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Introduction




One of the finest ways to make money is through real estate investing, a wise choice all year. Even yet, it can be difficult if you lack basic understanding and direction, especially if you are not familiar with the area where you intend to make investments. It is better than mutual funds, fixed deposits, shares, and bonds, but it might destroy your life savings if you don't understand the basic regulations controlling this sort of investment. 

The real estate sector is developing and enticing. Real estate has developed into a multi-trillion-dollar sector and is still a crucial aspect of daily life. In summary, whether at home, at work, during leisure time, etc., we all understand the importance of having a roof over our heads, and these roofs are constructed with certain materials and fulfill specific roles. Understanding the framework of the real estate market industry requires knowledge of the following concepts: economics, risk, and investment.

Real estate investing has a fairly straightforward philosophy. The aim is to put money into investments and let it develop so that more money is available. All investments involve risks, but the potential benefit must outweigh the risk. Consider the game of Monopoly as an example. To succeed, one must buy homes, avoid declaring bankruptcy, and collect rent to pay for even more homes. If only everything were that simple. Although the idea is similar in real life, making a mistake during the investment process could have disastrous results.

When you're ready to begin investing in real estate, you should choose a certain kind of real estate. This book provides information about the types of real estate investments that best meet your needs and goals. Whether you are a beginner investor or experienced, you will learn about all the steps involved in the investment process.








Chapter one

Understanding Real Estate Investing Basics





60% of all assets globally are classified as "mainstream," real estate makes up a considerable amount of all national, corporate, and individual wealth. Given this, it is obvious that anyone searching for asset classes to allocate some of their cash to should give real estate investing some thought. 

But understanding the basics of real estate investing is necessary before you can decide whether or not to invest in real estate and which of the numerous forms of real estate would make the most sense for you.

This chapter aims to provide you with a thorough introduction to real estate investing. It addresses the question, "What is real estate?" that even some seasoned real estate investors find difficult to answer properly.

What Is Real Estate?

Real estate investing is the purchase, ownership, acquisition, and administration of land, properties, or anything else for financial gain.

Real estate can be a beneficial addition to a portfolio of investments. Every piece of real estate is different, and they aren't creating any more of it. Whatever sort of real estate investing you choose, real estate is a terrific way to increase your return on investment.

Whether you want to be a very hands-on investor or fully hands-off, a wide variety of options are available to real estate investors.

Why Real Estate Is A Popular Investment Choice

Real estate is a very solid investment since a tangible asset backs it. An investment property will often hold its value and increase over time. It is improbable that you would suffer a total loss on a real estate investment if you pay your mortgage in full each month and have the appropriate insurance.

Real estate can be a secure option to spend your hard-earned money on something constantly in demand because people will always need a place to live. Therefore, it shouldn’t be surprising that real estate is a common investment nowadays. Let's examine some of the additional factors contributing to its popularity:

Investors Make A Profit Very Quickly

Real estate investors can start seeing cash flow immediately, depending on the investment and how it was obtained (i.e., with or without financing). For instance, a turnkey real estate investment already has a desirable tenant and has been thoroughly refurbished. You get your first rent check at the end of the first month.

Equity And Long-Term Appreciation Grow Over Time

Long-term real estate investments generate a monthly positive cash flow and increase equity. You use your tenant's rent to pay down every mortgage payment. You are ultimately having someone else pay for your investment when you pay off a mortgage with the money provided by your tenant.

The second advantage of a long-term real estate investing approach is appreciation. In the majority of markets, property values increase with time. Zillow reports that real estate value in the US has climbed by 6.9% yearly. Therefore, the home you buy now for $150,000 could be worth $292,000 in ten years.

Low Barrier To Entry

Getting started as a real estate investor is not as hard as it sounds. To make your first investment, you don't need to have thousands of dollars on hand. Utilizing the several available financing options is the key to success for several real estate investors. You might only need to pay 20% down on the house to begin investing in real estate, and you can finance the other 80% with a low-interest mortgage. Other possibilities, such as non-recourse loans, hard money, or even personal loans, are available if you cannot obtain a mortgage. To maximize your real estate investments, you must know your financing alternatives.

Investors Have The Option Of Using Leverage

An investor usually needs $100,000 in cash to purchase $100,000 worth of stocks or mutual funds. However, a real estate investor can purchase a piece of property worth $100,000 for only $20,000 in cash and the rest $80,000 via a loan.

Even though some properties (think fix-and-flip investors) might not qualify for a regular mortgage, many real estate investors can obtain several mortgages and expand their portfolios with as little as 20% down on each home. As we will explore in more detail later in this book, real estate investors use conventional financing to leverage their cash on hand so they may buy additional properties and optimize their investment chances.

Real estate has a low barrier to entry and high growth and diversification potential for a portfolio. Investors can purchase properties practically everywhere using resources like reputable property management firms.

Investors Benefit From Tax Breaks

Tax breaks available to real estate investors are not available to other investors. A real estate investor may claim the following deductions: Mortgage interest, depreciation, property taxes, insurance, repairs and upkeep, and travel expenses for business purposes.

Other strategies exist to prevent a real estate investment from going under, such as using a 1031 exchange to reduce capital gains taxes. Deductions may result in a higher positive cash flow for the investor and a lower tax bill.

The Time Commitment Can Be Adjusted

Turnkey investors merely use real estate investment as extra passive income, whereas fix-and-flip investors and investors who serve as property managers make investing their full-time profession. Different time commitments are needed depending on your investing approach.

Investors Can Manage Risk

You've probably heard the saying, "The higher the risk, the greater the reward!" This proverb has stood the test of time and applies to real estate investing. Lower-class assets can offer higher yields on paper, but they also carry a greater risk of loss. Although higher-class assets typically have lower yields, they are considered safer investments. Investors can choose real estate investments based on risk tolerance, much like in the stock market.

Types Of Real Estate Investments

Real estate investments come in various forms, but the majority can be divided into two groups: Real estate investments that don't involve the ownership of physical property, such as REITs and crowdfunding platforms, include tangible assets like land, homes, and commercial buildings.

Traditional, tangible real estate might yield a high return on investment, but it can also come with substantial upfront and recurring costs. Due to the reduced financial entry requirements of REITs and crowdfunding platforms, investing in a variety of real estate is far more affordable than buying even one traditional property. Another benefit of alternative real estate investments is the unique advantage of not having to leave your home or put on clothes to begin investing.

Here are five different sorts of real estate investments to take into account:

1. REITs

Real estate investment trusts, or REITs, own commercial real estate (think of hotels, offices, and shopping centers). Shares of these businesses are available for purchase on a stock exchange. You can participate in these companies' real estate by purchasing a REIT without taking on many of the risks that come with direct real estate ownership.

2. Crowdfunding Platforms

Crowdfunding platforms for real estate give investors access to real estate ventures that could yield huge profits but also come with many risks. Some crowdfunding platforms are only accessible to accredited investors, who are those who have a net worth of at least $1 million, or a joint net worth with a spouse, excluding the value of their home, or an annual income of at least $200,000 over the previous two years ($300,000 with a spouse).

3. Residential Property

Residential property includes single-family homes, condos, and vacation properties, almost any place people live or stay. Investors in residential real estate generate money by charging rent to tenants (or monthly payments for short-term rentals).

4. Commercial Property

Commercial property is a location that a company rents or leases. Commercial real estate includes leased restaurants, gas stations, strip malls with multiple businesses, and office buildings rented by a single company. Each firm would pay the property owner rent unless it owned it outright.

5. Vacant Land

Will they come if you build it? Investors often purchase the land for either commercial or residential construction.

However, if you intend to develop the land yourself, buying it for development involves some market research. The person most suitable for this form of investment has a sizable amount of money to invest, in-depth knowledge of all things real estate, including building codes, zoning laws, flood plains, and knowledge of the regional residential and commercial rental markets.

Risks Of Investing In Real Estate

When investing, the ability to recognize risk is essential. In this section, we'll discuss numerous areas with substantial investing risks.

Capital Risk

This implies the loss of capital. The downside of an investment is one factor to consider when assessing capital risks. How much money can an investor lose if things start to go wrong? The worst-case scenario can exceed the initial outlay.

Capital risks can extend beyond the amount of the initial investment. Did the investor invest 80% of their net worth? If that's the case, there's a major risk involved that could potentially spell ruin. Risk of ruin is a notion in trade. It warns against trading more than X% of your capital to avoid blowing up your account. Real estate investors can use this idea to indicate that putting a sizable portion of net worth into an investment with above-average risk can result in sizable losses.

Choosing an exit strategy falls under the capital risk category. Do they have a point at which it is viable to exit the investment if things go against them?

Additionally, keeping tabs on spending is essential. What are some potential high-cost yet low-probability expenses? These costs often come under capital expenses, including a leaking roof or a malfunctioning HVAC system.

Debt

Real estate investing often uses debt financing. However, the kind of debt financing is crucial. Do you have a non-recourse loan? The lender will then demand collateral seized in the event of failure.

Another crucial step is to understand the terms of the debt arrangement. Certain debt covenants may have been included in the agreement by the lenders. If the borrower is unaware of these covenants, they may be violated, leading to unfavorable outcomes.

Before applying for a loan, the borrower should have an understanding of what their debt coverage ratio will be. The debt coverage ratio reveals how much debt is repaid through rental income. For instance, a debt coverage ratio of 2.00 applies to a mortgage of $1,000 per month on a house renting for $2,000 per month. A loan covenant may contain a minimum debt coverage ratio that the lender may require the investor to meet.

Liability

Ample insurance coverage is required for properties in case someone is injured there. But insurance doesn't always pay for everything. Contracts are crucial for addressing the majority of other issues. Costly legal battles may be avoided with the aid of an arbitrage provision.

Additionally, keep in mind that you should budget money for insurance deductibles.

Liquidity Risk

Even meticulously planned undertakings occasionally don't go as expected. Delays and overruns happen often. An investor might need to discover new financial sources quickly. It's a question of liquidity. How quickly can an investor generate funds for unplanned but urgent costs?

Arranging a new loan will probably take too much time. It's possible that investors won't invest extra money in a project. Investors can occasionally be the only source of financing. However, liquidity becomes an issue if the investor's whole investment has already been made in the project. This could imply that the investor is forced to sell a portion of her (illiquid) assets at fire sale rates to raise quick cash.

The risk of ruin and the liquidity crisis are strongly intertwined. When liquid resources are depleted, and too much net worth is invested in a project, there is little to no tolerance for error.

Market Risk

National and local real estate market trends are tied to market risk. All real estate assets within the economy may be impacted if the economy is on the verge of a recession. On the other hand, while the economy can be performing well, local markets might be going through a slowdown.

Strong research at the local and national levels can help with this. Consider how a neighborhood will appear in ten years for a local area. What are the trends right now? Where are crime, market rents, and schools going? Do individuals take care of and upgrade their homes?

Property diversification can lessen local market risk but has a limited impact on reducing national market risk. The more properties an owner owns in various areas, the less probable vacancies will impact their overall portfolio.

Over Leveraging

Overleveraging is the practice of borrowing money relative to the value of an investment. Debt is utilized when an investor lacks the capital to invest in a project or when a shareholder seeks to increase returns.

Debatable and dependent on each situation, the debt amount is considered excessive. However, an investor becomes over-leveraged when they pile on debt to the point where any cash flow issue could prevent them from making loan payments or raising money to meet a loan-to-value covenant (if the property loses value).

The amount of debt taken upfront is not necessarily the determining factor in overleveraging. Depending on the loan kind, it may change. For instance, a loan with an adjustable rate may see payments rise to a level the investor cannot afford. The callable loan may be called if the investor lacks the funds to repay the loan. The investor was overleveraged in both situations.

Investors who use financing should have properties that produce steady, reliable income that can meet the lending costs. Anything else could expose an investor to overleveraging.

An effective risk analysis technique involves ranking the different risks that might occur in a real estate investment. Investors can assess the greatest risk first, and if they find that it cannot be properly reduced, they may reject the project. This is substantially faster than going through a longer, unordered list of dangers.







