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note to readers

The information contained in this book is not intended as a substitute for personal financial advice, nor should any substantial financial decisions be based on the content of this book. Check with your personal financial advisor and financial team before making any substantial decisions involving money. We do not make any recommendations or endorsements as to any investment, advisor, or other service but are sharing the real-estate investment strategies that have worked for us over the years. Consider your own financial risk behavior, financial portfolio, and family concerns, and consult your legal advisor before making any final decisions. You should not rely on material in this book to make or refrain from making any decision or any action. We are providing you only with suggestions. It is up to you to seek personal financial and legal advice when evaluating your choices in real estate investing.


introduction

It seems as if everywhere you look, be it the evening news, popular magazines, or cocktail parties, everyone is talking about real estate. Likely you have recognized that the conversation participants can often be divided into two camps: those who believe that real-estate investing is a fad that warrants no consideration, and die-hard enthusiasts who are convinced that this is the opportunity they have been waiting for. Our intention is to shed some much-needed light on the middle ground between these two extremes.

Real-estate investing can be an exciting and profitable means of building a solid financial future, but like all successful financial ventures that have stood the test of time, there are no shortcuts, gimmicks, or quick-buy products to turn you into an overnight real-estate sensation. What we intend to offer is a hands-on reference guide for designing a real-estate investing plan that relies on a well-comprised financial team to help you see your investing intentions to profitable fruition.

We recommend you read through the book in its entirety to get a big-picture idea of what real-estate investing really means, then use the chapters section by section to organize your plan of action and take the steps necessary to set yourself up for success. For your convenience, here is an overview of what to expect:



Chapter One: Commitment Issues. We introduce real-estate investing by talking about some of the myths and methods of this financial venture, outline a business plan for organizing your investment vision, and help you assess where you are in beginning your new real-estate investing business.

Chapter Two: Assembling Your Team. We strongly encourage you to treat real-estate investing as a business whose success depends largely on an experienced and educated team of supportive professionals. In this section we name names, focusing on the qualities and advantages of each individual’s area of expertise, and suggest interview questions for selecting the right team members.

Chapter Three: Financing Your Investment. Financing your real-estate purchases is a lengthy and detailed process that deserves your full attention. It is not something that you should figure out as you go along. Here we will help you organize the financial paperwork necessary to get started, outline the process of applying for a mortgage, and provide a brief overview of the loan programs and practices that are most commonly used by investors.

Chapter Four: Acquiring Real Estate. Building a relationship with your local Realtor is an excellent way to gain knowledge and insight into your target area. In this section we’ll suggest ways of becoming an investing expert, discuss the different rental properties available and how best to measure the pros and cons of each with a critical eye, and cover the importance of evaluating the real-estate market so that you can continue to invest wisely despite the ebb and flow of local trends.

Chapter Five: Renter Relationships. This section covers critical information for the beginning investor as it answers many questions you may have about the legalities of landlording. Topics covered here include the Fair Housing laws, finding and keeping reliable tenants, negotiating contracts and rent, and how to protect yourself from expensive problems. 

Chapter Six: Paperwork: Leases and Record-Keeping. Many new real-estate investors are caught off guard by the amount of paperwork required to protect their assets, keep their portfolio plan on track, and prepare their taxes. We will make suggestions about what to include in your rental agreements, recommend ways to help you keep track of necessary paperwork, and help you set yourself up for tax advantages.

Chapter Seven: Expanding Your Empire. There is no finish line when it comes to financial success, so here we talk about ways and means of evaluating your progress and continuing to build a more profitable portfolio. In this last section we make recommendations for establishing and maintaining a limited liability company, suggest methods for increasing your chances of profitable success, and close with advice on updating your business plan’s vision.



Throughout this book we have done our best to provide you with the most even-handed information about real-estate investing based on our personal experience. We have employed a user-friendly format in an effort to address concerns and questions many beginners have about real-estate investing. What we came up with was a detailed, step-by-step plan accompanied by functional advice. We hope that this book encourages you to explore your own real-estate investing opportunities and begin what will be a positive and profitable investment portfolio.
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chapter one commitment issues

Why is everyone talking about investing in real estate?

Real-estate investing has become a hot topic. No longer limited to those in financial circles, property ownership and management is being embraced by people from all walks of life. What is it about real-estate investing that makes you want to consider it?

Recent developments in real estate have made it a media darling. All-time-high sales prices, interest rates at an historic low, and unprecedented value increases made real estate the investment du jour for quite a while. However, recently a slight dip in the economy precipitated a negative campaign in the press, which declared real estate a dangerous and often disastrous financial pursuit. Between these two extremes lies the truth.

Many people have friends, neighbors, or colleagues who made a ton of money in real estate, but for every story of riches there is also a story of ruin. This is par for the course. There will always be the next must-have product; in fact, all the recent talk about investing may have been what has prompted you to seek out this book. But instead of warning that you are too late, or worse, that this is a fast way to make a quick buck, we hope to encourage you to take a serious look at the opportunities available and the commitment necessary to become a savvy and successful real-estate investor. Based on that, you can make an informed decision about whether to proceed with this endeavor.

Is real-estate investing a passing trend?

It seems that everywhere you look—be it the morning paper or the evening news—naysayers are predicting a housing market crash. National headlines warn against declining real-estate prices, conjuring up catchy headlines such as “Real Estate Bubble About to Burst.” Critics of real estate constantly refer to the stock market’s Black Monday as proof that a crash is inevitable, comparing stocks to property rentals and warning that what goes up must come down. But is this really accurate?

The short answer is no, it’s not. First of all, the stock market operates on a worldwide economy. Stock-market investors must consider global finances, while real-estate investors need only concern themselves with their local economy. The sale price of a three-bedroom villa situated along the Pacific Coast Highway in California has little, if any, influence over the two-bedroom ranch for sale in Portland, Maine. Concerning yourself with rental prices in Beijing when you have a summer rental in the Hamptons isn’t necessary. The educated real-estate investor is well versed in the ebb and flow of his immediate area of interest and doesn’t become distracted by what’s going on across the country. Statistics from such resources as the U.S. Bureau of Labor Statistics record a steady increase in home prices over the past fifty years. Even the basic buy-and-hold real-estate plan obviously has merit. While hot markets garner a great deal of media coverage, they are by no means an accurate indication of national real-estate trends because local economies dictate neighborhood sale and rental prices. Instead of looking at national trends, it makes more sense to become an expert in your particular location.

Furthermore, comparing a stock-market crash to a real-estate crash is nothing more than media propaganda. It makes for good headlines but isn’t an accurate picture. A crash happens quickly and usually without warning. A stock-market dive on one afternoon has nothing to do with a real-estate market correcting itself after an unusually profitable boom. Have you ever heard of listing a house one day at $500,000 and having to reduce it to $250,000 the next day? Of course not. While particular markets may readjust, there are several predictors that a smart investor has access to, preventing any sudden or shocking surprises. Besides, it is only the flash-in-the-pan investor who looks to get rich quick. A real-estate investor committed to building wealth knows it’s possible to make money in any housing market.

Finally, unlike stocks, real estate is based on supply and demand and fulfills a basic need: We all require a place to live. When we acknowledge that real estate is a necessity, it becomes clear that it cannot also be a fad.

What are the myths of real-estate investing?

Most myths of real estate are based on the idea that goals and fortune should be accumulated and enjoyed more quickly than in other areas of investment. But real-estate investing is a business, and like any other business it takes time and perseverance to grow and prosper. The following six myths reflect this:

“Real-estate investing doesn’t really work.”
Translation: “I’m not sure where to start and I don’t know who to ask.”

In recent years, many new investors flooded the housing market, lured by tales of overnight fortunes. Some subscribed to online courses chockfull of “secrets” or attended one-day seminars to learn “everything there is to know.” Others made phone calls to Realtors, demanding to be shown some investment properties. These approaches lack focus, education, and commitment; therefore, they do not bring success. There are no secrets in real-estate investing. Successful investing takes a well-orchestrated plan navigated by an experienced team dedicated to meeting short- and long-term goals. If you are committed to doing the necessary work, real-estate investing can work for you.

“I’ve never been good at business. Some just have the magic touch.”
Translation: “I’m afraid of trying something new. I don’t want to appear foolish.”

Every expert was once a novice. Every millionaire had his first deal. There is no such thing as a magic touch, but there is education, effort, and experience. Many avoid success because they’re afraid to ask for help. While being the new kid is often frightening and disheartening, you can target the right people to talk to, prepare your questions, and set yourself up for success, making the process more manageable and less intimidating.

“Investing in real estate is too risky.”
Translation: “I don’t know who can help me minimize my risk and maximize my profit.”

Investing is only as risky as the investor. One of the major reasons we focus on the need to build a personalized investment team is to limit your risk. No deal, no transaction, and no taxes should be handled without calling your team into play. In order to be a successful investor, one who maximizes profits while limiting losses, you must have accredited experts guiding your portfolio. Such guidance will reduce your risk and keep your business on track. We can help you design an investment team to fit your needs.

“This is going to take too much time.”
Translation: “I have a hard time budgeting my time.”

We completely empathize with this problem. Time management is one of the hardest strategies to master. In addition to writing this book, our responsibilities include raising our toddler, planning for our second child, writing two monthly columns, a full-time job for one of us as a mortgage consultant, and hosting a monthly talk show. In addition, we have purchased an out-of-state family restaurant, manage multiple rental properties, and continue to network and develop our financial portfolio. We have had to make some tough decisions about our time. We don’t watch much television. We don’t take long vacations. We don’t get to have dinner together every night. We make a great many sacrifices regarding leisure time, creature comforts, and holiday spending. For us to be successful investors, we had to take a look at what commitments were obligations and what activities were negotiable. You may have to make some tough choices also.

“I don’t want to be bothered fixing things.”
Translation: “I’m afraid I won’t know what to do.”

We have heard so many capable individuals scoff at landlording because they don’t want to fix a clogged toilet at 3 am. Surprisingly, we don’t know anyone who has ever had to do this, including us. Furthermore, as renters for several years, neither of us had ever had to call our landlord at 3 am for a maintenance issue. This myth strikes an emotional chord, as no one wants to be asked to do something that they can’t do. But the chances of this ever actually coming up are slim, especially when, as we will discuss in Chapter Five, being proactive with repairs and upgrades can keep your property low maintenance. In addition, you can always hire a property manager to call on if an emergency situation arises. Don’t let this myth prevent you from making additional money and benefiting from tax advantages.

“I don’t know where to start.”
Translation: “I’m feeling overwhelmed about taking on this new business venture.”

Perhaps your credit is a mess, and you just don’t have the time to deal with it. Maybe everyone you know lives paycheck to paycheck, and you’re not sure who could lead you in the right direction. Whatever the reason, it no longer has to hold you back. By purchasing this book, you have taken the first step toward building a fruitful real-estate investing portfolio. There are reliable resources, reputable organizations, and numerous facilities available for new investors. We can help you put up a door so opportunity will knock. And if it doesn’t, we’ll help you crawl through a window.

Am I too young to start this?

We never thought we would say it, but it’s true: If we knew then what we know now, we would have done things differently. As a young couple starting out, we rented a house until we could save enough to buy our first home. Using real-estate investing as a way to make home ownership a reality faster was not a method we considered with any seriousness. While we cannot change the past and can only look toward the future, there are things we can suggest for those entrepreneurs who may be fortunate enough to begin building assets at a young age.

Renting is a common first step when you begin living on your own. You are probably starting a new career, paying off school loans, and just beginning to come into your own. You probably assume that you do not have the financial means or credit history to even begin looking at homes, and the thought of actually owning a house may be emotionally overwhelming. But there are some things about buying a home at any age that should be considered before you sell yourself short and continue renting when you could own.

First, much of the same advice that we would give to an “older” real-estate investor, we would give to you. It is important to have a handle on your credit history, make timely payments on all recurring debt such as credit cards, and remedy any credit problems as soon as possible. You should organize a financial team, talk with an experienced and reputable mortgage consultant, and take things one step at a time.

Very few people are able to buy their dream home as their first home. If you are convinced that you must be able to afford a four-bedroom, center-hall colonial before looking for a first home, you may miss out on opportunities along the way. For instance, consider purchasing a multiunit property where you can rent out one or more of the units. You get a place to live and income to help defer mortgage costs. Instead of paying someone else’s mortgage, other tenants help to pay your mortgage. Once you discuss the financial advantages and disadvantages of buying a home, you will need to think about how much you can handle emotionally. Being a landlord has its fair share of responsibilities. Are you prepared to screen clients, learn about the Fair Housing laws, perform maintenance repairs, and collect rents? Since this is probably your first experience with any type of homeownership, do you have a network of people on whom you can rely for advice and insight? If you are up to it financially and emotionally, pursuing real-estate investing sooner rather than later may be advantageous for you. If now is not yet the right time, use this book as a means of preparing yourself for a potentially lucrative business when the time is right.

Am I too old to start this?

The most important asset any of us will ever have is time. The more time you have to invest in the market, the more opportunities you will have for gaining knowledge, experience, and profit. Buying a property, holding on to it for twenty years, and selling it at a huge profit is not the only way to succeed in real-estate investing. In fact, it can be one of the least profitable as you could miss many deals in the interim. With age comes wisdom, humility, and self control. The longer you’ve been around, the more apt you are to appreciate that hard work pays off, an emotional frenzy can be detrimental to business, and luck does not qualify as a business plan. You appreciate that time is of the essence, and you are willing to see a task through. On the flip side, if you are worried because you have not taken the necessary steps to secure a financially sound retirement, we caution you against thinking that real estate is a get-rich-quick plan. Yes, there are stories of flipped properties that have brought in a lot of money in a short period of time, but as we will discuss, these examples are the exception, not the rule. Making money investing in real estate takes a well-developed business plan, the assistance of a competent team of professionals, and perseverance. In order to maximize your profit potential, it is critical to enlist the services of a financial advisor who is familiar with your goals and strategy. There is no such thing as coming too late to the real-estate party. 

There is always money to be made. Working with a professional who can help you make the most out of your time is critical for every investor, regardless of age, and especially important so you can maximize your future profits. Discuss your monetary concerns and goals with a financial advisor who can help you determine if pursuing real-estate investing is the most advantageous approach for your financial future.

What does a real-estate investor look like?

A real-estate investor can look like a banker, a lawyer, a construction worker, or a mother. There is no one-size-fits-all description of an investor, which means there is room for everyone. This is a business where it’s best to dress the part you’re playing. As we move through the questions, we will help you determine which particular housing market you want to target. A clear, focused goal will help ensure your success, as a specialized niche can be more profitable than a random approach. Real-estate investing is a business, and to do well in business you must know your clients.

For instance, Tom is a new construction specialist and spends a great deal of time with contractors. Wearing a three-piece suit to a construction site would not put others at ease, so he opts for jeans. He spends Saturday afternoons meeting with clients at new sites, where his more relaxed look makes others more comfortable. He has found that new homeowners are wary of anyone who looks like a banker, so he forgoes formal attire in favor of casual comfort. His expertise in new construction and renovations has led us to several rental properties in one of Wyoming’s flourishing communities, where again a formal suit would not be well received. Fitting in with this cowboy community’s standard—trading in Levis for Wranglers—is more beneficial than showing off in fancy clothes. However, if you are looking to do business on Manhattan’s Upper West Side, it would behoove you to dress according to the standards of those who live and work there. When you want to make a good impression, be sure to know what kind of impression you should be making.

It is also imperative to sound like a professional investor. Once you have determined your target area, practice your pitch. All your networking, research, and seminars will be for naught if you cannot effectively communicate your intentions. Saying, “I’m in real estate,” is a vague and unproductive conversation starter. Who knows when you’ll find yourself face to face with a golden opportunity? When you do, you want to articulate confidence and knowledge. When asked what we do, we reply, “We are real-estate investors with rental properties in three states. We target properties in vacation communities, where we have recently expanded our residential portfolio to include two commercial ventures, a high-profile family restaurant, and a partnership in an international hotel chain. We are currently researching shore communities and look forward to purchasing a multifamily unit within the next year.” Our answer invites questions, furthers conversation, and often ends with the other person mentioning, “I have someone you might be interested in talking to.” When you make educated and interesting comments, other investors will be drawn to you. By looking and sounding the part, you increase your chances of success.

How do I determine my financial literacy?

A business background is not necessary, but treating your real-estate venture as a business is. In any industry, there is an established body of basic knowledge, including methods of operation, common jargon, and professional standards. While a four-year business degree may give you a nice overview of what to expect in regards to general business conduct, do not feel that a lack of formal education puts you at a disadvantage. It is possible to learn the ins and outs of real estate through continuing education classes, reliable resources, and experience. But before you sign up for the community college’s next summer session, gauge your personal strengths and weaknesses, then determine how to best proceed. Before even focusing on real estate, make sure your personal finances are in line.

Start with your household. Do you keep a balanced monthly checkbook? Do you pay your bills on time? Do you follow a budget? Do you and your partner have an open and honest dialogue about family finances? As a real-estate investor you are, essentially, a business owner. You are responsible for the profit and losses of your properties. If you always defer the bill-paying responsibilities to your partner, it is time to start taking a more active role in your personal finances.

If there are discrepancies in the household finances, your business will fall victim to the same problems. Don’t try to convince yourself that you’ll manage money better in business than you do in your personal life. You could end up with bigger problems. Before you consider taking on further financial responsibilities, make sure your household is running smoothly. If this is a challenging area for you, consider a personal organizing tool such as QuickBooks.

Now consider your present occupation and your past employment history. Have you held a management position? Can you delegate responsibility? Do you set goals and meet them in a timely fashion? If you have no experience being your own boss, you will struggle as an entrepreneur. There are many distractions along the road to success. If you do not have the motivation and self-discipline to follow through on your tasks, solicit help when necessary, and set your own work hours, you will not be able to manage your real-estate ventures. If this is a challenging area for you, consider working with a mentor or life coach who can help you manage your time and determine how to eliminate unnecessary distractions.

Even if you have a business degree, take an honest look at your personal finances. Pursuing a new business venture may not be advantageous if you are suffering from financial hardship and struggling with personal management issues. Take time to honestly assess your standing and proceed with caution.

How can I become more financially literate?

Having determined the state of your personal finances and having begun to take the necessary steps to remedy any issues, you can now turn your sights toward measuring your current financial skills in regard to business. Can you read a financial report? Do you understand a profit-and-loss statement? Have you ever examined a cash-flow statement? If you have had no exposure to these documents, take a finance class as soon as possible. Local colleges often offer basic economic classes where a trained professional will walk you through each of these tools. Learning how to measure assets, liabilities, income, spending, and profit will benefit your business plan.

In addition to taking a finance class and working to tighten up your household finances, you should increase your exposure to financial media. We strongly suggest subscribing to reliable business periodicals such as Money, Entrepreneur, and BusinessWeek. The articles in these magazines are concise, clear, and focused. They are not heavily laden with jargon. Instead, they strike a conversational tone, offering user-friendly tips and strategies that reflect current market developments. You can read these helpful articles as your schedule allows. We would suggest committing to one article per day. A magazine rack in the bathroom can help make this an achievable goal.

These publications also offer free e-mail newsletters and have excellent Web sites with archived articles. If online reading and research fits your lifestyle better, register for these services. But make a commitment to read the content. Signing up for several e-letters and deleting the deliveries as soon as they’re received is a waste of time. Choose one, at most two, online resources, and meet your weekly reading requirement.

If you are a book enthusiast, take advantage of the material available for browsing at Amazon.com. While researching financial books, take time to scan the table of contents of bestsellers and read excerpts from titles that sound interesting. Whose approach reflects your own values? Whose suggestions make the most sense for your financial situation? There is a slew of advice available, and it’s neither necessary nor possible to read it all. Choosing one or two reference guides can help you narrow your focus.

Always remember, your new real-estate career is not a hobby but a professional venture. Surround yourself with materials that will increase your knowledge base and keep you interested in the subject matter.

Can I be a successful real-estate investor?

While there are no guarantees that you will become a successful real-estate entrepreneur, many successful business owners share similar characteristics with one another. In preparing your financial portfolio, do not neglect to assess your character. An honest inventory of your personal strengths and weaknesses is just as critical to your success as a desirable credit score. Consider the following profiles:
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	    I can ask for help.	 

	    I prefer to figure it out on my own.




	    I enjoy responsibility.	 

	    I prefer being given directions.




	    I manage my time well.	 

	    I prefer following a prescribed schedule.




	    I do not rely on luck.	 

	    I rely on luck.




	    I believe hard work pays off.	 

	    I look for shortcuts when possible.




	    I have a positive attitude.	 

	    I have a positive attitude when things work.




	    I like learning new things.	 

	    I like being considered an expert.




	    I know success takes sacrifice.	 

	    I look forward to weekends and vacation.




	    I am honest.	 

	    I try to be honest.






There are subtle, though important, differences in each of these characteristics. While there is bound to be crossover—we look forward to vacations too—the first personality profile seems more apt to take charge, take risks, and take responsibility, all necessary elements of entrepreneurship. What often separates employees from employers is the willingness to step outside one’s comfort zone. Of course, we will offer you our tried and true experience and give financial advice that has served us well. But there is no one-size-fits-all plan for making money in real estate. If there were, everyone would follow it. After all is said and done, it is up to the individual business owner to achieve his own success.

Consider the quality resources profile one will bring to the business table. Asking for help gives you the opportunity to learn from other investors’ mistakes, helps you bounce new ideas off of experienced businesspeople, and provides an excellent networking opening. Taking responsibility for one’s actions and being self-motivated are critical factors in self-employment. No one is going to check up on you to make sure you are becoming wealthy. Luck is helpful, but it’s not a business plan. Hard work, coupled with sacrifice and a positive attitude, even in the face of adversity, will serve you well, especially as you stumble through the basics. Finally, either you are conducting your operation with honesty or you’re not. If you’re not, you won’t be in business very long.

If you found yourself nodding in agreement as you read profile two, you may be more comfortable and successful trusting your investments to a competent financial advisor who can offer sound advice and manage your money. The rewards of real-estate investing are great because the sacrifices are great. A candid self-inventory can help you determine if you are up to the challenge.

Should I do this full time?

Before you give up the comfort and security of a regular paycheck in hopes of cashing in on real-estate investing, consider the following questions:



[image: 2] Why are you interested in quitting your present job?

[image: 2] Are you annoyed that your boss has discontinued casual Fridays?

[image: 2] Are you under the impression that working for yourself would be a lot easier?



There are highs and lows in every job. Do not make the mistake of walking away from a secure source of income because you’re being asked to rise to a new challenge—be it a demanding boss or a new project. Being self-employed has numerous benefits, but it takes years before you will reap the rewards. In the beginning of any new business, be prepared to scrimp, save, and sacrifice. Instead of compounding your stress by working solely for commission, we suggest transitioning slowly from your position of employee to entrepreneur. If you are interested in pursuing real-estate investing full time, set yourself up for success.

Before walking away from a steady income, consider how you will meet your current living expenses. Take a hard look at restructuring your household finances. If you are a dual-income household, immediately readjust your expenses so they can be covered by one income. You may find out that your dual income covered a large home and numerous vacations, but your new budget makes such pleasures unattainable. Are you willing to downsize your home, give up travel, and rein in excessive spending? Practice living by these new rules for a while, and then decide if you and your family are willing to make the necessary sacrifices required to build a new career.

As real-estate investing does not guarantee a profit or paycheck, you should have a minimum of one year’s expenses saved. You can do this by readjusting your household budget and saving one partner’s entire paycheck. This reserve will provide a safety net as you build your new business.

Seasoned veterans may make it look easy, but these investors are committed to building wealth over the long haul. If you are hoping to get rich quick, keep your job and stick with buying lotto tickets. If you are committed to building a lucrative real-estate business, take the steps necessary to ensure your family’s security before launching your new career.

Are there big beginner mistakes I should avoid?

The biggest mistake any beginner can make is trying to skip steps. Today, with all the recent real-estate investing hype, many novices convince themselves that they’ve heard all they need to hear and they’re ready to get started. They’re not. Instead of speaking with an experienced mortgage representative, polishing one’s credit score, and discussing loan options, the beginner investor fears missing a once-in-a-lifetime-chance. The dangers are grave. For starters, sift through the advice being advertised on infomercials. Take no heed of the late-night promises that claim a small fortune can be made without any cost to you. While we will discuss numerous financial options available to investors, including some loan programs that require little or no down payment, these mortgages have specific criteria that must be met to qualify. In addition, once you get into your new property there are many costs associated with finding renters, employing property managers, setting up limited liability companies, and further building your portfolio. Do not fool yourself into thinking that these late-night promotions are a substitute for personalized, professional financial guidance.

A common mistake many beginner investors also make involves chasing down “secrets.” Instead of organizing a financial team, reading up on market happenings, or investigating and researching neighborhoods, anxious beginners pay self-proclaimed experts for their bravado. We have seen many aspiring landlords rush off to seminar after seminar, intent on finding real-estate investing secrets. These poor souls are convinced that these secrets will save them time and money, expedite their real-estate goals, and make them rich. While there are reputable seminars available, endorsed by Realtor associations and national banks, no financial expert worth your time and money is going to promise super easy money-making secrets—because there are no such secrets to reveal. Reputable speakers will focus on business plans, calculated decisions, and hard work. Get-rich-quick gurus are getting rich by selling you their tailor-made products, which amount to little more than well-packaged clichés.

As a beginner, you are starting at the bottom of the ladder. In order to efficiently and safely climb this ladder, you have to take it one step at a time. Trying to skip steps is a waste of your time and money. Remember, every millionaire investor was once a beginner.

How do I know I’m financially ready to invest in real estate?

Before you start canvassing the neighborhood for your first real-estate purchase, take inventory of your financial situation. Do you have a reliable income? Does your spending deplete your income, or have you managed to consistently save money? An excellent mantra for building wealth is live simply and invest wisely. Living below your means and thoroughly investigating financial opportunities can provide you with economic security. If you are already struggling to make ends meet, do not count on real estate as a saving grace. The money management problems you have in your personal life will be compounded, not solved, by starting a new business.

Consider, too, how taking on an additional expense will affect your current financial status. Unfortunately, many people get into real estate with the idea that they’ll pay a minimum for their property then charge a premium rent. While such opportunities do exist, more often than not the beginner investor ends up covering his mortgage payment and only making a minimal profit. If you have a vacancy or if your property is taking longer to sell than expected, will you be able to carry the additional expense and maintain your current standard of living? If you have no cash reserves, even a brief setback could be financially disastrous.

Now is also a good time to determine your investing preferences. Do you intend to purchase raw land and wait until inflation boosts its resale value? Do you intend to fix up neglected homes and cash in on your work? Are you intent on buying new construction? Each of these approaches requires different up-front costs, financing, and time frames to maximize profit and limit liability. Matching your investing objectives to your financial profile will help you make the most of your money.

Therefore, this is not a question you should answer in isolation. As a beginner real-estate investor, chances are you do not know all the loan programs available, the tax ramifications involved, or how a new real-estate purchase will affect your overall financial portfolio. For these reasons, it is imperative to enlist the help of experienced financial professionals. Your financial advisor and your mortgage representative can walk you through the programs you qualify for and help you determine if now is the best time to take on a new project.

How do I know I’m emotionally ready to invest in real estate?

When making financial deals, people often neglect to evaluate their emotional well-being. Many assume that real estate is a numbers game, and therefore they concentrate on credit scores, interest rates, and rental agreements. While these monetary factors are important, one’s emotional health is no less critical to a successful investing career.

Before you even begin to scan the classifieds for potential properties, take a look around your current home. Are rooms neat and tidy? Can you find what you are looking for? Is your living space warm and inviting? If you come home to a space littered with dirty dishes, unopened mail, and overflowing ashtrays, you may want to put a new financial venture on hold. Successful real-estate investors are organized, orderly, and optimistic or they don’t last very long. Take this opportunity to clear away the clutter in your home and make room for success. Adding another responsibility onto an already burdened life will not prove prosperous.

Next, take time to have an honest conversation with yourself and your significant other about your feelings toward money. Do you count every penny and obsess over every purchase? Do you spend frivolously then panic when the bills arrive? Are you gravely afraid that you will never have enough money to feel secure? There are no guarantees in real-estate investing. If you’re going to lose sleep at night worrying over vacant apartments and rising interest rates, you may want to consider other investing alternatives. If you are hoping that a few hot buy-and-flip deals will finally bring you the money you deserve, we warn you that such fortunes are hardly ever made. Wealth is most realistically built by following a solid business plan, not by rushing head-first into so-called hot deals.

Finally, have you jumped into other money-making opportunities, convinced that you were onto a sure thing, only to lose your shirt? Is real-estate investing your latest obsession in a long line of frenzied financial plans? We have seen people hastily move from one project to the next only to find themselves burnt out, disappointed, and with less financial security than before. To be an investor, you must invest not only your money but also your time and energy. You cannot take the time for your investments to mature and develop if you are hopping from scheme to scheme. If real estate is your investment du jour, you should expect the same shallow level of success you have previously experienced.

A solid appreciation of your emotional well-being is an excellent predictor of your financial future. If you see there are areas that need improvement, we encourage you to address these fields before opening your checkbook. Being emotionally ready to invest is just as important as being financially ready.

How do I get started?

There are three steps to starting a new financial venture: education, organization, and action. Most people do not follow this order. Anxious to get started, impatient with a process, and convinced that it’s better to learn as they go, many trigger-happy investors start with action, barely touch on organization, and usually burn out before approaching education. The exciting battle cry, “Get in the game before it’s too late,” is dangerous and disastrous. Experts in every field of business will tell you that before you start the game you have to read the instructions. The same holds true in real-estate investing.

The sage wisdom, “If you think education is expensive, try ignorance,” should not be dismissed. By picking up this book, you have started your real-estate career. Throughout your purchasing process, when interviewing your financial team, and whenever dealing with tenant issues, you should refer to a reliable real-estate reference book. We also encourage you to seek out Realtor networks and reputable online sites (see Appendix D) to benefit from the advice of professionals in the field. If you have the time and means to attend a real-estate investing seminar, look for programs endorsed by national banks or Realtor organizations. You should expect to pay a reasonable, not exorbitant, amount of money for your investing education. Well-written books and recommended networking forums are excellent beginning tools when starting your investing career.

As you learn about this field and begin to determine which course of action best suits your needs, you’ll want to organize your focus before taking action. What often separates the sideline spectator from a leading industry player is a comprehensive business plan. A business plan is an action plan that details and defines your goals, timeline, and mission. While there is no set format, all worthy plans share certain characteristics. See the next two questions for a user-friendly example that you can modify to meet your needs.

Having begun your education (it will continue throughout your career) and completed your business plan, you are ready to take action. By no means are we suggesting you are ready to make a purchase, but you are ready to contact the financial professionals who will make your first purchase possible. In Chapter Two we will go into detail about the experts you’ll want on your financial team. Having the best people in place before you open your checkbook will save you money, time, and energy. When you find the right deal, you will have the right people ready to make it happen. If you follow these three steps in the suggested order, you’ll be on a successful path to real-estate investing.

Is there a formula I should follow?

We cannot stress it often enough: Real-estate investing is a business. As such, it deserves a well-thought-out business plan. When your financial team is in place, they will help you organize your goals into manageable financial tasks. Right now, we want to focus on a bare-bones business plan, a simple three-step formula for helping you organize your ideas and intentions.

1. Keep it simple. Define your business. As an entrepreneur, it is imperative to succinctly describe your business. Real-estate investing offers many avenues of revenue to pursue. Narrowing your focus will help you organize your efforts. Consider these questions:



[image: 2] What do you plan to do?

[image: 2] Where do you plan to do it?

[image: 2] Who is your target customer?

[image: 2] How will you match the competition?



2. Keep it focused. Target your customer. Tenants are customers, and without them your vacant property costs you money. Instead of hoping that someone—anyone—will eventually rent from you, determine what need you can meet, then meet it better than the competition. Having a clearly determined tenant base can increase your asking price and decrease your turnover.



[image: 2] Who are my target customers?

[image: 2] What needs are not being met?

[image: 2] What would be on my customer’s wish list?

[image: 2] What is a deal breaker for my customers?

[image: 2] Which type of property would best suit these customers?

[image: 2] Why do I want to serve these customers?

[image: 2] How will I most effectively keep my properties rented?



3. Keep it realistic. Define your goals. As an entrepreneur, you are a business owner. You set the standards; you are responsible for meeting the goals. As this is a new venture, give more consideration to the short-term goals; experience and education will help determine realistic and productive long-term goals.



Short-term goals 

[image: 2] What do you want to accomplish in six months?

[image: 2] What do you want to accomplish in one year?

[image: 2] Which needs will your business serve?

[image: 2] Will you require staff?

[image: 2] How will you find reliable customers?

[image: 2] How will you service your customers?

[image: 2] How will you match the competition?



Long-term goals 

[image: 2] What do you want to accomplish in two to five years?

[image: 2] Which needs will your business serve?

[image: 2] What will be your area of expertise?

[image: 2] How big do you want your business to grow?



The old business adage remains true: When you fail to plan, you plan to fail. The “I’ll just learn as I go” approach is costly and ineffective. While talking about your investing idea probably feels much more natural than actually writing a detailed business plan, taking such a tangible step is evidence of your commitment to this endeavor and will help put you on the road to real-estate success.

Can you walk me through a sample business plan?

As an entrepreneur, it is your responsibility to effectively manage your real-estate investments. This begins with a comprehensive business plan. Consider the following example of a bare-bones business plan as you begin to manage your new business venture.

1. Keep it simple. This is your mission statement, your opportunity to clearly explain what your business is. These one to two sentences define what you do and how you do it.

Example: As a real-estate investor, I plan to purchase [unfurnished][single unit][rental]properties in the [Xyz]area, where I will target [long term/lease]tenants, offering [washer/ dryer]incentives.

2. Keep it focused. This is your action plan. When you ask yourself what your primary focus is, “real-estate investing” may seem like the obvious answer, but it is too broad and not effective. You need to answer the who, what, where, why, and how questions.

Example: Xyz is a stylish suburb largely populated with college graduates who commute to the city. The area’s rental properties do not offer washers and dryers, and the town Laundromat is expensive and poorly maintained. I will furnish my properties with washers, dryers, irons, and ironing boards. I will also install sensor lights at the entrance for added safety. Meeting the needs of this growing tenant pool will help ensure low turnover and limited vacancies.

3. Keep it realistic. This is your reality check. Your goals, profits, and losses should be spelled out and measured, with plans to review them in a timely fashion and readjust them as needed.

Example: Within six months to a year, I will be prepared to purchase my first single-unit rental property in Xyz suburb, where I will serve the commuter community. As I live in my target area, I will not yet require staff. I will advertise my property in the local paper, online, and with neighborhood flyers, then conduct interviews to cover credit checks, emphasize lease standards, and review maintenance agreements, including a twenty-four-hour response time to tenant issues. I will supply an onsite washer and dryer and offer a modest rental deduction for early payment.

Example: Long term, I want to be a leading landlord for commuters in the Xyz area. I plan to purchase additional rental properties with the intention of staffing a property manager when I have four units leased.

Keep in mind, a business plan is not written once then regarded as an unchanging law. It is a living, breathing tool that should be modified as your real-estate portfolio grows. It is a checkpoint to measure your progress and a reminder of what you are working toward.

Who can help me put this plan into action?

The United States Small Business Administration cites poor management as the number-one reason new businesses fail within the first three years. As a real-estate investor, you are essentially a self-employed small-business owner. How you manage yourself and your business team will determine your financial success. Now that you have completed a bare-bones business plan, it is time to talk about the staff who will help bring this plan to fruition.

No real-estate transaction is completed in isolation. Between finding the property, acquiring the purchasing finance, closing the deal, renting the residence, filing the taxes, maintaining the property, and building your portfolio, you will be working with dozens of professionals. We will go into detail about the role of each major player in Chapter Two; for now, here is an overview of your team players:



Financial advisor. A financial advisor’s role is to look at all of your assets and liabilities, suggest programs for protecting your financial well-being, and help you determine the next financial step to take.

Realtor. Establishing a working relationship with a local Realtor will keep you informed about market changes and give you an inside track on upcoming properties. A Realtor acts as your eyes and ears in the field.

Mortgage representative. An experienced loan officer is a critical member of your real-estate investing team. There are several investor-friendly programs that an experienced mortgage consultant can help you qualify for, expanding your buying potential.

Tax accountant. Real-estate tax laws should be deciphered by a well-trained, experienced expert who can help you take advantage of every deduction and avoid overpaying. Tax laws are constantly changing, and you will need a professional to keep you informed.



A business plan that remains locked away in your personal computer will do you little good. Your business plan is a tool used to discuss your intentions, ideas, and goals. In order to turn these ideas into profit, you should solicit the help of these four professionals. Your team will be instrumental in helping you chart your course, offering tangible tools for achieving your goals, providing benchmarks to measure success, and helping you restrategize, should you miss the mark. An unbiased appraisal of your business plan is critical before attempting to take action.

Why can’t I do this all on my own?

Why would you want to? Not assembling a financial team makes as much sense as trying to perform surgery on yourself—you might get lucky, but you’ll probably make a big mess and hurt yourself. Many expensive mistakes could be avoided if more investors would take the time to enlist the help of finance experts instead of assuming that they will be able to do it themselves. We have seen many homes sit on the market while lonely lawn signs declare their availability. In a booming market that is more forgiving of investor mistakes, doing it all yourself might work, but we’re interested in making money in every kind of market. Realtors have access to media and Internet sites, and, most importantly, they make their living selling houses. Why treat something like a hobby when you can hire someone to treat it as a job? We work with professionals who make a living in their area of expertise.

Even if you come to the table with a strong background in money-management skills, have previously purchased real estate, or do your own taxes, you probably do not have enough experience to consider yourself an expert. And that’s whose advice you want to have at your fingertips: an expert’s. Perhaps you feel intimidated by experts. We’ll help you prepare interview questions and a business plan so you feel better equipped to ask for what you want. Remember, experts become so because they perform the same activity over and over again. As a beginner, you have not had their experience, nor do you need to get that experience before becoming an investor. It’s not necessary to become an expert in every aspect of real estate to achieve success, but it does help to work with the best in the business.

Of all the assets you will ever possess, time is by far the most important. You must protect your time like a prized possession, not waste it chasing down pointless leads or pursuing hype. Having a team of experts at the ready will greatly benefit you in this respect. Take the time now to collect your experts, so that when an opportunity presents itself you have reputable counsel and trusted advice at the ready.

Who is qualified to give investment advice?

On the one hand, you want to solicit counsel from an unbiased, reputable source who has received some formal education and conducts business under a professional code of ethics. Licensed mortgage representatives, financial advisors, and tax accountants make a living dealing in economics and are held accountable to serve their clients to the best of their ability by their individual corporations or licensing boards. On the other hand, financial advice is personal advice. As such, you want to know as much about the person giving you the advice as possible. Trusted family friends, parents, and colleagues have all been cited as an investor’s main influence for making investment decisions. So the question becomes whose advice should you solicit, a professional or someone with whom you have personal a relationship?

While a quality professional opinion is worth its weight in gold, there is no denying that money is very personal. Investors not only make their decisions based on how the numbers look but how the numbers feel. Ideally, you should work with financial professionals with whom you have a good personal rapport. 

Being new to real-estate investing, you probably don’t have several professional advisors at your fingertips with whom to forge a strong working relationship. But chances are you do have a few trusted friends whose investing portfolio has caught your attention. Perhaps there is a neighbor or family member who speaks confidently and comfortably about where his money goes and why he is pleased with his decisions. Asking this person for a financial referral can give you the added confidence you need to seek professional advice. Even if your investing methods vary somewhat, enlisting the help of an expert who has already served a friend well is an excellent starting point.

If you have friends or family members who renounce financial experts entirely, explaining that they’ve always figured things out for themselves, we encourage you to probe this reaction a bit further. It has been our experience that everyone has asked a professional a few questions along the line. Some people are just wary of saying they have financial advisors, concerned perhaps that such an indulgence would seem pretentious. Don’t be discouraged. As the conversation continues you will most likely find out the name of the neighborhood bank manager who always has a few minutes to chat or the name of the loan officer who has seen the family through two new home purchases and a refinance. Referrals come in all shapes and sizes. Be on the lookout for a style that sounds as if it could match yours and you’ll find the qualified advice you are looking for.

Is there financial advice I should be wary of?

There is a slew of financial advice to be wary of. One of the ugliest and most unregulated terms to rear its head in recent years is consultant. It seems as if everyone wants to hang a shingle outside their living-room window, call themselves an authority, and charge you a fee for their self-proclaimed expertise. So how do you best navigate through the plethora of consultants without drowning?

When seeking counsel, keep in mind that if it sounds too good to be true, it is. This is especially true when it comes to bad credit. We have seen tons of advertisements claiming that you can be a homeowner with no money down, even if you have terrible credit. But when you read the fine print, you’ll see that these loans carry exorbitant fees and origination costs. If you have bad credit, you are a risk to the bank and will have to pay more for the privilege of borrowing money. A better approach is to work with a reputable mortgage consultant to repair your credit so your fees and rates remain manageable. Many national mortgage lenders can refer you to their corporate credit rehabilitation division, where, at no additional cost, experts can help you repair your credit. In finance, you do not get something for nothing. Anyone who claims you can is misleading and incorrect.

Consultants who claim to offer hot tips for a fee are probably getting rich by collecting fees, not working the real-estate market. Hot-tip specialists prey on beginners who are hoping to skip steps. Instead of paying their dues, these novices pay for flashy, though shallow, advice.

Hot tips are usually riddled with problems. Zoning changes may be on the horizon, making it impossible to benefit from the brand-new housing development the consultant is urging you to invest in. No matter how enticing a prospect may seem, always have a knowledgeable, objective member of your financial team review the proposed paperwork. If you’re being pressured to sign on the line before having your investment team evaluate the deal, walk away. Only amateurs and unscrupulous characters rely on pressure to close a deal.

Probably the most misleading term currently thrown about is no risk. In investing, be it real estate, stocks, or collectibles, there is always risk. A commitment to continuing education, a comprehensive business plan, and a well-chosen financial team are all guards against unnecessary risk, but nothing can eliminate risk entirely.

As you pursue your investment career, you will become more and more able to distinguish bogus counsel from reputable guidance and better able to decide which information will suit your needs.

When will I know it’s the right deal?

The right deal will come along more often than you think. There is no shortage of real-estate opportunities. In fact, we have turned down more prospects than we have ever pursued. Before we move forward with a new project, we check our financial status, our emotional well-being, and run the scenario past our investment team. For us to decide we have found the next right deal, all systems must say go.

Financially speaking, we never want to get in over our heads. With several properties on our plate, it’s important that we focus on quality investments, not become distracted by the pursuit of quantity accumulation. While spouting off how many pieces of property you own may sound impressive at a cocktail party, it is far more productive to work a prudent inventory into steady, positive cash flow. Regardless of how good a deal seems, you must always ask yourself how an additional financial burden, such as if your property becomes vacant, will affect your household budget. If your son needs braces, the family car is due for an upgrade, and you’ll be traveling for your niece’s wedding, now may not be the best time to take on another financial commitment. Even if you qualify for excellent loan programs that will get you into a property for very little money down, be cautious not to overextend yourself. If now is not the right time financially, then it’s not the right deal.
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