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The 70% rule in real estate can be helpful when comparing properties and making a final determination on which one is the best investment. Understanding the ins and outs of this rule is imperative to using it to your advantage. What Is the 70% Rule?The 70% rule is a formula commonly used by real estate investors as a barometer when purchasing
distressed properties for a profit. The formula calculates the maximum amount to pay for a given property once two key factorsthe after-repair value (ARV) and estimated repair costs (ERC)are considered.The 70% Rule Further ExplainedThe 70% rule states that real estate investors shouldn't pay more than 70% of the ARV minus the repairs needed.
For example, if a house is $150,000 and needs $20,000 in repairs, the 70% rule states that no more than $85,000 should be paid. The math looks like this:$150,000 (ARV) x .70 (ARV percentage) = $105,000$105,000 $20,000 (ERC) = $85,000 (buying price)This formula is commonly used by house-flipping investors to decide how much to pay on a fix
and flip.70% Rule: Formula and ExampleThe formula itself is rather simple: Once the ARV and ERC are calculated, you then plug in the numbers.Take a house that has an ARV of $100,000 and needs $20,000 in rehab. The last variable to figure out is what discount to buy at. In this case, we'll use the traditional 70% rule, so 0.7 is plugged in.Formula:
(ARV * 0.7) rehabExample: ($100,000 * 0.7) = $50,000Why Is This Rule Critical?This "rule" is critical because the ARV and rehab costs are used in conjunction to calculate the formula. If either of these numbers is inaccurate, there's the potential to operate on less-than-desirable margins. If the wrong price is calculated, profit margins can quickly
diminish or be wiped out completely. ARV and rehab should always be fixed numbers based on the investment exit strategy. However, the ARV percentage amount minus repairs should be variable. Furthermore, this rule may be disregarded as investors become more creative.For instance, if investors intend to buy and make a long-term hold play,
betting on appreciation, they may be able to afford to pay more. In this situation, investors may be able to buy at 101% ARV if the financing is favorable and the area is desirable. Application of the 70% RuleWith this in mind, lets examine the application of the 70% rule.Housing inventory price pointThe 70% rule can be adjusted, depending on the
price point of the housing inventory. For instance, if lower-end housing is purchased in Texas with an ARV of $70,000 to $90,000, you may be able to negotiate a deeper discountsay, 65%. The best way to get in tune with the local market is to review what recent cash sales have been in the same community as the subject property. For rehab
properties, it will show what margins everyone else is operating on. If wholesaling is the exit strategy, this will show how much of a discount is needed to buy.Major market areaAll real estate is local, but major market areas influence the formula. The formula will need to be adjusted based on the market it is in.In California, the 70% figure could go as
high as 80% or 85%. In Dallas/Fort Worth, Texas, where housing is more affordable, 70% to 78% should serve well. Even more important are the hyperlocal factors based on the subject property itself. The ARV percentage will fluctuate from ZIP code to ZIP code, subdivision to subdivision, even within the same major market area.Exit strategyThis
rule varies depending on the exit strategy. For example, landlords can usually afford to pay more than house flippers because flippers incur higher costs for renovations and must cover agent fees and related expenses. On the other hand, landlords can pay more, as their strategy focuses on short-term cash flow and long-term value appreciation. For
instance, landlords in northern Texas often purchase properties for their rentals at 76% to 80% of the ARV.Other modelsOther investors may prefer a different formula, such as calculating offers based on what they want to earn on the project. For example, if an investor wants to rehab a house and net at least $18,000 after accounting for factors such
as holding costs, closing costs, and real estate agent commissions, other models are a viable alternative to the 70% rule.Is the 70% Rule a Good Guideline?The 70% rule can be a good indicatorbut not the only toolused to make a decision on a fix and flip. As with any type of investment, investors should list the estimated costs to calculate their
potential profit.Costs to consider on fix-and-flipsRepairs (always be conservative)Carrying costs (interest, points)Monthly costs (utilities, HOAs, insurance, taxes)Buying costs (back taxes, cash for keys, liens, code violations)Selling costs (commissions, closing costs, transfer fees, title insurance)Unexpected costs (add $5,000 to be safe)These are the
basic costs investors should consider. From there, take the ARV, subtract these costs, and subtract the minimum profit ($20,000). This is what the purchase price should be. When Can Properties Be Bought for More Than 70%?The No. 1 reason a property can be bought for more than the 70% rule is when a real estate agent is also the investor. As
agents, they receive a commission of 2.5% to 3% on the purchase and save an additional 3% when selling, as they can list the property themselves. Although this 5.5% to 6% is taxable, it still enables them to offer above the 70% guideline.Experience also plays a key role. Seasoned investors have a deep understanding of the market. Their ability to
accurately estimate the after-repair value (ARV) and confidence in their pricing allows them to exceed the 70% rule by 1% to 2%.Finally, experienced investors often have advantageous financing arrangements with banks. They might not be able to finance the entire purchase amount like other investors using hard money or private money, but they
have been doing it long enough to build up a bankroll that can pay for down payments and repairs.Final ThoughtsThe 70% rule is more of a guideline, not a hard-and-fast rule. The percentage of ARV minus repairs will vary based on local markets, exit strategy, and housing type. All these details should be taken into consideration when calculating an
offer. Investors who stay in tune with the local marketplace and apply the 70% formula as a guideline instead of a blanket rule will make their offers more competitive and their investments more lucrative.This post originally appeared on the BiggerPockets blog. Whether youre an experienced investor or just starting out, youre always on the lookout
for properties with the best potential for profits and appreciation.To get a jump on the competition, many real estate investors pay finders fees. By definition, a finders fee is the compensation provided to a person or brokerage that helps facilitate your real estate transaction.Usually, its the real estate agent who directly pays a finders fee, not the
investor. But since most commercial real estate transactions involve paying at least one of these fees, youre paying for them indirectly as an investor.Finders fees may be common, but they are regulated by law. Lets examine how finders fees work and how you can protect yourself from any unethical charges.How Much Is a Typical Finders Fee?The
finder in a real estate transaction is the person who brings both parties together in the first place. In exchange for this matchmaking service, the finder receives a commission from the brokered deal. Fair enough, right?Related: Finders Fee in Real Estate Investing Is it Legal?Also called referral fees or referral income, finders fees usually are a
percentage of the real estate deal in question. Most states allow the fees to be anywhere from 3-35% of a transactions value.Real estate agents use finders fees as a way to encourage their business contacts to think of them when they know of someone who is looking for a property. The payments can become a lucrative part of their business.Federal
and state laws generally permit licensed brokers to collect finders fees for the following services:Finding a property that meets a clients specificationsLocating a buyer who is interested in a propertyClosing a real estate transactionYou can look at finders fees as a form of incentive that keeps the whole real estate investment game going. Investors are
looking for the best deals going, and the finders help make the best deals happen. At least thats the premise that has kept the concept of paying these middleman fees going through the years. Whats Normal for Finders Fees?First, there is no legal requirement to pay a finders fee. Although the payments are a common practice in the real estate
industry, no one is legally entitled to them. That means that a broker or agent can ask you to pay a fee, but you are not legally bound to do so.Related: Buying? Selling? New to the Business? Why You Need a Lawyer NowlIf an agent pressures you by telling you that you have to pay a finders fee, it would be best to move on to someone else. For
example, a finders fee is different from a service charge, which is paid to a person or business in exchange for completing a service.Finders fees usually are paid between brokers, with real estate agents drawing up agreements to streamline the process. A written document can help ensure all parties are clear concerning what the finders fee is and
who is paying it.Sometimes there are no contracts, however, and an agent simply writes a check as a gift to the intermediary. This practice may seem a bit unusual to a new investor, but it is perfectly legal. Whats Not Normalor Even Illegalfor Finders Fees?You might also likeHere are some red flags to be aware of when it comes to finders fees.You are
asked to pay the finders fee directly. Dont do it. It is highly unusual and may be illegal in your state.An individual cant explain their involvement in the property transaction or who they specifically know who is directly involved with your deal. In other words, make sure that anyone requesting compensation has played a meaningful role in your
transaction.The individual is unlicensed. In most states, anyone requesting a finders fee must be currently licensed under state and federal law. If an agent pays a referral fee to someone without a valid license, they could have their own license revoked by authorities.Your gut tells you something is wrong. If something just feels off about the whole
conversation surrounding a finders fee, trust your instincts.Finders fees are an accepted way of rewarding individuals who help make real estate deals happen. The Consumer Financial Protection Bureau (CFPB) and The Real Estate Settlements and Procedures Act (RESPA), passed by Congress in 1974, help prevent illegal practices in the real estate
industry. However, there are some unethical people out there, and the fees can be a bit tricky to navigate if you are uninformed or unprepared.Understanding finders fees and knowing what percentage you are willing to pay are important aspects of becoming a successful real estate investor. Knowing when to walk away from a shady real estate agent
or transaction is a skill you will develop with experience.Questions? Comments?]Join the discussion below. Anyone who is investing in a commercial real estate deal should take the time to really understand how their money will be spent. This is a critical step in the due diligence process that many people overlook. Instead, they look at the total project
costs without requesting a detailed breakdown of acquisition costs, hard costs, soft costs, and the developers fees.The first three buckets are important to understand in their own right, but theyre especially important given that most developers fees are calculated as some percentage of the other three costs combined.In this article, we take a look at
the different types of real estate developer fees, including the role of these fees and what you might expect them to cost.Types of Development FeesThere are generally four types of development fees to be aware of when analyzing a commercial real estate investment opportunity:Acquisition FeeThis is the fee that a commercial real estate developer
charges for finding and facilitating the acquisition of the parcel slated for redevelopment. The industry standard tends to be about 1 percent of the purchase price. Most developers will insist on taking an acquisition fee, which is typically used to cover the compensation of the acquisitions team.Development FeeThe development fee, also sometimes
referred to as the construction management fee, is the fee a real estate developer takes to oversee the entirety of the development project, from pre-construction (e.g., the design and entitlement processes). This fee is generally used to cover corporate overhead and sometimes contributes to the developers profit for the project.Some real estate
developers outsource this project management capacity to a third-party firm that has no equity in the project. These fee-for-service development partners generally charge a flat monthly fee for their work.Related: 5 Questions to Ask When Evaluating a Real Estate DeveloperRegardless of whether construction management is handled in-house by the
developer or outsourced to a third-party provider, investors can reasonably expect to see development fees in the range of 3 to 5 percent of total project costs (acquisition + hard + soft costs).General Contractor FeeThis is an additional fee, ranging from 3 to 4 percent of hard costs only, that is tacked on to the project by the general contractor. As a
rule of thumb, if the real estate developer is ALSO serving as the general contractor, this fee should be at the lower end of that range, given that the developer is already taking its own fee. However, it is common for real estate developers (particularly on large projects) to outsource GC responsibilities.The GC fee covers costs such as bidding out
construction documents to suppliers and subcontractors, negotiating subcontractor agreements, providing due diligence related to subcontractor selection, and any other costs incurred during the design phase. The GC fee is also the profit the general contractor expects to make during the construction phase for their role in overseeing the physical
construction of the project. Considerations When Evaluating FeesWhen evaluating developer fees, there are a few important considerations to keep in mind.First and foremost, youll want to understand how many fees the developer is charging and whether these fees are in line with the industry averages as noted above. In a particularly complex
project, for example, a large mixed-use development that requires new zoning and a lengthy political process, it might be reasonable to expect a higher development fee than a developer overseeing a smaller as-of-right project. The point here is to allow for some flexibility, within reason, depending on the nature of the deal.You might also likeRelated:
5 Easy Steps to Value Land for Development (& Work in a Profit!)Next, consider whether there is a proper alignment of interests. Does the developer seem solely motivated by the fees, or do they truly care about the success of the project? One way to facilitate the alignment of interests is to prohibit the developers fees from being used toward their
equity in the deal. Instead, require the developer to leverage other funds to invest in the deal to ensure they have real skin in the game.Lastly, we recommend structuring the deal to control for when (exactly) a developer earns which fees. From an investors perspective, youll want to see as much of the fee back-loaded as possible, thereby keeping the
developer motivated to complete the project as planned. A common structure is to release 25 percent of the developers fees upon closing the deal, 50 percent paid pro rata with hard cost drawdowns, and 25 percent paid upon stabilization.ConclusionThe real estate developer fees weve outlined here today are certainly not exhaustive and do not even
begin to take into consideration other developer costssuch as promotes secured as a result of project success. However, these are the most common fees that we typically see in commercial real estate deals, and as such, are important for investors to understand.Questions about the above fees?Ask in the comment section below! Over the last decade,
real estate investors have used Airbnb to rent properties and meet new people worldwide. The short-term rentals business continues to growin 2021, the typical U.S. host made$13,800 on Airbnb, an 85% increase over Airbnb host income in 2019. Suppose youre serious about purchasing a vacation rental property and becoming an Airbnb host as a
side hustle or full-time income. In that case, you need to understand the service fees involved in using the platform so you can price your property accordingly. So how much does Airbnb take from hosts for service fees? Lets break down what Airbnb charges hosts, how other listing platforms compare, and what savvyinvestorsshould know to run their
short-term rental business. Many Airbnb hosts only pay aflat service fee of 3%of the booking subtotal. The subtotal includes the price guests pay per night, and any additional fees hosts charge guests, such as a cleaning fee. It does not include taxes. Service fee payments are taken from a hosts total payout for each reservation. For example, if the
subtotal of the stay is $1,000, the Airbnb host fee is $30, and the remaining $970 is the host payout. While 3% is the most common fee hosts pay, there are a few different fee structures that hosts can implement that affect the percentage Airbnb takes from a hosts earnings. The split fee structure is the most common and involves hosts and guests
sharing the responsibility of Airbnb fees. For example, the host pays the flat 3% fee, and guests typically pay a service fee of around 14% of the booking subtotal. Unlike split fees, the host-only structure will charge hosts for the entire fee, usually 14%-16% of the booking subtotal. Hosts with super strict cancellation policies may use this structure and
cover the costs for their guests to offset the strict policy. The host-only service fee is also mandatory on Airbnb for traditional hospitality listings, such as hotels. Since guests and hosts use Airbnbs platform for direct bookings, the company charges fees for services that benefit both parties. These services include credit card processing, protection for
hosts and their property, marketing on the Airbnb website, secure communication for hosts and guests, and 24/7 customer support. Airbnb hosts also receive educational resources from the platform to improve theirpricing strategyand grow their Airbnb business. Yes. Guests can see each line item that adds up to the total cost of their stay when
making a reservation. The breakdown includes the Airbnb guest service fee, local taxes, and other relevant fees, such as an additional guest fee. Once a booking is confirmed, Airbnb sends the host the reservation details and a price breakdown for hosts and guests. The breakdown includes the total price the guest will pay, host fees, taxes, and the
total host payout. In the past, Airbnb has displayed prices by showing the propertys nightly rate. Guests would need to select a property and input their reservation details before seeing the reservations full cost with fees. Now, Airbnb has a feature where guests can view the full price of their stay before taxes with the total price display feature. This
allows guests to better plan for what a reservation might cost and not be surprised by any additional fees the host might add. If youre looking to lower your Airbnb host fees, here are a few steps you can take:You might also like Have guests book directly with you.If you want to avoid the host service fees on Airbnb, include a website on your listing
where guests can book directly with you. Remember that youll be responsible for taking payments and communicating with guests outside the Airbnb platform. A separate booking site may also deter guests since booking via Airbnb offers a level of safety most guests prefer. Avoid the super strict cancellation policy.Airbnb charges hosts more for this
cancellation policy because of the extra administrative tasks and customer support that the policy will need. Avoid canceling reservations.In addition to offering a flexible cancellation policy, hosts should avoid canceling reservations on guests to avoid paying cancellation fees. Hosts who cancel confirmed reservations will be charged a fee from
Airbnb. The amount depends on when the host accepts the reservation and how soon its canceled before check-in. For Airbnb bookings canceled more than a week before check-in, hosts are charged $50. If the reservation is canceled less than a week before check-in, the penalty is $100. Lower optional costs or the nightly rate.Airbnb service fees are
calculated by taking a percentage of the booking subtotal. If the subtotal is lower, the total service fees paid to Airbnb are less. Lowering your prices may not be worth it, but play around with the math to see if another solution works better for you. Airbnb is not your only option for listing your property. Many investors use multiple listing platforms
for marketing their property listings, expanding their reach, and filling their reservation calendars. Below are other rental listing platforms and each sites hosting fee structure. This site is similar to Airbnb but focuses on condos or vacation rental homes instead of shared spaces or unique spaces offered on Airbnb, like treehouses. VRBO offerstwo
different fee structuresfor hosts: a pay-per-booking or a subscription fee. The pay-per-booking fee includes a 3% payment processing fee and a 5% commission fee. The payment processing fee, including taxes, is charged on the guests total payment. The commission fee and any additional guest service fees are charged on the rental amount. VRBO
also charges property hosts a 5% booking fee for using its property management site or a 10% fee for using a third-party site to source the reservation. The subscription fee is a better option for hosts with higher traffic listings who make more than $6,250 a year with the platform. The subscription costs a one-time, flat fee of $499, paid in advance.
Booking.comis another option for property managers to list their vacation or short-term rental properties. On average, Booking.com charges hosts a 15% commission fee based on the reservation total amount. This is the only feeBooking.comcharges hosts, and no listing costs exist for using the platform. The site does not automatically deduct
commission fees from hosts earnings. Instead, it charges hosts commission fees at the end of every month. While the fee percentage may seem higher on Booking.com than on other platforms, this simple fee structure avoids any surprises from guests with additional fees. TripAdvisor also offers two different payment structures for property managers
looking to list properties for rent. The first option is paying a host service fee of 3% fee per booking. The fee is based on the reservations total cost, including any required and optional fees for the property, like a pet or cleaning fee. Hosts also have the option to pay an annual fee per property listing on TripAdvisor. Hosts can receive reservations and
payments from guests directly on their own platforms or through TripAdvisors site for properties with an annual fee. If guests book through TripAdvisors site, hosts will still have to pay a processing fee of 3%. If you dont have a way to take payments online yourself, TripAdvisors pay-per-booking option is probably the best route. Keeping all the ins
and outs of Airbnb fee structures straight can be tricky. Here are the quick answers to common questions. Service fees are based on a percentage of the reservations subtotal cost. These fees cover things like payment processing and customer support. In most cases, Airbnb charges hosts a flat 3% service fee. If a host chooses to cover the total
service fee for their guests, they will pay a higher amount, about 14-16% of the booking subtotal. There is no way for Airbnb hosts to avoid paying service fees while using the platform. To offset costs, hosts can raise their listing prices or include their own service and cleaning fees for guests to cover as part of the reservation. Otherwise, hosts can set
up their own direct booking website to schedule reservations for guests to avoid paying the host service fee. Service fees are refunded to both the guest and host if a guest cancels a reservation within thefree cancellation periodof the reservation. Hosts who charge a cleaning fee will pay more in Airbnb service fees since Airbnb host fees are a
percentage of the booking subtotal, which includes the nightly rate and optional charges like cleaning fees. The higher the subtotal, the higher the host service fee. Fees can have a significant impact on what guests pay on Airbnb. If hosts use the split fee structure with their guests and charge additional guest fees, it can add up toas much as 30%of
the total reservation cost for renters, though Airbnb says most guest service fees are under14.2% of the booking subtotal. Hosts should consider the guests total cost to help inform their pricing strategy and determine if adding optional fees will deter customers. Build long-term wealth with short-term rentals Vacation rentals can be an extremely
lucrative way to boost your monthly incomebut only if you acquire and manage your properties correctly. This ultimate guide to analyzing, buying, and managing vacation rental properties will set you up for immediate success and long-term wealth. Before you find and hire a property manager, theres something you need to know: Not all property
management companies structure their costs the same way. Knowing how much property managers generally chargeincluding their fee structureallows you to determine if its the right fit for you. Understanding property management fee structures is critical to making an informed and confident decision on which company to use. There are two basic
arrangements. In this fee structure, property management companies charge owners a fixed percentage of the monthly rental income, usually between 8% and 12%. This arrangement motivates the company to maximize occupancy and rental rates, as their revenue is directly tied to property performance. In a flat-fee structure, the property
management company charges a fixed amount each month regardless of rental income, providing a predictable cost for property owners. This fee model is often preferred by owners with higher rental incomes or multiple properties, as it simplifies budgeting and financial planning. Fee StructureCost DeterminationPayment VariabilityIncentives for
Managementldeal UsagePercentage of rentA fixed percentage (typically 8% to 12%) of monthly rental income.Varies with rental income.Encourages maximizing occupancy and rental rates for higher revenue share.Best for properties with fluctuating rental incomes, or those seeking aggressive management.Flat feeA fixed amount charged monthly,
regardless of rental income.Remains constant each month.Provides stable income for management, regardless of property performance.Suitable for owners with high rental incomes or multiple properties for simplified budgeting. There are additional fees that property managers often charge. Being aware of these helps you more effectively plan for
financial management of your properties. Many property managers charge monthly management fees as a percentage of the rent, but watch the wording. Theres a difference between charging as a percentage of rent due and a percentage of rent collected. Rent due means your company will charge you based on how much a tenant owes you. You may
pay for property management even when your property is vacant. Rent collected means youll be charged based on actual rental income. This is generally more favorable for the owner. You may incur an early cancellation fee if you break the property management contract early with your property manager before its outlined term ends. For example, if
you agree to work with them for a year and want out after eight months, you might pay an additional few hundred dollars. Be especially wary of this early termination fee with untested property managers. Many residential property managers will charge an initial flat fee at the start of your property management contract. This usually costs a few
hundred dollars and is necessary to initiate your account. If a company charges you based on collected rent, not rent due, there may be an additional vacancy fee, which acts much like a retainer. You might also like Some property management companies charge an additional advertising fee. This covers the cost of creating media, such as taking
photos or videos and marketing the property. A tenant placement fee may apply when hunting for a new tenant. This covers the cost of drafting and securing a new lease agreement and tenant screening, including background checks. Its generally low in cost. High leasing fees should raise red flagsespecially if your tenant turnover seems to increase.
Lease renewal is a simpler process than initial leasing, but it may still require a lease renewal fee. Property managers might draw up new paperwork or renegotiate terms with a tenant, and they may charge for that extra work. Most property management fees cover basic maintenance and repairs that property owners wouldnt want to handle
themselves. Some property management firms may charge extra for big jobs or an inspection before placing new residential property tenants. Eviction can be messy, and youll be grateful to have a property management service in your corner. Most managers completely handle the rental property eviction on your behalf, but some charge you an extra
fee for the service. Expect to pay at least a few hundred dollars here. When hiring a property manager, especially when considering the impact of fee structures on your investment, you must be well-prepared. Here are some actionable tips that can help ensure you make the right decision. Dont hesitate to negotiate terms of the fee structure. For
example, if a company typically charges 10% of the monthly rent, see if its possible to reduce this percentage or negotiate a cap on monthly fees. This can be particularly effective if youre offering multiple properties to manage. Examine the management contract in detail. Look for any clauses related to fee increases, additional fees, or terms of
service termination. Ensure that the contract specifies what services are included within the fee and what would incur additional charges. Consider asking for performance clauses in the contract that tie some part of the fee to the property managers performance. This could be related to maintaining a certain occupancy rate, timely rent collection, or
tenant satisfaction rates. Ask the property manager questions that cover all aspects of their service. Theres no such thing as a silly question. Your objective is to gather information to help you understand what the company offers. Always ask for and check references or reviews from other property owners who have used the management companys
services. This firsthand feedback can provide crucial insights into the companys reliability, responsiveness, and overall effectiveness. Understanding the fee structures of property management companies is essential for choosing the right partner to manage your investment. By thoroughly comparing percentage-based and flat-fee structuresand being
aware of additional chargesyou can make an informed decision customized to your propertys financial needs and your management style. Get More Time to Scale Find trusted property managers and get everything you need to make confident hiring decisions. The APR (annual percentage rate) on a loan is the total cost of borrowing money.
Understanding APR is crucial when applying for a mortgage, personal loan, credit card, or real estate loan. The percentage amount greatly impacts the total cost of your loan. Therefore, comparing APRs is the most effective method to discover the best financing offers. When applying for real estate financing, a lender typically advertises the loan
interest rate prominently. However, additional fees and costs affect the total amount of your monthly payments. Therefore, you must understand the APR to find an affordable loan before purchasing real estate. This article is a comprehensive guide to understanding loan APRs. This information will help you make an informed borrowing decision when
applying for a loan. The APR on a loan is the actual borrowing costs over a year. It includes the interest rate and additional loan fees. These extra costs include lender fees, underwriting fees, origination fees, and insurance premiums. The APR is a standardized way to help you compare the cost of borrowing between lenders. The APR is tied to the
prime ratethe minimum interest rate banks charge when they lend money. Typically, the prime rate is 3% above the base rate set by the Federal Reserve. The Truth in Lending Act (TILA) requires lenders to disclose the APR they charge borrowers. Usually, the lenders annual rate is in the small print, and you must look hard to find it. The difference
between the interest rate and APR is that APR includes all the fees included in the loan. A mortgage lender charges interest on the amount borrowedthe principal balance. However, the lender also charges origination fees, annual charges, and closing costs to process your real estate loan. For example, several lenders could offer similar interest rates
on a loan. However, the annual cost of the loan will be more than the banks base interest rate. Therefore, comparing like-for-like doesnt give a true picture of the yearly cost. It is a single factor determining finance charges. Lets say two mortgage lenders offer interest rates at 8%. However, Lender 1 has higher closing costs, customer service fees,
and annual charges than Lender 2. In that case, the annual percentage rate of Lender 2 will be lower, making the loan cheaper, with lower monthly payments. Therefore, APR is a broader measure to determine the true cost of borrowing versus interest rates alone. Real estate loans from banks or credit unions typically offer fixed or variable APRs.
However, if you are looking for other financial servicescredit cards, auto loans, or personal loansyou may see different types of APR. Here is a short guide to five different types of APR: Introductory APR: A credit card company may offer special introductory rates to new customers. For example, they may offer 0% APR for the first 12 months,
effectively letting you borrow money for free. However, you must read the fine print on the exact terms after the promotional period ends. Purchase APR: This is the yearly rate for a credit card. The APR is the percentage applied to the balance after the credit card grace period expires. For example, a provider could allow 40 days to pay the credit
card balance without charging interest. Balance transfer APR: A credit card provider may use incentives to entice you to transfer a loan or credit card debt to their loan services. You pay APR on the transferred balance. Sometimes, the promotional balance transfer APR can be as low as 0%. Cash advance APR: Credit card issuers charge a higher
credit card APR to withdraw cash from an ATM. Typically, the rate of interest is applied immediately, without any grace period. Penalty APR: You may be charged a higher APR rate if you breach the credit card agreement. For example, late payments could mean paying a penalty on top of the standard APR. APRs for loans let you compare providers to
find the best deals. However, its always wise to check the exact loan terms, as you may face tough penalties for breaching terms or not paying the credit card balance within a certain period of time. Most banks, credit unions, and mortgage lenders offer fixed or variable APR loans. Understanding how these loans work can affect your financing
choices. Because loan terms are typically fixed between 10 and 30 years, the type of APR can significantly affect your real estate investment strategy. You might also like A fixed-rate loan is where the interest rate remains constant for the loan term. Therefore, the monthly payments for this type of loan remain stable, regardless of market health. This
provides stability without concerns about unforeseen hikes in interest rates. For example, the interest rate on a 30-year fixed-rate loan doesnt change from the first day of the mortgage to the last. The benefit of fixed-rate APR loans is that you know the monthly mortgage payment, regardless of changes to the base rate. However, you cannot benefit
from declining interest rates, and loan agreement terms are typically less flexible. You also may face penalties if you want to exit the loan early. A real estate loan with variable rates fluctuates based on a benchmark like the prime rate. Therefore, the monthly payment and loans annual cost change over time. Lenders usually offer adjustable-rate
mortgages (ARMs) with rates lower than a fixed-rate loan. These rates are fixed for a period of time before the adjustable period starts. The benefit of variable-rate loans is that monthly payments are lower during the introductory period. Also, you can benefit when base rates fall. However, the variable nature of the loan means it is difficult to plan for
or forecast future cash flow. And depending on market conditions, monthly payments could rise quickly. The annual percentage rate includes the lenders base rate for borrowing money and additional costs. Understanding the components of APR on a loan can help you find the best loan product for your investment needs. Here are the main factors
affecting APR on mortgages: Mortgage interest rate: The annual rate of interest is the major component affecting APR. The higher the base rate, the more you pay each month. Underwriting fees: These fees cover the costs the lender incurs to research your financial status. These checks include your credit score, income, bank statements, and
financial history. Origination fees: The lender charges these fees for processing the loan application. Closing costs: You must pay fees to cover the costs of appraisers, title insurers, and real estate attorneys. Insurance premiums: Sometimes, you may be required to take out mortgage insurance. In this case, you can choose to include the premium in
your monthly mortgage payments. These premiums affect your final APR. Discount points: You can pay higher upfront costs for a lower interest rate. This financial strategy can be wise if you have a loan for a long time, for example, a 30-year loan term. When comparing the APRs of loan offers, including all the components the lender uses in their
calculations is vital. Other factors affect the loans actual cost. Here are some other considerations: Credit history: Your credit score significantly impacts the interest rate your lender offers. The higher your score, the more likely you can lock in a lower interest rate and APR. Therefore, improving your credit score before applying for a loan makes
sense. Loan terms: Loans with longer terms typically result in higher APRs, as they accumulate more interest over time. Therefore, the overall cost of borrowing is greater. Down payment: A larger down payment means borrowing less money and paying less interest. Also, lenders may offer a more favorable monthly interest rate for a larger down
payment. A small down payment may increase interest rates and require you to pay for mortgage insurance. Debt-to-income (DTI) ratio: Your DTI ratio indicates to lenders your ability to pay all mortgage costs. Typically, financial institutions require real estate investors to have a DTI of 43% to 45%. The APRnot the interest ratedetermines the
mortgage loan cost. Of course, lenders are required to tell you the APR. However, understanding how to calculate APR on a mortgage is vital for making wise investments. For example, you can look for ways to lower your APR. Calculating APR on a mortgage to determine the actual loan cost is relatively straightforward. The components you must
know are the loan principal, fees, term, and interest. Next, add the fees and interest and divide by the loan amount. Then, divide the result by the loan term (days). Last, multiply by 365 and then 100 to get the percentage. Here is the APR calculation formula: APR = (([fees + plus interest] [loan principal]) [loan term]) x 365 x 100 Despite the
calculation appearing to be simple, it gets tricky when calculating the APR of a large mortgage over 15 or 30 years. This is because most home loans are amortized, where you pay the loans principal and interest. Therefore, the more you pay off the loans principal, the less you pay in interest charges. Heres a simple example of how APR works when
calculating total mortgage costs. To make it straightforward, we will use a small personal loan. Lets say an investor applies for a $3,000 loan with a loan term of six months. The interest rate is 6%, and the lender charges $50 in fees. Here is how to calculate the APR: (($50 + $180) $3000 = 0.115) 180 x 365 x 100 = 23% APR What about a 15-year
loan for $250,000 to purchase a rental property? Lets say the bank offers an interest rate of 8%, and upfront fees are $7,000. The investor would pay $180,044 in total interest, and the $7,000 in fees are spread over the loan term. If you crunch the numbers in an APR calculator, you will learn that the APR is around 8.46%. You can use this figure to
compare mortgages from different lenders with similar terms. For example, suppose one lender offers a tempting fixed-rate loan of 6.5%, and the APR is 9.5%. However, another lender offers a higher interest rate, but a lower APR. You can determine which of the two deals is best over the loan term. A lower 1% APR could reduce loan costs of $5,000
or more over five years, despite having a 1% higher interest rate. The best APR depends on several factors. Mortgage lenders consider your credit score, loan type, base rate, and market conditions. For example, a shorter-term loan, like a 15-year mortgage, typically has a lower APR than a 30-year mortgage. Lowering your mortgage APR can result in
considerable savings over the loan term. Here are six simple ways to lock in a better mortgage rate: 1. Improve your credit score: Take positive steps to boost your credit history and get a higher score. Typically, lenders offer better APR to borrowers with excellent credit history. Therefore, pay bills on time, reduce debt, and address errors on your
credit report. 2. Shop around: Compare mortgage offers from multiple lenders to find the most competitive rates and terms. Use a mortgage calculator to find a mortgage you can afford. 3. Increase your down payment: Consider making a larger down payment to reduce the loan amount and, subsequently, the APR. 4. Choose a shorter loan term: If
you can afford higher monthly payments, consider shorter terms to reduce borrowing costs. 5. Consider points: You can lower your interest rate by paying points upfront. 6. Negotiate with lenders: Dont hesitate to negotiate APR components with lenders. To make sure they secure your business, some may be willing to waive certain fees and costs.
The annual percentage rate on loans matters because it impacts borrowing costs. APR gives you the best measure by which you can compare offers from various lenders and calculate the annual mortgage cost. However, understanding APR is not only useful for real estate investors. Its the benchmark for all types of loans, including credit cards.
Ready to succeed in real estate investing? Create a free BiggerPockets account to learn about investment strategies; ask questions and get answers from our community of +2 million members; connect with investor-friendly agents; and so much more. When you buy a rental property, you do so with one goal in mind: to generate a positive return on
investment (ROI). A good ROI on rental property typically ranges from 6% to 10%, although this can vary with location, property type, and market conditions. In some areas, ROIs over 12% are possible, while in expensive urban locations, a 4% to 6% ROI may still be favorable. Now, lets examine the finer points associated with rental property ROI.
ROI on rental property is calculated by dividing annual rental income by the total investment cost, providing a percentage that reflects the propertys profitability. This percentage provides a clear understanding of how profitable your property is (or isnt). Heres an example to illustrate how ROI is calculated for rental property. Suppose youve
purchased a rental property for a total investment of $200,000, including the purchase price and renovations. In a year, you earn $18,000 in rental income from your property. To calculate the ROI, divide the annual rental income ($18,000) by your total investment cost ($200,000). This calculation gives you 0.09, or 9%, which is the ROI. Theres no
shortage of factors impacting ROI in rental property. Here are the most important ones to consider: Location: The geographical area where the property is located greatly impacts its rental demand, property values, and potential rental income. Property condition: Well-maintained or newly renovated properties generally yield higher rental incomes
and require less maintenance costs, positively affecting ROI. Market trends: Real estate market conditions, including housing demand, rent prices, and economic factors, play a role in determining ROI. Financing costs: The terms of your mortgage, including interest rates and loan duration, influence your overall investment cost and ROI. Operational
expenses: Costs such as property management, maintenance, insurance, and taxes directly affect the net income from the property. When it comes to rental property, 6% ROI is commonly regarded as good due to several factors and general trends in real estate returns. This benchmark is shaped by these details. Historically, the average ROI for real
estate investments hovers around the 6% mark. This figure is derived from long-term data, making it a reliable baseline for comparison. A 6% ROI strikes a balance between risk and return. Higher ROIs might be attainable, but typically come with increased risk, such as buying in less-stable markets or purchasing properties requiring substantial
improvement. Conversely, lower-risk investments often yield returns below 6%. When compared to other forms of investments like stocks or bonds, a 6% ROI in real estate is competitive, especially when considering the added benefits of property ownership, such as potential appreciation and tax advantages. You might also like The 6% figure also
takes into account broader economic factors like inflation. It represents a return that not only keeps pace with inflation but also offers real growth in investment value. While 6% is a general benchmark, local market conditions can affect whats a good ROI. Improving the ROI of your rental property involves strategic upgrades and efficient
management. Here are some tips you can quickly employ: Optimize rental pricing: Regularly assess the local rental market to ensure your rental pricing is competitive, yet maximizes income. Avoid overpricing, which can lead to long-term vacancies. Enhance property appeal: Simple aesthetic improvements, like fresh paint or updated landscaping,
can increase the propertys attractiveness and justify a higher rent. Reduce operating expenses: Audit and minimize ongoing expenses such as utilities, maintenance, and property management fees to increase net income. Effective marketing: Utilize various marketing channels, with an emphasis on online platforms, to reach a large audience and
subsequently reduce vacancy periods. Regular maintenance: Proactively maintaining the property prevents costly repairs in the long run and keeps tenants satisfied, reducing turnover rates. Now that weve answered the question What is a good ROI on rental property, you have something to strive for. If your return is falling short of the 6%
benchmark, implement the guidance and tips outlined here today. Find financial freedom through rentals If youre considering using rental properties to build wealth, this book is a must-read. With nearly 400 pages of in-depth advice for building wealth through rental properties,The Book on Rental Property Investingimparts the practical and exciting
strategies that investors use to build cash flow and wealth. Lets talk about my Hell Housethe property that taught me the importance of CapEx in real estate. I bought the home for an incredibly cheap price: just $40,000. What a steal, right? I put another $40,000 into fixing it up and then refinanced, following the BRRRR strategy (buy, rehab, rent,
refinance, repeat). It was all downhill from there. Ithoughtl was going to make a decent monthly profit on the property, but the truth is that I dont. In fact, I lose money every single year. Every. Single. Year. Why? CapExor capital expenditure. Heres how to avoid your own Hell House. Analyzing properties correctly is important. Without doing the
right math before investing, youll never get the right profit. Most of us can estimate simple expenses like repairs, vacancy, and property management fees. But those arent the only operating expensesand nearly every new investor struggles with capital expenditures, or CapEx. What is CapEx? Its those expensive big ticket items that need to be
replaced every so often, but not every month or year. This could include roofs, appliances, driveways, or plumbing systems. CapEx is the reason I lose money every year on my Hell House. Over the past year, I made about $1,000 in cash flow. But last week I got a call from my property manager letting me know the bathroom flooring needed to be
redone. Total cost of this expense? $1,200. Another year of losing money on the Hell House. Another way to think of CapEx: If you earned $100 per month in cash flow for 10 years, making $12,000 total, and then reroof the propertycosting you $12,000what did you really accomplish? Hopefully, the value increased during that time, but thats an
appreciation game I dont really play. For a smart BRRRR and buy and hold investing strategy, you want to make sure the propertyactuallyproduces cash flow. Like repairs, CapEx is difficult to estimate. It depends on a lot of different factors, such as the propertys condition, age, and type. Your investment property might be a 3,000-square-foot single
family house built in 2005. Mine might be a 1920 five-plex that hasnt been updated in thirty years. Is the CapEx going to be the same? Of course not! While there is no single CapEx number you should stick to, youcansit down and estimate how many years a roof or an appliance will last. What is the condition of your plumbing? What will a new
driveway cost? Divide the estimated cost by the number of years the system has left. To do this, start by listing every big ticket item that might need to be replaced in the next 20 years. Use the following chart to get started, but understand that your area might have different expenses. The following chart lists 13 of the major capital expenditures that
a typical property has, then looks at the total replacement cost for that item and its useful life. This tells us how much per year we should be saving to replace that item. We can then break that figure down into a monthly price. Capital expenseReplacement costLifespan (years)Cost per yearCost per monthRoof$5,00025$200$16.67Water
heater$60010$60$5.00All appliances$1,00010$100$8.33Driveway/parking lot$5,00050$100$8.33HVAC$3,00020$150$12.50Flooring$2,0006$333$27.75Plumbing$3,00030$100$8.33Windows$5,00050$100$8.33Paint$2,5005$500$41.67Cabinets/counters$3,00020$150$12.50Structure (foundation, framing)$10,00050$200$16.67Components (garage
door, etc.)$1,00010$100$8.33Landscaping$1,00010$100$8.33TOTAL$41,100$2,193$182.75 According to this chart, we should be setting aside $182.75 per month for CapEx for this single-family property. However, there are limitations to estimating capital expenditures this way for real estate investors.You might also like This chart assumes that
everything was brand new when the property was purchasedbut as any landlord knows, things dont break down evenly. Your plumbing may only have a few years left. Or perhaps the paint is peeling, and the appliances are already 30 years old. The average of $182.75might be true on this example property over the long run, but what about immediate
concerns? Lets say you start saving today and then are hit with a $5,000 roof replacement bill next year. Then, you wouldnt have enough cash set aside to cover that new roof. Therefore, its important to take an inventory of what will need to be replaced sooner rather than later and save extra just for those items. And this is also an important
argument for why cash reserves are so important. Things dont break down evenly. Finally, keep in mind:The $182.75 in this chart is just an example for one fictional property. Each item may cost more or less for you. And you may have expenditures that I didnt list. The point of this chart is to merely show howto calculate CapEx for a property. I would
recommend that you sit down with an Excel spreadsheet and determine what CapEx in your area looks like. Over time youll come up with a general ballpark number that you can use for most deals in your area. For example, when Im using theBiggerPockets Rental Property Calculator, I typically assume about $200 per month for CapEx for single-
family homes and about eight percent of the gross rent formultifamilyproperties. A good investment begins with a solid plan built upon solid math. Quickly and efficiently analyze a potential real estate investment using BiggerPockets investment calculators. Were here to help you maximize your profit while lowering your riskno matter your strategy.
Notice that the chart we presented wouldnt change much for a $400,000 property versus a $40,000 property. Sure, you might need to replace more windows or a bigger roof, but that wont hugely affect your calculations. In other words, just because with a $400,000 purchase price is 10 times more expensive than one that is $40,000 doesnt mean its
roof, windows, or paint will also be ten times more expensive. CapEx is a much greater percentage of the income when dealing with lower-priced properties. On a home that rents for $2,000 per month, the CapEx of $200 per month is 10 percent of the income. On a home that rents for $600 per month, that $200-per-month CapEx makes up a
whopping 30 percent of the rent. So all those $15,000 houses for sale in the Midwest might seem like a screaming deal, but be sure to run the numbers and make sure it pencils outafterCapEx. After all, you dont want to end up with a Hell House like mine.
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