A GUIDE TO

Saving on Money on
your Real Estate
Investment

OVERVIEW
Real Estate has long been a driver for wealth both with long term
holds that bring in cash every month and appreciation that gives a
good payday upon selling the property.
What many people are not aware of are the great tax benefits of
investing in real estate. In this whitepaper we will compare the after
tax returns from income generated by investing in real estate vs
income generated from other activities.
To do this we use single family residential real estate as an investment vehicle since that is the most democratic of all real estate
opportunities available to investors and there are over 10 million
investors that own rental properties in the US.
CALCULATING YOUR REAL INVESTMENT INFLOWS & OUTFLOWS
Your rental property investment makes you the owner of an investment business that
has revenue and cost items or inflows and outflows.
INFLOW
Rent is your cash flow engine typically paid monthly. If you finance the property then the monthly rent
to purchase price ratio of the property has to be at least 0.8% to have positive cash flow if you are
financing the property.
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OUTFLOWS
Insurance
You will need insurance on your rental property
like the one you have for your home. The rates
vary depending on many factors like the location,
year built, size and coverages required. You may
be able to get a cheaper insurance If you go with
a large property manager like Mynd that is
managing several thousand units.
Taxes
The property tax rate on non owner occupied
properties may be higher in certain jurisdictions.
At INVESTimate by Mynd we have built a
national tax table to allow you to estimate taxes
more accurately.
Vacancy
Vacancy means no rent but the expenses associated with the property remain. Therefore it’s
important to estimate vacancy to arrive at an
accurate projected annual inflow. The vacancy
will vary by type of property and neighborhood
we triangulate this through our rich data models,
performance history and boots on the ground in
that location.
Repairs and Maintenance
R&M is a normal part of owning any property. The
Structure, Heating and Air Conditioning and
Appliances have finite lives before they
breakdown. You need to have an annual reserve
for these expenses. At INVESTimate by Mynd we
do a thorough inspection prior to investment so
that all potential future maintenance expenses are
accurately forecasted.
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Turns
When a tenant leaves the property is turned over
commonly known as ‘turns’. This involves
refreshing the property to make it marketable for
the next prospective tenant. These expenses vary
depending on the condition of the property after
the tenant has left. The quality of the tenant has
a lot to do with how they vacate the property.
At Mynd the underwriting of quality tenants is a
key element of our value add. Estimating turns is
tricky as one needs to forecast the length of stay
and an average refresh cost. Historical data and
models for that neighborhood help get this
number closer but it can still be a wildcard.
Property Management Fees
If you are not managing the property yourself, not
an option for remote investors, you will need to
find a Property Manager. Think of the
Property Manager as the investment manager of
your market portfolio.Property management fees
can range from 6%-10% of your monthly rent. Most
managers will only charge a fee when the
property is leased. At Mynd we have several
options on management including some that
come with a more comprehensive suite of
services for busy investors.
Leasing Fees
You will need to pay fees to get your investment
property rented. These fees can vary from 50% to
100% of the first month’s rent. Real estate agents
working for the property manager market the
property to potential tenants and do the last mile
legwork for leads generated from online
syndications.
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REAL ESTATE
TAX CALCULATOR
Now that we have defined the major inflows and outflows let us put
them together around a sample rental property to see how the numbers come out. You can put in your own numbers and play with this
on our website at https://www.investimate.co/income-tax-calculator/

ASSUMPTIONS
$250,000

Purchase Price

$2,100

Monthly Rent
Vacancy
Taxes

30 days/ year
1.5% of purchase price

Insurance

$1,500
8% of annual rent

Repairs & maintenance
Cost
PM Fees
Leasing Fees

7% of rent
0.50 month’s of rent
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CALCULATE RETURNS WITH FINANCING
You can finance your rental property in the same way that you finance your primary
home. Government loans are available to finance up to ten properties. Beyond that
there are private lenders that offer loans at higher rates. If the interest rate on your loan
is less than the return on your rental property then your financed return gets multiplied
by the difference depending on how much you put down.
As an example, if your interest rate is 4.25% and your property return is 5.3% (as shown
above) on a $250,000 property and you put 30% down then your effective return on
your $75,000 down payment is $13,359 (5.3% on $250,000) less $6,737 (4.25% of the
$175,000 loan in the first year) for an effective $6,623 on the $75,000 invested for a
return of 8.8%.
The detailed calculations are shown below:

With a loan you are getting in with less out of pocket
money when making the investment.

FINANCING ASSUMPTIONS
Financing

70% of the purchase price

Amortization (# of years)

30 Years

Interest

This is what is known in the industry as
leverage and can juice up the returns
when the interest rate is lower than the
return you on the property.

4.25%

If the interest rates are higher than
what you are earning on the
property then your financed returns
will be lower.

PHONE
833 - FOR - MYND

EMAIL
getstarted@mynd.co

| 4
WEB
www.mynd.co

ADDRESS
1611 Telegraph Ave. Suite 1200
Oakland, CA 94612

REAL ESTATE TAX CALCULATOR

Net Result
We have been able to get a much
higher return of 8.8% by taking
loan at a rate cheaper than the
cap rate (5.3%) of the property.

Tax Benefits of eal Estate Investing
Real estate investors can make money in two primary ways – a) rental income and b)
price appreciation. There are several tax benefits available to investors to shelter their
income.
One way to understand exactly how good the tax benefits are for real estate investing
is to show how much more one has to earn on a pre-tax basis in other assets to match
the after tax returns of real estate.
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Depreciation and financing are two major levers that reduce taxes.
You can depreciate the value of the building structure over 27.5 years. You get to this
number by subtracting the land value from your purchase price. You will find this information in the Appraisal Report and of course your county will do its own valuation. This
is a non cash event i.e. you are not actually paying for this expense from your pocket
but the IRS is allowing you to deduct this as an expense from your income for tax purposes. You can depreciate the value of the building in equal amounts (called straight
line method of depreciation) over a period of 27.5 years. This means that you are writing
off 3.6% of the purchase price every year.

So if the building is worth $175,000 (70% of the
purchase price of $250,000) you get to write off $6,364
from your rental income every year.
There is, however, a depreciation recapture tax @ 25% when you sell the property but
you have saved taxes in the years that you hold the property and you can even defer
this tax by doing a 1031 exchange (topic for future discussion). You cannot depreciate
stocks or bonds!
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Let us keep working on the same example
ASSUMPTIONS
Your effective tax rat

40%

% of the purchase price
towards land value

30%

Property Price

$250,000

You can depreciate only the
value of the building and not
the land

$175,000

Summary
Here’s a summary of how the returns were amplified on our example property by
financing and using the tax shelters provided for real estate investments.
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The tax shelters noted to the left give real
estate investing a real edge over income
earned from stocks and bonds. Pre tax
income from stocks and bonds need to be
much higher than what you earn from real
estate to deliver the same after tax returns.

Here’s an example to illustrate this point:
In order to get the same 8.7% after tax return, you will have to invest in stocks or bonds
that yield 14.5%. [Tax rate 40%]
In a quick search for US corporate bonds yielding 14% or higher most of the bonds were
unrated and the very few that were rated, were rated as speculative, poor standing and
subject to very high credit risk.
You can use our calculator to do your own analysis.
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Risks
All investments carry risks and financed real estate investments carry the additional risk
of mortgage default when a property fails to generate enough cash to cover the mortgage payments due to higher than expected vacancy, repair & maintenance or other
costs. Real estate is also less liquid than stocks and bonds which can be traded quicker.

Additional disclaimer on taxes
Mynd is not a tax advisor and investors should consult tax experts for their individual requirements. This whitepaper is
meant to provide directional guidance on calculating the after tax returns of real estate investments.
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