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INTRODUCTION 

Becoming a landlord is an exciting experience that can be profitable, wonderful, and mind-boggling. The decision to become a landlord soon becomes a process. There are many things to learn as you take the big step into real estate investing and many things to do as you work with people and property. Solving problems is a primary task for you as a landlord. The 250 Questions Every Landlord Should Ask will guide you into the process of becoming a landlord and give you lots of advice in making your operation more profitable. There are five sections in this book, each one written to get you through the various stages of becoming a landlord. From evaluating the risks of becoming a landlord to learning how to get a coin-operated laundry on your rental property, this book will guide you through the steps, A to Z.


PART 1 

Ideal (And
 Not So Ideal) 
Properties 

YOU HAVE BEEN contemplating becoming a landlord. But where do you start? Before you can rent to a tenant, you need a property. There are good—and not so good—properties. This section will help you understand what types of properties make the best rentals. It will take you through the pros and cons of renting specific types of properties to tenants.

#1. What are some of the risks of being a landlord?

Unfortunately, there are risks in owning property and renting it. Some of the risks are large, and others are small. Proper ownership, good management, and common sense can minimize many of them.

Perhaps the biggest risk is the loss of your investment. If you have a property worth $300,000, you could lose the equity in any number of ways. You could foolishly not maintain property insurance. A devastating fire could reduce your property to little more than smoldering ashes. This risk is easily avoided if you properly insure your property.

Other risks require good organizational skills on your part. Pay your taxes, or you run the risk of having the property taken away from you. Keeping track of rent payments is easy, but it must be done. You must properly maintain your property, keeping the premises in reasonable repair.

Another risk is that you could break a law and find yourself in big trouble. Some laws are designed to provide severe penalties to landlords. While you might not intentionally break a law, it is possible to face both civil and criminal penalties.

#2. Is being a landlord a good financial strategy?

Most likely, it is. Being a landlord involves owning real estate as an investment. This offers a unique financial situation for the landlord.

Real estate is different from any other kind of investment. You can touch, feel, and use real estate. You cannot do that with a paper certificate that says you own stocks or bonds.

Real estate is the only investment where you can easily borrow funds to acquire it. Consider the purchase of a $100,000 investment property. With a down payment, it is easy to purchase the property. Asking a bank for the money is routine. Now consider asking the same bank to borrow money to purchase stocks or bonds. Your request will be both quickly and flatly denied.

As a landlord, your tenants will pay for the property for you. Each rent payment you receive allows you to recover your investment in the property. Whether you paid cash for the property or purchased it by acquiring financing, your tenant’s rent allows you to recover your investment.

There are also substantial tax benefits when you own real estate as investment property.

#3. Can I really make money as a landlord?

Some people make vast fortunes as landlords. Others earn modest fortunes, while others make little. There are no guarantees when you are a property owner. Collecting monthly rent from someone that wants to use your property is a sound and practical business. The issue is that you must have an active (and not passive) participation in the property.

As with any business, you must keep a careful watch over your expenses and your income. When something goes wrong, you must fix the problem. If a tenant stops paying rent, you must correct the problem to keep your income current. If expenses become too high, your profit dwindles.

With positive cash flow, a rental property becomes a true asset. Each year, the property appreciates. If you have a mortgage, the tenant provides the money you need to make your payment. In effect, your tenant is paying off your loan for you.

Consider the basics of rental property income: a property that produces $200 per month in positive cash flow creates $2,400 of yearly income. That may not sound like much, but consider the appreciation factor and that each month your equity increases as you pay down your loan. Each month, you owe less on the mortgage, your property value increases, and your equity grows.

#4. Is there really a demand for rental properties?

Yes. People always need a place to live. Statistics change, but generally speaking, about one-third of the population lives in rental property. According to the U.S. Census Bureau, about 30 percent of Americans rent rather than own their homes. There always seems to be a healthy demand for rental units.

The local economy often affects the current need for rental property. When employment is good, people need housing near their jobs. This is especially true when local employers seek employees from out of the area. Support industries (health care, transportation, or retail, for example) to the local employers also can create rental-housing demands.

Lower regional unemployment often increases the demand for rental units. That is because people are moving into the area for jobs and income. When jobs are lost, people tend to move away, and the demand for rental property can decrease. Any area where the local economy is doing well is always a good place for landlords to own property.

As long as people change jobs, marry, divorce, move, have children, make more or less money, or have any other life changing events, you can be assured there will be a need for rental property. The demand can increase and decrease, but there is always a need.

#5. Is being a landlord difficult?

It depends on what “difficult” means to you. Real estate, as an investment, is different from paper securities. If you were to invest $100,000 in stocks, your investment exists only on a paper certificate. To the contrary, an investment in real estate is something you can see, touch, and behold.

That also means that real estate needs care and maintenance. Parts of ownership include cleaning, repairing, fixing, and replacing.

Add to the mix of items that you must carefully watch are your tenants. Most tenants will become good customers. The majority will pay their rent, treat your property almost as if it were their own, and will, by paying their rent, make you money.

It’s up to you to whom you rent your property, just as the decisions regarding maintenance and repairs are yours. What you do—and what you do not do—can make your life as a landlord “difficult” and filled with stress, or not. You need to deal with people, make sound decisions, and take care of little problems before they become large and uncontrollable.

#6. How much work is involved in owning properties?

The work depends on the type of property, its condition, and the tenants that you acquire.

Obviously, a property with one rental unit (a single-family residence) and a property with multiple rental units present different challenges and requirements. Single-family residences, for example, have only one heating unit to maintain. Multiple-family properties often have multiple heating units and multiple bathrooms. In other words, properties with multiple mechanical units require more work to maintain them.

The condition of the property often determines the amount of work required. A property that has been well maintained is likely to require less work than one that has been abused or mistreated. Maintenance and minor fixes prevent costly repairs. Problems that have not been resolved often make additional work for the property owner. For example, a toilet that has not been repaired can cause work and ongoing problems for the landlord—a slow drip from the input pipe can damage the floorboards and the ceiling, as well as being the catalyst for rot and mold. The tenants need to use the toilet, so fix it right away. Not taking care of a reported leak can turn a simple, inexpensive repair into a costly one.

The total amount of work is often determined by the general condition of the property and the tenants. Often the difference between a profitable or disastrous investment is the amount of work an investor is willing to put into their rental property. Not everyone is willing to screen tenants, track down overdue rents, or respond to middle-of-the-night repair messages.

#7. What are some of the common problems many landlords experience?

Complying with the various laws and finding good tenants are the most common problems most landlords encounter.

Too many landlords get themselves in legal trouble. It may not be intentional, but it happens often. Many regulations, ordinances, and laws must be followed. Violations can range from warnings to fines and imprisonment. One of the problems is that local laws vary so much between jurisdictions. In one locality, a landlord may be required to supply a working smoke detector. In another municipality, there are no requirements. Another local jurisdiction may require both a smoke detector and a fire extinguisher be installed in every rental unit.

Landlords seem to agree that their biggest problem is finding good tenants. This can always be a challenge. Fear of loss of rental income often results in landlords accepting tenants that they should not. As a landlord, your main objective is to find and keep good, problem-free tenants.

#8. What is the best type of property to use for rental income?

The best property type is one that will produce positive cash flow for the landlord. It does not matter if the property is a single-family residence, a multiple-family residence (such as an apartment building), a commercial building, or any other property type. What matters is that someone else will pay you for the use of the real estate.

Farmland is often rented by the owner to a farmer who uses it to produce crops. Undeveloped commercial property is often rented for storage use. Some sell monthly lot rents, such as a mobile home park. The possibilities of creating rental income are endless.

Real estate that provides housing produces rental income. Some properties are more fitted for housing rental than others. For example, properties located in high crime areas are not going to generate the same income as a property located on a lake in a pastoral setting.

Some properties will attract certain types of tenants. A three-bedroom property is likely to attract a family with children. A one-bedroom property is likely to attract tenants without children. In reality, just about any property can produce rental income.

#9. How much should I pay for a rental property?

The answer to this question can be both easy and complicated. The easy answer is to pay as little as possible. Many real estate experts say that you make your money when you buy the property. So getting it for the right price is fundamental.

However, the property must be able to generate a positive cash flow. If you are paying cash for the property and not financing the purchase, any rental income above the fixed annual costs (taxes, insurance, etc.) would create positive cash flow. When financing is involved, the rental income must be above the monthly loan payment. If the loan payment is $1,200, the amount of rent must be more. If not, the property is not a good rental property unless you can borrow less money to reduce the monthly payment to be below the property’s rental income.

Locating properties that can produce reasonable income is not impossible, but it does take some work. Consider the purchase price as a large part of the why you should purchase or pass on a potential income producing property.

#10. Are there any types of properties that I should avoid?

The properties to avoid are those that are difficult to rent. For example, you may find a great deal on a townhouse. However, the property on one side is a boarded-up, burned-out shell. On the other side, the property is dilapidated and condemned. If you were to rent it, the amount of rent you could reasonably expect to collect would be less than if the adjoining properties were in reasonably good shape.

Curb appeal is just one of the many factors potential tenants will use to select the places they want to use as their homes. Real estate that does not offer basic appeal is not a good rental income-producing property.

The other kinds of properties to avoid are those that have expensive problems that need immediate attention. A property with foundation problems can become a money pit. There could be extensive water damage, rot, and other structural issues that need to be fixed to prevent future problems.

#11. What is the most I should pay for a rental property?

There is no limit as to the maximum that you should pay to purchase a rental property. Any type of property can produce rental income.

Some properties cost most than others, and that is usually due to the location. A property in one location compared to a similar property in another could cost tens of thousands of dollars more or less.

There is no set rule as to the maximum you should pay for a rental. However, you must be realistic about the cost of the property versus the amount of monthly rent you can reasonably expect to collect. For example, a property that could only generate $500 of rental income is not worth $500,000 to purchase it. The property may be worth $500,000 (or even more) because of its potential or location, but as a rental income property, it does not generate sufficient income to cover expenses and the investment.

Experienced landlords use different methods or formulas of determining what they are willing to pay for a property. Some of these techniques are:

[image: Il_9781598698329_0016_001] Do not buy the property if it costs more than 100 times the rental income (if the property produces $1,000 of rent, the purchase price is $100,000).

[image: Il_9781598698329_0016_001] Pay only 70 to 75 percent of the property’s value.

Because real estate markets vary so much locally, these particular formulas may need to be adjusted for your area.

#12. Do fixer-uppers make the best rental investment properties?

Fixer-uppers are those properties that need major repairs or renovations. The current owner, for whatever reason, did not maintain the property. Sometimes called ugly houses, fixer-uppers may require a little or a lot of work to make them habitable and rentable.

A fixer-upper can be an excellent rent-producing property. The issue is always how much time and money it will take to rehabilitate the property. The cost of the acquisition of the property, added with the cost of repairs, determines the total investment.  The reason fixer-uppers are often sought is that they can be acquired for below market value. Even with the repair or rehab cost, the total investment can be significantly less than a similar property.

Many successful landlords that invest in fixer-upper properties often do some—if not most—of the rehabilitation themselves. It is not uncommon for the landlord to complete the simpler, less complicated do-it-yourself repairs, which include minor plumbing, carpentry, and other small projects. Major repairs, such as replacing the roof or installing a new furnace are usually contracted with a local company.

The fixer-upper may need cosmetic repairs, including painting, new carpeting, or flooring. Landscaping, new windows, and updated appliances can often greatly change the appearance of a property.

#13. How do I find good rental properties?

There is no single way to find a rental property. Successful landlords employ various methods to locate potential investment properties.

Most landlords are always on the lookout for good rental properties. They read the classified real estate advertisements. They look for real estate “For Sale” signs in neighborhoods where they want to own property. They usually ask a real estate agent to look for potential properties in the local multilist system. They search the Internet.

Successful landlords also watch foreclosure lists for potential rental properties. Properties in foreclosure are often acquired below market value and are converted to rental units. Some investors purchase the property from the distressed homeowner and then rent it back to them. Sometimes this strategy works, but if the homeowner could not make the mortgage payment, it is unlikely he can make the rent payment.

Another source are local properties that are currently for rent. Aggressive investors call landlords that are trying to rent their property and inquire if the property might be for sale. Landlords tired of the maintenance, tenant turnovers, and managing the property are often willing to sell their investment property.

#14. Do starter properties make better rental properties?

Starter homes (the types of properties that are often called first-time homebuyer houses) can become great rental properties. There are several reasons why:

[image: Il_9781598698329_0016_001] Price: They cost less. One of the reasons they are starter homes is because of their lower asking price.

[image: Il_9781598698329_0016_001] Basic property: These are properties that provide the basics, without many frills. This means there are fewer things to maintain.

[image: Il_9781598698329_0016_001] Lower rent: Since the property costs less to acquire and maintain, tenants can be charged less rent and the landlord can still make money.

[image: Il_9781598698329_0016_001] Higher demand: Basic, lower-priced rental properties are always in demand. It is easier to rent and retain tenants in a property where the rent is lower.

[image: Il_9781598698329_0016_001] Easy disposal: Should the property need to be sold, it is often easier to sell because the asking price is lower. There just seems to be more buyers for a starter home.

This doesn’t mean that other properties can’t be good moneymaking rental units. It just seems that starter homes are preferred by many successful landlords.

#15. Should I buy properties that are already being used as rental properties?

The main advantage of purchasing a property that is already a rental property is that you can review its financial records. This allows you to judge the profitability of the property.

You can examine the income and expenses. You can see what the record of accomplishment of rents collected has been. You can also see what it costs to maintain and operate the property. By adding in your financing costs (if any), you can determine if the property could provide monthly income.

Owners of rental properties must maintain records for tax purposes. These records are not complicated and are easily compiled by the property owner. A landlord will often make them available for serious buyers. Property owners that are not current landlords are less likely to be able to provide detailed operating costs. From the landlord’s current financial records, you can examine how well the property has been maintained and what future repairs are likely to be needed. Don’t overlook how valuable this information can be in determining future costs.

One other advantage is that the rental property often comes with a tenant that is paying rent. While you did not select the tenant, your renter will continue to pay rent when you assume ownership of the property.

#16. How much should I spend to convert a property to one that produces rental income?

You should spend what you can recover within a two-year period. If the conversion cannot be covered within two years, then the property probably cannot be profitably acquired and converted.

Ideally, of course, you should spend as little as possible. Part of the costs will be determined by what local building codes, laws, and regulations require.

You might acquire a property that you intend to rent, and your only costs might be to add smoke detectors. After purchasing them at your local hardware store, you quickly install them yourself. So the conversion cost very little.

Another property might require installation of separate electrical service and meters to the two rental units. This work by a licensed electrician costs approximately $2,500. Over a two-year period, you can assume that it cost approximately $100 per month for the new wiring. (Two years is always a good measure of time to amortize acquisition costs.)

#17.  How do I know a good deal when I see it?

A deal is one that you can acquire and make money by owning the property. Successful landlords are always looking for profitable properties to acquire. They will pass on many, just because there is something not right. It could be the timing, the price, the condition, or the location. There are numbers of reasons why they don’t proceed with a purchase.

However, when they find a property that piques their interest, it is always because it is a good deal. The numbers make sense when analyzed. It is a property that will produce a positive cash flow.

Successful landlords don’t fall in love with the property, but instead fall in love with the deal. If any property doesn’t have the potential of creating positive cash flow, pass on it. The more money you can put down, the more profitable a property can be.

Calculate the potential of any possible rental property. Pass on any property where you cannot earn a monthly profit.

#18. Are multiple-family properties a better investment than single-family properties?

For long-term rental income investments, they often are. Properties that are designed to provide housing for more than one family (two units, three units, etc., or apartment houses) often can generate more income. For that reason, the additional income often makes these multifamily units quite attractive to landlords and real estate investors.

Consider a single-family property that you could purchase for $125,000 and would rent for $1,250 per month, and your positive cash flow is $250. Compare that to a two unit (two apartments) that you could purchase for the same $125,000. Each unit pays $800 in rent. Your monthly income is $1,600 ($800 × 2). Even if your expenses were higher, let’s say $1,100, you are still ahead in monthly profit compared to the single-family unit. You received $1,600 in rent, less $1,100 in expenses, for a net of $500. That’s $250 more per month, or $3,000 per year.

#19. Are two-family properties better or worse than three- or four-unit properties?

Each property should be judged for its ability to produce a profitable monthly cash flow for you. Overall, the properties with more units are often more attractive to landlords. That’s simply because the amount of money the property will generate each month is larger than a single-family unit. It’s all about the cash flow.

Most successful landlords start out small and grow their real estate holdings. They start with one single-family (or a two-family) and go forward from that humble beginning. As they get more experience and knowledge, they move on to improved properties. As they continue to grow, they often acquire multifamily properties because it makes financial sense to do so.

Five (or more) rental units automatically classify the property as “investment” real estate under the guidelines for most loan programs. Most lenders package the loans in groups. The lenders sell the loan on the secondary mortgage market to investors. The lending rules state that any property over four units cannot obtain owner-occupant financing, even if the owner lives in one of the units. Five units and higher classify the property as strictly for “investment.” This makes larger family units more difficult to sell because of financing restrictions. Properties with two to four units are often the ones more desirable to landlords.

#20. What are some of the financing options for acquiring rental investment properties?

There are many different ways to finance investment properties. Traditional lenders (such as banks and private mortgage companies) offer various loan programs. There are also some government programs available to use.

When seeking financing, there are some fundamental points to consider:

[image: Il_9781598698329_0016_001] Never lie or be deceitful when applying for a loan. It is not only unethical, it is illegal. You could be prosecuted and sent to prison for lying on a loan application.

[image: Il_9781598698329_0016_001] Only seek the financing you need. Don’t borrow more than you must.

[image: Il_9781598698329_0016_001] Shop around. Loan programs vary greatly from one lender to another. Just because one bank does not have a program you need, that doesn’t mean it is unavailable from another. 

[image: Il_9781598698329_0016_001] Costs matter. Analyze all loan programs before applying. Consider not only the interest rate, but also the loan’s closing costs and fees.
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Your financing options will vary between lenders. Loan officers will gladly discuss their lender’s options, and provide you with various ways that you might finance an investment property.

#21. How much money do I need for a down payment?

The amount of money you will need for a down payment will depend on several factors. They include the price of the property, the loan program, and the lender’s requirement. Often lenders require larger down payments on non-owner-occupied (NOO) properties than they do for owner-occupied (OO) properties. Their reasoning is simple: a primary residence is less likely to be abandoned by the borrower. It is easier for an investor to walk away from an investment property. For that reason, they want to see a larger down payment from the borrower.

Many times, investors want to put the least amount down as possible, preferring to hold on to their cash. There is nothing wrong with this technique, as long as the property can generate positive cash flow.
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