Finance 341 Project Assumptions

Expenses:

· Insurance: 
$35/month

· Water: 

$30/month

· Garbage: 
$30/month

· Vacancies: 
0%

· Gas and electric: If no A/C assume $80/month if property is under 10 years old; $100/month if property is between 10-20 years old; and $120/month if property is more than 20 years old. If there is A/C assume an additional $20/month. 

· Maintenance and repairs (labor and materials): $100/month.

· Management Expense: 7% of gross income. This includes leasing, advertising, bill payment, rent collection, tenant relations and monthly and annual financial statements. 

· Real estate taxes is up to you to figure out on your property. 

Financing:

· This is not your primary residence, it is expected to be used for rental. Bankers will give you different rates under these circumstances compared to if you were living in the house as your primary residence. 

· Assume there are four people in your group, all have permanent jobs lined up for the end of this school year, and will be making about 40,000 each. You are going in on this together, all have "solid" credit, and you each will sign personally on the loan (recourse loan). 

The following interest rates/terms are available.

· 75% or less LTV, 15 year amortization schedule, fixed rate interest rate of 6.5%. If you were to pay 3/4 points, this rate drops by 25bps. 

· 75% or less LTV, 30 year amortization, fixed rate of 6.725%. With 3/4 points, this rate drops by 25bps.

· 80% or less LTV, fixed for 3 years, then balloons. Rate of 6.00%. The loan amortizes over either 15 or 20 years (your choice).

· 80% or less LTV, fixed for 5 years, then balloons. Rate of 6.70%. Amortization is over either 15 or 20 years. 

· The bank will take a close look at the property for issues like deferred maintenance to see if you will need to put additional money aside in preparation for replacement. They will also look at the individuals involved by considering their credit score, experience, and income to debt service ratios. 

Other Assumptions:

· Annual appreciation 3% a year (non-compounded) & rental increase 3% per year. 

· Focus only on Before Tax cash flows, not After Tax cash flows. 

· Sales commission when you sell: 3%.

· If you plan on holding on to the building, assume a 10 year investment horizon.

· If you need a discount rate, assume: 8% annual.

· Assume land value 15% of total property value
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