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House Hacking: How to Buy Your First Property
and Let It Pay for Itself
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| bought my first property in 1998 and | did not have a pile of cash to do it. What | had was a
willingness to live differently than my friends did. | bought a place with more space than | needed, filled
the extra rooms and units with rent-paying tenants, and let them carry the mortgage while | built equity.
That strategy has a name now — house hacking — and it is still the single best way | know for a first-
time buyer to get into real estate with limited capital.

This is education from an operator who has done it, not personalized financial or investment advice.
Your numbers, your market, and your risk tolerance are yours. Run your own math and, for anything
material, talk to a lender, an accountant, and an attorney.

What is house hacking?

House hacking is buying a property you live in and renting out part of it — extra bedrooms, a
basement unit, or additional units in a small multifamily — so that rental income covers most or
all of your housing cost. You get to use owner-occupant financing, which is cheaper and requires far
less money down than an investment-property loan, while your tenants effectively pay your mortgage.

The magic is in that financing gap. A traditional investment property often requires 20 to 25 percent
down. An owner-occupied loan can require as little as 3 to 5 percent, and in some cases nothing.
House hacking lets you buy an income property using the cheapest, lowest-down-payment
money available — because you are also living there.

There are two main flavors:
e Multi-unit house hacking: You buy a duplex, triplex, or fourplex, live in one unit, and rent the
others. This is the classic version and usually the most powerful.

¢ Single-family house hacking: You buy a house and rent the spare bedrooms, a finished
basement, or a garage apartment. This is how | started, and it is the model of renting by the room —
now popularized by companies like PadSplit — that | was using years before it had a name.



How did Scott get started in 1998?

In 1998 | was young, undercapitalized, and unwilling to hand a landlord my whole paycheck. So |
bought instead of rented, deliberately buying more house than | needed for myself, and | rented out the

extra rooms.

The math was simple and it changed my life. My out-of-pocket housing cost dropped to nearly nothing
because the rent from the other rooms covered the mortgage, the taxes, and the insurance. Every
month, tenants were paying down my loan and | was capturing the appreciation. That was my entry
point, and | have been a real estate investor ever since — including reading the top of the market and
selling my portfolio ahead of the 2008 crash, then re-entering, and later buying assets as large as a
48,000-square-foot warehouse.

The lesson | took from that first deal: you do not need to be rich to start. You need to be willing to
optimize your living situation for a few years while the property does the heavy lifting.

What loans make house hacking possible?

The reason house hacking works is that owner-occupant financing is dramatically friendlier than
investment financing. Because you intend to live in the property, you qualify for programs designed for
primary residences.

Typical down

Loan type Key feature Best for
payment
) ) ) First-timers, small
FHA ~3.5% Up to 4 units, lenient credit L
multifamily
Conventional 3 50, No upfront mortgage insurance premium; PMI Buyers with decent
~o—J370
(owner-occ) drops off at 20% equity credit
For eligible veterans/service members, up to 4 . -
VA 0% . Qualifying military
units
- Buyers in qualifying
USDA 0% Rural/suburban eligible areas

zones

A few things every first-timer should understand:

e The owner-occupancy rule is real. These loans require you to actually live in the property,
typically for at least a year. Do not lie on a mortgage application — occupancy fraud is a serious
crime. Plan to genuinely live there.



e Small multifamily counts as residential. A property with two to four units still qualifies for these
residential loan programs. Five units or more crosses into commercial financing, which is a different
animal.

e Rental income can help you qualify. Many lenders will count a portion of the projected rent from
the other units toward your qualifying income, which can meaningfully increase what you can afford.

e Low down payment means a bigger loan. Less money down is a gift for access but it also means
a larger balance, mortgage insurance, and thinner equity early on. That is a trade, not a free lunch.

How do you run the numbers?

This is where discipline separates investors from optimists. A house hack works on paper before it
works in real life — so make it work on paper first. Here is the framework | use.

Add up the full monthly cost of owning the property, not just principal and interest:

e Principal and interest

e Property taxes

e Insurance

e Mortgage insurance (if applicable)

e HOA dues (if any)

e Arealistic reserve for vacancy, repairs, and capital expenditures

That last line is the one beginners skip, and it is the one that bankrupts them. Roofs, water heaters,
and furnaces do not care about your spreadsheet. | set aside real money every month for vacancy
(say 5 to 8 percent of rent), repairs and maintenance (another 5 to 10 percent), and capital

expenditures — the big-ticket replacements — as a separate bucket. Treat these as costs, not
surprises.

Then subtract the rent you will collect from the units or rooms you are not occupying. What remains is
your true out-of-pocket housing cost.

There are three outcomes, and all three can be wins:

1. Rent exceeds total cost: You live for free and pocket cash flow. Rare on a first deal, spectacular
when it happens.

2. Rent covers most of the cost: You are housed for a fraction of market rent while building equity.
This is the common, excellent result.



3. Rent covers part of the cost: You are still paying, but far less than renting a comparable place —
and every payment builds your net worth instead of your landlord's.

Compare that out-of-pocket number to what you would pay to simply rent an apartment for yourself. If
the house hack is cheaper — and it usually is — the decision makes itself.

What are the pros and cons?

| am not going to sell you a fantasy. House hacking is powerful and it is also work. Here is the honest
ledger.

Advantages:
e Lowest-cost entry into real estate. Owner-occupied loans mean you control an income asset with

very little money down.

e Drastically reduced living costs. Your biggest monthly expense gets subsidized or eliminated,
which frees up cash to save and invest.

e Real landlording education. You learn tenant screening, leases, maintenance, and cash flow on a

small, low-stakes property while you live on-site.

e A path to the next deal. After a year, you can refinance, keep it as a pure rental, and repeat with
another owner-occupied loan. This is how portfolios get built.

Disadvantages and honest trade-offs:

¢ You live with, or next to, your tenants. Less privacy, and you are on call. This is the real cost most
people underestimate.

e You are the landlord. Late-night calls, turnovers, and the occasional difficult tenant come with the
territory.

e Vacancy hurts more. With few units, one empty room or unit is a big percentage of your income.
Reserves protect you.

e Thin early equity. Low down payment means a market dip can put you underwater temporarily. Buy
right and plan to hold.

What pitfalls should first-timers avoid?
After decades of doing this and watching others do it, the mistakes are predictable.

e Skipping reserves. If you do not budget for vacancy, repairs, and capex, the first broken furnace
becomes a crisis. Fund the buckets from day one.



e Overpaying because "it cash flows." The deal has to make sense at purchase. You cannot fix a
bad buy price with optimism about rent.

e Weak tenant screening. Verify income, check references, run background and credit where legal,
and use a solid written lease. The tenant you say no to is cheaper than the eviction you say yes
to.

e Ignoring local law. Occupancy limits, rental licensing, zoning, and short-term-rental rules vary
widely. Know the rules before you buy, not after.

e Underestimating the lifestyle cost. Be honest with yourself, and your partner, about living

alongside tenants for a year or two. It is temporary, but it is real.

Is house hacking still worth it today?

Yes — arguably more than ever, because housing costs have outrun wages and the low-down-
payment owner-occupied loan is one of the last genuinely accessible on-ramps to wealth-building real
estate. The exact numbers depend on your market, but the structure is the same one that worked for

me in 1998 and has worked in every cycle since.

Start by getting pre-approved so you know your real budget. Then hunt for a two-to-four-unit property,
or a house with rentable extra space, where the projected rent covers a serious chunk of your total
cost. Run the numbers conservatively, fund your reserves, screen your tenants hard, and hold. Do
that, and your first property will quietly pay for itself while it pays you.

Key takeaways

(2 House hacking is buying a property you live in while renting out part of it so tenants cover most or all of
your housing cost.

(2 Owner-occupied loans (FHA, VA, USDA, conventional) allow as little as 0-5% down, far less than the
20—-25% for investment properties.

(2 Two-to-four-unit properties still qualify for residential financing; five or more units require commercial
loans.

(2 Always budget reserves for vacancy, repairs, and capital expenditures — skipping them is the mistake
that sinks beginners.

(2 The deal must work on paper at the purchase price; you cannot fix overpaying with optimism about rent.



(2 After a year of occupancy you can convert to a rental and repeat, which is how small portfolios get built.

Frequently asked questions

What is house hacking?

House hacking is buying a property you live in and renting out part of it — spare bedrooms, a basement, or
additional units in a small multifamily — so rental income covers most or all of your housing cost. It lets you use
cheap, low-down-payment owner-occupied financing to control an income-producing asset. The result is that you
live for far less than market rent while tenants help pay down your mortgage.

How much money do | need to house hack?

Far less than for a standard investment property. Owner-occupied loans like FHA can require around 3.5% down,
conventional loans 3-5%, and VA or USDA loans can require nothing for eligible borrowers, compared to 20—
25% for an investment loan. Beyond the down payment, budget for closing costs and a cash reserve for vacancy
and repairs.

Can | house hack a single-family home?

Yes. You can rent out spare bedrooms, a finished basement, or a garage apartment in a single-family house —
the rent-by-the-room model now popularized by companies like PadSplit. It is often easier to buy than a
multifamily and works well in markets with strong demand for rooms, though a duplex, triplex, or fourplex usually
generates more income and gives you more separation from tenants.

What loans are best for house hacking?

For first-timers, FHA loans are popular because they allow up to four units with roughly 3.5% down and lenient
credit requirements. VA loans offer zero down for eligible veterans, USDA loans offer zero down in qualifying
areas, and conventional owner-occupied loans work well for buyers with stronger credit. All require you to
actually live in the property, typically for at least a year.

Do | have to live in the property?

Yes. Owner-occupied loan programs require you to genuinely live in the home, usually for at least the first year.
Claiming you will occupy a property to get a better loan when you do not intend to is occupancy fraud, which is a
serious crime. Plan to actually live there, then convert it to a full rental afterward if you choose.

How do | know if a house hack will cash flow?

Add up the full monthly cost — principal, interest, taxes, insurance, mortgage insurance, HOA, and reserves for
vacancy, repairs, and capital expenditures — then subtract the rent from the units or rooms you will not occupy.
What remains is your true out-of-pocket cost. If it is meaningfully less than renting a comparable place for
yourself, the deal likely makes sense.

What are the biggest risks of house hacking?



The main risks are loss of privacy from living with or near tenants, the responsibilities of being a landlord, and
outsized damage from a single vacancy since you have few units. Low down payments also mean thin early
equity, so a market dip can temporarily put you underwater. Conservative underwriting, funded reserves, and
strong tenant screening manage most of these risks.

How does house hacking help me buy more property later?

After you satisfy the occupancy requirement, typically one year, you can keep the property as a full rental, then
use another owner-occupied loan to buy and house hack your next home. Repeating this cycle lets you acquire
multiple properties over time using low-down-payment financing each round. It is one of the most accessible
ways to build a real estate portfolio from a modest starting point.
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