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I dedicate this book to my wonderful family, my wife, Lacy, and my beautiful daughter, Naomi.





INTRODUCTION



If you’ve read my first book, Buy It, Rent It, Profit!, you may know a little bit about my background in real estate. But in case you haven’t, I’ll give you the condensed version: I’ve been working in the apartment industry, where I received my Certified Apartment Manager (CAM) designation, for more than twenty years. I started my career by managing large rental complexes, and I later became an owner, investing in my own multifamily units.

I’ve become an expert in the industry, publishing a bestselling book, speaking to thousands of people all around the world, and personally coaching other people just like you, who want to find their own success and financial freedom in the real estate industry. Perhaps most important in my career, though, has been the development of The Landlord Academy (www.landlordacademy.com), an online destination that takes all of the things that I’ve learned throughout my decades in the industry—all the tips, tricks, best practices, and systems—and distills them into educational, training, and coaching resources that remove the guesswork from real estate entrepreneurship. But if you visit The Landlord Academy, you may be surprised to find that there isn’t a lot of information about real estate investing. Instead, my focus is on teaching potential entrepreneurs about the highly lucrative field of property management.

Through my company The Landlord Property Management Academy, I have helped thousands of real estate investors, agents, and brokers create property management businesses. My experience has allowed me a rare inside look at how most start-up businesses approach real estate investing and property management. I have found that while most licensed real estate professionals have all the licensing required by law to practice real estate, most lack the skill sets to create and operate a successful business. Most have the mind-set that a license will provide all the credibility and skills. Unfortunately, many of the licensing schools and seminars these professionals have gone through provide them with resources that often fall short when it comes to developing the individual as a business owner. They fail to provide not only useful industry knowledge but the guidance and systems needed to operate a successful business.

When you call yourself a real estate agent or landlord, you are categorizing yourself in a way that keeps you from being held accountable. An agent might blame the broker, the broker might blame economic conditions, the investor might blame the contractor.

When you call yourself an entrepreneur, you are taking responsibility for the success of business. Everything begins and ends with you. The business owner is ultimately responsible for the entire company. In all of my experience working with these individuals, I have found the entrepreneurs to be more successful because of this mind-set. Accountability, self-discipline, perseverance, and adaptation are of the highest importance in this industry. In this book, I will provide you with the knowledge, guidance, and systems that are needed to make your property management business a success.


The Landlord Entrepreneur Needs:

•  Communication skills

•  Interpersonal skills

•  Professionalism

•  Organizational skills

•  Detail-oriented mind-set

•  Analytic mind-set

•  Knowledge of financial basics

•  Leadership skills

•  Ability to grasp basic economic concepts

•  Good understanding of technology

•  Ability to adapt
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PART I




PROPERTY MANAGEMENT AND THE NEW REAL ESTATE ENTREPRENEURS


ONE




UNDERSTANDING THE VALUE WITHIN THE REAL ESTATE INDUSTRY



Property management as the foundation of real estate investing

As a real estate professional or investor, you know firsthand how cyclical the real estate market can be at times. I’m often asked, “Is there a foolproof plan to always generating cash flow in real estate no matter the market?” The answer is yes. The plan, or business, is property management. Management at the on-site level is a staple of the industry; the need for property management on the operational level makes it virtually volatile proof. Property management also provides what most businesses need and strive for: cash flow and passive income.

Before we dive deeper into the value of property management within the real estate industry, let’s take a look at the three segments of real estate, which most people identify with from a commercial real estate perspective.


Three Segments of Real Estate

•  Residential: Single-family or multifamily property that is used for occupation purposes

•  Commercial: Nonresidential property used for business purposes only, including stores, malls, office space

•  Industrial: Land or buildings used for industrial purposes, including manufacturing, warehousing, and research



Understand that within residential, there is a commercial aspect. Why is the term commercial used within the residential segment? The answer is that rental housing is often considered commercial after exceeding four units. Property management companies often identify all their rental properties the same way, but the complexities of the investment property change as more units are added. Economies of scales, interactions with contractors and vendors, and insurance requirements all change. Most of all, skill sets will need to change. Both single-unit rentals and multifamily-type assets are looked at as investments. How does all of this fit into your property management business? There are four standard focuses for a property management business:

Residential: Typically, a property management business that’s focusing on residential will look to manage single-family homes and small portfolios of single-family rental homes. A property management company with a focus on residential may also specialize in vacation rentals as well as possibly managing vacant homes. A residential manager must focus on many processes; however, one process in particular will prove to be vital: the process of tenant screening. Although tenant screening is important for all property managers, there is an increased importance on single-family rentals as there is only one source of income to pay down expenses.

Most property management clients/investors transition to small or midsize apartment buildings to receive the benefit of economies of scale. To illustrate this, consider that as a property management business you have two investors: one with a single-family home, and the other with a duplex. If both investors have one vacancy, the single-family home investor is 100 percent vacant and the duplex investor is 50 percent vacant. The duplex investor is benefiting from the economies of scale by owning one more unit, thereby reducing risk by 50 percent. The skills needed to lease rental units and qualified tenants are extremely important to the single-family property management business model.

Residential/Commercial: This describes a property management company that focuses on renting a hybrid of single-family homes and commercial-grade rental assets. As I stated before, property management companies begin to define their rental properties as commercial grade when the rental units exceed more than four units. There are differences in how a portfolio of single-family homes should operate versus one of commercial-grade assets. These are described in detail later in the book. For example, if you are managing a portfolio of single-family homes, those homes may not be located in the same city. Whereas if you are dealing with apartment buildings, all of the units would be located in one general area. Managing a portfolio spread out throughout various zip codes requires time-management skills as well as a high level of dependency on reliable vendors. With midsize apartment buildings, the management of tenants as well as the management of vendors is typically easier. On the flip side of the coin, when dealing with a single-family rental portfolio a skilled property manager will create a lease that puts most of the responsibility of day-to-day operations on the tenant rather than the property manager.

The property management business that focuses on a hybrid portfolio must define the qualifying criteria, rules and regulations, and the process for screening tenants. Accomplishing this will mitigate vacancies and costly evictions. You can find sample qualifying criteria template forms within this book, as well as many other must-have forms.

Commercial/Retail: There are differences between dealing with a business versus a tenant. When dealing with retail, a property management company’s primary concern is risk management. These property management companies put in place what is known as a triple-net lease. This lease typically places the majority of responsibilities to maintain the premises that the business occupies—aside from the common areas—on the actual tenant.

Industrial: This sector includes buildings slated for industrial use, such as manufacturing, production, assembly, storage, and distribution. I see this sector as a growth sector, as consumers move from purchasing items from traditional brick-and-mortar stores to patronizing businesses such as Amazon and others that are looking to level up their online sales. This is already spurring the growth of this sector of real estate.

LOOK FOR OPPORTUNITIES



I have personally chosen to focus on the residential segment of the real estate industry. Through fluctuations in the economy, I have seen people cut their Starbucks budget, I have seen people go without cable TV, I have even seen people sell their car and buy a bike. However, housing is one of the last things that people can go without. For this reason, I see stability and a bit of insulation from economic cycles that affect most sectors of real estate investing. The real estate industry cycles are influenced by micro and macro changes to economic health within the nation, demographic changes, interest rates, employment, and legislation. The lower- and middle-income demographics are directly tied to these influences of economic cycles. As long as there is a need for housing, there is a need for a property manager. I have often said that it is one of the oldest professions in history; property management is even mentioned in the Bible: Jesus was born in a manger, and that manger was operated by the innkeeper . . . aka a landlord.

THE GLUE THAT HOLDS THE INVESTMENT TOGETHER



Property management is the glue that holds the segments of the real estate investment industry together. Property management businesses have evolved tremendously for most, from being a standard rent collector to more of a business consultant. To clarify, property management companies are evolving from managing rental property to managing their clients’ businesses. These businesses involve the management of portfolios ranging from single-family homes and midsized apartment buildings to industrial complexes and mixed-use developments. It’s the combination of managing real property, businesses, people, and, oh yeah, let’s not forget vendors/contractors as well.

So on any given day, the property manager can be managing multiple relationships as well as the actual physical property itself. This takes not only the efforts of highly skilled and trained individuals, but also the employment of successful operating systems to provide a consistent and predictable service to all. In my experience, only through system predictability and consistency can a business obtain profitability.

Most brokerages are set up now with a focus on transactions. This type of brokerage’s ability to generate income is greatly impacted by the fluctuations in the real estate industry.

HOW TECHNOLOGY HAS TRANSFORMED THE CONVENTIONAL REAL ESTATE BROKERAGE



Technology is disrupting transaction-focused brokerages. I began to identify and understand these threats as I introduced property management as a source of income to real estate brokerages. Listening to how most brokerages wanted to grow their business and how most were concerned about the impact technology would have on one day reducing their commissions or eventually eliminating them altogether, I realized there had to be a better way. It was time for me to create a real estate brokerage that focused on managing not only my investment group’s assets but the assets of others as well. I began to see a trend emerging, a trend that would be heavily reliant on the property management industry, so like any entrepreneur I had to act on this vision.

After meeting with many highly qualified brokers, I still felt that I wasn’t really on the path to what I saw as the brokerage of the future. Finally, I met with one of my youngest coaching clients, Nathan, the head of business development with our Academy. Along with our licensing and franchising attorney, as well as a host of other real estate business leaders, we realized collectively that there had to be a better way to do our jobs. That new way of looking at real estate investing led us to coin a new term, as well as a new business model—one that anyone could apply and succeed with. But you won’t yet find this new term in any dictionary:

resimercial (rez-i-MUR-shl), adj.: bringing together residential and commercial real estate in a flawless systematic approach to creating wealth by beginning in residential investments and progressing to commercial real estate investments

Our group set out to bridge the gap between residential and commercial real estate. There was not a clear path for the noninstitutional-grade investor to enter the market and grow. It is very common for an investor to work with real estate agents who are strictly sales oriented, meaning that they could not help the investor develop customized investment strategies. We found this unacceptable, knowing that most investors are noninstitutional investors, meaning they don’t yet own a large portfolio of rentals. There was a need for a professional who would be a hybrid form of a residential agent and a commercial broker. That need drove us to create the resimercial system. My hope is that you see the same need either as a beginning entrepreneur looking for your first real estate venture, or as a seasoned real estate professional looking to change with the times.

ENTRY TO PROPERTY MANAGEMENT: BUILD YOUR EMPIRE FROM THE GROUND UP



If you are reading this book, you may be finding yourself at a crossroads. Whether you were laid off from your job, are graduating from high school or college, or are looking for a career change, first let me say from personal experience: never despise humble beginnings. Second, wisely consider your options. When considering a career in real estate, the barriers to entry are focused on skills, and the ability to obtain knowledge and skills, rather than on money. These days you can start your company with minimal debt. With the constant emergence of new technology, you don’t necessarily have to buy into a costly franchise to get the infrastructure and systems required for start-up. You don’t have to go to college, only spend the next ten-plus years working yourself out of debt. With hard work and smart decisions, virtually anyone can become a financially successful real estate entrepreneur. There are countless stories of people starting with nothing and building an empire.

USING THE SHARED ECONOMY TO JUMP-START YOUR BUSINESS



There are many definitions of the shared economy. The concept has been around for years. Peer-to-peer trade has always been important to economies. The major difference in today’s time is once again . . . the impact of technology. These goods and services can be utilized and shared in ways previously not possible. The shared economy allows you to utilize your resources more efficiently. The current cost of starting and operating a business is far less than it was for previous generations.

When starting a real estate brokerage, we can leverage shared economies to reduce overhead. In the very beginning at Chavis Realty, we weighed the costs and benefits against our start-up expenses. We found we were able to deliver a higher level of service with less expense and oversight. We decided to save money by utilizing virtual office space, a virtual receptionist, virtual assistants, and a virtual bookkeeper. These shared economy small business hacks allowed us to address our daily functions as a property management business while scaling back our costs. This book will teach you how to develop a business plan and provide you with a sample operations manual and marketing packet to guide you toward operating a successful property management company. Property management has been a tremendous benefit in our lives and we want to share those benefits. Here are a few of the shared economy platforms we are currently using:

•  Office space: Regus office rentals, www.regus.com

•  Project management software: Basecamp, www.basecamp.com

•  Virtual receptionists: Ruby Receptionists, www.callruby.com


Requirements of the Property Management Business

•  A product: Normally a business has a product; businesses look to develop that product and anticipate its future needs. In property management the properties need to be constantly evaluated to make sure they are fitting the client’s overall goals.

•  Team processes: For interviewing, selecting, hiring, training, supervising

•  Legal requirements: Compliance with laws and licensing requirements

•  Financial requirements: Operating funds as well as bookkeeping processes are created and followed

•  Protection: Maintenance of the property itself, protection of cash flow (NOI, net operating income), ultimately protecting long-term value

•  Emergency/risk management: Policies are put in place to address crisis situations for the property and tenant, and a client’s exposure to risk, as well as the neighborhoods in which the investment properties are located

•  Marketing: Developed based on the strategic evaluation of the targeted area (SEOTA) as well as comprehensive market surveys that periodically change based on economic conditions

•  Customer relations: Understanding needs of tenants and clients and fulfillment of those needs



BRYAN’S STORY



If you have heard me speak at a conference, give a lecture, or viewed one of my YouTube training videos, you’ve often heard me talk about what it takes to become a successful entrepreneur. Now, I know there are a lot of self-proclaimed experts on this topic out there; every week there seems to be a new thought leader giving us their take on “five things every entrepreneur needs to know,” so I will spare you the shortcuts. Truthfully, there are none.

The only path I know to success as an entrepreneur is riddled with obstacles and setbacks. However, if you acquire the skill sets you will need to survive and advance, the payoffs will be even greater than you imagined.

I have learned a lot over the past several years since my last book, Buy It, Rent It, Profit!, was published. About what it takes to be successful with very little cash, help, or, frankly, even less motivation to keep trying. I know what it takes to keep moving forward in the face of adversity; I started my career as an entrepreneur with only a high school diploma . . . did I mention a special education diploma at that? Yes, I rode the short bus to school, lol; however, I did not let my learning disabilities stop me or define me.

I also know all too well what it’s like to look at a stack of bills and then look at my bank account and see an overdrawn account. I have very personal experience of doing everything right but yet still waking up every day to new obstacles, each more challenging than those the day before. But none of these challenges could have prepared me for what I would face at the end of 2012.

On Christmas Eve of 2012 I was rushed to the hospital after having a seizure. I was diagnosed with a brain tumor. There is good news and bad news with this story. The bad news was that the tumor was located close to my motor cortex. This was why I was having focal-related seizures. The good news was that there were few cancerous cells and it was more of a solid mass. I spent the next two years battling chemo and weekly seizures, which caused crippling pain in the left side of my body and extreme sickness. Keep in mind I still had to work—in fact, most of the YouTube videos of me stabilizing apartment buildings were shot while I was going through chemo. I understand what it’s like to have a seizure in the hotel room forty-five minutes before having to give an eight-hour lecture on property management.

Seeing that the location of the tumor was so close to my motor cortex, most surgeons said it was too risky to try to remove it, as doing so would most likely paralyze me on my left side and I could lose the ability to speak. When I finally found a doctor willing to remove the tumor—shout-out to Dr. Valley and Dr. Jugal—I had to be awake for most of the brain surgery so they could see just how much of my speech and motor skills I would lose. To make a long story short, the surgery went well and I fought successfully to regain my motor skills and speech. I’m often asked how I did it; let’s just say that’s for another book. But I will say this much: nothing is imposable with faith.

The story gets worse before it gets better. Anyone who has battled any extreme illness will know that if the sickness doesn’t kill you, the medical bills will. I am going to point out how property management helped get me through this difficult time in my life and on the path to recovery. The seizures and chemo treatments prohibited me from being able to travel and perform the speaking engagements that accounted for a large portion of my income. At this point in my life, I had never had so much as a cavity. I was an athlete. I saw the importance of insuring my real estate but not, unfortunately, of insuring myself. With speaking being very lucrative, I was spoiled. Having my brand as a speaker temporarily stripped from me, I was forcibly reminded of how fundamentally sound a property management business is.

My negative circumstances allowed for a positive seed to be planted; it was time for me to go back to my fundamentals and start a property management company once again, but this time I would look to manage others’ investments as well, not just my own. Knowing that hard times never last, that there is a season for all aspects of life, a season for struggle, a season for pain, a season for learning about one’s self, and yes, a season for starting over and coming back stronger. I would finance this comeback with the help of property management.

It was time to cofound a new type of real estate brokerage, one that would be deeply rooted in property management, and understand the true meaning of value as it pertains to real estate investor clients. As you’re reading this book, you may be yourself facing some sort of challenge, you may be broke right now, just barely able to pay for this book, you may be a single parent, you may be stuck in a dead-end job, there may be a Goliath that you must slay. No matter your challenge, I want you to remember, as I said in the acknowledgments of this book, that impossible is a big word on the tips of the tongues of small-minded men who lack faith, the faith in one’s self to overcome what others say is impossible. If impossible were a fact, then I would not have been around to write this book. Impossible is nothing more than a word.

ELLIE’S STORY



Ellie is a doctor, and by all accounts he’s pretty successful already. But he wants to move into radiology, which means he’ll need more studies and another residency. Additionally, he’ll have to take a drastic pay cut while he’s working toward his new career, but once he becomes a radiologist, his current income (around $200,000) will double. In the meantime, though, Ellie reached out to me because he was thinking about buying a duplex or other property so that he could create another revenue stream while he’s back in school. But, he added, he has a wife and two children, so he can’t afford to do anything stupid.

So what does Ellie’s story have to do with property management? Everything, actually.

Ellie reached out to me because he was looking for a set-it-and-forget-it way to make money while his doctor income took a hit. He figured that if he bought some property and quickly threw in some tenants, he’d have cash rolling in while he studied radiology. Basically, he didn’t view real estate investing as a real business—a business that, more than anything else, requires property management. Individuals who have become successful real estate investors have also had to become successful property managers—or they’ve had to outsource their property management needs to another person or company. Without learning how to work with tenants, for example, it’s impossible to make a significant return on your investment.

You wouldn’t open up a restaurant without taking the time to understand all of the roles that need to be filled in order for the business to function properly and then hiring the right people to fill those roles. You wouldn’t ignore all the legal aspects of your fast-food business, thus failing to protect yourself from, say, a lady who spills coffee on her lap bringing a lawsuit against you. You also wouldn’t overlook the industry at large and neglect to incorporate the best practices of your competitors. Those missteps would cause your business to fail almost as quickly as it launched. And if you embark on real estate investing without treating it like a true business—thereby gaining an understanding of the integral role of property management—the fate of your business will be just as drastic.

Once I explained this to Ellie, he got it immediately. He adopted more of an entrepreneurial approach to his real estate ventures and asked me to teach him everything I knew about property management. I walked him through everything I’m going to teach you in this book. And here’s the best part: Once Ellie learned everything he needed to know to manage his own property, he saw how easy it was to apply those same systems to managing the properties of other people. So instead of just making an extra $1,500 per month renting out his duplex, he made an extra $5,000 per month renting out his duplex and selling his property management services to other real estate investors.

THE GIMMICK BEHIND THE MILLIONAIRE MIND-SET



Ellie’s story is not unique. I’ve spoken to a lot of people at seminars and conferences around the country, I’ve personally coached others, and I’ve read book reviews on Amazon. People want real estate riches without starting a real estate business.

I wrote an entire book on real estate investing, and I’ve been an investor myself, so I understand that some people are naturally drawn to this segment of the industry. But what I always try to get people to understand is this: You are an entrepreneur. Real estate investing is what you do, it’s not who you are. If you have even one renter, you are an entrepreneur who owns real estate and a property management company.

I see a lot of people who sell themselves short and dumb themselves down by calling themselves a “landlord” as opposed to an “entrepreneur.” They get away with treating themselves like a non-entrepreneur, so they don’t take themselves too seriously. And, as a result, their businesses aren’t as successful as they could be. But if, like Ellie, you start adopting an entrepreneurial mind-set—whether you’re a real estate investor first, or just getting started with property management—your financial possibilities are endless. In Buy It, Rent It, Profit!, I taught people how to buy an investment property, but in this book, I’m teaching you how to be a business owner. I’m going to teach you how to operate and maintain that investment—whether it’s your investment or someone else’s.

Let me drill down on the last point for a minute. I can go on and on about the benefits and income potential of a property management company, but unless you establish a real business that is reputable in the eyes of your potential clients, the possibilities I’ve spoken about will always remain out of reach. Sure, you’ll be able to manage your own properties, but you won’t be able to achieve the growth, scale, and nearly risk-free business potential that you can when you manage the properties of others.

I’ve sat in countless meetings with multimillionaire investors, and they all have one thing in common: They know the value of good property management. They know that even if they’ve spent millions upon millions of dollars to build out their investment portfolios, if those properties are managed by people who haven’t been properly trained and don’t understand the proper systems and procedures of property management, their properties will essentially be run into the ground, causing them to lose tremendous value on their assets.

They don’t have time to read books like this one, or to learn how to manage their properties themselves, so they look for the best of the best in order to outsource that responsibility. Even though they aren’t on the ground actually managing properties, these millionaire investors are very management savvy. They look for property managers who are trained well and who will take great care of their properties so that they can treat those individuals like family and pay them well.

This is the exact opposite of what I see when I attend real estate investment club meetings, where there are a bunch of people who are still trying to become rich. Like Ellie, they think it’s all about buying the property, and that once they figure out some clever financing techniques and purchase a few single-family homes, they’ll be millionaires in no time. They see the value in the properties, but they don’t understand that a well-managed property can create more value that can later be translated into more properties with even greater growth potential.

As you build your property management company, you are going to want to work with people in the first group—the multimillionaire investors who know the importance of high-quality property management services. But the caveat is that those individuals will not work with you if you don’t have a solid business that they can entrust their assets to.

I’m going to walk you step-by-step through the process of building a property management business from scratch. I’m going to show you people who are successful, so you can see how they’ve built their companies, then I’m going to teach you how to execute your property management services on a day-to-day basis, as well as how to land those clients I just talked about. According to the popular saying, “If you fail to plan, you plan to fail,” and I couldn’t agree with that more. By the time you finish reading this book, you will have a complete business plan, as well as all of the forms, contracts, and agreements you’ll need in your business. This is as turnkey as it gets, and I’m giving all of this to you because I know what’s possible for you if you just have the tools you need.


TWO




THE THREE MOST IMPORTANT THINGS TO LEARN ABOUT HOW TO PROFIT IN THE REAL ESTATE INDUSTRY



SEOTA process from the property manager’s perspective

Even if you are a beginner in real estate, you’ve heard the cliché “Location, location, location.” Well, location is obviously key, but you have to think differently when you’re dealing with rental properties. A nice neighborhood with rising home values may be a good location to buy a home in, but it may not necessarily be an attractive area to acquire rental investments. This is why professional property managers know how to advise their investor clients on which sort of rental investments will fit their client’s specific needs. They do this by performing what I teach as the SEOTA process.

WHAT IS THE SEOTA PROCESS? AND HOW DOES A PROPERTY MANAGER USE IT TO HELP CLIENTS?



SEOTA stands for the Strategic Evaluation of a Target Area, a step-by-step process for evaluating a property and determining whether it’s a good investment. In this chapter, I will explain how the SEOTA process should work for the property manager. Successful implementation will set you apart from the competition. In this chapter, you will learn how to strategically evaluate target areas for real estate investments, how to analyze the deals financially, the difference between different types of investment “asset classes,” and finally, the five phases of real estate investing.


HOW THE SEOTA PROCESS IS USED BY THE PROPERTY MANAGER



The SEOTA process is used not only to help identify target areas for potential real estate investments, but also during the property analysis. Let’s first start with what is a property analysis and how it is used. A property analysis is used to help identify the property’s strengths and weaknesses, but it is also used to help determine:

•  Management agreement: This is the agreement or contract between you and the client. Understanding that not every property will operate the same, the property manager will use the SEOTA to help set up the basics of the property analysis, which will include setting up the properties.

•  Property qualifying criteria

•  Property rules and regulations

•  Lease contract

•  Rental rates

•  Late fees

•  Management fees

Understanding that no two properties will necessarily run on the same qualifying criteria (depending on their location and the demographics of the neighborhood), you will set up your analysis of the property accordingly, as well as your management agreement covering the fees and level of services the management company will offer. As a quick example: You will notice that items on the shelves of box stores such as Walmart will change from zip code to zip code. This is because the demographics of people change from zip code to zip code. The same applies to rental property. What rents on one side of town may not rent on the other side. Also, you may be facing more operational challenges with properties located in certain neighborhoods. A good property management company will often account for such challenges and have that reflected in the fee offered to manage the property. We will go more in depth on this when we cover the day-to-day operation systems of a property management business.

STEP 1: HELP YOUR CLIENTS FIND THE OPPORTUNITIES FOR RENTAL INVESTMENTS THROUGH THE STRATEGIC EVALUATION OF A TARGET AREA



The first goal of the SEOTA process is to identify areas that are good rental markets for your clients. Once completed, the information is assembled to provide a clear picture of who the potential tenants are and what their perceived needs are. This process allows users to see areas of opportunity in advance.

SEOTA, Key Indicators Broken Down Step-by-Step

When you perform the SEOTA analysis, you will be taking a look at key demographic and economic indicators that reveal whether or not an area is worth investing in. These indicators are:

1. Building permits

2. Employment

3. Average household size

4. Demographics

5. Psychographics

6. Mortgage interest rates

7. Rental market rates

8. Occupancy rates

Let’s take a closer look at them:

1. Building permits. A property manager will look at building permits to help track growth. We evaluate the various types of building permits—for single-family homes, multifamily homes, office spaces, and retail spaces—to paint a much clearer picture of the health and stability of the local economy at the micro level. This also helps you forecast supply and demand. Building permits help you see growth in advance because they are pulled before building begins.

2. Employment. Where there is employment, the need for affordable housing is sure to follow. Over time, this can be a key indicator of who your target demographic is. A strong demand for housing can positively impact your occupancy rates and give you the ability to increase your rents steadily over time, which, in turn, increases the value of your property.

3. Average household size. This is used to help determine the proper unit mix. If you learn that the average size is 3.7 persons per household, then pursuing a building with a mix of studio and one-bedroom apartments won’t work.

4. Demographics. Demographics determine who will rent from you. This information gives you the age, gender, and income level of a group of people, and it also helps to give a picture of who the prospective tenant will be. When searching for demographics, also note the total population of the area and how fast it is growing. Growth means more people looking for a place to live.

5. Psychographics. Psychographics dictate why someone will rent from the property manager or why they won’t. Put differently, demographics tell you who a person is, psychographics tell you what he wants. Knowing who the typical renter is and anticipating his needs in advance—including what amenities he’ll want (garages, covered parking, pools, in-unit washers and dryers, walk-in closets, proximity to highways, bus transportation)—will help you focus on the right kind of building for your market and dramatically reduce the likelihood of vacancies.

6. Mortgage interest rates. These help to evaluate and determine market cycles. If rates are at an all-time low, more people will be qualifying for mortgages and are therefore less likely to be in the rental market. When the money supply is tight and lenders are cautious and interest rates are high, that’s when you’re in the best position as a rental property owner. And when rates are low but lending standards are tight for the middle-income demographic, this demographic will typically be forced to rent.

7. Rental market rates. A survey is a vital tool that will identify the base rental rates in the area according to the respective unit size. Looking at the rental rate history in an area helps you determine where rents are currently and where they will be in the future. Sophisticated investors buy property based not only on where rents are now but also on where they are headed. The rental rate history gives you the ability to forecast into the future. There are no crystal balls, but understanding how key economic indicators affect rental rates in your targeted area will help to forecast the conditions that will help maximize results.

8. Occupancy rates. This is the percentage of currently rented units. This helps you forecast how many vacant units to average in your numbers so that your financial calculations are based on accurate vacancy estimates. If you are significantly off in this estimate, it can have a serious negative impact on your expected cash flow.

For current resources to help you obtain SEOTA information, visit www.landlordacademy.com.

How I Personally Use the SEOTA Information to Help Identify Opportunities in Advance

You now understand how important it is to look to the future trends that will determine whether an area is worth investing in. But now that you know what to include in your SEOTA report, and where to look for it, what exactly do you do with this information? It is, after all, a lot of data to take in and evaluate. We are going to use some hypothetical research statistics to reveal the process of evaluating key indicators of population growth, which will help you better understand how the data is used.

Let’s say that you have done some initial due diligence work to determine that a place is worth investigating. For example, let’s say you’re intrigued by the growth rate of the middle-class demographic in Tampa, Florida, but you notice that the population growth is not supported by growth in wages. You also notice that along with growth in the middle-income population, there are positive periodic decreases in the unemployment rates in the area. Keep in mind your SEOTA is helping to identify trends; there must be no less than three months’ worth of supporting historical data before you use the word trend.

Let’s assume we have historical data supporting our findings. We can also see that new construction is up for the Class A property type; although this is always good to know, as we are an investment group whose focus is on affordable housing, our time is not spent on evaluating the new construction of Class A property types or the absorption rates of their vacant units. We know that our demographic is not looking on Zillow for these types of properties, as our prospective tenant demographic is priced out of this type of rental property. Our data also reveals a slight decline in home ownership, spurred on by the Federal Reserve increasing interest rates.

We begin to forecast the impact of the SEOTA indicators on our prospective tenant’s demographic class (middle income) and we forecast an affordable housing shortage. A peaking economy will raise interest rates, along with increasing debt. The opportunity for investing in rental property should be clear: an investor will look to offer the market supply to meet the anticipated demand for affordable housing. Investors who are looking at this opportunity will look to midsized apartment projects to fill the void, mostly Class B and C garden style. You will learn more about asset classes in Step 2. Some will look to single-family homes as well to fill the need for affordable housing.

Additional Tips for Evaluating Potential Opportunities for Rental Property

We also have to consider what kinds of units will best suit this future market. By doing our SEOTA due diligence, we can make educated, strategic decisions. We won’t be reactive; we will instead be proactive. I have learned over the years that those who are proactive tend to find the most success.

Additional factors can also be important to middle-income families. Remember, you have to think like your prospective tenants, and their needs may be different from your needs. Some of these needs may be:

•  Close to highways and public transportation (bus lines, subways, etc.)

•  Close to retail and shopping

•  Close to large employment centers

Here is a checklist you can use as you begin your evaluation of a target area. I like to have property managers organize their SEOTA information into an app. That will allow for video recording, pictures, and text. I’m currently using an app called Notability for my iPhone and iPad. I use this checklist as a table of contents that also serves as a quick summary of the SEOTA details on the app.



SEOTA CHECKLIST

Target Area: _____________________________________________________

Preparation Date: _________________________________________________

1. Basic Area Information & Map

2. Building Permits (i.e., single-family, multifamily, commercial)

# of Single-Family ______  # of Multifamily ______  # of Commercial ______

3. Employment

Largest Employment Class __________ Average Income __________

Second Employment Class __________ Average Income __________
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