Is a real estate
investment

property right
for you?

Here are some key aspects to keep
in mind: e N

Initial purchase

The key is to purchase the right property
at the best price with optimal terms. What'’s
the best price and terms? It’s the point at
which the property is cash flow positive.
In other words, will the forecasted month-
ly revenue (rental income) exceed the
monthly costs of operating the dwelling
(including mortgage, insurance, property
MOHey gelel taxes, maintenance, and utilities) plus the
Wealth Management profit (income) required?




(

Ongoing maintenance

® Areyou willing and able to respond to
emergency— and non-emergency —
calls from your tenants?If you expect to
travel often or spend part of the year as a
snowbird, this may be exceedingly diffi-cult.
You can hire a property manager to tend to
these details, but typical costs are about 10%
of monthly rental income, making it more
difficult to turn a profit.

@ Will you need to hire laborers to fix issues,
or can you do it yourself?

Tenant considerations

® Do you understand the legal and financial
risks of potentially being sued?

@® How will you find good tenants?

@ How could a loss of rent via vacancies,
tenants not paying (squatters), and damage
above a security deposit affect your break-
even point?

Other costs

Maintenance expenses are only part of

the costs associated with rental property
ownership. You also need to factor property
taxes into your break-even analysis. Insurance
is another mandatory cost. You may also
consider getting an umbrella policy to further
insure against a lawsuit.

Liquidity

Selling a property is more complex than selling
a stock, for example. You may not be able to
sell the property promptly or for the price you
expect. It can also be costly — property sales
can incur costs of 6% or more of the price. If you
need money immediately, this asset may not
offer you that flexibility, forcing you to access
cash from other sources.

Opportunity costs

Another common mistake is looking at what
income “should” be without modeling the
reality of capital improvement, maintenance,
and other homeownership expenses. Landlords
often view their cash flow through rose-
colored glasses without analyzing potential
income from an equivalent investment in the
stock market. Suppose you divide your annual
income by the equity in the property and have
less than a rate of 4%. In that case, it may be
prudent to consider traditional investing rather
than income-producing real estate.




Disclosures:

This message is provided for informational purposes only, reflects our general views on
investing and should not be relied upon as recommendations or financial planning advice. We
encourage you to seek personalized advice from qualified professionals, including (without
limitation) tax professionals, regarding all personal finance issues. While we can counsel on
tax efficiency and general tax considerations, Motley Fool Wealth Management (“MFWM”)
does not (and is not permitted to) provide tax or legal advice. Clients who need such advice
should consult tax and legal professionals. This article may not be relied upon as personalized
financial planning or tax advice.

Motley Fool Wealth Management is an SEC registered investment advisor with a fiduciary duty
that requires it to act in the best interests of clients and to place the interests of clients before
its own. HOWEVER, REGISTRATION AS AN INVESTMENT ADVISOR DOES NOT IMPLY ANY
LEVEL OF SKILL OR TRAINING. Access to Motley Fool Wealth Management is only available
to clients pursuant to an Investment Advisory Agreement and acceptance of Motley Fool
Wealth Management’s Client Relationship Summary (PDF) and Brochure (PDF - 204 KB). You
are encouraged to read these documents carefully. All investments involve risk and may lose
money. Motley Fool Wealth Management does not guarantee the results of any of its advice
or account management. Clients should be aware that their individual account results may
not exactly match the performance of any of our Model Portfolios. Past performance is no
guarantee of future results. Each Personal Portfolio is subject to an account minimum, which
varies based on the strategies included in the portfolio. Motley Fool Wealth Management
retains the right to revise or modify portfolios and strategies if it believes such modifications
would be in the best interests of its clients.

During discussions with our Certified Financial Planners, they may provide advice with respect
to 401(k) rollovers into accounts that are managed by Motley Fool Wealth Management. Such
recommendations pose potential conflicts of interest in that rolling retirement savings into

a MFWM managed account will generate ongoing asset-based fees for Motley Fool Wealth
Management that it would not otherwise receive.

Motley Fool Wealth Management, an affiliate of The Motley Fool LLC (“TMF”), is a separate
legal entity, and all financial planning advice and discretionary asset management services for
our clients are made independently by the financial planners and asset managers at Motley
Fool Wealth Management. No TMF analysts are involved in the investment decision-making
or daily operations of MFWM. Motley Fool Wealth Management does not attempt to track any
TMF services.
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