10 Things to Know Before Buying a Rental Property

If you plan on starting a real estate business, you have to start small. The real estate
industry is not a field where success is guaranteed if you go all out immediately. Before

doing so, you need to build your business first—like planting a seed and watering it in
hopes that it'll grow into a plant, and possibly, into a tree in a much later time. One of
the best ways to start is by buying a rental property. Having your own rental property
allows you to launch a simple and small real estate business. However, purchasing a
rental property isn't as easy as buying an item in a convenience store. You need to look
into multiple considerations beforehand. To help you in that endeavor, we'll show you
ten things you must know before buying a rental property.

Consider the Location

One of the fundamentals of starting a business is choosing the right location. In your
case, you need to select a rental property with a strategic location. The location of the
property must be accessible and nearby other businesses and establishments. If your
rental property is located in such a place, lead generation will be as good as automatic.
Tenants prefer properties near other establishments because of convenience. Bear in
mind that it's rare for people to settle in a slightly remote area or locality.

Returns from Buying Rental Property

Buying a rental property is technically an expenditure, but you should consider it more
of an investment. Think of it this way: you raise capital to invest in a rental property and
start a small rental business. Of course, when it comes to investing money, you have to
determine if you'll receive returns, or technically known as return on investment (ROI).
So, before you decide on purchasing a property, do an analysis and find out first if it's
profitable and worth investing in.

Cash Flow

Once your rental property is turned into a simple rental business, the money will start
going in and out. Rental payments from the tenants will flow in, and the money from
those payments will flow out to cover operational costs and other essential expenses.
That process is called cash flow. By familiarizing this process, you'll have a better
understanding of how your financial assets and liabilities move in and out of your
business. Remember that monitoring finances is an essential practice for every person
in the business.
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Maintenance Expenses

There's a long list of things you should look into to properly maintain a rental property,
such as HVAC systems, appliances, and equipment. Maintaining them is an expense that
you have to be ready for. Maintenance expenses must never be ignored or overlooked.
They're mandatory to preserve the quality and overall safety of a rental property. If you
don't implement maintenance procedures for your property, you'll be violating specific
government-mandated building codes and regulations, which will likely result in
lawsuits.

Valuation of Property

There's no exact price of how much you need to spend to purchase a property. An exact
amount will only be present after a property valuation report. In a property valuation,
the pricing of a property will be estimated and calculated using multiple variables. For
this matter, you might have the chance to negotiate the pricing of the property,
depending on the situation and if the current property owner is open to it. So as much as
possible, get a deal that's favorable for you.

Know About the Local Market

Before purchasing a property, make sure to study the local market first. You have to
determine if the locality is an excellent ground to buy a rental property and to do
business for the longer term. Once you're familiar with the local market, it'll be easier to
generate marketing ideas and sales tips of your own for the success of your real estate
rental business.

Research

It's not advisable to own a rental property if you haven't researched the rental business.
Throwing yourself into the mix of things that you don't fully understand is very risky.
That said, make sure to study the rental business or the real estate industry before
investing in a rental property. Being knowledgeable is a necessity that every
businessman like you should know. Researching the industry will give you ideas on how
to nurture and grow your rental business in the long run.
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Payment Differences

Payment differences occur if tenants of your rental property underpaid their rental fees
or deducted it in any way. You can tolerate such occurrences, but with limitations. Make
sure to let them pay their overdue within the required period. If payment differences
pile up, it could affect the revenue of your business. In that case, you have to ready
yourself for the occurrence of payment differences once you launch your simple rental
business.

Know About the Risks

Risks are never out of the equation when it comes to buying and owning properties.
That said, you have to analyze what sort of incidents or disasters might happen in a
locality, such as theft, fire hazards, and bad weather conditions. Those are the most
dangerous risks that may derail your ownership of a rental property. However, there are
other risks as well that you should know, such as bad local economy, unruly tenants,
negative cash flow, and many more. Thus, you need to apply effective risk management
procedures to protect your rental property from such dangers.

Property Management

Of course, if you own a rental property and plan to use it to commence your business,
obligate yourself to manage it. As the owner, consider yourself as the property manager
of your rental property. Optimize and maintain every aspect of it to make it marketable
among potential tenants. Practicing property management is a stepping stone to achieve
your goal of expanding your business in the future.

Based on a statistic from SantaBarbara.Score.org, the real estate industry, along with
the insurance and finance industry, has the highest success rate among their startup
businesses. After four years of operations, "58% of these businesses were still
operating." With that fact, your objective of starting a real estate business and making it
successful is bright. Start your professional journey by buying a profitable rental
property and being in the know in doing so.
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