Buy ahouseif youdont planto
change city and can afford it

Renting, on the other hand, gives geographical flexibility, frees up finances

SANJAY KUMAR SINGH

With the residential real estate segment
reviving after a prolonged period of
stagnation, prices are likely to move up,
albeit slowly. Those considering a house
purchase may feel the pressure tolock
intothe current price. Simultaneously,
highinflation isexerting pressure on
household budgets. Home loanrates,
too, arerising. A married person may
alsobe experiencing parental pressure
to ‘settle down’ (parental-speak for
buyingahouse). Forall those struggling
tomake the buy versus rent decision,
here’saroadmap.

Buy ifyou will use it
Buyahouseifyoucantickafewboxes.
“Ifyouwill live in the house, are sure you
won’t change your city, and can afford
the house, you may buy it,” says Arnav
Pandya, founder, Moneyeduschool.

To checkyour affordability, see how
much savings you have for making the
down payment and the amount you can
borrow. “Thetotal of a family’s EMIs
shouldn’t exceed 40-50 per cent of one
spouse’s take-home salary,” says Vishal
Dhawan, chief financial planner, Plan
Ahead Wealth Advisors.

Next, checkthe area you can afford
within your budget. “The house
shouldn’t be so distant from your
spouse’s or your workplace that the
commute becomes a nightmare.
Educational institutes for your
children mustbe atacomfortable
distance,” says Pandya.

Use afinancial calculator

Nowadays, financial
calculators have become
available that make it possible ™
foryouto decide whetherto
buyorrent. Onesuch
calculatorisavailable from Fi,
aneobank (Arthayantrais
another player that offers such
adecision-makingtool).
Ficanhelp calculate the net
worth youwill achieve in two
scenarios. Thefirstisif youbuy a house
bytakingaloan foracertain tenure (10
to30years). Tocalculate therate at
which the house’s value will appreciate,
the calculator asks for the city of your
choice and then uses National Housing

POINTS TO PONDER BEFORE DECIDING

Benefits of ownership Benefits of renting

mYou acquire an asset which you can mifyou are likely to be
use, and the value of which is likely to transferred, ordon't wantto
appreciate over a long period of time gettied to a city, renting

YOUR
MONEY

mifyoudon'tliveinit, you
canrentit

m\While rental yield is low
(2-3 per cent), the rent gets
revised upwards, soyield
improves with time

mDon't have to pay escalating rental
toalandlord or keep changinga
house atintervals

mLong-term return from real estate

can exceed return from fixed-income

portfolio of conservative investors

provides flexibility

mYou can change size of
house based on change
in family size
mAvoid expenditure on
repair, maintenance,
property tax, etc

mAvoid the pressure that comes
from having an EMI — can take
sabbatical, start a business

m(Can live in @a more central
locality of a city

Bank’sdatato provide abaserate of
appreciation. You can tweak thisrate,
based on your degree of optimism about
your micro-market.

The second scenario is where you
decidetoliveonrentandinvestthe
amount thus saved (EMI minus rent) for
the sametenure astheloan. The
calculator chooses a rate of return for
these investments based on whether
youare aconservative, moderate or
aggressive investor.

Eachyeartherentwill keep
increasing until itbecomesequal to the
EMLI. Thereafter, the calculator assumes
thatnofurtherinvestmentis
made. The final net worth is
calculated for both the options
(attheend oftheloan tenure).

“The purpose of the
calculatoristoenable
potential buyers to make the
buy or rent decision. based
onactual numbers. The
calculator can also help the
user decide by how much he
canreduce hisloan burden,
tenure, and interest cost by delaying
the purchase decision,” says Praneet
Battina from the investment research
team at Fi.

Notethat the calculator doesn’t
factorinthe cost of maintaining the
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house, propertytax, and the tax benefit
from takinga home loan.

Dosand don’ts

Ifyou have large outflows coming up,
factorthemin before making the larger
commitment to buy. “Think very
carefully and dispassionately about
yourjob’sstability,” says Dhawan.

Itis prudent foradouble-income
couple to factorin only one person’s
income. “One spouse may have to quit
thejobtostartafamily, look after aged
parents, or pursue higher studies,”
says Dhawan.

When buying the primary residence,
thereisatendencytoexceed the budget
and over-leverage. This mustbe
avoided. Also,don’t depend on
inheritance tobuy a house because the
timing of receiving it may not match
with your needs.

Finally, don’t worry excessively
aboutrisinginterest rates. “In most
cases (especially younger borrowers)
the EMIwill remain stable, only the
tenurewill increase. Interest rates being
cyclical, the homeloanrate will rise and
fall. Over a20-year tenure, there will be
three-four such cycles. Just ensure your
loanislinked to an external benchmark
sothat rate transmission is quickand
transparent,” says Pandya.
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