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Many mortgage shoppers are confused 
about the difference between a loan’s 
interest rate and its APR, or annual per-
centage rate. Understanding APR can be 

extremely valuable, because it can allow you to compare 
different loans more effectively and figure out which one 
is truly best for you. 

But you’ll also want to understand the limits of APR, 
and why a loan with a better APR might not necessarily 
be a better loan given your specific circumstances.

Interest rates are simple – they’re the cost of bor-
rowing money. All other things being equal, a loan 
with a 4% interest rate is better than a loan with a 5% 
interest rate.

But the problem with mortgages is that all other 
things are seldom equal, because different lenders 
charge different amounts for closing costs and other 
expenses. That’s where APR comes in. APR is designed 
to compare the true cost of a loan when these other expenses are taken 
into account.

APR calculates the cost of a loan including not only the interest 
rate but also any points, prepaid interest, private mortgage insurance, 
and fees for loan processing, underwriting, document preparation, 
administration, escrow and settlement. In addition, APR may take into 

account loan application fees and any insurance to pay off the loan in 
the event the borrower passes away.

Here’s an example of how it works: Suppose you’re borrowing 
$100,000 and you have two loan offers. One has a 5% interest rate and 
$1,000 in costs. The other has a 4.5% interest rate, but $4,000 in costs. 
Which is better?

APR lets you make an apples-to-apples comparison. In this case, the 
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Package delivery a problem 
for many landlords, condos

The explosion of online shopping has created a big head-
ache for landlords and condo associations – what should be 
done about the deluge of packages being delivered to resi-
dents?

Staff at large apartment buildings often 
strain under the effort to accept, sort and 

deliver hundreds of packages. Smaller 
landlords and condo associations are 
striving to figure out the best policy: 
Should packages be left outside, where 
they are vulnerable to weather and theft? 
Is there a better, workable way to get 
them to tenants and unit owners?

Camden Property Trust, a huge land-
lord with 59,000 apartment units in 10 

states, recently announced that it was ban-
ning package deliveries altogether. Camden 

tenants must now pick up packages at a post 
office, or else have them shipped to their workplace or to the 
home of a friend or relative.

That’s an extreme solution, but the problem is real – pack-
age deliveries are growing by 50% a year, according to Camden 
– and many landlords and condo boards are struggling to 
come up with a policy that works.

Many commercial insurance policies contain what’s called 
a “protective safeguards endorsement.” This gives the prop-
erty owner a break on its insurance premiums if the owner 
protects the property through a fire alarm, automatic sprin-
kler system, fire safety service contract, or other method of 
preventing harm. 

Sounds like a good idea, right? It can be … but the trick 
is that these endorsements typically say that the owner must 
maintain the system in good working order at all times, or 
notify the insurance company right away if there’s a problem 
the owner can’t control. Otherwise, the insurance company 
won’t pay for any losses.

That means the owner must be extremely careful about 
maintaining its systems. Also, the owner must be extremely 
careful about not letting a tenant do anything to compro-
mise the systems. If a tenant is allowed to make minor 

alterations without the owner’s approval, for instance, how 
will the owner know if the tenant does something that unin-
tentionally affects a sprinkler system?

These endorsements can be a money-saver, but property 
owners need to think long and hard about the potential 
negative consequences.

You probably know that if you make a profit when you 
sell your house, you can usually avoid paying capital gains 
tax. In most cases, you can avoid the tax on profits of up to 
$250,000 (or $500,000 for a married couple).

But did you know that if you sell your house in one trans-
action and a vacant parcel of land next to your house in a 
separate transaction, you can also get a tax break?

In many cases, you can combine the two sales and treat 
them as a single sale subject to the $250,000 or $500,000 
exclusion.

That’s true if you sell the adjacent parcel within two years 
before or after you sell your house, and if the parcel was 
originally part of your residence and wasn’t used for a sepa-
rate business or rental purpose.

Anyone who owns real estate needs to have a will that 
indicates what should happen to the property if he or she 
suddenly passes away.

You might assume you know who would inherit the 
house, but without a written will, the inheritance would be 
decided by state-law rules that might not be exactly what 
you’d expect.

Even if the house ultimately goes to the person you want, 
the lack of a will might mean that ownership of the house 
remains in legal limbo for an extended period of time. This 
can create unnecessary complications when it comes to 
paying property taxes and arranging for continued utilities 
and insurance coverage. If you have a mortgage, it can create 
even bigger headaches.

Having a will also prevents family disputes. For instance, 
if you live in your house with one of your children, the child 
might assume that he or she will get the house – but other 
siblings might legally inherit a share, and demand that it  
be sold.
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APR of the first loan is 5.09%, whereas the APR of 
the second loan is only 4.85%. So the second loan is 
a better deal.

APR also lets you make an apples-to-apples 
comparison if you’re looking at loans with different 
principal amounts, so you can decide whether it’s 
worth it to make a larger down payment.

But as valuable as APR is, it has its limits. For 
example, APR is generally calculated assuming that 
you will pay off your mortgage over the full term of 
the loan. In the example above, the APR calculation 
assumes that both loans are for a 30-year fixed term 
and that you will pay off the loan over 30 years. 

But let’s assume instead that you’ll sell the house 
after five years. If you change the term of the loan to 
five years, then the APR for the first loan is 5.41%, 
whereas the APR for the second loan is 6.12%. So in 
that case, the first loan turns out to be much better.

That’s why you should always consider how long 
you’ll be likely to own a house when calculating 
your APR. And even if you plan to stay in the house 
for a long time, you should also consider whether 
you’ll refinance at some point or try to pay off the 
mortgage more quickly. If you take out a 30-year 
mortgage but refinance it in 15 years, or pay it off in 
20 years, that can dramatically affect your APR.

You should also know that APR is much more 
useful when comparing two fixed-rate mortgages, 

as opposed to comparing different adjustable-rate 
mortgages or comparing a fixed-rate loan to an 
adjustable loan. The reason is that APR assumes 
that the interest rate on an 
adjustable loan will stay the 
same, whereas it’s highly 
likely that the interest rate 
will go up or down at some 
point. So in addition to 
the APR, you’ll want to 
consider your expectations 
about interest rates and 
your tolerance for risk.

While APR takes into 
account many mortgage costs, it doesn’t factor in all 
of them. Typically, APR doesn’t include payments to 
third parties for title costs, home inspections, record-
ing and legal fees, transfer taxes, notary fees, credit 
reports or appraisals.

Some lenders will offer you a credit to offset your 
closing costs, but this might not be included in the 
initial loan estimate document you receive. And 
you might decide to pay some closing costs yourself 
rather than rolling them into the loan. These things 
can also affect your final APR.

And of course, even a loan with a great APR is no 
bargain if you’ll have trouble making the monthly 
payments.

How to understand your annual percentage rate
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Buyer sues although property was bought ‘as is’
A buyer who discovered that her new house was 

contaminated with mold can sue the seller, even 
though the house was purchased “as is” and the seller 
specifically said there might be mold in it, according 
to the Wisconsin Court of Appeals.

Catherine Fricano bought the house from a bank 
that had acquired it in a foreclosure. The house had 
sustained serious water damage, and before selling it, 
the bank twice paid for mold remediation and repair 
work. 

The bank’s contract with Fricano said that the house 
was being sold “as is,” that it might have had mold in it 
in the past, that it might currently have mold in it, and 
that the bank made no guarantees whatsoever about 
the condition of the building. The bank also said that 

since it had acquired the home through foreclosure, it 
had “little or no direct knowledge about the condition 
of the property.”

Fricano eventually discovered that mold was 
rampant, and the house had to be stripped down to its 
studs.

She sued the bank, and the court awarded her 
$50,000 in damages. Why? Because the bank lied 
when it said it had “little or no direct knowledge” 
about the house. In fact, it knew very well there was 
mold in it because it had twice paid to have it fixed.

The moral of the story is that a contract to sell a 
property “as is” won’t necessarily protect a seller if the 
seller goes on to make statements about the property 
that simply aren’t true. 
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A growing trend is for parents to buy a condo 
for their college-age children to live in, instead of 
a dormitory. This gives the child more luxurious 
accommodations (and encourages an environment 

conducive to studying instead 
of all-night partying), while 
creating the possibility that the 
parents can sell the property at 
a profit in four years. 

There are other financial 
benefits, too. For instance, 
suppose that instead of pay-
ing the college for room and 
board, you give the money to 
your child. You can give your 

child up to $14,000 a year without paying gift tax, 
and a married couple can give up to $28,000. Your 
child can then use the money to pay you rent for the 
condo. Voilà! You’ve created a rental business that 
provides tax breaks.

As long as you’re charging your child full market 

rent, you can deduct your mortgage interest pay-
ments as a business expense. You can also deduct 
other operating expenses, such as insurance, utili-
ties, condo fees, cleaning costs, maintenance and 
repairs. You may also be able to take a deduction for 
depreciation.

To persuade the IRS that you’re actually operat-
ing a business, it’s a good idea to set up a separate 
checking account for all condo-related transactions, 
and have your child send you a monthly check 
marked “rent.” (Keep in mind that if your child has a 
roommate in the condo, the roommate can also pay 
you “rent.”)

There can occasionally be some complex tax is-
sues involved in this arrangement, and you’ll want to 
consult a tax advisor before taking the plunge. 

What if you don’t want to charge market rent to 
your child? You can still buy a condo, declare it as 
your second home, and deduct the property taxes 
and mortgage interest in most cases – and keep any 
profit when you sell.

More parents buy condos for children in college
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