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Many Factors to Consider when Purchasing
Investment Property

By Dan Pinson, Designated Broker

Lately I’ve been working with some first-time investors buying
residential property in the Phoenix area. This is fun for me as |
get use my knowledge as a landlord and contractor in addition to
my transactional knowledge to help guide these new landlords.

This issue’s article focuses on some of the many factors that go
into deciding what investment property to buy and where to buy
it. I recommend single-family and 2-4 unit multi-family
properties as the best properties for the novice landlord.

Condos and Single-family homes in a Home Owner Associations
(HOA) are not my favorite properties. HOA’s can delay and limit
remodels and tenants that don’t follow the HOA rules can create
owner liability.

I also don’t recommend Commercial, Mobile-Home Parks,
Condo-Hotel units, or other types of real estate investments for a
first-time or small investor.

When someone that hasn’t been a landlord wants to become one,
I reach into my bag of stories and regale the client about how a
tenant rebuilt his motorcycle — on the living room floor (carpeted
of course) and the ensuing mess that created. Or the one when a
tenant threw a punch at me for knocking at his door to try and
collect the rent. The police cited him shortly after that and the
eviction was close behind! Or my favorite, ridding an apartment
of three inches of water and repairing a burst pipe on Christmas
Eve while dinner waited!

Then I use numbers to show how they can create a sizable
portfolio by judiciously buying rental properties, not getting over-
leveraged, and buying “right” so they can weather any further
downturns in the market.

I usually tackle the “where” issue first. I typically recommend
purchasing something close to home. It’s easier to deal with
tenants and maintain the property when it’s near your own home.




I’ll use myself as an example. I live in North-Central Phoenix, so
investments in North Phoenix, Central Phoenix, Scottsdale, North
Scottsdale, South Scottsdale, Paradise Valley, and North Tempe
submarkets might be acceptable areas for me to look. I'll
probably not look at properties in East Mesa, Avondale, Surprise,
and other distant areas simply because I hate driving long
distances to chase my rent check, make a repair, or meet a
contractor. However, that doesn’t mean I’ll stop watching those
distant areas for a great buy!

I then assess how much money is available for purchasing and
“rehabbing” the property. Cash is king when buying investment
properties, and buying for cash makes the total budget easy to
compute. I simply look for a property that is in the price range
budgeted, less the anticipated carrying costs while the property is
being rehabbed. I'll also review the rehab budget to make sure
it’s realistic. After all, my goal is a profitable investor (me in this
example!) who will continue to buy properties.

I’ve occupied many of the properties I’ve owned while doing the
rehab. While not always the most fun, doing so often allows you
to take advantage of currently available financing and assistance
options for owner-occupied property.

If my budget is $100,000 to acquire and $25,000 to remodel a
property, it means I’'m targeting properties priced below $90,000
not needing major repairs. I’m not looking in North or Central
Scottsdale, Paradise Valley, or Biltmore and Arcadia submarkets
of Phoenix. But I am looking at North and Central Phoenix, South
Scottsdale, and North Tempe.

Next, I like to look at the rental side of equation. Rental rates,
vacancy rates, rental concessions, and areas of new construction
in your target submarkets are all things I investigate. I look at this
information for properties similar to my target and also for nearby
apartments as they are also competition to your rental property.

I’'m now closely looking at North Tempe, since my research
shows that 3Q 2010 rents are higher and the vacancy rates and
concessions are lower than in my other target submarkets. So I
concentrate there and find several homes in my price range. I pick
those that have one or more factors that “stick out” — an existing
tenant that wants to stay, a super low price, possible owner
financing, a great location, etc.

Once I’ve selected a few properties to analyze, I calculate a pro
forma capitalization rate (“cap rate”). This is a rate of return
calculated by dividing the annual net operating income by the
total cost or value. I calculate the cap rate by looking at closed
lease transactions in the target area for like-kind properties and
computing the annual rental rate. I then deduct the annual fixed
and variable costs (vacancy rate, concessions, maintenance, taxes,
insurance, etc.) giving me my annual gross profit. In this
example, we’ll say the total cost is $100,000 and my net




operating income is $8,500. My cap rate is 8.5. I can then use this
number as a comparison for any income property.

I also look at current tax code. For example, up to $250,000 may
be expensed rather than depreciated in 2010 and 2011 for certain
property, including qualified leasehold or retail improvement
property, and qualified restaurant property. This would definitely
influence my decision were I looking at these investments.

In the end, investors should choose property meeting their
investing goals. This article is a quick overview of just a few of
the things I do when looking for property. There are many factors
you should consider when analyzing income property. Investors
should consult also their legal, tax and finance professionals prior
to making any purchase. I can supply the information, analyze it,
and make recommendations, but ultimately the choice of
properties is up to the client. More on this topic later. — DP

IRP Broker Earns Transnational Referral
Certification

Dan Pinson, Designated Broker, recently received the
Transnational Referral Certification. This means that
International Realty Partners joins other agents and associations
in the International Consortium of Real Estate Agents (ICREA).
It also means we adhere to an International Principles of Conduct.

This certification provides IRP a conduit to send and receive
international compensated referrals with real estate professionals
worldwide. The official ICREA website, worldproperties.com,
lists thousands of properties from around the globe.

Three New Features on IRP Website

Check out three new web features: a map-based MLS Search, the
new “International” page, and a new free report entitled,
“Owning In AZ”, providing an overview of the property purchase
process in Arizona. Our free Foreclosure List also returns.
Simply call or drop us an email requesting that you be put on our
weekly distribution list.

Give Thanks this Thanksgiving
John F. Kennedy said this about Thanksgiving:

“As we express our gratitude, we must never forget that the
highest appreciation is not to utter words, but to live by them.’

Well said Mr. President. Have a wonderful Thanksgiving!

s

“I learned to focus less on the problem and
more on the solution.”
Donald Trump




Metro Phoenix Market Data

(from ARMLS as of 11/1/2010):
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“Well done is better than well said.”
Benjamin Franklin
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“A fool despises good counsel,
but a wise man takes it to heart.”
Confucius




