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The Chretiens
(left) didn't try

to sell into a
tough D.C.-area
market. lnstead,

they rented to
Casey Haugner

and Ryan Wrenn
(in the window).
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I I IHEN KATHERINE AND JEAN-PAUL CHRETIEN BOUGHT THEIR

lru wheaton, Md. townhouse for g480,000 in late 2004, they expected to
f f stay four or five years. But after daughter Jolie was born six months

later, the home started to feel cramped. The Chretiens were ready to move out-but
not quite ready to sell. "Given realtor fees, we thought we d only break even," says
Katherine,32, an internist. So when the couple, now expecting a second child, moved
to a five-bedroom colonial less than two miles away this past winter, they didn't put
a ron sar,n sign out; they found a tenant. The Chretiens are banking on a downtown
redevelopment project to boost property values. 'nW'e have a lot of faith that the area
is going to growi' says Katherine. "VVe wanted to hold on to the home for a few years."

The Chretiens have joined what could
be, along with laid-off mortgage brokers,
one of the fastest-growing populations
in post-bubble America: the Accidental
Landlord. Like others oftheir kind, they
didn't set out to be property investors.
But when faced with selling in a weaken-
ing market they decided that renting
was the better option. It's certainly hard
to argue with the math. The inventory
of homes for sale is twice as big as it was
three years agq which could mean a
longer wait to sell-and a longer time to
shoulder two mortgages ifyou buyyour
next home first. And with home prices
flat-or worse-in many markets, you
may not clear enough to cover broker
fees once you do sell. The rental mar-
ket, on the other hand, is robust. Rents
were up 4.1%o in 2oo6,according to the
National Association of Realtors.

The problem is, that's not all there is to
the math (see the table at right)-aad the
math isn't the whole story. Landlording
is a job every step of the way, from setting
a price to finding a renter. So before you
take in tenants, make sure you under-
stand all the implications.

When Renting Beats Selling
To make the rent-vs.-sell call, you need to
know what your home could fetch today.
Get aballpark figure at a home-valuation
site like Domania.com or, better yet, sit
down with a realtor. Be prepared: Her
appraisal may fall far short of what you
dreamed-especially if you hoped to get
what the Joneses did when they sold in
2005. In that case you have two choices:
Take what you can get (and maybe swal-
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low a loss) or rent and hope to do better a
few years later. Take the latter course ifi
>YOU CAN CHARGE ENOUGH IN RENT
To COVERYOURGOSTS You'll need to
suss out what typical rents are in your area
and then compare that with your carrying
costs. Those include not just mortgage
payments, taxes and upkeep but also a
bigger insurance tab: Your homeowners
policymaygo up ifyou don'tlive inthe
house, and you'll need additional liability
insurance (for roughly $250 a year, you
can get a gl million umbrella policy). Add

on another 5olo to loolo for unexpected
maintenance or a gap between tenants. If
you want to hire a property manager to
handle paperwork and repairs, cutyour
projected rentby l0%.
>YOU HAVE OTHER FUNDS FORA
DOWN PAYMENT If you have to rely on
the equity you've built up in your current
home to buy your next one, you're prob-
ably not a candidate to rent. You'd have
to finance your down payment with a
bridge loan or a home-equity loan or line
of credit, which at today's high interest
rates would push up your carrying costs,
making it even tougher to break even.

'YOU'RE 
SURE PRICES WILL RISE

Becominga landlord is abetthatyou can
earn more rentingyour home and selling
later than you would by moving on and
putting sale proceeds to work elsewhere.
How much rent you can charge is impor-
tant but so is what's ahead for home
prices (see forecasts for lO0 top markets
at cnnmoney.com/realestate). In fact

. WHAT IT'S WORTH NOW $32s,000 $41s,000

. WHAT YOU'D CLEAR
AFTER BROKER COMMISSIONS 53os,5oo s390,100

. MONTHLY RENT $z,too $2,300

. MONTHLY COSTS (MORTGAGE, TAXES,

INSURANCE, MAINTENANCE FUND) $1,990 $2,6s0
. NET ANNUAL RENTAL INCOME $1,320 -$4,200
. FORECAST PRICE APPRECIATION 5o/o O ye8r lo/o a year

. WHAT YOU'D CLEAR
ON A SALE IN TWO YEARS $336,800 $39?,900

. PAYOFF FROM LANDLORDING +s33,940 -$eoo

Rent vs. Sell: Do the Math
Becoming a landlord for two years works out best in
your area if home prices recover soon

. BOUGHT YOUR HOUSE IN 2OO4

SCENARIOl

Small rental profits but
big home-price gains

$300,000

SCENARIO 2

A loss on the rental and
no help from prices

s400,000

. YOU SHOULD: ORent OSell



even ifthe rent doesn't cover your out-
of-pocket costs, a bigturnaround in your
market could make the numbers work.
} YOU'RE NOT GIVING UP A GR.EAT TAX
BREAK Ifyou rent for more than three
years, you endanger a precious benefit of
home ownership-the capital-gains tax
exemption. Live in your house for two of
the five years before you sell and you'll
pay no taxes on the first $250,000 in
profits ($500,000 for a married couple).
But become a landlord for three years or
longer and you'll owe capital-gains taxes
on all profits in your home since you
bought it. That could wipe out more than
a year's worth of recovery in your market.

Are You Landlord Material?
Even if the numbers add up, you can't
assume you'll thrive as a landlord. Take
on the job only if:
>YOU CAN HANDLETHE RISKYourlocal
housing market could stumble, your
house could sit vacant for months or you
could get stuck with a renter who doesn't
pay up. Ifsuch unexpected bumps would
deplete your savings, you're probably
better offstaying out of the rental world.
>YOU HAVE THE TIME Since you didn't
set out to be a landlord, you likely have
a full-time job. If you have a responsible
tenant (see the box at right), managrng
the property may not take much time.
But even small tasks can crop up at
inconvenient moments. "It might only
be 10 hours a month, but those 10 hours
are not going to be when you want " says
Robert lrwin, author of ?he -L andlord's
Ttoubleshooter. Can't stomach the idea of
leaving your warm bed at 3 a.m. to meet
a plumber? Then rethinkyour plan-or
hire a property manager.
>YOU CAN BEAR SOME WEAR AND TEAR
Just as not everyone is meant to be a
landlord, not every house is meant to be
rented. "If your home has French win-
dows. chandeliers or stuffthat could eas-
ily be broken, it may not be the best one
to renq' says lrwin. A house with lots of
bedrooms will likely attract families with
kids-and the damage they inflict. Get

used to the idea that not everyone will
care for your home the way you do.

BuildingYour Team
Once you decide to rent, you'll need

backup. Ifthe roofleaks when you're on
vacation, do you want your tenant shop-
ping for a handyman? Before anything

breaks, put the numbers ofa reputable

and reasonable plumber, handyrnan,

elechician. roofer and contractor on

speed dial. Find an accountant who

knows real estate. Standard leases vary
by state and sometimes even city, so hire
an attorney to draft one, or start with a
state- or city-specific document from
Completelandlord.com (about $15).

If all goes well, you may even become
a Deliberate Landlord. After renting
out her old home in Denver when she
moved, Wendy Muller is contemplating
that step. "It's been a wonderful invest-
ment," she says. 'nVe're goingto sell it
soon and buy two more properties." $
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Howto Find aGood Tenant
IT '5 THE MOST IMPORTANT MOVE TO GET RIGHT
Before she rented out her La Place, La. home two years ago, Nina Santa Marina
never imagined how diff icult landlording could be. Within a year of f inding a tenant,
she found herself in court, bringing eviction proceedings on the grounds that her
tenant ignored uti l i ty bil ls, kept a pet even though it was prohibited and didn't mow
the lawn. Once the tenant had left, Santa Marina installed her college-age daughter
in the house instead offinding another renter. "l had no plans to be a landlord," she
says. "And now I never want to do it again."

Even if you do everything else right, picking the wrong tenant wil l sink you from
Day One. "New landlords assume that most people are honest, and most are,"
says Jeffrey Taylor, author of The Londlord's Survivol Guide."BuI it only takes a few
who aren't to make landlording very frustrating." Your best defense is a thorough
background check, something many small landlords don't do. You can order a credit
check, an eviction history and a criminal background check for 525 to 945 from
TenantVerif ication.com or CompleteLandlord.com. Also confirm an applicant's job
and salary, and call the previous landlord, not the one who wants him out now.

HOW WE DO lT: Lessons from Three Accidental Landlords

Jim and IIen and Craig and
Wendy Muller Nina Santa Marina Julie Johnson
Fort Collins, Colo. La Place, La. Renton, Wash.
)) r:srlovtcE Report D srsrlovrc: Spellout D argrlovrcE Don't
rert payments to the thq !cq9e rules, what the lush. Takelhe tlme yql
credit bureaus (56 a month security deposit covers and nggqjgE tbgelg! !g4l
atrlail-usa.com). "1t leaves ltllgpgys cgurt costl]ryllre g1o11g!check. "l'd rather
tenants feeling more !.j!.. "lvJretherygq get wait for the right tenant
acccrq4lblq] says Wendy. e- ad lenqlt or qot,'lgys than rush into someone
"fhaqlelpgq me find Nina, "th.at agreement will who made me uncomfort-
people who pay on time." save you every time." able," says Craig.
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