
RESIDENTIAL PROPERTY ANALYSIS

For

John and Mary Demo

This Property Analysis is for "Personal Residence" located at:

 1. Fair Oaks, CA

 2. Market Value
225,000
Assumed Appreciation Rate:
5%

 3. OPERATING EXPENSES:

 4. Yearly Property Tax
1,600
Assumed Escalation Rate:
2%

 5. Annual Insurance Premium
740
Assumed Escalation Rate:
3%

 6. Maintenance & Other
    1,200
Assumed Escalation Rate:
4%

 7. TOTAL OPERATING EXPENSES
3,540

 8. Estimated Cost To Rent/Month
1,100
Assumed Escalation Rate:
5%

 9. Cost To Sell
6%

​LOAN(S):

Date
Principal
Interest
Term
Payment
Balance
VA 1st Mtge         

 5/1997
135,000
11.50%
360
1,337
122,390

10. Marginal Income Tax Rate


30.00%
30.00%
30.00%
30.00%
30.00%

11. ​YEARS:

1/2009
2009
2010
2011
2012
2013

12. Market Value
$
225,000
236,250
248,063
260,466
273,489
287,163

13. Cost To Sell
$
   13,500
14,175
14,884
15,628
16,409
17,230

14. Loan Balance
$
122,390
120,497
118,192
115,609
112,711
109,463

15. Equity
$
89,110
101,578
114,986
129,229
144,368
160,471

16. Gross Profit
$
69,110
81,578
94,986
109,229
124,368
140,471

17. Loan Payments

$
16,043
16,043
16,043
16,043
16,043

18. Loan Reduction

$
2,055
2,305
2,584
2,897
3,249

19. Loan Interest

$
13,987
13,738
13,459
13,145
12,794

20. Property Tax

$
1,600
1,632
1,665
1,698
1,732

21. Tax Write-Offs

$
15,587
15,370
15,123
14,843
14,526

​OWNERSHIP EXPENSES:
22. Principal, Interest, Property Tax & Insurance
$
18,383
18,437
18,492
18,549
18,607

23. Maintenance & Other Expenses

$
1,200
1,236
1,273
1,311
1,351

​OWNERSHIP ADVANTAGES:
24. Equity Increase

$
11,866
13,408
14,243
15,139
16,103

25. Tax Savings

$
4,676
4,611
4,537
4,453
4,358

26. ​FINANCIAL RETURN

$
16,542
18,019
18,780
19,592
20,460
27. ​ ON EQUITY:


18.44%
17.74%
16.33%
15.16%
14.17%
28. ​RESIDENTIAL USE

$
-6,383
-6,077
-5,762
-5,437
-5,101
29. ​ (BENEFIT OR COST):


-7.11%
-5.98%
-5.01%
-4.21%
-3.53%
30. ​NET RETURN ON EQUITY:


11.32%
11.76%
11.32%
10.95%
10.64%
The Residential Property Analysis was developed in order to illustrate the importance of equity in a home as a significant part of the total assets of our financial planning clients.

The approach taken is to treat a personal residence as much like income property as possible.  To do so, tax deductible expenses are itemized.  There are, of course, fewer of them than for true income property.

The concept of “residential use benefit” substitutes for lease/rental income from investment property.  The owner/occupant attributes an income value to his home equivalent to what it would cost to rent similar accommodations.

The analysis then computes a financial return on equity which omits consideration of the property’s residential use value.  Separately, it then computes the residential use benefit or cost.  The results may either be positive or negative.

The bottom line is NET RETURN ON EQUITY.  It’s important to note that if you have a positive Residential Use Benefit you should be systematically saving or investing that amount of money in order to credit yourself with the additional return on equity dollars.

This report analyzes the property for year 2010.

The 15th line down in the analysis is titled EQUITY.  $114,986 is the net amount of money you would have (before income taxes) if you were to sell your home, pay off all mortgages, real estate commissions and closing costs.
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Lines 17, 18 and 19,  LOAN PAYMENTS, LOAN REDUCTION and LOAN INTEREST, simply describe how much of your mortgage payment goes to pay off principal and how much to interest.
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Line 21, TAX WRITE-OFFS, is the total of the annual interest on your mortgage and the annual property taxes.  The $15,370 shown would be reflected on your income tax form Schedule A, Itemized Deductions.
[image: image3.png]Residertial Property Analysis
For John & Mery Dema
01112008
Tax WHte-Offs

914,000
" Property Taxes
812,000 Loan ferest

10,000
95,000
95,000

54000

52000

£y
2009 2010 201 2012 2013 2014 2015 2016 2017 2013 2018 2020 2021 2022 2023 2024 2025 2026 2027 2025 2023 2060 2031 2032 2033 2034 2035 20 2037 2038
For Persanal Residence” locsted st
Fair Osks, CA




The next two lines, 22 and 23, comprise the costs you incur by owning this home.  These costs include your mortgage payments, property taxes, insurance premiums, maintenance and any condominium fees.

Line 24, shows your equity increasing by $13,408 for the year and line 25 shows income tax savings of $4,611.  These are the two biggest advantages of home ownership.  The total of these two lines shows up on lines 26 and 27, FINANCIAL RETURN ON EQUITY.  It is shown in both dollars and as a percent.  Keep in mind that this return is expressed as a percent of the previous year’s equity.

The RESIDENTIAL USE BENEFIT OR COST line either adds (in the case of a positive number) or subtracts (in the case of a negative number) the cost of renting this home as opposed to owning it.  The rationale here is that it may be more cost effective to rent if your ownership expenses are very high.

The final line on the report, NET RETURN ON EQUITY, is the sum of lines 27 and 29.  Disregarding any “pride of ownership” advantages, this line tells you that your home is “yielding” about 11.76% as a financial asset.

This Property Analysis is for "Personal Residence" Located At:

1. Fair Oaks, CA

2. Single Family Home

3. Market Value
$ 225,000

4. Current Financing:

LOAN:
Date
Principal
Interest
Term
Mo. Pay
Balance

VA 1st Mtge         
 5/1997
135,000
11.50%
360
1,337
122,390

Proposed Financing:

LOAN:
Date
Principal
Interest
Term
Mo. Pay
Balance

*Refinance 1st      
 1/2009
140,000
6.50%
360
885
140,000

EQUITY DOLLARS RELEASED:

5. New Loan(s)


140,000

6. Existing Loan(s)


122,390

7. Total Loan and/or Prepayment Costs

       0
8. NET RELEASED EQUITY


17,610

9. MONTHLY PAYMENT INCREASE

-452

MARGINAL TAX RATE:   
30.00%
30.00%
30.00%
30.00%
30.00%


End of Year:

2009
2010
2011
2012
2013
​PROPOSED LOAN(S):
10.Balance
$
138,569
136,909
135,137
133,247
131,229

11.Payments
$
9,734
10,619
10,619
10,619
10,619

12.Interest/Points
$
8,303
8,958
8,847
8,728
8,602

​OLD LOAN(S):     
13.Balance
$
120,497
118,192
115,609
112,711
109,463

14.Payments
$
14,706
16,043
16,043
16,043
16,043

15.Interest
$
12,813
13,738
13,459
13,145
12,794


End of Year:

2009
2010
2011
2012
2013
​16.Interest

   Difference
$
-4,510
-4,780
-4,612
-4,417
-4,192

17.Tax Savings
$
-1,353
-1,434
-1,384
-1,325
-1,258
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18.Payment

   Difference
$
-4,972
-5,424
-5,424
-5,424
-5,424

19.Cash Flow

   Difference
$
-3,619
-3,990
-4,040
-4,099
-4,166
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20.Mortgage

   Reduction

   Difference
$
462
644
812
1,007
1,232

​21.NET COST OF
$
-3,157
-3,346
-3,228
-3,092
-2,935
​22.RELEASED EQUITY  
-19.56%
-18.51%
-17.25%
-15.83%
-14.29%
23.AVG. COST RELEASED EQUITY:
5 Yrs: -17.09%  10 Yrs: -9.21%  Life Of Loan: 2.51%
The purpose of this analysis is to evaluate the results of either refinancing an existing mortgage or adding additional financing to your property.  It’s not uncommon to have real estate equities represent 50% or more of the net worth of our financial planning candidates.  It is imperative therefore that you know just what your options are with regard to this trapped equity.

The analysis compares the current financing on the property with any proposed changes and relates this proposal to both your income tax bracket and the after-tax investment return you’ll need to break even.

For the property known as Personal Residence, the analysis suggests that placing a new loan of $140,000 at 6.50% on the property will release $17,610 in cash.  In year 2010 you’ll need to realize an after-tax return on this money of -18.51% in order to break even.

Due to the one-time costs of obtaining a new loan you’ll notice that the first year’s net cost percentage is considerably higher than subsequent years.  Since these costs are nonrecurring they tend to distort the overall effect of obtaining new financing.  Therefore, we recommend using the break-even percentages for 2010 and later years when determining whether to refinance.
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This Property Analysis is for "Personal Residence" located at:

 1. Fair Oaks, CA

 2. Market Value
225,000
Assumed Appreciation Rate:
5%

 3. OPERATING EXPENSES:

 4. Yearly Property Tax
1,600
Assumed Escalation Rate:
2%

 5. Annual Insurance Premium
740
Assumed Escalation Rate:
3%

 6. Maintenance & Other
    1,200
Assumed Escalation Rate:
4%

 7. TOTAL OPERATING EXPENSES
3,540

 8. Estimated Cost To Rent/Month
1,100
Assumed Escalation Rate:
5%

 9. Cost To Sell
6%

​LOAN(S):

Date
Principal
Interest
Term
Payment
Balance
*Refinance 1st      
1/2009
140,000
6.50%
360
    885
140,000

10. Marginal Income Tax Rate


30.00%
30.00%
30.00%
30.00%
30.00%

11. ​YEARS:

1/2009
2009
2010
2011
2012
2013

12. Market Value
$
225,000
236,250
248,063
260,466
273,489
287,163

13. Cost To Sell
$
   13,500
14,175
14,884
15,628
16,409
17,230

14. Loan Balance
$
140,000
138,569
136,909
135,137
133,247
131,229

15. Equity
$
71,500
83,506
96,270
109,701
123,833
138,704

16. Gross Profit
$
51,500
63,506
76,270
89,701
103,833
118,704

17. Loan Payments

$
11,071
10,619
10,619
10,619
10,619

18. Loan Reduction

$
1,593
1,661
1,772
1,890
2,017

19. Loan Interest

$
9,478
8,958
8,847
8,728
8,602

20. Property Tax

$
1,600
1,632
1,665
1,698
1,732

21. Tax Write-Offs

$
11,078
10,590
10,512
10,426
10,334

​OWNERSHIP EXPENSES:
22. Principal, Interest, Property Tax & Insurance
$
13,411
13,013
13,068
13,125
13,184

23. Maintenance & Other Expenses

$
1,200
1,236
1,273
1,311
1,351

​OWNERSHIP ADVANTAGES:
24. Equity Increase

$
11,404
12,764
13,431
14,132
14,871

25. Tax Savings

$
3,323
3,177
3,153
3,128
3,100

26. ​FINANCIAL RETURN

$
14,727
15,941
16,584
17,260
17,971
27. ​ ON EQUITY:


20.43%
19.09%
17.23%
15.73%
14.51%
28. ​RESIDENTIAL USE

$
-1,411
-653
-338
-13
323
29. ​ (BENEFIT OR COST):


-1.96%
-0.78%
-0.35%
-0.01%
0.26%
30. ​NET RETURN ON EQUITY:


18.47%
18.31%
16.88%
15.72%
14.77%
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