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There are a variety of reasons that individuals become rental property owners. Some become landlords by design as a result of well-planned financial strategy and the advice of a trusted CPA or CFP. Some are motivated by the enthusiastic endorsement of someone who has enjoyed a killing in the real estate market. Others are “accidental landlords” due to inheritance, a market condition or a personal requirement that results in the non-occupied ownership of a property. Regardless of how or why you have become a landlord you are now in the “rental business” and there are pitfalls that need to be navigated. I asked two people that operate a substantial “rental business” full-time to join me in this discussion.  Pam Neillo is the North County Manager for Property Management Operations at Fjellestad, Barrett & Short. Chris DeMarco is Vice President for Property Operations at Fjellestad, Barrett & Short. Between us we have over 75 years fulltime experience in the property management business at the table. 

Neil     “So what are the half dozen mistakes that separate out the smart rental property owners from the rest?”

Pam    “Charging too much (or too little) rent – Setting the rent too high or too low may hamper your ability to get the best return on your investment. For example three similar homes rent: one for $1400 (below market rent), a second at $1500 (fair market rent) and another for $1600 (above market rent).  The first two homes rent immediately. The home for $1600 sits vacant an extra month before the owner drops the price to $1550. During a twelve-month period the homes have generated the following rental income: the $1400 home generates $16,800; the home for $1500 generates $18,000; and the third home generates $17,050 (11x$1550). The home priced “right” generates the most income.”
Chris     “Not enforcing the lease – There are times every landlord wants to be “nice.” Playing the “nice guy” can end up being costly. Residents who get away with paying late once may continue to do so every month. An unauthorized pet can do considerable damage that won’t be covered by a pet deposit.  The new roommate/love interest/spouse not on the lease is not liable if the rent is unpaid or the premises are damaged and may be difficult to evict. Unfortunately, some owners let things slide to the point where the terms of the lease may be no longer valid.”
Pam     “Letting little things get big – Minor repairs have a way of becoming big problems when let go for too long. Leaking pipes can eventually result in major water damage. That little electrical problem can cause a fire. Responding quickly to a repair request both heads off bigger problems later and increases resident satisfaction.  In addition, making a repair that’s not necessary but relatively inexpensive can increase resident satisfaction and might be a factor when it’s time to renew or increase the rent.”

Neil      “You deal with hundreds of rental property owners. Doesn’t this come down to something you’ve said before? These days every property needs professional management.”  

Chris     “Exactly; which brings us to the next big one. Mistaking cheapness for frugality – While it’s important to be frugal when managing an investment; it’s also important to remember that the least expensive option is not always the best. A higher quality product or procedure can pay for itself with a longer “useful life” or decreased maintenance costs. It’s often more cost efficient to replace an appliance when the repair bills are mounting. Buying an energy-efficient appliance may have incentives or rebates that make it more cost effective. In addition, spending a bit more on quality work or products sends a customer-friendly message to residents that might help explain a rent increase.”
Pam       “Letting insurance or other payments slide – Keep up to date on all property expenses; particularly the reoccurring ones. Although, you may not be aware of the initial lapse, these periodic expenses can be expensive if they go unnoticed or unpaid. Owners have found out that their homeowner’s policy was expired after their property suffered from fire or other damage. Unpaid property taxes can result in the forced sale of the property.  An unpaid contractor or water bill can result in a lien on the property that can make it difficult to sell or transfer later on.”
Neil       “Overleveraging your property – 40 years in this business have taught me that leverage is the primary reason that the investment return for residential income property ownership continues to outperform other alternatives. It is also the primary reason investors get in trouble with rental property. If the investor does not have sufficient equity the rental property will always produce a negative cash flow. This condition clouds every operational discussion and decision. The negative cash flow owner needs unrealistic rent, stalls to make smart repairs, allows bad tenant behavior as long as rent is paid and is likely to push back on annual premiums, etc. All of the above is complicated when these landlords go it alone without professional fulltime property management. Unfortunately, this condition usually continues until the property is sold or taken back by the lender.”    
