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Real Estate Investing Book

      Dear Reader:

      Congratulations on making the decision to begin investing in your future and on choosing real estate as your pathway to that goal! You might have heard that investing in real estate is both stressful and risky, but don't worry — it doesn't have to be either of those things. If you move slowly and surely, researching your market carefully before you attempt to buy a property, you'll find that real estate is one of the most stable investments you'll ever make.

      Real-estate investors have a unique opportunity because they are buyers and sellers many times over. Closing numerous transactions is great practice, and you'll get better at it every time. Your negotiation skills will soar, and so will your confidence.

      I hope The Everything® Real Estate Investing Book helps motivate you to begin this new venture. So relax, take a deep breath, and have some fun with it!

      
        
          
        
      

    

  
    
      

      For my parents, Earnest Lloyd Armstrong and Thelma Lyons Armstrong, who are never far from my thoughts.
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      Top Ten Ways to Prepare for a Real-Estate Investment Career

      
        	Get your finances in order. Don't miss out on a fantastic property because you are short of cash or have bad credit.

        	Become familiar with your local real-estate market. You won't know a good purchase unless you're in tune with what's available.

        	Network with friends, relatives, and other people you see on a daily basis. Tell everyone you are interested in buying real estate.

        	Take a real-estate licensing class, just for the information that it offers.

        	Find a mentor, someone who has already achieved success in the field. The advice will be invaluable.

        	Develop a professional relationship with at least one good real-estate agent. Agents are a wonderful source of information about your local real estate.

        	Talk to a tax professional to determine how you should progress with your business.

        	Find a local attorney who practices real-estate law.

        	Become familiar with the methods used to find public documents that are recorded online or at your county courthouse. Real-estate purchases and sales require a good deal of research, so it's important to learn how to find what you need.

        	Talk to locals who are already part of the local real-estate community.

      

    

  
    
      

      
      
        Introduction
      

      [image: illustration] Welcome to The Everything ® Real Estate Investing Book. Are you ready to begin exploring the world of real-estate investing? You've come to the right place, and you might be surprised to learn that the topic can take you down many different pathways. There's a real-estate specialty to suit just about everyone.

      You've no doubt heard people say, “I wish I had invested in real estate thirty years ago.” Well, thirty years from now, people will still be making that comment. There's no time like the present to get started. The longer you wait, the higher real-estate prices will be—that's one reason real estate is such a wonderful place to invest your money. It's one of the most stable investments you'll ever find. The worst mistake you can make is not buying the “wrong” property—it's not buying anything at all.

      Many real-estate investors find that residential properties are the perfect place to start—they're a safe investment and, when you choose wisely, not too difficult to turn around in a hurry. Whether you stick to that path or branch off to another is up to you. There's plenty to choose from, including commercial real estate, land development, or owning and managing a large apartment complex or strip mall—perhaps one of those specialties is more appealing to you.

      You'll become a good detective as you learn to research properties and locate their owners. The real-estate negotiation process will help you improve your people skills because it forces you to interact with home-buyers, home-sellers, tenants, agents, and other members of the real-estate community. The knowledge you'll acquire will help you buy and sell personal residences, too. You'll even get to practice your home repair and maintenance talents as you remodel and care for your investment properties — and who among us can't use those skills every day?

      Get ready to discover how much fun it is to buy a piece of real estate that everyone else thinks is a disaster and to use your creativity and knowledge of the market to turn it into a property that's in high demand. Success takes a good bit of imagination — including the ability to see beyond chipped paint and outdated decorating — and it requires dedication and a willingness to get your hands dirty once in a while. It's definitely worth the effort — a successful real-estate investment career can put money in your pocket today and help secure your future wealth.

      This book offers a step-by-step analysis of the process of buying, selling, and renting real estate. It's essential for you to understand the details that must be considered before you initiate any type of real-estate transaction, and this book offers a solid background to help you do just that.

      Some deals are risky — others are a sure thing. More risk usually equals more potential gains (and losses), but many of us can still do without the stress involved in those transactions. Not to worry, because there's a spot for everyone, and finding it can be an exciting adventure when you have the background you need to feel confident about your decisions. Use the resources on the following pages to help you find your niche — that special segment of real estate where each of us has a home.[image: illustration]
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      Getting Started

      Over time, real estate has proven to be one of the most stable investments a person can make. If you do your homework and let common sense guide you, the risks are far less than you'll encounter in the stock market, but the gains can be just as good. Real estate takes hard work and dedication, but if you're ready to roll up your sleeves and get your hands dirty, your efforts will be rewarded. Let's get started.

      
Is Real-Estate Investing Right for You?

      Before you get involved, consider your goals and motivations. Do you want to break into real estate because you've heard that it offers quick profits with little effort? If that's the case, you may need to rethink your attitude. If investing in real estate were an easy job with instant payoffs, everyone would be doing it. Most of the people who recommend those quickie (and sometimes questionable) methods make their income from selling their books and tapes, not from working in real estate.

      Dealing in real estate is hard work that requires a great deal of research before you even think of making an offer. The offer itself must be crafted carefully in order to protect your interests. Provisions must be inserted that allow you to back out with no penalties if certain conditions are not met — and you won't know what provisions to request unless you've done your homework.

      After an offer is accepted, the task of getting the transaction to the closing table. That journey can be filled with an array of problems:

      
        	The appraisal might come back low.

        	An inspection could uncover structural problems that you're not willing to deal with.

        	The level of radon gas might be high, requiring a mitigation system to lower it.

        	Your lender might not approve the loan.

      

      There are very few trouble-free transactions, so be prepared to deal with stressful situations, no matter what type of real-estate investments you choose. Before you get started, take some time to analyze yourself and your motivations. Going through that process will help you determine exactly where you fit in the world of real-estate investments.

      
Consider Where You Fit In

      Finding your niche is what it's all about, isn't it? You'll be more successful in your investment career if you genuinely like what you are doing. If you don't enjoy working with people, taking on landlord duties probably isn't for you. You can still own rentals, but plan on having someone else handle the management. If you can't deal with stress, don't take on commercial properties or any property that seems extremely risky — at least not until you have plenty of extra cash and confidence in your ability to deal with all phases of a project.

      
        
          
            [image: illustration]
          
        

        Many investors start out by living in an investment property while they get it ready to sell or rent. That technique offers benefits, including the lower down-payment and interest rate that are available for owner-occupied dwellings, as well as one less mortgage payment.

      

      Your Available Time

      How much time do you have to devote to real estate? The best profits are sometimes the result of refurbishing a cosmetically challenged or true fixer-upper property. The more work you can do yourself, the more money will stay in your pocket when it's time to rent or sell.

      However, if you already work sixty hours a week, you'll have to hire someone to handle every renovation task. That doesn't just lower profits — it often means it will take longer to complete the project.

      Your Personal Life

      Do you have a spouse, a family, or a significant other? How do they feel about sharing you with your real-estate career? A successful career in real estate takes a great deal of time and effort. Once you've made it to some degree, you can delegate responsibilities and hire help, but for most of us that takes awhile. It's easier on your home life if your loved ones are interested in being involved in some way — or are at least understanding of your goals.

      Your Hands-On Expectations

      You're going to get your hands dirty. At the very least, plan on doing a lot of cleaning. Painting is a given, too. How about laying tile and carpeting and taping off drywall — are you up to those chores? If not, it will limit the number of properties you should consider, unless you have someone who will do the work for you for a reasonable fee.

      Your Flair for Interior and Exterior Decor

      You might be surprised how many buyers can't see past dirty floors and scuffed walls. If you want to be successful in real-estate investing, you should be able to look beyond the surface and visualize what the structure will look like with a basic cleanup, then take it a step further to determine what kinds of changes would make significant improvements in its appearance and usability.
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        An effective way to train yourself to be able to see the potential in any property is to read decorating magazines, watch home-improvement shows, and browse the Internet for decorating ideas. The more information you're exposed to, the more likely you are to instinctively know what should be done to make immediate improvements to a property, inside and out.

      

      Where Will You Get the Funding?

      Do you have savings or access to other funds? Mortgage terms for investment properties aren't as liberal as loans for owner-occupied dwellings, and they're even stricter for commercial investments. You might be able to persuade a seller to finance all or a portion of the property, but you'll need cash or a line of credit to make updates and repairs.

      It might be worthwhile to float expenses for projects you think you can turn over quickly on a credit card, but you sure don't want to be stuck with a high-interest debt for very long. High credit-card balances can also affect the way mortgage lenders analyze your credit reports and scores.

      How long can you handle a negative cash flow before it hurts you financially? Your first project could go quickly, but it's more realistic to expect delays. Dealing with real-estate sales and rentals is a learning process, and it might take one or two transactions before your skills are consistent. Plan your budget to include available cash for delays and possible setbacks.

      Your Comfort Level

      Most importantly, consider your comfort level. How much are you willing to risk? While it's true that real-estate investing is far less risky than the stock market or most business investments, the risk factors depend on what kind of real estate you're working with. Investing in residential real estate carries less risk than commercial properties and land purchases, but some risk is still involved. If you cannot deal with any type of risk at all, real estate is not your best investment choice.
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          Are you willing to make sacrifices?
        

        Buying an investment property will probably take a bite out of your free money, the dollars you use to have fun. Are you willing to give that up for awhile? Fewer dinners out, fewer vacations, a general cutback on entertainment — is it worth it to you to eliminate these things while you build equity in properties?

      

      
Analyze Your Real-Estate Market

      There are potential real-estate investments of every type, from single-family residences to large commercial developments. What's right for you? Some investors are content buying and selling residential properties. There's plenty of diversification in that single field because we can specialize in foreclosures, fixer-uppers, multifamily projects, or other types of residences. Every other area of real estate offers just as much variety, so there's something for everyone. The trick is finding the segment of the real-estate market that you enjoy the most.

      What's in Demand Close to Home?

      Unless you live in a very small town, there are probably many real-estate investment avenues to pursue. The most important thing you can do is keep your mind open to all possibilities. Look at properties from a fresh perspective, visualizing what they could be with updates or simple changes rather than focusing on their current conditions.

      Most properties that are for sale are listed with real-estate agencies, so the majority of buyers go to agents when they are in the market to buy. Experienced real-estate agents can be one of your best sources of information about what buyers and renters are looking for. Develop a relationship with one or more agents who specialize in the types of properties you want to buy.

      Read all of your local papers, and pick up every real-estate for-sale publication that's available in your community. Pay close attention to ads, noting prices versus features for rental homes and properties listed for sale. Take regular drives through the communities you are most interested in. Your goal is to become familiar with every aspect of the real-estate market in your town.

      Look at local demographics. Is your buyer pool made up primarily of one group of people, such as senior citizens? Knowing as much as you can about the population makeup will help you with any type of real-estate investment, from selling single-family homes to finding commercial tenants that specialize in businesses and services important to your town.

      National and International Opportunities

      If you can't find what you're looking for locally, branch out to other areas. There's never been a better time to shop nationally or internationally — the Internet brings distant real-estate opportunities to anyone who has a computer and a Web connection.
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        A downside of distant investments is managing them effectively, so be prepared to hire someone to handle tenants and maintenance for you. The extra expense must be considered when you analyze the potential returns on your investment.

      

      But before you branch out to other areas, it's important to become accustomed to your local real-estate market. Real-estate transactions are handled very differently across the United States. Worldwide, you'll see even more variations. Understanding your local process will give you more confidence and better prepare you to ask questions about the procedures in other areas.

      One way to begin a real-estate investment career at a distant location is to buy a vacation home. How about an area where you like to spend a few weeks each year, or a location where you think you would like to retire? Chances are it's a spot you already know at least a little bit about, and that can be a plus when it's time to select properties.

      If you have a child or grandchild away from home in college, consider buying a house or condo instead of paying rent for a dorm or apartment. The residence will fill a need during the young person's college years, and its value will appreciate for you. Make the time away from home an investment opportunity instead of paying rent for four or more years. Sell the home when your child leaves school, or continue to use it as a rental for other students.

      
Finding Your First Investment

      Buying a single-family home is a great way to start your real-estate investment career. Why should you go with a single-family residence? Because they are generally the properties in most demand, which in turn makes them the easiest properties to sell. Let's walk through a typical scenario, in which you've researched the market in preparation to buy a single-family home.

      Let's say your market research shows that senior citizens make up a large portion of the buying pool in your town. They likely want a house that's not too small, but not too large, either. A three-bedroom, two-bath home is perfect, something around 2,000 square feet or slightly less.

      Local agents have advised you to look for a house with no steps — or just a few. Even seniors who aren't bothered by steps yet are looking for one-level living with a minimum of stairs to climb. That eliminates split-foyer homes, homes where you must climb high porches in order to enter the front door, and homes with finished living areas on two levels.

      Most seniors want a house in move-in condition. They don't want to paint or make repairs. That's where you step in. Your goal is to find a house that's structurally sound and has the required features but that needs cosmetic updates. If you can't find that type of house at a bargain price, you might need to look at houses that need a little more work, but for this first purchase, steer clear of anything that involves structural repairs unless you are an experienced builder.
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        Lenders offer lower interest rates and down-payment terms for owner-occupied homes, so moving into the investment property could save you money. If you live there for two years or less, you won't even owe capital gains taxes when you sell it. Many investors move from house to house, increasing their gains with each sale.

      

      You've talked with enough real-estate agents to know that hardwood floors are very popular and that seniors in your area prefer gas fireplaces to the wood-burning versions. If you can't find a house with those features, you plan to add them. You have a good idea of the house you want to buy, so now it's time to start looking.

      Scout Out the Neighborhoods

      Your ideal find is a slightly rundown house in a desirable, low-crime neighborhood close to shopping, hospitals, and other services. Ask an agent what's for sale in neighborhoods that fit that description, and get copies of multiple listing sheets so that you'll have addresses and detailed information about the homes. Don't just drive by those houses — browse other streets in the same neighborhoods to find “For Sale by Owner” (FSBO) properties that agents won't mention.

      Tour the Properties

      Make appointments to see the most interesting properties. Take notes about interior and exterior components. List the most desirable features of each house. What updates are required? A total kitchen revamp could be costly, but maybe you can get by with painting or staining the cabinets and adding new countertops. New flooring and paint can do wonders, and so can opening up spaces between rooms. Each home will present you with an entirely different scenario of possibilities, and it's up to you to determine which ones will bring the most return when you sell or rent the property.

      Who Else Will Like the House?

      Seniors may be your primary target, but they aren't the only buyers out there. Will the house appeal to other age groups — young couples or families with children? You've already looked for a location near local services, but throwing a good school district into the mix will give you more options when it's time to sell or rent.

      Making an Offer

      You've found a house and want to make an offer. You've already talked with a lender, and you know you can qualify for a loan before you sell the house you live in. The resources in Chapter 7 will help you determine value, and other chapters will walk you through negotiations and contracts.

      
Give Yourself Some Time

      That brief scenario was a fast-forward version of just a few of the steps you'll take when you search for your first property. You may be looking for something entirely different, something that fits in with the needs of the buyers and renters in your town. You might not even make an offer on a property at the end of your search.

      Don't be in too much of a hurry to buy. Sure, it's exciting and you want to find that first property now, but are you truly ready? Can you make an offer and negotiate a contract without letting your emotions take over? The more time you spend learning about your real-estate market, the less likely you are to make hasty decisions about any one property.

      There are many things you can do to make absolutely sure you are ready to buy your first property:

      
        	
Devote time each week to research. That includes browsing properties on the Internet, talking to local real-estate professionals, making trips to your county courthouse to check the prices of recently sold properties, and then driving by those properties to help you judge the going rates in specific neighborhoods.

        	
Do some more reading. This book will get you started, but you might consider getting more information about specific areas of the real-estate market. There are many publications and Web sites devoted to particular aspects of the business. Getting your hands on this information could mean the difference between failure and success.

        	
Consider taking a real-estate agent licensing course. You'll get a quick introduction to the laws and customs that affect your state and local community. Taking the course doesn't mean you should become an agent. In fact, that can work against you. Agents must disclose their status to all potential sellers, and some property owners you approach will flatly refuse to deal with a real-estate agent.

        	
Become involved in your community. Join clubs and associations. Start developing a network of people who know you are interested in buying real estate. Make sure your family and friends know to contact you first when they hear about a property that sounds like a good buy.

        	
Learn about home repair and construction. Take a course at a local community college or attend weekend classes at home improvement centers. You'll be surprised how quickly you can learn to handle minor repairs and redecorating tasks. You may never learn to build a house, but you will learn more about building components — enough to help you estimate repairs and recognize a problem when you see it.

        	
Learn landscaping basics. Curb appeal is a top priority when it's time to sell or rent, and you can save a great deal of money by handling landscaping chores yourself. A nicely landscaped lot can sell a house, but it's an element that many sellers don't even consider enhancing.

      

      Spend time driving around the area, getting to know the neighborhoods as intimately as possible. If you see a house with a “For Sale” sign, call to get the details about it, including the price. Printed materials are a good resource, but they rarely tell you where a property is located, and when you're not familiar with an area, you can't relate location to price anyway. Spending some time in neighborhoods will help you get a better feel for the differences in prices based on location, and you might just find a spot that you're certain would be the perfect choice if the right home comes on the market.
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        Always be on the lookout for investment opportunities. Last year you might not have paid too much attention when your friend told you about a family that needed to sell their house quickly in order to move on to a better job. This year, you'll jump on that statement and gather enough information to check out the property.

      

      Real estate doesn't have to rule your life, but new investors usually agree that it does dominate it for a while. Once you're past the basics, you'll find yourself relaxing a little more. The details will come more naturally, and you won't stress over every decision you make. Take it slow, keep your emotions in check, and you'll find success in the real-estate market.[image: illustration]
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      Residential Properties

      Real-estate investors can choose from a huge variety of properties. If you prefer to invest in residential properties, here's an overview of some of the different types of real estate available to you. It includes tips that help you recognize the types of properties you are looking at. In addition, details are provided to help you understand how the land that homes are built on often dictates the type of buildings that are constructed there and how they can be used.

      
Single-Family Homes

      A single-family home is built to accommodate one person or group of people living together. There's usually one main entrance and only one address for the property — it's the type of house many of us think of when we hear the term “neighborhood.” Single-family homes are by far the most common form of residential housing, and they are the favorite choice among the majority of people shopping for a home.

      The land beneath a single-family home is nearly always part of the purchase package, but some houses are built on leased lots. You are most likely to encounter houses on leased land in resort areas, where land is expensive and hard to find, within church-owned developments, and in assisted-care facilities.

      Not all single-family homes are constructed in the same way. They can be sorted into several different categories, and it is important for real-estate investors to understand the differences between them before they buy or sell.

      The Site-Built House

      Site-built houses are the structures most of us are familiar with. All of the elements needed to construct a home are delivered to the site, and then a builder puts the home together piece by piece. Local building codes dictate how the site-built house should be constructed. Houses in a hurricane zone might be required to have heavy-duty walls and foundations. Wood shingle roofs are sometimes banned in communities that are prone to wildfires.

      Building codes are designed to help builders avoid safety hazards and make sure that every house is a stable structure for the area it is in. The builder must apply for permits to complete the house, and as building progresses, local inspectors arrive to verify that the work being done conforms to all building codes. The owner usually can't move into the house until a certificate of occupancy (CO) is issued.

      Manufactured Housing

      Manufactured houses were formerly called mobile homes or trailers. They are built in a factory to conform to the U.S. government's Manufactured Home Construction and Safety Standards Code, known simply as the HUD code. Each manufactured home — or segment of a home — is labeled with a red tag that guarantees the home conforms to the HUD code.
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        Many lenders will not finance manufactured housing unless the home is on a permanent foundation — not resting only on its wheels. Always check foundation status before moving forward with a loan application.

      

      Manufactured homes are built on a permanent steel chassis and transported to the building site on their own wheels. Sometimes the wheels are removed, but often they're still visible under the house after it is completed.

      There should be a data plate inside the home stating its date of manufacture. The plate is usually on or near the main electrical panel, in a kitchen cabinet, or in a bedroom closet. The data plate is important because it gives information about the home's original heating and cooling systems, plus other appliances and components. The data plate also tells you the wind zone and snow load for which the home was built.
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        Manufactured housing is sometimes more difficult to resell. New home packages that don't require a down payment are so attractive that buyers often flock to them before buying a resale. Research the area where you are buying to learn about past sales of pre-existing manufactured homes.

      

      Buyers often purchase manufactured housing as part of a land-home package that's put together by the retailers that sell the homes. Interest rates are typically higher than the rates offered for site-built home purchases, but the packages are popular because buyers can usually move in to a house without a down payment. Manufactured housing qualifies for FHA and VA loans.

      Some communities and housing developments will not allow manufactured housing. Individual deeds often contain restrictions against manufactured housing, even if there are similar homes on lots surrounding the parcel of land. It's important to make sure any home will be allowed on the land you want to place it on, so check all associated restrictions before you buy a manufactured home.

      Modular Homes

      Buyers are often confused about the differences between modular homes and manufactured homes. Modular homes are partially constructed in a factory, but that's where their resemblance to manufactured housing ends. Modular homes are built to conform to specific building codes at their destination. Then the segments are transported to the home site on flatbed trucks, where they are placed on a prebuilt foundation, joined, and completed by a local builder.

      Modular homes have changed dramatically in recent years. At first, many of the modular homes offered by manufacturers were simple one-story ranch houses that resembled a doublewide manufactured home. They were easy to spot when you were house shopping. Now the styles are endless, and unless you are there to see a house delivered and assembled, you would probably never guess it's a modular. Manufacturers can easily draw plans to meet your specifications or make changes to customize one of their existing designs.

      Lenders typically finance modular homes in the same way they finance site-built homes. An appraiser might or might not mention that a home is modular on an appraisal. Modulars are usually acceptable in developments where site-built homes are the norm. Check restrictive covenants and deed restrictions to be certain you can build a modular home on the lot you wish to buy.
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          Are modular homes marked to help identify them?
        

        Yes. Look inside the kitchen cabinets and bathroom vanities for a typed page that's glued to a vertical panel. It lists the modular company that built the house along with details about the components used within it.

      

      Modulars can usually be built much faster than a site-built home. Their sections are constructed indoors with no weather delays, and the factory aspect itself helps speed production. The cost of a modular home is often less per square foot than for a similar site-built house, making them attractive to buyers, but cost can vary quite a bit by manufacturer and design.

      
Multifamily Dwellings

      Condos, townhouses, duplexes, fourplexes — all of those structures are considered multifamily dwellings, separate homes that are housed within the same structure or group of structures. Some multifamily units are deeded differently than single-family homes. The titles for condos, townhouses, and cooperatives are often described as being a hybrid form of ownership. That's because the properties include elements of real estate that are owned by individuals as well as elements that are owned by a group of people.

      Condominiums, or Condos

      An individual who owns a condominium owns the condo unit only, not the land beneath it. That means condos can be stacked on top of each other. Some condominium developments have always been owner-occupied, but you'll probably encounter former apartment complexes that have been converted to condos.

      All condo owners in a development share ownership of common areas, such as the land, the exterior of buildings, hallways, roofs, swimming pools — any area used by all owners. A property owners' association usually manages the condo development, collecting fees from owners in order to maintain the common areas.

      Condominium owners pay property taxes only on their individual units. The association pays property taxes on the common areas.

      Condominiums located in tourist destinations often have a property management company on the premises, making it easier for owners to rent their units. The agents in those offices can give you a good idea of rental potential and the fees associated with hiring the company to market and rent the property. You can act as your own property manager, but using an agency that is already set up to market rentals might bring higher returns, even after the expense of paying for their services.
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        Some condo and townhouse restrictive covenants do not allow you to use your unit as a rental. Learn the rules associated with each property before you make an offer to purchase it.

      

      Townhouses, or Town Homes

      Townhouses are usually a series of single or multistory units that are linked to each other horizontally by common walls. Townhouse owners own their units and the land beneath them, so townhouses cannot be stacked on top of each other. Owners of townhouses pay property taxes on their individual units and the land under them.

      Common areas are owned jointly by all townhouse owners, and they are managed in the same way as condominium developments are.

      How Do Cooperatives Fit In?

      Cooperatives, also called co-ops, often resemble apartment buildings or condos. All property that's part of a cooperative is owned by a corporation. Buyers purchase stock in the corporation and are shareholders — not owners — of real estate. Each shareholder has a lease to his unit that runs for the life of the corporation. New cooperative shareholders must typically be approved by an administrative board.

      Property taxes are paid by the corporation, and mortgages are usually held and paid by the corporation. Costs to operate the property are shared by all shareholders. Cooperative ownership is not common in most states.

      Duplexes and Fourplexes

      Some people make their first real-estate investment a duplex or fourplex, a structure that contains two or four residences. These structures can resemble a condo or townhouse development but with fewer units. It isn't uncommon for the building and the land it sits on to be owned by one person, but it is possible for the units to be individually owned.

      This type of residence can be a great way to get started with investments. Many owners live in one unit and rent the others, letting the tenants' rent pay the mortgage and helping the owner build equity in the property.

      
Tackling a Residential Development

      Instead of investing in existing houses, you might opt to buy a tract of land and develop it into a neighborhood for one or more of the housing options we just discussed. Going from bare land to a residential subdivision takes a great deal of research and planning. There are roads to build, utilities to bring in, restrictions to put in place to ensure a consistent community, and many other considerations you must make before you can move forward with the project.

      Accessibility of Utilities

      To construct a residential complex, you'll need access to electricity, phone, water, and sewer systems. How far will you have to run electric and telephone lines to get to the property? How will those tasks affect your development costs? Are water and sewer connections available to the projected lots? If not, will you develop a community system for each utility, or will property owners be responsible for installing private wells and septic systems?

      Is the land suitable for individual septic systems, and if it is, how far must each system be from a well or other water source in order to avoid contamination? A septic system works like this. Liquid waste from bathrooms, the kitchen, laundry, and other areas is carried to a large storage tank. The waste begins to decompose in the tank and turns into a sludge-like liquid. When it reaches a drain at the top of the tank, the liquid flows into pipes that stretch into a network of gravel-lined trenches, called a drain field. Holes along the length of the pipes release the liquid into the trenches. The liquid seeps into the soil beneath the drain field, where bacteria and oxygen in the soil complete the neutralization process.

      Land filled with rocks or clay-like soil does not drain easily, so larger drain fields — and lots — will be necessary. The minimum size of the lot depends on the types of systems used in your area, the laws that control the placement of those systems, and the topography of the land. A thorough soil evaluation should be tops on your “to do” list for this type of housing development.
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        An engineering study might be required to ensure your development makes best use of the land. A survey must be done to verify the development's boundaries, and each lot must be surveyed separately in order to split it off from the larger tract. Your local laws will dictate many of the tasks you must perform prior to developing the land.

      

      Road Work

      Another important task is building roads to access the lots, and it's likely that ordinances will dictate the minimum road width and how roads are constructed. If you must cross another person's land to get to your development, more ordinances will kick in to cover the right-of-way that's required to allow permanent and legal access.

      Is It Worth It?

      You'll have funds invested in the land and the improvements. How many lots can you realistically get from the tract? How much are similar lots selling for in your area, and what's their average time on the market? Do the math to determine if you can recover your costs and make a profit.

      If You Work with Builders

      Many people who develop land for subdivisions never build a house themselves. They prefer to stick with lot sales and let the new owners build their own homes. However, sometimes it's easier to sell a new house on a lot than it is to sell a lot that's vacant. Talk with local builders to see if any of them have an interest in working with you to build spec houses — speculation houses that are built to market to the public rather than for a specific individual. Check each builder's references, and get legal advice before embarking on a spec house project.

      Smaller Developments

      Smaller developments might be subject to fewer guidelines. Talk to your local planning board to find out if a tract of land can be split into two or three parcels without forcing you to follow rigid subdivision guidelines. If so, you might be able to sell larger lots to buyers who wish to have more land for privacy or other reasons, while bypassing the formal approvals that are required for subdivision development.
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        Even though subdivision guidelines are rigid, it's a good idea to follow them as closely as possible even if you aren't forced to. The laws were implemented for a reason, and staying within the guidelines can make your land more attractive to future buyers.

      

      
Restrictive Covenants

      Restrictive covenants are deed restrictions that apply to property located within a specific development. Restrictions give the development a more standard appearance because they control the types of homes built there and some of the activities that take place within its boundaries. Restrictions are usually written by an attorney who works for the developer and who uses the developer's goals for the property to draft the wording.

      When they are enforced, restrictions help protect property values. They nearly always stipulate the minimum size of residences allowed within the development, how many homes may be built on one lot, and what type of construction the homes must — or must not — be.

      The following topics are usually outlined in restrictive covenants:

      
        	Setbacks — how far structures must be from streets and lot lines

        	Easements and rights-of-way, such as a pathway for power lines or future road expansion

        	Assessments owners must pay for road maintenance or other fees

        	Information that explains how restrictions can be changed or voided

        	Rules regarding pets and other animals

        	Rules that regulate in-home businesses and house rentals

        	Rules that regulate tree-cutting, fencing, and other landscaping issues

      

      In addition to those common rules, you might see clauses that attempt to reduce clutter on lots, or try to create a sense of uniformity by dictating what colors you may paint a home or which materials are banned for use in construction of new homes.

      Restrictive covenants have nothing to do with zoning or governmental regulations. Those are both separate issues that you should investigate before making an offer on a property.
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        If you find a property that you want to place an immediate offer on, but you haven't yet read the restrictive covenants, insert a contingency in the offer that states you can back out of the contract with no penalties after reviewing the restrictions. Place a realistic time limit on your review.

      

      Sometimes additional restrictions are recorded on deeds. Read the seller's deed to verify there are no additional restrictions that will interfere with your planned use of the property.

      
Easements and Rights-of-Way

      An easement is the right to use another person's land for a specific purpose. It can be written so that it applies to a property in general or to a specific portion of the land. Easements can cover any issue on which the two parties agree, and they usually become a permanent part of the deeds for both parcels. A right-of-way is a special type of easement that gives someone the right to travel across property owned by another person.

      An easement doesn't have to be given to an individual. It might be written to benefit a property instead. For example, Mr. Smith gives current and future owners of a neighboring piece of land the right to cross his property to access a nearby lake. The adjacent landowner might be allowed to build a roadway or simply use an existing road. Another type of easement could allow the neighboring property owner to install a private well on Mr. Smith's property, with permanent water lines leading to the adjacent parcel.

      A permanent easement can also benefit a business or an organization. A utility company might have the right to erect power lines or bury utility lines on a tract of land. A housing development could be granted an easement that allows it to build and maintain a water storage facility on someone else's property.

      Easements can also benefit an individual. Mr. Smith might allow a specific person to cross his property to access the lake without attaching the permission to a piece of land. This type of easement normally expires at a specific time or event or upon the death of the person who benefits from it. These easements are not usually added to a deed description.

      Potential Problems

      Easements can have a negative effect on property values. The landowner who grants the easement usually cannot build structures within the easement area or use fencing that would hinder access to the easement owner.
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        Before you purchase any property, you should know where all of the easements are located and exactly how they restrict your use of the land. Knowing the details about easements is critical for any land you purchase, whether it's residential, commercial, or industrial.

      

      Another downside of easements is buyer perception. Potential buyers are often turned off by the fact that others have any type of right to use the land. If the easement is for something like high-tension power lines, the negative feelings are even stronger. Not only are those lines unattractive, many people consider them to be a health risk.

      Just because an easement is not being used doesn't mean it will never be used. If an easement is a permanent part of your deed, there's always a chance that the individual who benefits from it will decide to take advantage of it. Talk with an experienced real-estate attorney to find out what steps you can take to remove an unused easement from your deed.

      
Boundary Surveys

      A boundary survey shows you exactly where a parcel's property lines are located. The survey should be performed by an experienced, licensed surveyor. The lines surrounding the property are marked with a combination of iron pins, concrete posts, or other permanent items. By referring to landmarks such as rocks and large trees, the surveyor also cuts a path along the line, which is especially helpful for visualizing property lines in wooded areas.
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        Sometimes the surveyor's paths, called cut-throughs, are visible for years after a survey has been performed. Visibility depends on the topography at property lines and whether the owner has attempted to keep the pathway free of weeds and other vegetation.

      

      In some areas, surveys are a routine occurrence whenever property is sold, but in other locations, the buyer must decide whether a survey is necessary. It's always a plus to order a survey, even if your lender doesn't require it. Don't be lulled into thinking that existing fences mark the property lines. If the fencing is old, the current owner might not know who built it and whether it conforms to property boundaries. Many sellers do not know the location of their boundary lines at all.

      Make your offer to purchase dependent on your approval of the resulting boundary lines. If there are problems, such as a neighboring structure that extends onto the land you are buying, you want to find out about them before you buy. The seller should be responsible for clearing up any issues that affect your use of the property due to poorly marked boundaries.

      Exceptions to the Rule

      Performing a survey never hurts, but sometimes you might decide it isn't necessary. If you're buying an existing home in a development, and there are surveys on file for that development, you can very likely use them to find previous survey marks. The distance between each marker should be recorded on the survey, so you can get a very good idea whether the actual markers are positioned where they should be.
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        In some areas, it's typical for a seller to pay for a survey. In others, it's regarded as a buyer expense, but that doesn't mean you can't ask the seller to pay for it. The seller might not agree to pay the entire cost, but you might be able to negotiate a deal to split the expense.

      

      Furthermore, surveys that have been done in recent years can often be updated for a lower fee than a brand-new survey. If you're paying for the survey, find out who performed it last and make inquiries about an update. Always have your survey recorded at the county courthouse or an equivalent place that houses public records. You would be surprised at how often survey copies are lost by owners. If the surveyor dies or goes out of business, you might not have access to a copy unless it's part of the public records.

      Survey Markers

      Surveyors generally mark property boundaries with surveyor pins — iron posts that only stick up a few inches above the ground. They become covered with leaves quite easily; if they aren't visible, you may need to use a metal detector to locate them. Surveyors also use paint to mark trees near the iron posts, or they might hang a piece of brightly covered tape from a nearby branch. Both of those methods make it easier for you to see when you are near the actual marker.

      It's not common, but survey pins are sometimes secretly moved by neighboring landowners who dispute a property line. A new survey will show you where the markers should be.

      Once your survey has been done, it's best to figure out a method to help you remember where markers are located. Flag the posts with brightly colored plastic tape or paint a mark on trees as surveyors do. Use any method that helps you locate your property lines quickly and easily.[image: illustration]
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