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E086 - 7 RULES OF PURCHASING

Your Short Term Rental Property
When it comes to purchasing your
Short Term Rental Property,
Michelle's got 7 Rules you must know
about the numbers.

Michelle's
Recommendation

#1 You make your money on the Buy: Meaning you never buy "hoping" the value goes
up. You must make your equity when you purchase the property by buying it for the
right price in the first place. Don't expect to make it up later.
#2 NEXT! If the numbers don't work, Next. If the location isn't right, Next. If the
seller won't budge on the terms or the price, Next. There's always another property.
Don't hang on to this one like a dog with a bone.
#3 Never buy a property that's in perfect condition...unless you can still get it for 30%
under the ARV. Remember Rule #1: you need to make your money on the Buy. Very
rarely will you find a seller with a property in perfect condition willing to discount the
price of that property. Therefore, don't focus on properties that are turn-key or
perfect condition. You'll more than likely pay too much.
#4 Know your ARV: After Repair Value. You can use a trusted Real Estate Agent or
find the "solds" over the last 6 months of comparable homes in the same neighborhood
in excellent condition. ARV is what a home in great condition, updated, and ready to
move in, would sell for.
#5 What are your Repair Costs. When you walk through the property with your
contractor, have them help you figure out the exact costs to get the property repaired,
updated, and up to par. Don't forget to add a little cushion for surprises that could
arise.
#6 What's your MAO: your Maximum Allowable Offer. This is the absolute most you
are willing to spend on this property. Most people would subtract the cost of repairs
from the ARV - this is a mistake. You must take off 30% of the ARV in order to have
ample equity in the property in order to get a loan on the property and pull your
money out.
Therefore: ARV _X .70 = Your "All in Number." This means that the price of the
property, all the closing costs, all the holding costs, and all the repairs should add up
to this number OR LESS.
#7 Know the Long Term Rental Prices in the neighborhood for properties like yours.
If you can, use the 1% Rule: if the property is listed for $100,000, then the Long Term
Rental Prices should be $1,000 a month. Use the LTR to make certain you can Cash
Flow the property if the SHTF. Can you pay your mortgage, taxes, insurances, HOA,
and maintenance with a little leftover to put in your bank account if you had to put a
Long Term Renter in the property? This is your final test.
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Remember:
"When people are
Greedy, be Fearful.
When people are
Fearful, be Greedy."
- Warren Buffet

COMING SOON!!
Building Your Team!
Who Makes Up
a Great Team?
Find out next week.
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