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Estimated Rental Value Not to be confused with the After Repair Value (ARV), the Estimated Rental Value is one of the most important factors (if not, the most important factor) an investor should consider when deciding to purchase a piece of investment Real Estate.It is also known as market rental value. It is the open market rent value that a
property can be reasonably expected to attain based on characteristics such as: condition of the property, amenities, location and local market conditions.In a market where demand exceeds supply, vacancy rate decreases and rents rise. In this case, the estimated rental value may exceed the passing rent. This can be influenced by factors such as
when the current lease contracts are signed and what market conditions and rent levels were prevailing at that time.ERV mostly applies to a propertys vacant space that is expected to be absorbed over the period that the estimated rental value refers to. The ERV may also apply to leases that are coming up for rent review.On the other hand when
supply exceeds demand, vacancy rate increases and rents decline causing the ERV to be lower than the passing rent. When analyzing the profitability of a rental property, an investor most consider the ERV as well as the cash flow or the money that is left over after all expenses are paid out.Find Out The Estimated Rental Value* Of Your
Property:*Estimate will be provided within 3 business days by email or phone. Information provided regarding Estimated Rental Value or any other reference data is for informational purposes only. This information should not be considered complete, up to date, and is not intended to be a substitute for a visit, consultation, or advice of a legal, tax,
Real Estate, accounting, or any other professional. Share copy and redistribute the material in any medium or format for any purpose, even commercially. Adapt remix, transform, and build upon the material for any purpose, even commercially. The licensor cannot revoke these freedoms as long as you follow the license terms. Attribution You must
give appropriate credit , provide a link to the license, and indicate if changes were made . You may do so in any reasonable manner, but not in any way that suggests the licensor endorses you or your use. ShareAlike If you remix, transform, or build upon the material, you must distribute your contributions under the same license as the original. No
additional restrictions You may not apply legal terms or technological measures that legally restrict others from doing anything the license permits. You do not have to comply with the license for elements of the material in the public domain or where your use is permitted by an applicable exception or limitation . No warranties are given. The license
may not give you all of the permissions necessary for your intended use. For example, other rights such as publicity, privacy, or moral rights may limit how you use the material. Page 2Think you know everything about real estate?I'm about to prove you wrong.There are some pretty bizarre, funny, ridiculous and interesting things that have happened
in the real estate world.If you're looking for something fun to talk about around the dinner table, water cooler, or anywhere else where fascinating conversations happen, I'm going to show you 40 verifiable real estate facts that will shock, entertain and amaze you!Brace yourself!!!1. The World's Largest TreehouseThe worlds largest treehouse has
over 80 rooms and 10 floors. It took the builder over 14 years to build. 2. The Five-Storied Pagoda, Horyu-ji TempleThe five-story pagoda building in Horyuji, Japan, is the oldest wooden building on earth. It was built with timber fromtrees that were harvested in 600 A.D. 3. The Empty State BuildingSince the Empire State Building was opened during
the Great Depression, much of its space initially went unrented. As a result, many New Yorkers referred to the building as the Empty State Building. 4. Japan's Tsunami StonesThere are hundreds of ancient stones along the coast of Japan's tsunami-affected areas that say, Do not build your homes below this point!Fact: NYTimes via
LighterSideofRealEstate | Image: Aleks Dahlberg5. A Moat PointThe primary purpose of a castles moat was to prevent attackers from digging tunnels under the walls.Fact: AllThingsMedieval via Inman | Image: Kees Streefkerk6. Hitler's Hollywood MansionAdolf Hitler once owned a mansion in Hollywood that he never stepped foot in.Fact: CBS Los
Angelesvia BiggerPockets7. Not a Castle in the SkyThere are castles for sale in France that cost less than a two-bedroom apartment in Australia.Fact: news.com.auvia LighterSideofRealEstate | Image: Nirzar Pangarkar8. A Wholesome WarCanada and Denmark have disputed their claim to Hans Island for decades. Both countries will periodically visit
the island to remove the other countrys flag and leave a bottle of Danish schnapps or Canadian whiskey. This is how friendly nations wage war.Fact: BusinessInsider via Inman | Image: Toubletap9. The Sears Mail-Order HousesFrom 1908 to 1940, Sears, Roebuck and Co. sold about 70,000 to 75,000 mail-order houses. They arrived as a kit and came
with most modern conveniences. Some of them still exist today.Fact: SearsArchives via BiggerPockets | Image: Pixabay10. Not So Extreme After AllThe makers of Extreme Makeover Home Edition had to downsize their makeovers due to families not being able to afford utility bills.Fact: WS]J via LighterSideofRealEstate| Image: Mike Yukhtenko11l. Not
a The Simpsons Fanln 1997, Pepsi held a contest to win a life-size replica of the Simpsons house for $75,000. The contest winner chose the cash. The house was then renovated to look like a normal home and re-sold.Fact: Gizmodo via Inman | Image: Pixabay12. Fake BuildingsIn several major cities like London, Toronto, New York, and elsewhere
around the world, there are entire buildings and developments that exist solely for the purpose of hiding vent shafts, utilities, cell phone towers, railways, and simply to give off the illusion of occupation.Fact: WebUrbanist via BiggerPockets | Image: Adam Birkett13. Sliced or Unsliced?Fans of the hit TV show Breaking Bad continue to drive by and
throw pizzas onto the roof of the building featured as Walter Whites house.Fact: HuffPost via LighterSideofRealEstate | Image: Andreas Weiland14. Drop the AnchorThe needle at the top of the Empire State Building was originally intended as an anchor for blimps.Fact: SnappleFact via Inman | Image: Marc Ruaix15. Is Monica Actually Rich?Monicas
apartment from the hit TV show Friends is estimated to be worth$3.5 million.Fact: friends.wika.com via BiggerPockets | Image: Daryan Shamkhalil6. DIY Lego HousesThere is a machine that transforms concrete rubble into Lego-like building blocks. The blocks allow victims of war or natural disasters to construct their own new, earthquake-resistant
houses.Fact: Engineering via LighterSideofRealEstate17. A Name to be RememberedAmazon named a building after its first customer, who spent $27.95 to buy one book. The purchase was made in 1995, and the book was about artificial intelligence.Fact: MarketWatch via Inman18. Next Door to Mark ZuckerbergMark Zuckerberg purchased four
houses next to his home in Palo Alto and leased them back to the families that lived there. He did it to avoid the houses from being marketed as next door to Mark Zuckerberg.Fact: MercuryNews via BiggerPockets | Image: Alessio Jaconal9. Future-Proof BuildingBuilt in 1859, the Cooper Union Foundation Buildingincluded an elevator shaftin
anticipation of elevators someday being invented.Fact: TheCooperUnion via LighterSideofRealEstate| Image:Jrgen Hland20. The Greatest Pyramid?The biggest pyramid on earth is not in Egypt, but in Mexicoand it's hidden under a mountain.Fact: ScienceAlert via Inman | Image: Jezael Melgoza21l. A Literal Globe TrotterMS The Worldis the largest
privately owned residential yacht on earth. It has 165 private residences and is constantly traveling aroundthe world.Fact: Wikipedia via BiggerPockets | Image: Linval Ebanks22. The New White HouseFrom 1949 to 1952, the White House was completely gutted and rebuilt with concrete and steel beams in place of its original wooden joists.Fact:
Wikipedia via LighterSideofRealEstate | Image: Abbie Rowe23. The Winchester MansionThe Winchester Mansion was constructed non-stop, 24 hours a day for 38 years. Many claimed the property was haunted by the ghosts of those killed with Winchester rifles.Fact: Slate via Inman | Image: Roxanna Salceda24. A Galaxy Far, Far Away Is in Tunisialn
Tunisia, Africa, you can book an overnight stay in Luke Skywalkers boyhood home for only $10.Fact: BuzzBuzzHome via BiggerPockets | Image: Neil Rickards25. Chambers of SecretsTheres a company that specializes inbuilding secret rooms and hidden passageways(one requires a chess board played in a certain combination to unlock).Fact:
HiddenDoorStore via LighterSideofRealEstate | Image:Micha Parzuchowski26. A High WayTheres a building in Japan with a highway going through its fifth, sixth, and seventh floors.The highway is listed as the tenant on all three floors.Fact: AmusingPlanet via Inman | Image: Julina Rashid27. Big Brother, Singapore EditionDespite its free-market
image, all the land in Singapore is owned by the government, and 85% of housing is provided by a government-owned housing corporation.Fact: HuffPost via BiggerPockets | Image: Mike Enerio28. Suing for Damages? Not in NY!In 2013, 300 teenagers broke into an Albany, NY home while the owner, an ex-NFL player, was away and caused $20,000
in damages. Some of the parents threatened to sue the owner for outing them on Twitter.Fact: NPR via LighterSideofRealEstate | Image:Julin Gentilezza29. Indoor Rain at Boeing's FactoryThe Boeing Everett Factory in Seattle is so large that rain clouds would form inside the facilityuntil a state-of-the-art air circulation system was installed.Fact:
RoadTrippers via Inman | Image: Maurice King30. Rosa Parks's RentMike Ilitch (owner of Little Caesars and the Detroit Tigers) quietly paid Rosa Parks' rent for more than a decade after she was robbed in her home and forced to move to a safer, but more expensive part of Detroit.Fact: SportsBusinessDaily via BiggerPockets | Image: USIA31.Most
traditional Chinese temples were designed with curved roofs to ward off evil spirits, which are thought to only move in straight lines.Fact: Quora via LighterSideofRealEstate | Image: Lin Qiang32. A Year-Round ServiceThe U.S. Capitol Building in Washington D.C. has 365 steps to represent each day of the year.Fact: FactSlides via Inman33. Japanese
Depreciating HousesIn Japan, most houses depreciate in value. Half of all houses are demolished within 38 years, and there is virtually no market for pre-owned homes. Per capita, there are nearly four times as many architects and more than twice as many construction workers in Japan as the United States.Fact: Freakonomics via BiggerPockets34.
Tony Stark's MansionThe location ofTony Starks mansion in Iron Manis the same cliff from Planet of the Apes where the Statue of Liberty is sticking out from the sand.Fact: Wikipedia via LighterSideofRealEstate | Image: Tyler Lastovich35. Canada, Beaches GaloreCanada has the longest coastline of any country in the world.Fact: WorldAtlas | Image:
Joshua Harris36. The Tomorrowland RoomWhen the Eiffel Tower was constructed, the designer included a secret apartment for himself at the very top.Fact: AtlasObscura via BiggerPockets37. Tourism SellsThe Empire State Building makes more money from ticket sales for its observation decks than it does from renting office space.Fact: Wikipedia
via LighterSideofRealEstate | Image: Osman Rana38. Fake Buildings, ReduxThere are legal, soundproofed oil rigs hidden as office buildings in some Californian cities.Fact: CurbedLosAngeles | Image: Josh Calabrese39. Express ElevatorsIf other elevator safety systems failed, and you were the only person in the car, the counterweights would makethe
elevator ascend, or fall up,rather than down.Fact: WashingtonPost via Inman | Image: Bruno Kelzer40. The Supreme Court's Love of PunsThe U.S. Supreme Court building has a basketball court on the top floor known as The Highest Court in the Land.Fact: Wikipedia | Image: Claire AndersonDo you know of any CRAZY real estate facts not listed
here? Let us know about them in the comments below! Top Ranked Metro for Real Estate Investing Get started investing in real estate with Graystone Investment Group. By clicking this button, you consent to receive emails, calls, and text messages about our products and services at the email address and phone number you provided. You agree that
such calls may be made using an automatic telephone dialing system, they may be considered telemarketing or advertising under applicable law, and that you are not required to provide your consent to these calls to make a purchase from us. For more information about how we process your data, please click here to read our Privacy Policy. Privacy
Overview This website uses cookies so that we can provide you with the best user experience possible. Cookie information is stored in your browser and performs functions such as recognising you when you return to our website and helping our team to understand which sections of the website you find most interesting and useful. Strictly Necessary
Cookies Strictly Necessary Cookie should be enabled at all times so that we can save your preferences for cookie settings. If you disable this cookie, we will not be able to save your preferences. This means that every time you visit this website you will need to enable or disable cookies again. 3rd Party Cookies This website uses Google Analytics to
collect anonymous information such as the number of visitors to the site, and the most popular pages.Keeping this cookie enabled helps us to improve our website. Theres a saying in real estate that money is made when a property is purchased, not when it is sold. Before investing in real estate, knowing the value of a rental property is essential to
avoid overpaying for a home or to know when to move fast when the right deal comes along.Well discuss the important difference between gross and adjusted rental income, then learn to calculate property value based on rental income. Key takeawaysGross rental income is the amount of rental income collected without accounting for a vacancy
allowance.Adjusted gross rental income considers revenue lost when a property is vacant and waiting for a new tenant.The 4 methods used to value rental property are the income/cap rate approach, gross rent multiplier, sales comparison approach, and the multimethod Stessa Valuation Tool. How gross and adjusted rental income is calculatedGross
rental income is the total amount of money received from a tenant, including the monthly rent, late fees (if any), and miscellaneous income from items such as pet rent, parking, and application fees.Note that a refundable tenant security deposit is not rental income unless part or all of the deposit is used at some point to pay for damages caused by the
tenant.When analyzing a rental property to purchase or refinance, investors use a metric known as adjusted rental income. Adjusted rental income factors in a vacancy allowance to account for rental income lost between periods of tenant turnover because rental property typically isnt rented 100% of the time, year after year, without any vacancy
days.The following example illustrates how to calculate gross rental income and adjusted rental income on an annual basis:Rental income: $18,000Pet rent: $600Total gross rental income: $18,600Vacancy allowance: -$930Adjusted rental income: $17,670The vacancy allowance of -$930 is based on a vacancy factor of 5%. In other words, we assume
that the property is vacant for about 18 days each year (365 days x 5%) and then subtract 18 days of lost rental income from the total gross rental income.However, 5% is just an estimate used for this example. When calculating a vacancy allowance and adjusted rental income, investors typically look at a rental propertys historical vacancy percentage
or consult with a local property manager if the home has never been rented. 4 ways to calculate property value based on rental incomeLets look at 4 ways to calculate property value based on income. Some of the following methods use adjusted gross rental income, while others use gross rental income to calculate property value.l. Stessa Valuation
ToolOne of the many benefits of signing up for a free account with Stessa, a Roofstock company, is accessing the Stessa Valuation Tool.Stessa calculates property market values and return metrics in real time based on key variables. The default valuation method provides an estimated market value Zestimate, based on Zillows proprietary
formula.Stessa users can also switch valuation methods with just one click. Other valuation methods are the income/cap rate approach and the gross rent multiplier (GRM) valuation method, described below.Regardless of which valuation method is used, the property value is updated automatically in Stessa on the real estate balance sheet to provide
an investor with a more accurate idea of the owners equity. 2. Income/cap rate approachThe income approach formula values a rental property based on net operating income and cap rate, or capitalization rate. Net operating income (NOI) is calculated by subtracting operating expenses from adjusted gross rental income, while cap rate is calculated
by dividing NOI by property or purchase price:Cap rate = NOI / property value or purchase priceAn investor may determine operating expenses based on a specific propertys historical and anticipated future expenses, or use the 50% Rule if a property has never been rented before.The 50% Rule estimates what operating expenses are likely to be by
multiplying the adjusted gross rental income by 50%. For example, if adjusted gross rental income is $17,670, operating expenses should be no more than $8,835, and the NOI should be at least $8,835.Note that NOI does not include any mortgage payment, contributions to a capital expense (CapEx) account, or the non-cash depreciation
expense.Heres an example of how to use the income approach to calculate property value. Well assume that similar rental properties in the same area are trading for a cap rate of 6%.The first step is to calculate NOI by subtracting operating expenses from adjusted rental income:Adjusted gross rental income: $17,6700perating expenses: $7,950NOI:
$9,720Then, the cap rate formula is rearranged to solve for property value:Cap rate = NOI / property valueProperty value = NOI / cap rate$9,720 NOI / 6% cap rate = $9,720 /.06 = $162,000 property value3. Gross rent multiplier (GRM)The gross rent multiplier (GRM) approach to calculate property value uses gross rental income without factoring
in operating expenses. While GRM is arguably a simplistic way of determining property value, it is also a good back-of-the-envelope way to ballpark property value based on gross rental income.GRM is based on the concept that the more gross rental income a property generates relative to the purchase price, the better value the property may be,
everything else being equal. For example, if the property value is $162,000 and the gross rental income is $18,600, the GRM would be:GRM = property value or purchase price / gross rental income$162,000 property value / $18,600 gross rental income = 8.7A GRM of 8.7 means the rental property will generate rental income equal to the property
value in 8.7 years, assuming the amount of rental income doesnt change.As a rule of thumb, a rental property with a lower GRM compared to similar rental properties in the same area may be a better value. Thats because the lower the GRM, the more gross rental income generated relative to the purchase price.GRM also can be used to calculate
rental property value based on rental income by rearranging the GRM formula. To illustrate, assume that GRMs for similar rental properties in an area are 8.7. If gross rental income is $18,600, property value would be $161,820:Property value = gross rental income x GRM$18,600 x 8.7 GRM = $161,820 property value4. Sales Comparison
ApproachAlso known simply as comps, the sales comparison approach looks at similar properties in the same area that have recently sold. The property being valued is called the subject property, and the comparison properties are called comparables.Heres an example of how potential buyers can value a rental property using the sales comparison. If
a comparable has a better feature than the subject property, such as an extra bathroom, the value of the comparable is adjusted downward, and vice versa:SubjectComp #1Comp #2Comp #3Asking/sold price$162,000$160,000$150,000$170,000Square feet1,2001,2501,2501,300Beds/baths3/33/23/33/4Bathroom adjustment$0+$5,000$0-
$5,000GarageNoYes; -$2,000NoYes; -$2,000Adjusted value$162,000$163,000$150,000$163,000Price/sqft$135/sqft$130/sqft$120/sqft$125/sqft After valuing a property using the sales comparison approach, its important to look at the propertys gross rental income and operating expenses.Investors should consider factors, such as rent prices of
comparable properties in the same area and actual or projected operating expenses. For example, even though the subject property has a higher price per square foot, it may be near amenities, such as a park or school, that could justify a higher asking rent and a greater potential return on investment (ROI). Image Credit:
AndreyPopov/iStock/Gettylmages Choosing to rent your home can be a fabulous way to cover expenses or create an income stream to boost your finances. Whether you are moving to a new home or hoping to rent while equity builds, setting the right price is key to success. At first glance, it might feel difficult to tell what your home might rent
for.Thankfully, many tools exist to help you set a fair price for renters, which will also help you meet your own financial goals. The first step is to check average rental rates in your area and look for rental ads to get an idea of your home's rental value. To get a better estimate, talk with real estate professionals and use MLS data for a customized
estimate.There are a lot of factors that affect the fair rental value of property. When setting a rental price, keep these considerations in mind:Number of bedrooms and bathrooms, and square footageSize of the yard or patioQuality of public schools in your areaGeographical proximity to amenitiesWhether you offer a garage or covered parkingYour
policy on petsAge of home and most recent year of remodelAge of appliancesWhether utilities are includedWhether the home will be furnished or unfurnishedSometimes overal economic conditions and demand also heavily play into what a fair rental price might look like. For instance, if you live near a university, you might notice that rental value is
higher right before school starts, when demand is highest. Or, perhaps property values in your area are skyrocketing and rent values are increasing month over month. In this case, a real estate professional can help you determine the wisest time to enter the market. The Economic and Market Analysis Division of the U.S. Department of Housing and
Urban Development shares that it prepares and publishes current rental data for markets across the U.S. Its documentation system can generate the average rental cost of studios, one-bedroom, two-bedroom, three-bedroom and four-bedroom homes by county. To check on the average rates for your area, navigate to the HUD search system and
select your state and county.Fair Rental Value: Similar Transactions A good way to determine fair market rental value is to find out what tenants in similar homes are paying for homes like yours. Check the newspaper classifieds and online sources such as Craigslist for rental ads for homes like yours. If there are any real estate clubs in your area, you
can ask other landlords what they were able to rent similar homes for. You might even consider searching for fair market value rent by zip code.Estimated Rental Value: Professional Opinion Contact a realtor or a property management firm in your area and ask about the estimated rental value of your home. They're exposed to a wide variety of
homes, so they understand what affects rental value and can provide a realistic estimate.Rental Value and MLS Data Websites like Zillow.com use multiple listing service data to estimate the fair market rental value of properties. To check the rent estimate for your home, Zillow recommends that you type your address into the search bar. Zillow will
provide an estimate of your home's fair market value and the fair market rental rate based on its proprietary formula.New landlords fail for many reasons, but one of the most common is failing to accurately pinpoint their property's fair market rental value.When a landlord gets it wrong, it throws off everything from their cash flow calculations to
their vacancy rate. An investor who gets greedy and tries to charge too much will end up with empty units. On the other hand, landlords who undercharge for rent are leaving money on the table each month, which results in lower yields.Before you even consider buying a rental property, you have to know how to determine fair market rental
value.What Is Fair Market Rental Value?Fair market rental value, also referred to as fair market rent (FMR), is the amount you can expect tenants to pay each month to rent your unit. Like real estate prices, rents fluctuate based on market pricing and on supply and demand. Landlords can charge whatever the market will bear, and the amount may
jump or fall as much as 10% to 20% in a single year. You can determine fair market rental values mainly by looking at what renters currently pay for comparable units (more on that shortly).Fair Market Rental Value vs. Current Market RentSome landlords differentiate between the terms fair market rent and current market rent.The Department of
Housing and Urban Development (HUD) uses the term fair market rent explicitly as a label for what theyre willing to pay in rent for Section 8 Housing Choice Voucher Program participants. These limits vary by the number of bedrooms and are determined at the city, county, or ZIP code levels depending on the local variance in rents.The actual
algorithm HUD uses is more arcane than the average landlord needs to understand, but the basis of their calculations is data from the Census Bureaus American Community Survey. Landlords can check local HUD fair market rents through their website.For our purposes, well use the terms fair market rental value and current market rent
interchangeably to describe the local market rent for any given unit.How to Determine Fair Market Rental ValueYou can (and should) use several data sources when estimating a units fair market rental value. Fortunately, landlords have plenty of online tools that offer estimated market rents, but theres no substitute for walking through a unit or the
neighborhood to compare comps yourself.Reviewing CompsComparable properties, or comps, offer the best insights into a rental units fair market rental value.You can find comps on websites such as Zillow, Apartments.com, and Craigslist. Look for units within the same neighborhood that have been rented recently. The nearer to your unit, the
betterboth in geography and similarity. The perfect comp would be an identical unit located right next door that was rented out within the last month.Of course, its unlikely youll ever find such an ideal comp. So simply look for the best comps you can, and the more you can review, the better.Factors affecting the desirability of one unit over another
include:The number of bedrooms and bathrooms.Interior square footage.Outdoor space (acreage).Unit type (apartment, townhouse, detached single-family, etc.)Unit amenities (central air conditioning, washer and dryer, etc.)Building amenities (e.g., pool, gym, etc.)Condition.Location (even within the same neighborhood, some blocks are more
desirable than others).If possible, walk through the unit yourself. Then walk the neighborhood and look at the comps.If you invest long-distance, consider working with a local partner, such as a real estate agent, property manager, or equity partner. While you shouldnt rely too heavily on rent estimate tools, they still offer understanding into
neighborhood rents. Just remember that theyre made by an algorithm, which itself uses incomplete data.A few of the more reputable and accurate tools for estimating fair market rental value include Rentometer, Mashvisor, and RentRange. You can also lookup HUDs fair market rent for Section 8, although HUD doesnt drill down to the neighborhood
level.These tools may help with initial research in narrowing down markets to investigate further, but always run your own in-depth comp analysis for any property you own or those youre considering buying.Why You Need to Pinpoint Market Rents ExactlyYour rental returns will only be as strong as your ability to appraise market rents. Here are five
reasons why you need to learn how to determine fair market rental value with precision.1. Before BuyingOne of the great advantages of investing in rental properties is the ability to forecast returns before you buy. Youre giving up this advantage if you dont know how to pinpoint market rents.When you analyze a potential rental property investment,
you calculate its cash flow and your expected cash-on-cash return. Both of these hinge on getting the market rent right.Suppose you buy a property for $100,000, thinking that the market rent is $1,000, and estimating your expenses at $850 per month. After buying, you realize you got the rent wrong, and it only rents for $850. Your return on
investment is not 0%; its negative.Youve just spent thousands of dollars on a down payment and closing costs, with nothing to show for it. Which says nothing of the dozens of hours you spent on due diligence and the many more hours youll have to spend managing the property (or managing your property manager).2. Before RenovatingReal estate
investors must make educated decisions about how much to spend on property renovations. Should you renovate a property at all or rent it as-is? If you do update it, should you only lightly renovate with lower-end finishes or do a full renovation with top-of-the-line finishes?The answers arent a matter of opinion. They are based on cold, hard
numbersthe return youll earn on renovation costs. For rental properties, that means knowing the market rent as-is and the rent after different levels of renovation and finishes.Theres a right answer for the exact degree of renovation to earn the maximum return. And to know it, you need to know how to determine fair market rental value.3. Before
Accepting Section 8 RentersIn some markets, landlords may still be able to charge above-market rents to Section 8 renters.Or they may only collect the same rent as cash tenants pay, or even worse, less rent. All while having to jump through the many hoops Section 8 puts you through as a landlord, such as annual inspections and mandatory property
updates.Know the current market rent and check HUDs fair market rent so you can make an informed decision.4. Before Advertising the Unit for RentAs touched on above, pricing your rent too high or too low means losing money.Before you list your unit for rent, make sure you know the exact rent the market will bear. Applicants may try to negotiate
the rent lower before signing a lease, but dont let them negotiate the price below the fair market rental value.5. Before Renewing a LeaseLikewise, landlords should raise the rent each year to keep pace with market rents. Doing this sets expectations for the renter, avoids the opportunity cost of leaving money on the table, and prevents you from
raising the rent by too much all at once in the future.But to raise your rent each year without losing your tenants, you need to know the fair market rent.Final ThoughtsIf you arent willing to learn how to determine the fair market rental value and put in the work to do so, you shouldnt invest in rental properties.Determining market rent is a
fundamental skill and task required for rental investing. Learn how to do it accurately, and youll never make a bad investment again. Do it wrong, though, and you lose all control over your returns. Theres a saying in real estate that money is made when a property is purchased, not when it is sold. Before investing in real estate, knowing the value of a
rental property is essential to avoid overpaying for a home or to know when to move fast when the right deal comes along.Well discuss the important difference between gross and adjusted rental income, then learn to calculate property value based on rental income. Key takeawaysGross rental income is the amount of rental income collected without
accounting for a vacancy allowance.Adjusted gross rental income considers revenue lost when a property is vacant and waiting for a new tenant.The 4 methods used to value rental property are the income/cap rate approach, gross rent multiplier, sales comparison approach, and the multimethod Stessa Valuation Tool. How gross and adjusted rental
income is calculatedGross rental income is the total amount of money received from a tenant, including the monthly rent, late fees (if any), and miscellaneous income from items such as pet rent, parking, and application fees.Note that a refundable tenant security deposit is not rental income unless part or all of the deposit is used at some point to pay
for damages caused by the tenant.When analyzing a rental property to purchase or refinance, investors use a metric known as adjusted rental income. Adjusted rental income factors in a vacancy allowance to account for rental income lost between periods of tenant turnover because rental property typically isnt rented 100% of the time, year after
year, without any vacancy days.The following example illustrates how to calculate gross rental income and adjusted rental income on an annual basis:Rental income: $18,000Pet rent: $600Total gross rental income: $18,600Vacancy allowance: -$930Adjusted rental income: $17,670The vacancy allowance of -$930 is based on a vacancy factor of 5%. In
other words, we assume that the property is vacant for about 18 days each year (365 days x 5%) and then subtract 18 days of lost rental income from the total gross rental income.However, 5% is just an estimate used for this example. When calculating a vacancy allowance and adjusted rental income, investors typically look at a rental propertys
historical vacancy percentage or consult with a local property manager if the home has never been rented. 4 ways to calculate property value based on rental incomeLets look at 4 ways to calculate property value based on income. Some of the following methods use adjusted gross rental income, while others use gross rental income to calculate
property value.l. Stessa Valuation ToolOne of the many benefits of signing up for a free account with Stessa, a Roofstock company, is accessing the Stessa Valuation Tool.Stessa calculates property market values and return metrics in real time based on key variables. The default valuation method provides an estimated market value Zestimate, based
on Zillows proprietary formula.Stessa users can also switch valuation methods with just one click. Other valuation methods are the income/cap rate approach and the gross rent multiplier (GRM) valuation method, described below.Regardless of which valuation method is used, the property value is updated automatically in Stessa on the real estate
balance sheet to provide an investor with a more accurate idea of the owners equity. 2. Income/cap rate approachThe income approach formula values a rental property based on net operating income and cap rate, or capitalization rate. Net operating income (NOI) is calculated by subtracting operating expenses from adjusted gross rental income,
while cap rate is calculated by dividing NOI by property or purchase price:Cap rate = NOI / property value or purchase priceAn investor may determine operating expenses based on a specific propertys historical and anticipated future expenses, or use the 50% Rule if a property has never been rented before.The 50% Rule estimates what operating
expenses are likely to be by multiplying the adjusted gross rental income by 50%. For example, if adjusted gross rental income is $17,670, operating expenses should be no more than $8,835, and the NOI should be at least $8,835.Note that NOI does not include any mortgage payment, contributions to a capital expense (CapEx) account, or the non-
cash depreciation expense.Heres an example of how to use the income approach to calculate property value. Well assume that similar rental properties in the same area are trading for a cap rate of 6%.The first step is to calculate NOI by subtracting operating expenses from adjusted rental income:Adjusted gross rental income: $17,6700perating
expenses: $7,950NO0I: $9,720Then, the cap rate formula is rearranged to solve for property value:Cap rate = NOI / property valueProperty value = NOI / cap rate$9,720 NOI / 6% cap rate = $9,720 / .06 = $162,000 property value3. Gross rent multiplier (GRM)The gross rent multiplier (GRM) approach to calculate property value uses gross rental
income without factoring in operating expenses. While GRM is arguably a simplistic way of determining property value, it is also a good back-of-the-envelope way to ballpark property value based on gross rental income.GRM is based on the concept that the more gross rental income a property generates relative to the purchase price, the better value
the property may be, everything else being equal. For example, if the property value is $162,000 and the gross rental income is $18,600, the GRM would be:GRM = property value or purchase price / gross rental income$162,000 property value / $18,600 gross rental income = 8.7A GRM of 8.7 means the rental property will generate rental income
equal to the property value in 8.7 years, assuming the amount of rental income doesnt change.As a rule of thumb, a rental property with a lower GRM compared to similar rental properties in the same area may be a better value. Thats because the lower the GRM, the more gross rental income generated relative to the purchase price. GRM also can be
used to calculate rental property value based on rental income by rearranging the GRM formula. To illustrate, assume that GRMs for similar rental properties in an area are 8.7. If gross rental income is $18,600, property value would be $161,820:Property value = gross rental income x GRM$18,600 x 8.7 GRM = $161,820 property value4. Sales
Comparison ApproachAlso known simply as comps, the sales comparison approach looks at similar properties in the same area that have recently sold. The property being valued is called the subject property, and the comparison properties are called comparables.Heres an example of how potential buyers can value a rental property using the sales
comparison. If a comparable has a better feature than the subject property, such as an extra bathroom, the value of the comparable is adjusted downward, and vice versa:SubjectComp #1Comp #2Comp #3Asking/sold price$162,000$160,000$150,000$170,000Square feet1,2001,2501,2501,300Beds/baths3/33/23/33/4Bathroom
adjustment$0+$5,000$0-$5,000GarageNoYes; -$2,000NoYes; -$2,000Adjusted value$162,000$163,000$150,000$163,000Price/sqft$135/sqft$130/sqft$120/sqft$125/sqft After valuing a property using the sales comparison approach, its important to look at the propertys gross rental income and operating expenses.Investors should consider factors,
such as rent prices of comparable properties in the same area and actual or projected operating expenses. For example, even though the subject property has a higher price per square foot, it may be near amenities, such as a park or school, that could justify a higher asking rent and a greater potential return on investment (ROI). Buying commercial
or residential rental property has its attractions for investors. It can create a steady flow of income, with the added potential for property value growth over time. But before getting into the real estate rental game, an investor needs to know how to value rental property to make sure it yields the hoped-for return. You could consider using more than
one of these approaches to determine if the property you're considering is likely to yield the return you're expecting. Investors can use the sales comparison approach, the capital asset pricing model, the income approach, the gross rent multiplier approach, and the cost approach to determine property values.There isn't a one-size-fits-all solution, so a
combination of these factors can be useful. Estimating the potential return on an investment property is as important as determining the property's value. After a period of hot growth during the COVID-19 pandemic, monthly residential rent price growth has been decelerating. Annualized U.S. rent growth was just 1.7% as of October 2024, according
to CoreLogic's latest US Single-Family Rent Index. The sales comparison approach (SCA) is one of the most recognizable forms of valuing residential real estate. It is the method most widely used by appraisers and real estate agents when they evaluate properties. This involves a comparison of similar homes that have been sold or rented locally over a
given time period. Most investors will want to see an SCA over a significant time frame to glean any emerging trends, good or bad. The SCA relies on property attributes or features to assign a relative price value. These might include characteristics such as the number of bedrooms and bathrooms, garages or driveways, pools, decks,
fireplacesanything that makes a residential property unique and noteworthy. Price per square foot is a common and easy-to-understand metric investors can use to determine the value of a property. If a 2,000-square-foot townhouse is renting for $1 per square foot, an investor can reasonably expect income in that ballpark from a comparable
townhouse. SCA is somewhat generic. Homes can be unique in ways that aren't quantifiable.The SCA is a baseline or reasonable opinion, not a perfect predictor or valuation tool for real estate. It's a method that can be used to compare relatively similar homes. You should use a certified appraiser or real estate agent when requesting a comparative
market analysis. This mitigates the risk of fraudulent appraisals, which were widespread during the early- 2000s real estate bubble. The capital asset pricing model (CAPM) is a more comprehensive valuation tool. The CAPM applies the concepts of risk and opportunity cost to real estate investing. This model looks at the potential return on investment
(ROI) derived from rental income and compares it to other investments that have no risk, such as United States Treasury bonds, or alternative forms of investing in real estate, such as real estate investment trusts (REITs). In a nutshell, if the expected return on a risk-free or lower-risk investment exceeds the potential return from rental income, it
simply doesn't make financial sense to take on the risk of buying rental property. Location and property age are key considerations. Owning older rental properties can entail higher maintenance expenses for a landlord. Property for rent in a high-crime area will likely require more safety precautions than a rental in a gated community. This model
suggests factoring in these risks before considering the investment or when establishing a rental pricing structure. CAPM helps you determine what return you are likely to get for putting your money at risk. The income approach focuses on the potential income for a rental property relative to the initial investment. The income approach is used
frequently for commercial real estate investing. The income approach is used frequently with commercial real estate investing because it examines potential rental income on a property relative to the initial outlay of cash to purchase the real estate. The income approach relies on determining the annual capitalization rate for an investment. This rate
is the projected annual income from the gross rent multiplier divided by thecurrent value of the property. So if an office building costs $120,000 to purchase and the expected monthly income from rentals is $1,200, the expected annual capitalization rate is:14,400 ($1,200 x 12 months) $120,000 = 0.120r 12% This is a very simplified model with few
assumptions. There could be additional costs such as interest expenses on a mortgage. Also, future rental incomes may be higher or lower five years from now than they are today. Many investors are familiar with the net present value of money. Applied to real estate, this concept is also known as a discounted cash flow. Dollars received in the future
are subject to inflationary as well as deflationary risks, and are presented in discounted terms to account for this. The gross rent multiplier (GRM) approach values a rental property based on the amount of rent an investor can collect each year. This is a quick and easy way to measure whether a property is worth the investment. Keep in mind that it
does not consider other expenses such as taxes, insurance, and utilities. While it may be similar to the income approach, the gross rent multiplier approach uses gross rent, not operating income, as its cap rate. The gross rent multiplier's cap rate is greater than one, while the cap rate for the income approach is a percentage value. To get an apples-
to-apples comparison, you should look at the GRMs and rental income of other, similar properties to the one in which you're interested. Let's say a commercial property sold in the neighborhood you're looking at for $500,000, with an annual income of $90,000. To calculate its GRM, we divide the sale price (or property value) by the annual rental
income: $500,000 $90,000 = 5.56. You can compare this figure to the one you're looking at, as long as you know its annual rental income. You can find out its market value by multiplying the GRM by its annual income. If it's higher than the one that sold recentlyi.e. for $500,000it may not be worth it, so consider moving on. The cost approach to
valuing real estate states that property is only worth what it can reasonably be used for. It is estimated by combining the land value and the depreciated value of any improvements. Appraisers from this school often reference the property's highest and best use. It is frequently used as a basis to value vacant land. For example, if you are an apartment
developer looking to purchase three acres of land to convert into condominiums, the value of that land will be based upon the best use of that land. If the land is surrounded by oil fields and the nearest person lives 20 miles away, the best use and therefore the highest value of that property is not converting to apartments but expanding drilling rights
to find more oil. Another best use argument has to do with property zoning. If the prospective property is not zoned for residential purposes, its value is reduced, as the developer will incur significant costs to get the property rezoned. This approach is considered most reliable when used on newer structures and less reliable for older properties. It is
often the only reliable approach when looking at special-use properties.These are properties like college dormitories or gas stations, which were developed for a particular purpose and are not easily adapted to another use. Many investors have found owning and renting real estate to be a worthwhile investment that creates a steady stream of income,
with the additional prospect of property value growth over time. That said, there can be many issues in being a landlord, and they all involve time and money.If you're attracted to the real estate sector but prefer the hands-off approach, you might consider investing in a real estate investment trust (REIT) or a real estate fund. Even more than most
investors, a real estate investor needs to keep an eye on the economic news. Movements in interest rates have a big effect on demand. Shifts in the nation's demographics matter. The overall health of the economy determines the health of the real estate market. Government policies and subsidies can turbo-charge the industry, or slow it down when
the policies change.They say you can't time the markets perfectly, but in real estate, you have to give it a shot. Going strictly by the numbers, stocks have historically outperformed real estate. But the numbers don't tell the whole story. Real estate is a physical asset with all that entails, particularly at the personal level of home ownership. It comes
with numerous tax breaks, which is a plus, but it also comes with potential costs that don't apply to stock ownership. There is no one way to determine the value of a rental property. Most serious investors look at components from several or all of these valuation methods before making an investment decision about a rental property. They yield more
concrete figures to work with when considering a prospective rental property.Rental value is the fair market value of property while rented out in a lease. More generally, it may be the consideration paid under the lease for the right to occupy, or the royalties or return received by a lessor (landlord) under a license to real property.[1] In the science
and art of appraisal, it is the amount that would be paid for rental of similar real property in the same condition and in the same area.[2][3]In economic terms, the rental value is the added value an individual contributes when goods are being exchanged or traded for profit. This additional quality is often fixed and is alone under the traders ownership.
The characteristic can be tangible such as a signature method of use or intangible such as exclusive knowledge pertaining to a product; also known as intellectual property. The value arises from when the market or model is in equilibrium and it is advantages for an individual to take part in trading activities rather than not participate, considering
profit or utility can be achieved.[4] Two separate but ideally identical exchange scenarios may occur but may have completely different values calculated.[5] This is explained by two classic examples, a consumer achieves a surplus or profit when buying goods if they are able to buy all quantities at a single price. The producer lacks knowledge
concerning the relationship between an individuals willingness-to-pay and quantity. This means the producer cannot price discriminate according to the consumers demand marginality. In this example the buyer has achieved a beneficial rent. If the seller were to discover the buyers willingness-to-pay at different quantities, the seller could maximize
their profit by selling quantities at different prices. In most situations this is achieved by slightly lowering the price as more products are bought. In this example the seller achieves a beneficial rent.[4] Economic theories suggest that a free market would correct itself of rents. Considering the producer surplus example, if the gradual discounting of
prices also attracted more consumers, the producer would have to re-evaluate their strategy. Often, consumers have different willingness-to-pay for goods. Following this assumption, profit would not be maximized because the price strategy would not be applicable to all buyers. However, if analyzed in reality, through means such as market research,
the producer can find a willingness-to-pay that represents most buyers. Consumer rent from the individuals who still pay for goods lower than willing and the producer rent from ability to price discriminate would then counter one another, resulting in market equilibrium.[5]In a contract lawsuit, the lessor could collect the rental value of the premises
from the saloon lessee (tenant) who had violated a lease.[6] Usable value is not the same as rental value, but is equivalent, and has been used in a condemnation proceeding.[7]Rental value can also be used in a divorce, separation, or annulment action for equitable distribution, in those states lacking Community property laws. [citation needed]Fair
Market Rent in the US context is the amount of money that a given property would command, if it were open for leasing at the moment.Fair market rent is an important concept both in the Housing and Urban Development's ability to determine how much of the rent is covered by the government for those tenants who are part of Section 8, as well as
by other governmental institutions.[8] Fair market rent is sometimes used by appraisal districts to determine tax rates.[9]U.S. HUD's Office of Policy Development and Research (PD&R) publishes Fair Market Rents and Income Limits (respectively, the basis for how much program administrators will subsidize housing units, and the maximum incomes
that tenants may not exceed in order to qualify for subsidized housing) on an annual basis. These figures vary throughout the country based on a number of determining factors, such as local economic conditions and housing demand.[citation needed]Economic RentCapitalization rateFair market valueGross OutputGross Rent MultiplierImputed
rentMesne profitsMinimum lease paymentsOperating surplusPresent valueReal estate appraisal”™ Ballentine's Law Dictionary, p. 450.” Free legal dictionary”™ Law dictionary online”™ a b Vleugels, Jan. "(Economic) Rent". Retrieved 9 November 2011.” a b Lister, John. "What is Economic Rent?". Conjecture Corporation. Retrieved 11 November 2011.”
Geolet v. National Insur, Co., 164 N.E. 101, 62 A.L.R. 425, Landlord & Tenant (key #) 184(1)(year?).”™ Reisert c. City of New York, 66 N.E. 731, 174 N.Y. 196 (year?).” HUD USER Datasets: Fair Market Rents”™ 1996.08.05 DAB1594 Putnam-Clay-Flagler Economic Opportunity Council, IncRetrieved from " youre a seasoned real estate investor or
exploring rental properties for the first time, knowing the true value of a rental property is essential. A Rental Property Value Calculator is a powerful tool that helps you estimate how much a property is worth based on rental income, expenses, and desired returns. With accurate calculations, you can make confident investment decisions.A Rental
Property Value Calculator is an interactive tool designed to estimate:The fair market value of a rental property based on incomeKey financial metrics like Cap Rate, Cash Flow, Cash-on-Cash Return, and Gross Rent Multiplier (GRM)Whether a property offers an attractive ROI given your criterialts a must-have for anyone evaluating or comparing
investment properties.Ideal for:Real estate investors scaling their portfoliosFirst-time investment property buyersReal estate agents advising investor clientsProperty managers assessing asset valueAnyone analyzing rental income opportunitiesJust input the following data:Monthly Rental Income (or potential market rent)Monthly Operating Expenses
(property management, taxes, insurance, maintenance)Desired Return or Cap Rate (e.g. 8%)(Optional) Down Payment and Financing Details for deeper cash-on-cash metricsClick Calculate to receive:Estimated Property ValueAnnual Gross & Net IncomeCap Rate PercentageMonthly and Annual Cash FlowCash-on-Cash Return (if financing
included)javaCopyEditProperty Value = Net Operating Income (NOI) Cap RateWhere:NOI = Annual Rental Income Annual Operating ExpensesCap Rate expressed as a decimal (e.g. 8% = 0.08)iniCopyEditGRM = Property Price Annual Gross IncomejavaCopyEditAnnual Cash Flow = NOI Annual Debt ServiceCash-on-Cash Return = Annual Cash Flow
Total Cash InvestedLets say:Monthly Rent: $2,500 Annual = $30,000Expenses: $300/month Annual = $3,600Desired Cap Rate: 7% (0.07)NOI = 30,000 3,600 = $26,400Property Value 26,400 0.07 = $377,143With financing:Down Payment: $75,000Annual Debt Service (mortgage P&I): $14,400Cash Flow = 26,400 14,400 = $12,000Cash-on-Cash =
12,000 75,000 = 16%Cap Rate Reveals the return relative to investment costCash Flow Demonstrates real monthly/yearly profitCash-on-Cash Return Shows true investor return after financingGRM Helps compare similar properties quicklyMakes informed investment choicesReveals unseen financial opportunities quicklyCompares multiple properties
at easeHelps negotiate price or rental termsUseful for constructing acquisition models and forecastsUse realistic, market-based rent assumptionsInclude all essential expenses (vacancy, capex, repairs)Consider conservative cap rate values in tight marketsAlways calculate property taxes accuratelyFactor in maintenance reserves and vacancy rates
into NOIEvaluating single-family or multi-family homesComparing neighborhoods or marketsIincluding financing for investor yield analysisAdvising clients on investment feasibilityPlanning rental property acquisitions or growth strategiesCap rate models dont account for depreciation, taxes, inflationValue is modelled, not appraisedDoes not include
rehab costs or renovation timelinesIn high-leverage deals, cash-on-cash return may be misleadingWhat is cap rate?A percentage that represents return on investment without debt.How is rental income determined?Based on current rent or comparable market rent estimates.What expenses are included?Taxes, insurance, maintenance, management,
utilities, vacancy, capex.What is GRM?A simple valuation ratio dividing price by annual gross income.Why use NOI instead of gross income?NOI accounts for operating costs, giving a clear profit picture.Can I calculate value using gross income?Yes with GRM or cap rate adjusted accordingly.What is cash-on-cash return?It shows cash profits relative to
the initial investment.Is a high cap rate better?Generally yeshigher return, but usually comes with greater risk. Whats a good cash-on-cash return?812% is common; higher for value-add strategies in less competitive markets.Should I include vacancy in calculations?Yes assume 510% for most residential rental projections.What if the property is
financed?Include debt service and down payment to calculate cash flow and returns.How do I find a local cap rate?Look at recent sales or ask investment real estate brokers.Does the calculator consider taxes?No; this requires a detailed financial model.What is contingency in expenses?A buffer for unexpected costsusually 510% of rent.What about
property appreciation?The calculator focuses on income-based value, not market appreciation.Can I use this for commercial real estate?Yesjust ensure rent and expense inputs reflect commercial norms.What is debt service coverage ratio (DSCR)?NOI Debt Service; lenders often require a minimum of 1.21.4.How often should I recalculate?Annually or
if rent/expenses/mortgage terms change.Can I price renovations with this?You can model expense increases and then evaluate improved NOI.Is this a replacement for an appraisal?Noit's an investor valuation model, not a formal appraisal.The Rental Property Value Calculator equips you with critical insightscap rate, cash flow, and ROIto evaluate and



compare opportunities effectively. It streamlines your investment analysis, helping you make smarter financial decisions and negotiate from a position of knowledge.

Rental value formula. Formula for determining value of rental property. Formula to calculate value of rental property. Rental property formula. Formula property.
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