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THE REAL QUESTION

The question isn't whether rentals are good. It's whether this
rental is right for you.
Inheriting a rental property sounds like a windfall — a ready-made income stream, an appreciating asset, a

financial cushion. And sometimes it is. But the reality of inherited rental properties is more complicated than the

headline.

The property may carry deferred maintenance that a tenant has never reported. The rent may be below market,

locked in by a long-term tenant relationship the previous owner maintained out of loyalty. The insurance may not

reflect current replacement costs. And among multiple heirs, what looks like a simple 'keep it' decision may

actually be a source of ongoing conflict.

This guide is designed to help you evaluate the decision honestly — financially, operationally, and practically —

before committing to a path.

OBSERVED REALITY

The decision to keep an inherited rental is almost always made emotionally first and financially second.

That's understandable. But the families who regret the decision most are usually those who kept a

property they weren't equipped to manage and sold it two years later under worse conditions than if

they'd sold at inheritance.

PART ONE

Separating the Emotional Decision from the Financial One
It's worth naming the emotional dimension directly before working through the numbers. Keeping a rental property

often carries symbolic meaning — a connection to the deceased, a sense of preserving something they built, a

reluctance to convert an asset into cash that will simply be spent. Those feelings are legitimate. They are not,

however, a financial analysis.

Questions worth asking honestly:

■ Would you buy this property today at its current market value, knowing everything you now know about it?

■ Is keeping it a financial decision — or a way of not having to make a harder one?

■ If it were a stranger's rental and you were the buyer, would the numbers attract you?

■ Are all heirs genuinely aligned — or is one party capitulating to avoid conflict?

■ Do you have the bandwidth to manage it, or coordinate someone who will?



OBSERVED REALITY

The most useful reframe is this: you are not deciding whether to 'keep your parent's rental.' You are

deciding whether to invest in a rental property at today's price, in this condition, with this tenant

situation. Would you make that investment if it were offered to you fresh?

PART TWO

The Financing Advantage — and Its Limits
If the inherited property is owned free and clear, the rental math looks very different than it would for a leveraged

investor. No mortgage means higher cash flow, lower risk, and significantly more flexibility. This is a genuine

advantage — but it can also mask underlying economics that wouldn't survive debt service.

FACTOR FREE AND CLEAR WITH MORTGAGE

Monthly cash flow High — rent minus expenses only Lower — subtract debt service

Cap rate sensitivity Less critical — no debt coverage required Cap rate must exceed cost of capital

Flexibility High — can sell any time without payoff

complexity

Lower — payoff and prepayment

considerations

CapEx risk Absorbed by cash flow more easily Can eliminate cash flow or require capital

injection

Appreciation benefit Full — no leverage premium but no

leverage risk

Amplified by leverage — in both directions

A property owned free and clear at a 5% cap rate produces meaningful income. That same property, purchased

with a mortgage at today's rates, might cash-flow negatively. The inheritance removes the acquisition cost — but

not the ongoing operating costs, the CapEx obligations, or the opportunity cost of the equity.



PART THREE

Deferred Maintenance Realities in Inherited Rentals
Rental properties that have been owner-managed for many years often carry significant deferred maintenance —

not out of negligence, but because individual landlords frequently address only what tenants report, defer capital

expenditures to preserve cash flow, and maintain older systems past their optimal replacement window.

WHAT TO EVALUATE BEFORE DECIDING TO KEEP

■ Roof age and condition — a 20-year-old roof in Colorado needs replacement, not monitoring

■ HVAC age and last service record — heating system failure mid-winter is an emergency

■ Water heater age — 10+ years is end-of-life in most cases

■ Electrical panel — Federal Pacific and Zinsco panels are uninsurable in many cases

■ Plumbing — older clay or galvanized pipe systems in Denver-area properties are high-risk

■ Sewer line condition — scope a sewer line before assuming it's functional

■ Foundation and drainage — expansive soils in Colorado cause ongoing movement

■ Windows and weatherization — single-pane or failed-seal windows increase operating costs

■ Any deferred repairs the previous owner was aware of but hadn't addressed

OBSERVED REALITY

A rental property with $40,000 in deferred capital expenditures is not a free income stream — it's a

deferred repair obligation. Those costs will arrive on your timeline or the property's. They rarely arrive

at a convenient moment.

PART FOUR

Running the Real Numbers
The most common mistake in rental evaluation is starting with gross rent and stopping there. Real cash flow

analysis must account for all operating costs, realistic vacancy, management overhead, and a capital expenditure

reserve.

LINE ITEM NOTES YOUR ESTIMATE

Gross annual rent Use current market rent, not current below-market rent $________

Vacancy allowance 5–8% in most Denver-area markets – $________

Property taxes Annual amount from county records – $________



LINE ITEM NOTES YOUR ESTIMATE

Insurance Landlord/rental dwelling policy — get current quote – $________

Property management 8–12% of gross rent if professionally managed – $________

Routine maintenance Budget 1% of property value annually minimum – $________

CapEx reserve Budget an additional 1–1.5% of value for replacements – $________

Utilities (if owner-paid) Water/sewer/trash in some multi-family situations – $________

NET ANNUAL CASH FLOW After all realistic operating costs = $________

Cash-on-cash return Net cash flow ÷ property value × 100 _______%

OBSERVED REALITY

A cash-on-cash return below 4–5% on a free-and-clear rental in Colorado deserves scrutiny —

particularly if the property requires near-term capital investment. That return may compare

unfavorably to simpler alternatives, once management burden and CapEx risk are properly weighted.

PART FIVE

Existing Tenant Situations
If the property has existing tenants, the situation carries specific legal and practical dimensions. Colorado law

protects tenants through ownership transitions — you cannot simply ask a tenant to leave because you've

inherited the property.

TENANT SITUATION — IMMEDIATE STEPS

■ Do not disturb the tenancy before consulting an estate attorney

■ Obtain a copy of the existing lease — review term, rent, and any addenda

■ Confirm the lease is valid and whether it has transferred to you as the new owner

■ Confirm rent is current — request ledger from previous owner or property manager

■ Review the security deposit situation — it must be held and transferred properly

■ Introduce yourself in writing as the new owner/contact — send via certified mail

■ Assess the tenant relationship: long-term, cooperative, or complicated?

IF YOU'RE CONSIDERING SELLING WITH A TENANT IN PLACE

■ Understand lease terms — a long-term lease conveys with the property in most cases



■ An occupied property may attract investor buyers and reduce retail buyer pool

■ Consider a tenant buyout agreement if they are willing and the numbers work

■ Consult an attorney before any communication that could be construed as an eviction attempt

PART SIX

Multi-Heir Rental Situations
Co-ownership of a rental property among multiple heirs is one of the more operationally complex situations in

inherited real estate. It works smoothly when heirs are aligned, organized, and agree on long-term direction. It

becomes a significant problem when any of those conditions aren't met.

■ Are all heirs genuinely aligned on keeping it — or is one party reluctant and simply not saying so?

■ Who has decision-making authority for repairs, tenant issues, and emergencies?

■ How will operating expenses be shared — and what happens if one heir can't contribute?

■ What is the exit plan if one heir later wants to sell their interest?

■ Is there a written co-ownership or operating agreement — or just an assumption of goodwill?

■ What happens if the property requires a $25,000 roof replacement next year?

OBSERVED REALITY

Co-owned rental properties without clear operating agreements almost always create conflict

eventually. The question is whether that conflict arrives early — when it can be resolved cleanly — or

late, after the relationship has been damaged.



PART SEVEN

Mid-Term and Short-Term Rental Considerations
Some inherited properties — particularly mountain properties, properties near medical centers or universities, or

well-located urban properties — may be candidates for mid-term rental (30–90 day furnished) or short-term rental

(Airbnb/VRBO) strategies. Both can produce higher gross revenue than long-term rentals. Both also carry higher

operating complexity, higher management cost, and specific regulatory considerations.

STRATEGY PROS CONS / RISKS

Long-Term Rental Predictable income, low management

intensity, stable occupancy

Lower gross rent, limited flexibility, tenant risk

Mid-Term Rental

(30–90 day

furnished)

Higher rent, more flexible, typically

higher-quality tenants (travel nurses,

relocating employees)

Requires furnished property, more frequent

turnover, higher management overhead

Short-Term Rental

(STR / Airbnb)

Highest gross revenue potential in the right

location

Requires local licensure (varies by

municipality), active management, higher

operating costs, neighbor/HOA risk

Mountain STR Strong seasonal demand in many

Colorado mountain markets

Heavy regulation in most mountain towns;

insurance increasingly difficult; seasonal

income variability

OBSERVED REALITY

Short-term rental regulations have tightened significantly across Colorado — particularly in mountain

communities. Before assuming an inherited mountain property can operate as an STR, verify current

municipal licensing requirements, HOA rules, and insurance availability. Several mountain towns have

imposed caps or outright bans on new STR licenses.

PART EIGHT

Hold vs. Sell Decision Framework

FACTOR SIGNALS TO HOLD SIGNALS TO SELL

Property condition Well-maintained, systems updated Significant deferred maintenance

Cash flow 4%+ cash-on-cash return after realistic

expenses

Sub-4% return; cash-flow negative after

reserves



FACTOR SIGNALS TO HOLD SIGNALS TO SELL

Tenant situation Stable, long-term, market-rate tenant Below-market, complicated, or vacant

Heir alignment All heirs genuinely aligned with clear

agreement

Mixed alignment, no operating agreement

Management capacity Willing to self-manage or budget for

management

No appetite for landlord responsibilities

Location trajectory Strong neighborhood fundamentals, rent

growth trend

Flat or declining rental demand in the area

Tax situation Stepped-up basis reduces gain;

depreciation valuable

Complex estate tax situation; consult CPA

first

Evaluating whether to keep an inherited rental?

Schedule a consultation with Brendan Gustafson. With direct rental ownership and management experience, the

evaluation goes beyond surface-level analysis — covering real operating economics, condition assessment, and

market positioning.
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This guide is for informational purposes only and does not constitute legal, tax, or financial advice. Please consult your attorney, CPA,

or financial advisor regarding your specific situation. All real estate services provided through Kentwood Real Estate City Properties.

This guide does not constitute investment advice. Rental income projections and cap rate estimates are illustrative only. Consult a CPA

regarding tax implications.


