uncle’s: largesse comes with a
potential tax downside. Since the house . .
is held free of debt, _the. rént may exceed
the remaining deductlble expenses-

trust has already been established, the
uncle would have to personally pay tax

the plus side, if the couple’s finances
improve, they will have the option of
buying back the home.

If your rich relative isn’t quite so
generous as-this uncle, try offering

return. Suppose the house you bought

worth $1 mﬂhon Your $4,800 monthly
payments have barely begun to pay

your finances pinched elsewhere as well,
your: spohse and you d‘ecicle . $3,600
monthly mortgage paymient is a]l you: can,
afford. To get there, you need to retire
your $800,000 mortgage and replace it
with a $600,000 one.

~ 'To raise the necéssary capital, you turn
to your well-to-do brothers, each W]]lmg
to invest $100,000. You use their $200,000
to replace your old mortgage and take out
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| rate of 5.1%. This will result in your | $400,000, 'representing’a return of 10.4% | age points ayear, and yours shrinks
v reducing payments below your desired | per year. If at that point you buy them | accordingly.
$3,600 monthly target. out, your brothers will be liable for only In year one this transfer of equity

Your ‘$1 million house now has | long-term capital gains taxes on their | would be worth around $10,000 to your
$400,000 worth of equity—half of it yours | profits (likely to be 20% or more by then). | brothers, or roughly what they could earn
and the rest split between your brothers. | In the meantime you will have covered | on a mix of medium-term Treasuries.
! What's the upside for your siblings? | the full mortgage, property tax and | Under this scenario, if your home’s value
* Assume that starting this year your home | upkeep yourself. But that's not a bad deal | recovers to $1.4 million by 2017 your
; appreciates 5% annually and recoups | because you are enjoying 100% of the | brothers’ combined 67.5% equity stake
its original $1.4 million valae in 2017. | lodging. ) would be worth $540,000, giving them an
That means that, thanks to the magic If such prospects aren't sufficient to en- | annualized 15% return. Your 32.5% stake
; of leverage in a rising market, | ticethem, taxattorney Kestenbaum proposes | would be worth $260,000, representing a
; your brothers’ investment will offering your brothers a creeping daim | 3.8% return.
have doubled in on your equity. You start as 50- There’s a tax advantage here for them,
value to 50 partners, but your | too: Their profits will be taxed as long-
. brothers’ stake | term capital gains rather than at higher.

grows 2.5 | federal income tax rates. You, on the other
%, percent- | hand, would have an incentive to refi-
nance quickly, buy out your brothers and
pocket the gains.

Say housing in your area flatlines and
in 2017 your home is still worth $1 mil-
lion. Your brothers walk away with a 4.4%
annualized return. You would suffer the
fate of watching your initial $600,000
investment wither to a mere
$130,000. You'll have to measure
this potential investment pain
against the value of having had a
place to live and $130,000 in debt

service (gross, before tax bene-
fits) avoided on your original
$800,000 mortgage.
If you have no family
members to hit up, consider
EquityRock. The San Francisco
financial boutique is willing to
offer up to 15% of a home’s value -
to owners with at least 20% equity.
EquityRock requires that part of its
investment be used to pay down
mortgage debt and that you promise
to return its principal and cash equiva-
lent to roughly half of any change in value
(gain or loss) within ten years.

That would leave EquityRock with
pretty nifty gains in a rising market.
Perhaps, then, it’s a bullish sign that even
“the company’s chief executive, Thomas
" Spoonholtz, admiits he’s had few takers
lately. - F
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