Latest Forecast, Outlook & Strategies for
Cash Flow Rental Properties 2009-2011
by John V. Kamin

Admit it — the rental property scene has changed greatly just in the last six months. One
out of 10 American workers is unemployed, more in certain states and locales such as
Southern California, Las Vegas and Miami.

Forecast: Construction has ground to a halt on many large projects, some operators have
filed bankruptcy, banks have pulled back lending for massive construction projects and
partners are feuding. But commercial construction projects that are nearing completion
are still coming on stream — projects that began three, four and five years ago.

Forecast: Vacancies are up in multi-unit residential properties in big cities during 2009
will continue rising into 2010.

Prediction: Interest rates are going up. It hasn’t been easy to get new loans or refinance
old debts for large buildings.

Forecast: No-pays are up. It is likely that no-pays and slow-pays will continue to
increase in 2009, 2010 and into 2011.

Prediction: Expenses are up. It’s simply costing you more for everything imported,
plumbing supplies, electrical wire, appliances and repairs; all cost more due to continuing
U.S. dollar devaluation. As the dollar is cheapened, prices of imported goods are
expected to rise.

Expect pressure from governments to raise property taxes. For example, new attacks are
predicted on Prop 13 in California, the tax limitation revolt dated from 1979 as California
bureaucrats struggle with blown budgets, layoffs, and coming inability to pay spending
bills.

Why Higher Interest Rates Shrink

Cash Flow Rental Property Values

Simple. As alternative interest yields go up, people will pay less for cash flow rental
buildings where rents cannot be raised. For example, in 1980 when T-Bill rates soared to
16%, rental property values fell. Apartment buildings at that time were yielding 8% to
12% cash on cash and yield simply wasn’t competitive.

Many owners, rather than dealing with continued tenant problems, collection problems,
rising expense and rising inflation, simply sold off their buildings at a loss. In order to
compete with rising interest rates on alternatives, apartment buildings have to yield more.
In terms of cash flow, profit, that means rental building prices have to go down, while
rents have to go up, or both. In a difficult rental-increase climate, it is more likely that
building prices will have to come down and become more reasonable to make
competitive yields climb.



Forecast: There is new rental competition for rental properties among unsold condos,
vacant houses, foreclosures and other types of for-rent properties that simply didn’t exist
two or three years ago. Either developers have to rent out those unsold properties to prop
up cash flow or they can’t make their mortgage payments and will risk foreclosure.

Prediction: It will be a good time in 2010 to 2012 to buy cash flow rental properties as
prices fall ... but not just yet; it’s too soon.

Strategies for Profit

1.

How long can you carry no-pay renters? 15 days? One month? Two months or
longer? Most real estate attorneys advise not to accept partial rent payments.
You need to adopt a consistent policy in advance for no-pays, slow-pays and
partial-payers. If you don’t, you’ll be guessing and reacting to surprise individual
cash flow interruptions when you least expect them, making poor decisions.
Forecast: Rent reduction pressures will continue. You need to have a strategic
policy when tenants ask you for rent reductions on their existing apartments. [
suggest:

You get those month-to-month tenants signed instead to a one or two year lease in
return for a five to ten percent reduction in rent; if they won’t sign a lease, why
bother? You’re probably going to lose that tenant anyway, so collect full rent
while the tenant is still there.

Have tenants move to cheaper units. For example, if you have one person and
two person tenants occupying an expensive two bedroom unit, suggest they move
to a cheaper, smaller unit instead of the outright rent reduction.

Don’t just agree to a flat rent reduction; get something in return. In addition to a
signed lease, move them to a cheaper, harder to rent unit, etc. Whatever you do,
don’t make a rent reduction upon tenants repairing or painting their own unit.
That’s a disaster in the making. Work may never be done or may be done
unsatisfactorily and you’re stuck forever after with discounted rent cash flows.
This situation is ugly.

Refinance now, early if necessary, say if you have balloon payments coming up
later in 2009, 2010 and 2011. Prediction: Interest rates are going to keep rising.
Bite the bullet and do your refi while you can. Forecast: If this current recession
lingers for another two years, rental and refinancing on commercial buildings
could get even tougher. Don’t wait until 30 to 90 days before your balloon
payment is due to start shopping for a new loan or refinance. Do it earlier, now,
while you can.

Build or buy? Buy one to four rental units cheaper than replacement cost; don’t
build. If you can buy rental properties at $50 to $100 per square foot that recently
cost $200 to $350 per square foot to build — why build? Buy your modern
properties especially in areas of great rental demand. Those foreclosed people
who have lost their houses will have to live somewhere.

Screen new tenants carefully. Use credit reports and reference checks. Call
employers to verify continuing tenant employment and other sources of income.
Assume nothing.



8. Ifnew and prospective tenants are overloaded with debts, say three car payments
or lease payments, buying massive flat screen TVs, etc., make sure tenants know
that paying rent comes first. I had a tenant who had a good job but who wasn’t
paying rent. He kept buying expensive one to two year old cars until he had
payments on four or five cars. He told me he “couldn’t pay rent” because he had
so many car payments. I told him if he didn’t pay the rent he’d be sleeping in one
of those cars and parking them elsewhere. Make rent payments a priority.

9. If your rental building or commercial building has gone down in value due to the
recession, file an appeal to reduce property taxes. 100,000s of property taxes in
Southern California are being reduced right now. Do appeal for a reduction in
property taxes. Get an experienced real estate broker to help you. Give him $50
to $100 on a small-valued property or $500 to $1,000 on a larger valued property
to help you win appeal and reduce your property tax assessment. It’s worth it.
Cut your expense outflow, your yearly and monthly “nut”. This is an important
strategic move. If you can get your property taxes reduced, many benefits will
flow.

The bureaucrats are unlikely to reassess you quickly, every year or two in many states if
you’ve already fought and just won a property tax reduction. They’ll go after other
targets rather than the property tax tiger. Got it?

An experienced realtor can help you find comparable lower-taxed properties whose
values have fallen, to support your case before the Property Tax Appeals Board. Just do
it.

Summary

These forecasts, predictions and strategies of what’s ahead and how to deal with them,
cut risks and increase and protect your profits are a good start. We’ll have more super
ideas for you in upcoming articles. Remember, the actions you take today and this year
can affect the money you make for years to come, every year from 2010 to 2020. Don’t
be caught half asleep, doing nothing. Devise your strategy and put it into effect.

John Kamin is a Consulting Economist and publisher of The Forecaster, 19623 Ventura
Blvd., Tarzana, CA 91356, (818) 345-4421. Subscription cost is $180 per year. For more
money-making ideas, order his latest book Active Money Strategies & Hidden Wealth
Builder Secrets For Young Adults: What They Were Afraid To Teach You In School. If
They Ever Knew! 820 + 84 shipping and handling plus $1.65 tax. (95 pages.)

Forecaster Money-Letter publishes confidential reports about the future to benefit you,
and makes decisions easier. It helps you profit, sidestep losses, enhance lifestyle and
creates financial independence.

Send for a 10 issue trial. A 8150 value. . . only 859 when you mention the AOA. Mail
your check to: Forecaster, 19623 Ventura Blvd., Tarzana, CA 91356, or if you wish
immediate shipment, phone (818) 345-4421 and put it on your credit card.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (None)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /UseDeviceIndependentColor
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 524288
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo true
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Courier
    /Courier-Bold
    /Courier-BoldOblique
    /Courier-Oblique
    /Helvetica
    /Helvetica-Bold
    /Helvetica-BoldOblique
    /Helvetica-Oblique
    /Symbol
    /Times-Bold
    /Times-BoldItalic
    /Times-Italic
    /Times-Roman
    /ZapfDingbats
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 200
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 200
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 300
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 800
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /FlateEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /ENU ()
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName (U.S. Web Coated \(SWOP\) v2)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName ([High Resolution])
        /PresetSelector /HighResolution
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [1200 1200]
  /PageSize [792.000 1224.000]
>> setpagedevice


