INCOME PROPERTY EVALUATION

Financing will depend upon the strength of the borrower and the debt service ratio. Any quotes for financing without a loan file submission are unreliable.

Lenders are likely to expect at least a 1.2 to 1.3 debt service ratio for the property. Anything less will have to have compensating factors  . . .  high credit scores, additional reserves at COE, larger than minimal required down payment (likely to require 25-30 percent down payment)

Calculating debt service ratio:

Gross Rent

- Less vacancy (most lenders will likely use 10%)

= Gross Operating Income

- Less Operating Expenses (taxes, insurance, management fee, repair contingency)

= Net Operating Income (NOI)

Annual Debt Service is the monthly Principal and Interest payments (including first and secondary loans)

NOI divided by Annual Debt Service = Debt Service Coverage

   _______NOI______

   Annual Debt Service        =    Debt Service Coverage

Rent Multiplier Method of Determining Value

This income approach to determining value is based on the assumption that there is a relationship between the income the property can earn and the property’s value.  A Gross Rent Multiplier is a ratio that states the relationship between gross rental income and the sales rice. Note that GRM represents an estimate of value and is not a precise figure. Many consider this a “rule of thumb”  method of evaluating a property’s value. 

____Sales Price____

 Gross Annual Rent           = Gross Rent Multiplier on Annual Basis

Appraiser may provide an estimate of local rent multiplier factors. Then, using this information, one can estimate the price an investor is likely to pay for the property.

Annual Rent  X  Market GRM  =   Indicated Value (investor is likely to pay)

Information to Acquire:


- Rental Agreements . . . determine total rental income by reviewing the contracts 

-verify via estopple agreements . . . these are verifications in writing from every tenant as to the contractual agreement under which they occupy the premises. It should verify not only the rental amount but whether the tenant is occupying under a month to month or a longer term lease agreement. 

- Expenses . . . verify the taxes and insurance costs. Other expenses could include 

            yard maintenance, laundry facilities, etc.
           - Estimate likely financing before finalizing your purchase contract. Required 

down payment amount, interest rate and/or term of the loan could modify your offer.  
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