CLIENT CASE STUDY
From One 60-Year-Old Rental in Imperial Beach to Four New Homes in Tennessee – A NET Gain of over $1.88 million!
How a single question about rent-to-price — “Is your equity actually earning its keep?” — reframed an 11-year hold into a tax-deferred portfolio upgrade with MORE THAN ELEVEN TIMES the monthly net income.
The Snapshot
	The Property
	Single-family home - Imperial Beach, CA (60 years old)

	Market Value
	$895,000

	Original Purchase Price
	$370,000 (owned 11.5 years)

	Current Loan Balance
	$318,000 @ 3.125% (30-yr fixed)

	Current Rent
	$3,695/month (below market of $4,000)

	Current Monthly Net Income
	$111

	Current Equity
	$577,000



How the Conversation Started
Greg is a good friend of mine and a great client as well and we got into a discussion about rents compared to the value of the home, the “First Filter” as I call it.   He came to me happy with his Imperial Beach rental. He had a coveted 3.125% mortgage, the property had nearly tripled in value since he purchased it, and the tenant was steady. On paper, nothing was broken.
The conversation pivoted on a single metric: rent-to-price. Greg’s property was generating only 41 basis points (bps) or $3695 per month rent divided by the value of $895,000.  The home had appreciated beautifully, but as an income engine it had quietly become inefficient. The bottom line: after taxes, insurance, management, and reserves, Greg was netting just $111 per month on a property worth nearly $900,000.  That is when we discussed his 5 Options™ with our proprietary software:
	
	Imperial Beach (Today)
	Tennessee (Reinvested)

	Property
	1 home, 60 years old
	4 homes, newly built

	Total Value
	$895,000
	$1,617,500

	Monthly Rent
	$3,695
	$8,087

	Rent to Price Ratio
	41 bps
	65 bps

	Operating Cap Rate (NOI ÷ Value)
	3.26%
	6.0%

	Current Net Income (monthly)
	$111
	$1,251



The takeaway: Greg’s equity wasn’t earning its keep. The same dollars, repositioned, would lift his monthly net income from $111 to $1,251 — an 11x improvement — without writing a check to the IRS.
Evaluating Greg’s Five Options
Rather than jump straight to a recommendation, we modeled, using our software, every realistic path forward over a 20-year horizon — same appreciation assumptions, same expense inflation, same tax framework — so the numbers were genuinely comparable.
	Option
	Net Income (Yr 20, /mo)
	Future Value (Yr 20)
	What it means for Greg

	1. Keep & raise rent to market
	$5,967
	$3.02M
	Simplest path; great loan stays in place, but rent-to-price stays low.

	2. Refinance to Lower Payment
	$4,030
	$2.77M
	New 30-yr clock at 6.5% wipes out the 3.125% advantage.

	3. Cash-out refi + buy 1 rental
	$5,372
	$3.56M
	Adds one TN rental; better, but only modest diversification.

	4. 1031 exchange into 4 TN SFRs ✓
	$10,429
	$4.885M
	Defers taxes; redeploys equity into a 6% cap-rate market.

	5. Sell, pay taxes, invest elsewhere
	$883
	$2.85M
	$102K tax bill; loses the leverage and depreciation benefits.



Side-by-side, the 1031 exchange was by far the eye catching solution. It jumped Greg’s current monthly net income from $111 to $1,251 — an 11x improvement on day one — and produced 75% more monthly income at year 20 and roughly $1.8M more in future value than the next-best option and DOUBLE the future value compared to staying the course on his current rental.  All while deferring the ~$102,000 capital-gains and depreciation-recapture tax bill Greg would have triggered by selling outright.
Why Four New Homes in Tennessee
The headline number — 11x the monthly net income — was only half the story. The replacement portfolio also meaningfully reduced Greg’s risk profile in two ways that don’t show up directly in the spreadsheet.
Less risk as a landlord.
1. California is one of the most heavily regulated rental markets in the country. Statewide rent caps (AB 1482), strict just-cause eviction rules, and long eviction timelines all sit on the landlord’s side of the ledger. Tennessee runs the other direction — landlord-friendly statutes, no statewide rent control, and faster eviction processes when things go wrong.
1. No state income tax in Tennessee on rental income, vs. California’s top marginal rate that can reach 13.3%.
1. Diversification across four roofs, four tenants, four lease cycles — a vacancy in one home no longer threatens 100% of the portfolio. With the Imperial Beach property, a single bad tenant or extended vacancy stops the entire income stream.
1. Insurance and natural-disaster exposure are lower in Greg’s target Tennessee markets than in coastal Southern California, where insurance availability and pricing have become genuine concerns.
1. Finally, last but not least, was our direct experience in this market.
New construction vs. a 60-year-old home.
1. The Imperial Beach home was built around 1966. At 60+ years old, it’s entering the stage where major capital expenses — roof, HVAC, plumbing, electrical, windows — start arriving on the same calendar.
1. The four Tennessee homes are newly built. Builder warranties cover most major systems for the first several years, and the deferred maintenance reserve required to responsibly own a new home is dramatically lower than for a 1966 build.
1. Predictable expenses = predictable cash flow. Greg’s $111/month net income is fragile — one $20,000 roof or HVAC failure wipes out many years of net income on the Imperial Beach property. New construction in TN materially reduces risk year-over-year volatility.
1. Cap rate that actually pencils. Tennessee SFRs in Greg’s target markets are pricing around a 6% operating cap rate vs. ~3.3% on the Imperial Beach property — and that’s before factoring in lower repair costs on newer homes.
1. Tax deferral via §1031 keeps the full ~$577K of net sale proceeds working as a down payment instead of being eroded by a six-figure tax bill.
The Outcome
Greg moved forward with the 1031 exchange, listing the Imperial Beach property and identifying four replacement properties in Tennessee within the 45-day window. The transaction is structured to:
1. Lift monthly net income from $111 to $1,251 starting day one — an 11x improvement.
1. Convert $577,000 of trapped California equity into income-producing TN real estate.
1. Increase projected Year-20 monthly net income from $5967 to $11,203.
1. Defer roughly $102,000 in federal capital-gains tax and depreciation recapture.
1. Replace one 60-year-old building with four new homes — dramatically reducing both regulatory risk and deferred-maintenance exposure.
1. Position Greg with a portfolio he can sell down piecemeal in retirement — paying off remaining loans property-by-property to create truly free-and-clear cash flow.
The Framework Behind the Decision
Greg’s case is a clean illustration of how we work with rental property owners. We don’t start with a product or a transaction — we start with three questions:
1. What is each dollar of your equity actually earning right now?
1. What are all of your options — including the ones that feel disruptive?
1. Which option best matches your goals for income, growth, and the next chapter of your life?
The spreadsheet doesn’t make the decision. It just makes the trade-offs visible — so the client can make a well informed decision.
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