Residential property investment in the USA

By Ching Yu, Principal Broker, Commercial Broker. March23rd, 2024

This is a rather big subject to cover within 45 minutes, and we might talk for days on it. | assumed
that many of you have some experience in purchasing real estate property in here and there, so
that my talk might be focused on some confusions and concerns from conversations and
discussions with some of this audience group in the past. Thanks to Dr. Xudong Xu on collecting

some questions from this group that helped my preparation, | will answer these questions along
the way or in Q & A at the end.

Disclaimer: | am not CPA, Tax adviser, Attorney, the questions and information in the fields out site
of my professional might not be accurate. The material in the seminar has been based on my
personal experience only, and it shall not be consider as the industry standards.

I Some terms that everyone must know in residential real estate field which have either
legal meanings or rights:
1. Differences between purchasing primary residence v.s. investment property.

This is also the question #1, “3K H 13 55 5% 54 WA X 51 ?” from our group, and let’s
giving some answers on that.



-Mortgage rates. The rates for investment properties are generally higher than those for
primary residences because lenders view investment properties as riskier. Lenders believe
they're riskier because there is a greater potential for default if the property does not
generate enough income to cover the mortgage payments.

-Expectations. Investors will have different set of criteria which the most important will be
ROI (return on investment) than primary residence which will be for life style, family
stability etc.

2. Residential v.s. commercial real estate
-1-4 units v.s. commercial RE in multi-family category ( 5 units and up, apartment).

- Residential property types: Two categories

Single Family Home (SFH): detached; row house (attached townhouse style on each tax ID lot)

*SFH with ADU (Accessory Dwelling Unit), it’s new land use zooning in many States in
recent years.

Attached: Shared common exterior walls ( firewall) between units. Do NOT own land (ownership)

1. Plex: Duplex, triplex, 4-plex. 2 to 4 units attached on ONE tax lot.
2. Condo: owned interior space only, including high rise building or townhouses which do not
own each lot, and it is only in different architect style, it’s condo in ownership.



3.

Co-op: A co-op is also known as a housing cooperative. This type of housing is quite different
from the others on this list. When you buy into a co-op, you’re buying a share of the company
that owns the building rather than purchasing the actual property.

The number of shares you own typically correlates to how much space you’re afforded in the
co-op. Once accepted into a co-op and after purchasing shares, you’ll have a vote on common
spaces, and you’ll split maintenance costs and other fees.

Il. Some facts: Why invest in real estate in America?

Everyone has some investment in many fields, and everyone knows “do not put all eggs in one
basket”.

1.

History: Real estate in the USA.
-The most invested in real estate by foreigners in the world. America is the safest country for
real estate value in the world.

. Housing appreciation have been averaged 4% over 40+ years to 10+% some years.

The graphics from KW Reports in Feb. 2024



https://www.rocketmortgage.com/learn/what-is-co-op
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3. NAR (National Association of Realtors) Jan. 2024 report. Key highlights:
https://www.nar.realtor/newsroom/existing-home-sales-slid-1-0-in-december: it has broken

down by states, sections...
4. Housing shortage: Supply and demand in the play.
NAR report Key Highlights:

« The U.S. housing market is missing about 320,000 home listings valued up to $256,000, the
affordable price range for middle-income buyers (households earning up to $75,000).

. Middle-income buyers can afford to buy less than a quarter (23%) of listings in the current market.
Five years ago, this income group could afford to buy half of all available homes.

. Among the 100 largest metro areas, El Paso, Texas; Boise, Idaho; and Spokane, Wash. have the
fewest affordable homes available for middle-income buyers. Conversely, three Ohio metro areas
— Youngstown, Akron and Toledo — have the most.

5. Real estate market runs by cycle, related to economy cycle, but they are not exactly the same.

It’s a long term investment for sure.

lll. Differences from State to State: law, value, market, practice. There are slightly

differences.
-But there are very much different between countries. The property right is so much
different because of the history in each country. Do NOT confuse, and never assumed.


https://www.nar.realtor/newsroom/existing-home-sales-slid-1-0-in-december

History: Property Right was from English constitutional background. Since 1215, Americans of

the founding generation, their views of property right were strongly shaped by the English
constitutional tradition. In the USA, the rights of property owners are absolute right,

permanent.

Real estate law and practice were based on Commentaries on the Laws of England (1765-
1769); English common law.

-Example: Real estate in China, land market and building market; building sales type; finance;

appraisal...how much difference?
IV. Start learning the market through the professional and/or yourself?

-Information resources: Zillow, and many other public websites. Accuracy; the information
Interpretation.

Only RMLS (multiple listing systems) are live and correct information. It’s State by State. Example,
NYC doesn’t have MLS, and it’s controlled by Brokers, but NY statewide has MLS servicing 62
counties.

V. Interview and hire professionals:

-Real estate Broker/agent: Establish trusted, long term relationship with great broker; choice
goes both ways.



-Mortgage broker
-Property management: the basic service including: Locating qualified tenants ; Extensive

screening Process; move in/out inspections; Collection of rents and deposits; end of tenancy
dispositions; Arrange for maintenance/repairs; 24/7 availability; Marketing of vacant units;
Comparative rates; Up to date knowledge of local ( State, city, county) Landlord/tenant laws.
-Tax adviser/CPA

-Attorney: What kind of title/deed do you want the investment property in? LLCs?

VI. Raising right questions while you study the information (By investors):
1. Condo/townhouse: Investors have to review HOA documents thoroughly.

CCRs/By Law; HOA rent control; finance report in recent years; litigation (settled or pending);
any settlement due to condo owners current year or next few years; etc.

Another important: The right comes with obligation.

2. Tour the neighborhoods and properties.
Get to know the area is more important than the property.

3. Mind set:
-Investment focuses vs. lived-in primary home.
-Do you have the Top 5 priority? Timing, financing, purpose......



VII. Finance: There are many factors have direct impact to ROI.

1. NOI (Net Operating Income);cash on cash (cash flow before income tax). NOI=Gross income-
vacancy-operating expenses before annual debts service.

2. Income during property holding period: What is market rent rate?

3. Property management: How are the management and maintenance during holding period
have direct impact to your investment.

4. Timing: How long are you going to hold the investment? What is your purchasing cost
recovery?

VIIl. 1031 exchange ( IRS tax code-Tax deferred exchange): To reinvest.

- How to avoid capital gain tax is another big topic. What is a qualified Intermediary? Capital
gain tax components......
-Contact me if you need referring a qualified Intermediary.

IX. Plan your investment strategies to maximize your profit.

“If you’d like to invest, invest in something you know a lot about it”. Don’t listen to media. Do your

homework! Ihif, Thi%, Ihig!

2" important, a successful investment requires a good team, do you have a good team? Good
team should involve family, specialist/advisers in many fields who work for your real estate. Does



your team have good understanding, smooth conversation, efficient communication..... Are you a
good teammate? Asking youself these questions.

References:

1. The graphics- Historical Data from KW Research report on Feb. 2024
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2. NAR Jan. 2024 report Key highlights: https://www.nar.realtor/newsroom/existing-home-
sales-slid-1-0-in-december
3. The housing forecasts for 2024: https://www.nar.realtor/newsroom/nar-chief-economist-

lawrence-yun-forecasts-existing-home-sales-will-rise-by-15-percent-next-year

U.S. home price forecasts for 2024
The average forecast tracked by ResiClub expects U.S. home prices to rise 2.38% in 2024
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Q. & A.
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1. KEF SR E A WA X 5] ? Answered.

2. 7 BT T ORIV T AL ik 8 AT 5 =ik A 2 Both. I A BT I H NAZ3RAF X 9 7 1 -

3.5 MR 5 AL anfer Ab ¥ £ 44 ? Should follow rental agreement terms by each State. There
are steps to do, and Landlords should handle it properly so that landlords will have recourse legally.
Any missing step might cost financially to landlord. Property manager shall know how, and it’s
their professional job. ( using Oregon rental agreement as example)

4. HAER R OT R R IR e A ER 2 H] home equity T 3K H AL 5 4 1 2

-These are two separated questions. You have to look at the family tax (income tax brackets);
financing (debts and income changing ) and timing ( retirement ? )

-Depended on the income trends and new investment income ( NOI). Do you have positive cash
flow after paid investment mortgage PI ( principal & interest) +home equity monthly payment?



5. i HARMIKR? R g, WHEBAK, FIRAL, Biifkim, B st e by &5
M 2

There is no direct link between the stock market and mortgage rates. Yes, at times, the stock
market and mortgage rates may move in the same direction. At other times, they may move in
different directions. Because they aren’t directly linked, you can’t count on a change in the stock
market to be reflected in mortgage rates.

There are many factors that can influence mortgage rates including economic growth, inflation,
and the actions taken by the Federal Reserve. The Federal Reserve is responsible for monetary

policy. It sets the federal funds rate, a short-term interest rate that can indirectly affect
mortgage rates. In addition, the purchase or sale of Treasury bonds by the Federal Reserve
affects the supply of money, which then can affect other interest rates, including mortgage rates.

2" part of question, “M Tl B &M 5E5E " ? 7 There is no cut-and-dried answer, and it
needs finance planning of each individual, family financing discussion shall be involved privately.
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HEME 2R E =2 (NAR) proposed (127%) settlement(JE4MIE), % (the Final) AAGE R 7 Hr. LR & NAR EfE IS

NAR President original post “The settlement, which is subject to court approval, makes
clear that NAR continues to deny any wrongdoing in connection with the Multiple
Listing Service (MLS) cooperative compensation model rule (MLS Model Rule) that was
introduced in the 1990s in response to calls from consumer protection advocates for
buyer representation.”
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NHIXANFRATNF Rental Agreement AHI)— N EEE MBI, | can’t emphasis enough that you should hire licensed property management to

manage rental property)

Example in Oregon: What are The Legal Requirements for Termination Notices?

Portland has enacted various tenant protections and renter rights ordinances to safeguard tenants from unfair eviction practices and
ensure access to affordable housing. Landlords must familiarize themselves with these regulations to avoid violating tenant rights.
Termination notices must be in writing and contain specific information as Oregon law requires. This includes the date of the notice,
the reason for termination (if applicable), and the date when the tenant must leave the premises. You must deliver termination
notices to your tenants through a legally recognized method, such as personal delivery, certified mail, or posting the notice on the
rental property in a conspicuous location.

9. 5 Pk IAT Mk, location 1R4F, {HEH M IC Penny B 5 — BB KA PNAT, LG RRHURAME. 16 MbHb A 12 ) 7 B 2
Every type of investment has risks even we do everything right, what’s the best resolution in the worse situation would be the real
guestion. | have been there, | hope that you work with a good commercial adviser who can help you to make right move.

About commercial RE market, right now, all types of commercial RE multifamily, retail, office are in very slow market, but industry
market is the only one healthy with net absorption, it will remain healthy in 2024. CoStar estimates that office tenants gave back
about 65 million square feet of space last year.

Now a new threat looms as hundreds of billions of dollars in loans reaches maturity over the next few years, this is not just the
United States’ problem, it have spread to Japan and Europe. | think that we will see worse before see good. Some expert said

commercial real estate investment activity likely will begin to pick up in the second half of 2024. | think there are opportunities in
the slow market as always.


https://uzer9ccbb.cc.rs6.net/tn.jsp?f=0013y8LPp4mxFwiRcrHwamytRUQahpREjPlB8HWI5fexFm7gE0UDGbhVlB-kkZ7FmnzBIwsvWeyR8pmvmMLrGxKtMN1InUl-yHD_7CT8_BEP-FhQ-uehyKQuIj1DtH9yxRUAeqs1EgTczfrNcEvL_bDbBqIxiLaGiOS2PfOCV8W_BCcjx8E32m-ToYlN-A_sik0FZaRd85COjfhAiSuFKBjoU6DXxTayCxzM7DRbdezEqZfx6IT_QG6DMzD9qTz8Eks&c=3YoxSp0Yv9Tw3TbIvEI9eHSRrPhA1fDvDqiLAIn9B3TqjIk8MRVz4g==&ch=cQGf1KrBYFf4Iu7hS_Ym8ZuBOoLn0AN18t6lbLP_NU4vkHw_clov_w==

10. I — L A BB —LEIRFM T - (BEFER K 7T AERE N AMTISRM~40E - oJ1031 WA EECHEAEE, RXD
ST 1031 E4LE?

The first, | don’t have security license nor DST expert. Investors getting DST are for a sort of reasons, management; no need to go out
to qualify a loan; you can invest in with $100,000, no need big capital......

DST is security, sold by sponsor. You need DST specialist with security license to work with you. You shall work with qualified 1031
Exchange Company who will help you to find opportunity in the pool of DST.

11. WS MR, BT, ERb EATAERNhIT?

This is the question for CPA, | am not CPA nor tax adviser. | have two personal advises to you and all investors: 1) keep all original
record, invoices, working schedule...all for at least 3 years ( I've kept for 6 years) 2) Always work with CPA for your tax return. These
are what | have been doing all my life and save us out of trouble.
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15 2% Costar [ % https://www.costar.com/article/338468743/some-real-estate-professionals-say-us-office-market-may-still-have-
room-to-fall
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https://www.costar.com/article/338468743/some-real-estate-professionals-say-us-office-market-may-still-have-room-to-fall

The last, our job ( real estate broker ) is professional adviser, | can only give general advice today, in the hope that | helped your
preparing in the future investment.

BT AR, REEREFENE. MREHFEMSEHEETRELSER, ERERREN.
T EAR IR VR XA B B !

BEAK!

Thank you!

Ching Yu, T &, #E[%= 78 2%, Hillsboro, Oregon, USA.

Principal Broker, Commercial Broker. Licensed 1996-present.

Cell phone: 503-703-9698, email: Ching@realestateinvests.us



