	What is "Gross Rent Multiplier (GRM)" ?

	 
	
	

	The GRM is a very simple way to estimate a propertys value.  The formula for GRM for a particular potential investment is: GRM equals Price (or Value) divided by Forecasted 1st years Potential Rental Income.  This gives you the GRM for that property which can then be compared to the GRMs for other comparable properties, which have recently sold, giving you a guide to the market value.  As an investor looking at apartments on the market, you can have a goal GRM in mind to help you to determine if it is worth your time to gather more detail analysis of a potential apartment building. 

I once had a buyer client that refused to look at anything that had more than a 7.0 GRM.  He passed up a lot of property that was just as good an investment as the one he finally bought because he used this as a hard and fast rule rather than a guideline.
Using an example of an apartment complex that is offered for sale at $1,000,000, which has potential annual rental income of $145,200 (22 units at $550/month times 12 months), the GRM would be 6.9.  Looking at all other similar apartments that have recently sold, we calculate that their GRMs range between 7.5 to 9.  We now know that this property is priced in a realistic range and we might want to pursue it further and do further analysis beyond the GRM.  Keep some thoughts in mind here: If the GRM of 6.9 was compared to comparable property sales shows that the market rate is 7.5 to 9, then we could surmise that this property is under-priced or might possibly be a good buy.  If we have analyzed the market GRM to be 7.5 to 9 as above, then we can estimate the 22 unit apartment should be priced at $1,089,000 to $1,306,800.  If the GRM had turned out to be 8.3, you would know that the price asked is average and want to look at other factors to determine whether it would be a reasonable investment for you.
You have to be sure that you take into consideration that the comparables used to determine your market GRM of 7.5 to 9 were indeed comparable ? equal unit mix, square footage per unit, location, and condition.  You might have to come up with several ranges of GRMs for all 1-bedroom units versus larger 2-3-bedroom complexes.  Number of units in a building also would require different analysis since 5-15 unit buildings would have different factors than 50-100 unit complexes.  
GRM can be used to look at properties available on the market and thereby measure market performance.  If you take the price of properties under consideration and divide each price by the forecasted potential rental income, it will give you the GRM for comparison.  This will show which properties need further analysis to see if the price is good, or if the rents might not be up to market.
GRM is a quick and easy ratio, however, there are many things that a GRM comparison does not take into consideration.  It does not use any vacancy or credit loss, or any operating expenses, or financing, or tax impact and it only looks at a one year forecast.  
It is, therefore, best to only use GRM as a quick estimate of value.  As in any investment measurement ratio, GRM should be looked at as a starting point, and from there you need to look at it in combination with all the other factors at your disposal, such as CAP rate, cash-on-cash return, internal rate of return, etc. 
	
	


