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INTRODUCTION

Second Chance





Thank you for reading the latest edition of Nothing Down. I was thirty-one years old when Simon & Schuster published the first edition of Nothing Down. Little did I know at the time that it would go on to become the all-time bestselling real estate investment book. It has sold well over a million copies and helped untold thousands buy their first home or investment property…and for hundreds, perhaps even thousands, earn their first million. (If you’re one of those, please go to www.millionairehalloffame.com and log in your success story.) Although I’ve updated the book to reflect current laws and tactics, the principles in this book are timeless. The following phrase is still as true:


Don’t wait to buy real estate. Buy real estate and wait.


Real estate is the simplest, easiest, safest, shortest route to financial freedom. This is also as true today as it will be twenty-five years from now. If you want financial freedom, real estate will be a large part of your portfolio.


Although these principles are timeless, you and I are not. If you’ll indulge me, just before you launch into this book, let me tell you about a lesson I learned recently that has caused me to be even more intent on getting this timeless message out to as many people as possible.


Time moves rapidly for all of us. For me, it almost came to a dead stop on March 15, 2003. On that day I was driving home after giving a speech to about a thousand beginning real estate investors at the Anaheim Convention Center (near Disneyland). It was a very rainy night and there were numerous accidents on Southern California’s freeways that evening. At about nine P.M., just north of San Diego, my Lexus skidded off the freeway at full speed and smashed directly into a large tree. Miraculously, another motorist witnessed everything and called 911. It took the rescue crew over half an hour to extract me from the wreckage using the “jaws of life.”


I was transported to the Scripps Trauma center in La Jolla where I spent six days in intensive care with my multiple injuries. Even though the airbags had deployed, I broke my left wrist, blew out a quadracep tendon in my right knee, had my scalp peeled back (probably by the rearview mirror) leaving a nasty scar on my forehead, suffered cracked vertebrae, a broken big toe, multiple bruises, cuts, and a serious concussion. They tell me that amnesia is common for someone who has had a close encounter with a tree at high speed. Mercifully, I have no recollection of the accident, the ambulance ride, the operations, and most of the first three days of the hospital stay.


In addition to the physical trauma, there were emotional issues to deal with. What goes through your mind when you realize that you were seconds away from death? It’s all pretty heavy stuff. I have come through all of this and am healing nicely both physically, spiritually, and emotionally, although I’ll probably have lingering pains and limps and other issues to deal with for the rest of my life.


So why bring all of this up at the beginning of a book on real estate?


When I look at the photos of my demolished car, I wonder how I could have escaped alive…or more important, why I was able to escape alive. (After serious consideration, I’ve decided to post the photos of my crashed car at www.robertallenrealestate.com.)


I feel as if this has given me a new lease on life—my second chance. The “old” Bob was too focused on unimportant things. The “new” Bob is more connected to heart and soul and love and people. I have so much love for Daryl, my amazing wife of twenty-six years, as she stood by me through such a frightening ordeal. When I became fully conscious again, it was wonderful to see my two older children, Aimee and Aaron, standing at the foot of my hospital bed, and then to receive a phone call from my youngest son, Hunter, who was at the time serving as a missionary in Brazil. I have so much love and respect for my business partners and associates for letting me take this extra time for “research.” Thanks a million.


Finally, I thank God for this “accidental” wake-up call. I wouldn’t wish the same experience on anyone else, but I pray that each of us can wake up to the new life that is possible—to leave behind the parts of our old selves that don’t serve us and embrace the attitudes and feelings that lead to a new life and a brighter future.


I hope that you allow this book to be your mentor to a new life. As you read this book, I hope you’ll be inspired to believe that you, too, deserve a second chance—a life of financial freedom and prosperity. I hope you’ll read this book and be empowered to learn techniques and strategies that will move you more quickly toward what you want. I hope you’ll find yourself saying, “I can do this.”


I’ve intentionally written Nothing Down in layman’s terms (because that’s who I was when I made my first million). Yes, you can find more technical investment books—and I encourage you to read them—but this book is designed to reach the part of you that has always known you were destined to be financially successful. There is so much you can accomplish in life, you don’t have to be held back by a lack of finances. Besides, real estate investing can be a lot of fun (mixed with a modicum of frustration to keep you humble).


The mere fact that you picked up this book tells me that you are blessed (or perhaps afflicted) with an entrepreneurial spirit. While in Hawaii a few years ago, as I sat at the breakfast table on the outdoor patio, a swarm of little tropical birds flitted anxiously around my table chirping and begging me to share some of the crumbs from my breakfast muffin. I flicked a few crumbs off the table and they attacked the crumbs as a flock. I wondered if there was an entrepreneurial bird among them, so I placed a large chunk of juicy muffin on the edge of my table. The flock flitted about, chirping and screeching, but not one dared land to enjoy the moist morsel. For several minutes nothing happened, and then finally one of them landed on the farthest edge of my table. He glanced out of one eye at me…very leery, skeptical, skittish…and out of the other eye at the prized muffin. He moved his way, ever so carefully, toward the muffin and finally began to pick at it, retreating from time to time to enjoy his luscious treat and then returning for more. And then he did something unexpected. He purposefully dragged the muffin off the table so the other birds could enjoy it. This was apparently an enlightened bird, willing to share his plenty with his feathered friends.


I hope you will become like that little bird, and dare to do things the other birds won’t do. If you do, you will eat well all of your days. Just remember to share some of your well-deserved excess. Moreover, teach other birds how to do the same. There’s plenty for all of us…if we’re just courageous enough to go get it.


As long as I continue to breathe, I’ll continue to teach as many people as I can that we are all destined for greatness. Regardless of what other people may have told you, I know you can become financially successful.


I wish you well. I hope that someday we can meet and that you can tell me, “You know that little bird? Well, that’s me.”


Have a great life.









CHAPTER 1

You Can Still Make a
Fortune in Real Estate



“I am twenty-three years old with zero experience and less credit. After applying Bob Allen’s techniques, I was able to buy $915,000 worth of properties with no cash out of my pocket and achieved a cash flow of over $85,000 in my first year of investing!”


—JOSEPH BELMONTE







Back in 1492, Christopher Columbus launched the greatest real estate venture the world has ever seen. Using money borrowed from Spain’s rulers, King Ferdinand and Queen Isabella, Columbus discovered the vast undeveloped lands of the New World and claimed them for Spain. Within a few short decades, Spain became the richest nation in Europe and Columbus achieved undying fame. Not bad for a once-penniless Italian seaman.


Today, real estate is still the most powerful wealth-producing tool in the world, with countless opportunities for you to build your personal fortune. And just like Columbus, you can use money from other people to help you do it. Do you want to retire at age fifty? Or forty? Or even thirty? How about paying for your child’s college education, taking a luxurious trip around the world, or supporting your favorite charity.


Whatever your financial goals, this book can help you discover the fabulous “New World” of real estate; it will guide you along the path to building your personal fortune. For more than twenty-five years, my Nothing Down program has produced one millionaire after another. Each winter, they go skiing in the Swiss Alps or relax on the beaches in Barbados. Maybe next year you can join them!


I can tell you from personal experience that it doesn’t matter whether you’ve saved $1,000 or $10,000 or $100,000—or if you’re still trying to balance your household budget each month. My Nothing Down program has been proven to work over and over again. Best of all, it works whether the real estate market is going up, down, or sideways.


So, if investing in real estate is the ideal way to achieve the American dream, why are there still so many Americans who are trapped in dead-end jobs, worried about the next round of corporate layoffs, or struggling to pay their monthly bills?


Studies show that about two thirds of Americans will live from paycheck to paycheck until the day they die. Many of them earn a nice living because both spouses work. But that’s not financial freedom. Only about 10 percent of us achieve a true measure of financial security. And only 3 percent break into the blue sky of true financial freedom.


In my seminars and talks around the country, I’ve found that there are three reasons why more Americans haven’t achieved their financial dreams:






	Most people don’t believe it’s possible to become wealthy.


	Most people don’t have a specific plan for building a personal fortune.


	Most people aren’t willing to do something now to make their dreams come true.








Too many people are simply unaware of the incredible opportunities all around us. Some are saddled with outdated beliefs. Others find it hard to change their spending and saving habits—even if it’s clearly a change for the better. But unless you change your outdated beliefs, create a specific plan for your finances, and take action now, you will never take true control of your life. If you drift through life, others will make your decisions for you.


I once saw a television commercial portraying an elderly gentleman standing on the docks in New York City. Behind him, in the harbor, a beautiful ocean liner is putting out to sea filled with rejoicing vacationers. The old gentleman looks directly into the camera and says: “When I had the money, I didn’t have the time. Now, I have all the time in the world, and I don’t have the money.”


You don’t have to live from paycheck to paycheck for the rest of your life. You don’t have to retire broke. You don’t have to believe that “it takes money to make money” or that “the rich get richer and the poor get poorer” or even that “money talks.” You can create your own wealth—and use it for whatever you want. This I know for certain.


Are you substantially better off today than you were ten years ago? If you are, it’s because you looked at your beliefs, made a plan, and acted on it.


But let’s face something right now. In order to make it financially, you’re going to have to become a lifelong investor. There just isn’t any other way. The lottery isn’t going to bail you out. Forget about winning a million in a game of chance and concentrate on making it the good old-fashioned way.


So, let’s get right to the basics. I call it the “Spend or Save” theory.

Spend or Save


In simple terms, the theory states that each of us has a limited amount of income (in case you hadn’t noticed). We may spend our precious dollars on consumer goods—fancy cars, home theater systems, and other disposable items that depreciate and lose value over time. Or we put money aside for the future—investing in stocks, bonds, precious gems, gold, land, or real estate, all of which we hope will grow in value.


As you know, the more you spend, the less you are able to save. And if you decide to become an investor, every day you will face tough decisions about spending. But remember, it takes “saved” money to make “spending” money. In this world, the savers get richer and the spenders get poorer.


Not too long ago, a couple came to me with a tough decision. They had received a $100,000 windfall and were agonizing about how to spend it. They wanted to buy new furniture for their home, a new car, and a few little luxuries for their children. I convinced them to hold off for a bit longer and to invest the windfall dollars in a small apartment building a few miles from their home. Three years later they had more than doubled their money. It was a small sacrifice, but it paid off big.


To be financially independent, you will probably need to change your current spending habits and think more about where you want to be ten years from now. While there are few guarantees in the world of investments—which can go up or down in value—unless you get into the investment game, you’ll never have a chance to achieve a life free of financial worries.


And when it comes to investments, real estate is clearly the safest way for the beginner to get started on the road to financial freedom. The journey to financial freedom begins with buying your own home—undoubtedly, the best investment that millions of us have ever made. Take a look at home prices in your neighborhood today, then look back to the past. In 2000, the median U.S. home price was about $150,000; in 1990, the median home price was about $100,000; in 1970, the median price was about $23,000. That’s a truly remarkable long-term performance. A little later in this book, I’ll talk more about buying your first home and how private mortgage lenders and the U.S. government will help you buy it for virtually nothing down!


But for now, I want to focus on real estate investing in general. Before you consider buying an apartment building, a shopping center, or a vacation condominium, you need to know how to maximize your potential profit. You need to know the rules of the game so you can make smart decisions about your purchases. You need to know how to use money from other sources to buy real estate with nothing down. And you need to know when to sell your properties and move on to something better.


Although I introduced the concept of Nothing Down back in the early 1980s, I remain firmly convinced that real estate is the right investment for those of us who have long-range financial goals like a comfortable or luxurious retirement. Even though real estate prices have climbed considerably in the past decade, I’m convinced that real estate is still one of the true bargains on this planet. Sure, there will be ups and downs in the market from year to year, but there is still incredible potential for long-term growth.


That’s because:






	People like to sleep with a roof over their heads.


	Young families keep making “tricycle motors.” (Think about it.)


	No one has found a way to manufacture vast quantities of vacant land near major cities.








Seriously, can you envision a time when people won’t be buying and selling real estate? Can you envision a time when people won’t want to be financially independent? Of course not. That’s why I am so confident about the bright future of real estate. As long as people need roofs and families grow kids, real estate of all kinds will be in demand. Even in an economic depression, people still need shelter and families will still be raising children. And there’s only a limited amount of land to go around.


It is completely plausible for you to retire wealthy from your real estate investments. Thousands upon thousands of my seminar graduates have done so over the years. For example, a retired couple in Arizona earned more from real estate in three years than they had earned in an entire lifetime. A young woman in California left a job that paid a high salary because she was earning too much money (and having too much fun!) investing in real estate. Starting from almost nothing, a man in Florida made a million dollars from real estate in less than three years. Like thousands of courageous investors from coast to coast, you can take matters into your own hands by buying your first piece of investment property. My system works!


As you read these words, thousands of people just like you are investing in choice investment properties using the principles outlined in this book. It’s time you joined them in the real estate game!









CHAPTER 2

Creative Solutions to
the Money Problem



“Sometimes, you don’t believe that you can buy real estate with no money down. I was one of those people until after taking Bob Allen’s seminar. As a real estate student, I found an investor who was willing to hold the financing for me. I bought a property from him and received money at the closing. I’m now working on a second property!”


—MICHAEL DI CARLI







Why would anyone want to buy real estate with little or no money down?


First, the smaller the investment in terms of your down payment, the larger the return you will enjoy because of the power of leverage.


Second, most of us don’t have much money, if any money at all, for making investments. And this is the most compelling reason behind the nothing-down philosophy: We have no other choice.


So, regardless of the state of your bank account, it’s time to get started on your journey to financial independence. The real estate investment world is still open to you if you understand money and if you know how to make money (or the lack of it) work for you.


Consider a building that is selling for $200,000. The seller wants $20,000 down.


The property is a great investment as it stands, but there is one glaring problem: You don’t have $20,000 sitting around waiting for the right deal to come along. The majority of us barely have enough money in savings (if we have any savings at all) to buy a new television or lawn mower. Obviously, we’ll have to come up with some rather creative solutions.

[image: 11]


After many years of success in the investment world, I have found there are only a few basic sources for creative down payments:






	Cash saved up by sticking to a tight household budget (the hard way).


	Mortgages used with all parties involved, including the seller.


	The use of rent and deposits involving the subject property.


	Short-term borrowings from banks, mortgage companies, or other lenders.


	Long-term borrowings from banks, mortgage companies, or other lenders.


	The equity in other properties you own.


	Partners who have the cash or the credit rating necessary to provide you with funds in exchange for a share of the profits.


	Options that let you tie up the land until you can raise funds for the down payment.








The first source is up to you. You must begin to save money. Limit your current consumption of those little luxuries of daily life—a cappuccino, a new pair of shoes, an expensive bottle of wine—in favor of saving for the future. While it’s important to live within your means and start building your own investment fund, you can’t wait years for your savings to grow. With today’s rates, that could take decades! You need to look at other sources to obtain the $20,000 needed to purchase that building. Let’s examine the other areas open to you.


Meanwhile, you must realize that the nothing-down concept involves using borrowed money. This money may come from the seller himself or from banks or from partners—just as long as it doesn’t come from your own pocket. This process requires a creative mind, one that is willing to try any solution. Basically, it is a process of borrowing yourself to wealth using other people’s money.


The process of creativity is a mysterious and interesting one. It is brilliantly described in the following story, from Alexander Calandra’s book The Teaching of Elementary Science and Mathematics. A student refused to parrot back what he had been taught in class. When the student protested, Calandra was asked to act as arbiter between the student and his professor.


“I went to my colleague’s office and read the examination question: ‘Show how it is possible to determine the height of a tall building with the aid of a barometer.’


“The student had answered: ‘Take the barometer to the top of the building, attach a long rope to it, lower the barometer to the street, and then bring it up, measuring the length of the rope. The length of the rope is the height of the building.’


“A high grade is supposed to certify competence in physics, but the answer did not confirm this. I suggested that the student have another try at answering the question. I gave the student six minutes, with the warning that his answer should show some knowledge of physics. In the next minute he dashed off his answer, which read:


“ ‘Take the barometer to the top of the building and lean over the edge of the roof. Drop the barometer, timing its fall with a stopwatch. Then, using the formula S = ½at2, calculate the height of the building.’


“At this point, I asked my colleague if he would give up. He conceded, and I gave the student almost full credit.


“In leaving my colleague’s office, I recalled that the student had said he had other answers to the problem, so I asked him what they were.


“ ‘Oh, yes,’ said the student. ‘There are many ways of getting the height of a tall building with the aid of a barometer. For example, you could take the barometer out on a sunny day and measure the height of the barometer, the length of its shadow, and the length of the shadow of the building, and by the use of a simple proportion, determine the height of the building.’


“ ‘Fine,’ I said. ‘And the others?’


“ ‘Yes,’ said the student. ‘Take the barometer and begin to walk up the stairs. As you climb the stairs, mark off the length of the barometer along the wall. You then count the number of marks, and this will give you the height of the building in barometer units. A very direct method.


“ ‘Finally,’ he concluded, ‘there are many other ways of solving the problem. Probably the best,’ he said, ‘is to take the barometer to the basement and knock on the superintendent’s door. When the superintendent answers, you speak to him as follows: “Mr. Superintendent, here I have a fine barometer. If you will tell me the height of this building, I will give you this barometer.” ’ ”


Creativity is born when you have a problem to solve. And as you can see from this story, there are many ways of solving a problem. Creativity is the art of looking for solutions that are out of the ordinary, different, unorthodox.


Most of us spend countless hours trying to solve ordinary problems in the same old ways. We enter school at age five and exit some years later with hardly the bare essentials we need to solve problems. We have usually been drilled to see only the obvious solutions; we haven’t learned to dig just a little bit deeper for fresh ideas. We haven’t learned to devise creative solutions to both ordinary and complex problems.


Consider, for instance, the most common problem of every real estate investor: lack of investment capital. Some of us don’t even have enough cash to make an initial investment. To make matters worse, most of us have been trained to believe that it is impossible to buy real estate unless we have cash down payments bursting our bank accounts wide open. So most of us, lacking that kind of bank account, never even try to invest.


There are other solutions to the cash problem. These solutions require creative thinking. Some of the solutions presented in this book will appear ridiculously contrived. That kind of thinking, though, is a trap. Don’t let it muddle your creativity. Be concerned only with whether or not the solution will work.


Stretch your mind to new dimensions. Begin to be creative. To do these things, you will have to make a firm commitment to the following:


Positive thinking. Positive thinking solutions require positive thoughts. If you continually tell yourself “It can’t be done,” you will find exactly that. It can’t be done. Creativity is born and nurtured in an environment of “can do” thoughts. It is possible for you to buy hundreds of thousands of dollars’ worth of real estate in your own area. I have done it with little or none of my own money. Each year the graduates of my seminars buy hundreds of millions of dollars’ worth of real estate. You can, too.


Broadmindedness. Regard the obvious real estate solutions, such as large cash down payments, as only a small percentage of the solutions that will ultimately work. Look for these solutions as a prospector looks for gold. They are just as precious as gold to you, because they will enable you to buy real estate without having to invest the cash you either don’t have or don’t want to spend. Whenever someone says, “I must have cash,” dig deeper for a better solution. This book will show you how.


Disdain of the ordinary solution. Develop a healthy disdain for the ordinary solution. Try your hardest to practice creative solutions whenever possible. Deal with buyers and sellers who are creative. You can learn from them.


Brainstorming. Discuss your problem. The real estate agent, the seller, the seller’s attorney, and anyone else who could have an impact on the decision to sell or buy should be involved. Search for solutions other than using your own cash. Ask probing questions. Forget that investing your own cash is even a solution.


Deep thinking. Ponder. Don’t give up—you’ll learn the excitement of flashes of creative genius.


Cultivate a creative mind. Treasure it. Some people will tell you that the only avenue that leads to successful real estate investments is paved with cash. Don’t believe it. You will eventually run out of cash—probably very soon. You’ll never run out of creativity. Plunderers can rob you of your cash, no one can steal your creativity. Cash loses value. Creativity never will.


It is your most vital asset.


Commit to it now.









CHAPTER 3

They’re Not Making
Any New Land



“My biggest, quickest, and easiest profits were on two homes in rural areas unfamiliar to me. I told the sellers my fear of the slow market in rural areas, and said my best offer is such and such. I was pleasantly shocked that the sellers just wanted to cash out. The amount of cash was not the criteria. I was able to resell the homes quickly for a profit of $60,000 on one and $35,000 on the other.”


—NEELD J. MESSLER SR.







Back in the Middle Ages, struggling inventors tried to make a perpetual-motion-machine—a device that would keep moving forever. The quest failed because it tried to break the laws of physics. But in the twenty-first century, smart investors have discovered something even better: a “money machine” based on the universal laws of supply and demand. This very practical way of producing money is called investment real estate.


Every year, it seems as if demand for real estate goes up. Young families are having children, more newcomers are coming here, and even older people are looking for new homes and new lifestyles. But while demand is constantly increasing, the supply of real estate is limited.


What is real estate? Real estate is the home you live in. It’s the building you work in. It’s the factory or warehouse you see next to the freeway. It’s the store where you shop. It’s the community center where your children play. It’s the field where your uncle plants his wheat crop. It’s where you park your car. It’s the mountain cabin or beachfront condominium where you spend your vacation.


The common denominator of real estate is land—and land is everywhere. Well-selected real estate almost always increases in value. Why? Because, as Mark Twain put it, “They ain’t makin’ any more land.”


But certain kinds of real estate are a better investment than others. Some types of land are more valuable, and have a greater potential to grow in value, than others. Here’s a story to illustrate my point.


Three wealthy old poker buffs were playing a very important game. The stakes were high. After several hours of playing, there came a hand in which all three had been dealt excellent cards. The betting increased, and finally each of them ran out of cash and began to gamble with the deeds to their various real estate holdings. A rancher from Montana began the last round by pledging his entire fifty-thousand-acre ranch, including all of his cattle and equipment. An oil baron from Oklahoma met the challenge by pledging his two thousand acres of oil-producing wells with all of his oil derricks and equipment. A wealthy New Yorker ended the bidding by putting his one building into the poker pot.


“One building!” gasped the other two players. “Here we have pledged thousands of acres, and you expect us to accept your building?”


“Sure,” replied the New Yorker. “My building is right on Fifth Avenue in midtown Manhattan.”


Obviously, the value of land can vary from “dirt cheap” to “astronomical.” But high demand and a short supply usually means a higher sales price, and a higher probability that the property will continue to rise in value.


While financial opportunities exist for every type of real estate, the best choices are different for beginning, intermediate, and advanced investors. Therefore, in considering a real estate investment, you need to understand the pluses and minuses of the following four major categories of land.






	
Undeveloped land. Located far away from metropolitan centers, this type of property has no immediate potential for development. In fact, about the only thing this kind of ground is good for is holding the earth together.


	
Recreational land, such as forests or mountains. This type of land has legal restrictions that prevent it from being developed or being used for anything other than recreation or conservation purposes. Unless you are a seasoned investor, stay away from recreational property.


	
Agricultural land. Unless you’re planning to become a farmer, this type of land is usually less than an ideal investment. Many farms have restrictions that require the land to be used for agricultural purposes rather than for commercial development.


	
Urban/suburban land. Virtually all real estate investors focus on some type of urban or suburban property. This land is valuable because it is located in a town or city with a significant number of people. Those people need homes, stores, offices, warehouses, and apartments. This is the kind of property you should consider for your Nothing Down investment strategy. With this kind of land the factors of supply and demand will almost always be working in your favor.








Think of Income


For the beginning investor, the safest investment is a property that produces some type of income, especially if you’re making an investment with little or nothing down. Income-producing properties come in all shapes and sizes, including rental homes, apartment buildings, vacation condominiums, office buildings, shopping centers, hotels, motels, rest homes, warehouses, and industrial parks.


By definition, income-producing property is any kind of real estate that is rented out to a tenant: an apartment building, rental home, commercial retail space, office building, or industrial-warehouse building. The tenant pays you a monthly or quarterly rental amount that should be enough to cover your mortgage payment, pay your operating expenses, and produce a small cash flow as a return on your investment.


Of these types of properties, rental homes and apartment buildings typically offer the least risk and require the least amount of expertise. There are three important advantages to income-producing residential properties that make them highly desirable to an investor like you.


First, there is usually a fairly sizable pool of homes and apartments in most urban and suburban settings. That gives you more properties to consider as possible purchases, and may provide you with an advantage later on when negotiating with the seller.


Second, the volume of sales of residential properties is much higher than for commercial properties. That makes it easier for you, as an investor, to determine the market value of the house or apartment building. Knowing the market value is essential in recognizing a true “bargain” when it comes on the market and in preparing your offer to purchase the property.


Third, it is easier to obtain a mortgage loan or get other financial help in purchasing a residential property. Lenders generally see the risks as lower than in buying an office building, shopping center, or warehouse and are more likely to approve your mortgage application. If you’re seeking money from family and friends—or using one of the creative approaches we’ll get to in future chapters—it’s easier to build a convincing case.


Within the residential investment arena, you may be able to make a great deal of money by finding older homes or poorly maintained apartment buildings, adding fresh carpeting or a coat of paint, and giving the property a general facelift. If all goes well, you can turn around and resell the property for a much higher price to a new buyer. This type of investing is called the “fixer-upper.” While it’s a great way to make money in a relatively short time frame, it does take a dedicated individual who knows something about fixing up buildings. Personally, this is not my cup of tea. In fact, I can barely tell which is the right end of a hammer.


But there is a type of investment that is universally beneficial, whether or not you have the special training and personality to fix up run-down real estate, and that is choosing well-constructed residential properties in a growing area. The long-run appreciation from such an investment may be slow, but it will be steady and relatively predictable. And it does not require a lot of supervision or work to bring such a building up to usable standards. Don’t be frightened away from investing in real estate because you don’t understand a thing about repairs. Just buy solid property at a bargain price and hang on to it.


Your first purchases of income-producing property will give you the knowledge, experience, and confidence you need to venture into other areas, such as business and commercial properties. These commercial properties are dependent upon a healthy economy and sound business management for success. This last requires sophisticated knowledge and experience. On the other hand, homes and apartment buildings will always be in demand, regardless of what the economy may do. Housing is a basic need. People must live somewhere; they have no choice. It might as well be in your property.


I would also advise you to stay away from raw land, at least at first. This does not mean that land in predevelopment stages is a bad investment; it simply means that predeveloped land has some basic disadvantages that increase the risk for the beginning investor. One big disadvantage is that land does not generate a cash flow. Mortgage payments and property taxes must be made out of your pocket. That’s why it’s called an “alligator” investment—it eats up an investor’s capital through monthly payments, and it does not produce any cash flow. The beginning investor soon runs out of money to feed his alligator a daily diet of principal, interest, and taxes. When you don’t feed an alligator, it becomes very hungry and it eats you alive; many a piece of land has been foreclosed because the owner couldn’t keep the payments current.


In addition to starting with income-producing residential properties, here are several other general principles to guide you in tapping into the financial rewards of real estate. First, become more familiar with your own local real estate market by studying properties now up for sale. Learn all about your particular city, its growth patterns, its depressed areas, and the most likely paths of future growth. The more you know, the more prepared you will be to invest. And the more prepared you are to invest, the more confident you will become in your ability to spot a good opportunity.


How do you obtain this information? Explore your community on the Internet, taking advantage of neighborhood and real estate–related websites. Your local newspaper, for instance, probably offers an online edition complete with real estate features, property listings, and ads from brokers and agents. Or you could go to a broker’s site and learn more about the prices and features of homes and apartment buildings now on the market.


Talk to real estate agents. Pick an area of town and drive through the neighborhoods noting all of the “for sale” signs…and stop and ask questions. Check with your city or county planning departments, which will be more than happy to tell an interested citizen about real estate areas. Use your common sense and always ask questions. Is this area growing or declining? How fast will the city grow and in which directions? Would I like to live here myself?


A good opportunity always goes to the investor who knows how to locate a good investment (something that only comes through practice) and has the courage to act quickly. As often as you can, you should try to buy properties with as much leverage as possible—in other words, with little or none of your own money. This book was written to tell you how. And since well-selected income-producing properties are steadily increasing in value, the sooner you buy, the sooner you will reach your financial goals.


It all sounds so easy. But if anyone can become wealthy through real estate investing, why isn’t everybody doing it? I think it would be safe to say that most of us do recognize that real estate investment is one of the surest and safest ways to financial freedom. So there is only one real explanation for why so few of us fail to reach financial independence: Only a few are willing to pay the price. Only a few are willing to take the risks (no matter how slight those may be). Only a few are willing to set their sights high and start climbing. And only a small number of those who read this book will actually buy any investment real estate, even though they may agree with the concept. And the difference between the failures and the successes is the subject of the next chapter.









CHAPTER 4

It’s Time to Pursue
Your Passions



“One of my lifelong goals has been to become wealthy enough that I might help those that are in need and struggling. Thank you for giving me a tool to accomplish that dream and help those that are without.”


—WILLIAM C. DAVIS







Most people choose real estate because it’s the fastest, safest way to financial freedom. And who doesn’t want financial freedom? If you make enough money, the world is yours! Right?


That’s one of the reasons a lot of people go to work each day. In the back of their minds they say, “If I work and save long enough, I can retire and do what I really love.” Some yearn for a faster way. They play the lottery. Or get caught up in some get-rich-quick scheme. Or turn to legitimate investments such as stocks or real estate. The underlying assumption is always the same: First make some money, then you’ll be able to do what you love—pursue your passion. It’s the American way. In fact, it’s so ingrained in the American psyche that we could almost call it the Great American Formula:


Money = Happiness, Fulfillment, and Freedom to Pursue Your Passion


So what’s the first step in making money? All success books preach the same thing: You must set a goal. Make it specific. Write it down. Visualize it. Read it every day. Magnetize your subconscious mind with single-minded, moneymaking determination. Simple.


Well, if it’s so simple, why aren’t more people financially independent? Is it because so few set financial goals? Or is it a faulty goal-setting technique? Perhaps they need to visualize the money better—smell those dollar bills and see them stacked in neat bundles as high as a house. Maybe they have to read their goals more regularly. Or to cut their goals up into bite-size pieces. What’s the answer?


Well, one of the problems is that most people set goals based upon external motivation or whim. They see an advertisement for a new car and their “greed glands” fire up. “I want that car and I won’t be happy until I get it!” That’s a goal. A goal is wanting to become a doctor or lawyer because it will please your parents. A goal is often fueled by fear, such as: “Real estate prices are jumping upward. I better get in and make some money before it’s too late.”


I think it’s far more important to talk about “intentions” than goals. That’s because your intentions are guided by your “inner voice.” An intention is fueled by a sense of purpose. For instance, “I’ve always wanted to be a real estate investor. I would love the personal freedom it could provide.”


Here are some other differences between goals and intentions:






	GOALS


	INTENTIONS







	External motivation


	Internal motivation







	Whim, fancies, appetites


	Deep needs, desires







	Happiness in end result


	Journey is the reward







	Future oriented


	Now-oriented







	Unnatural


	Second nature







	Dissatisfaction


	Ful.llment







	Imitation


	Uniqueness







	Mediocrity


	Excellence










Many years ago, before I understood why goals don’t always work, I was teaching a seminar in Dallas, Texas, on the power of setting goals. A woman came up to me afterward with a puzzled look on her face. “Mr. Allen, I’m a full-time real estate investor. I get up in the morning excited. I love to make deals. I have so much fun making money that I hate to go to bed at night. And yet I’ve never written down a financial goal in my life. What am I doing wrong?”


I was stumped for a moment. She didn’t fit my picture of a successful person (since all successful people have financial goals, right?). I stammered something about how much more successful she would be if she did set goals. She nodded wisely. And I shrugged off the whole incident.


About this time, a good friend and fellow real estate investor told me that he was going to liquidate his small portfolio of properties and concentrate on his painting. I said, “But Sam, if you stick with real estate for five more years, you can retire and be free to paint for the rest of your life.” His answer was mildly unsettling. “Bob, I’ve discovered I don’t like real estate. But I love to paint.” I walked away shaking my head at this soon-to-be-a-poor-and-starving artist. But a year later he was doing rather well financially—and loving every minute of it.


And then, one day these seemingly unrelated incidents coalesced into one gigantic “aha” moment. It happened while I was watching a golf tournament on TV featuring Jack Nicklaus, Lee Trevino, Fuzzy Zoeller, and Arnold Palmer. As these four great golfers were asked why they golfed, I suddenly knew why they were so successful: “I love the game of golf.” “I love the competition.” “I love to try to beat the best players in the world.” “I love the people you meet in the game of golf.” “Challenge is important to me.” “I could play golf every day, all day long.” “I’m one of the luckiest guys in the world. There are very few of us who get to do what we love and make a lot of money doing it.”


That was it! These guys weren’t playing for money! They were playing because they loved to play. Sure, maybe in the beginning money was a part of it—maybe even a big part—but money was never the primary motivator. First and foremost, their intention was to play golf, and they were passionate about playing the game. I doubt any one of them had a written financial goal: “I want to become a millionaire playing golf before my thirty-fifth birthday.” What’s more, I bet golfers who play just for money rarely make it to the leader board. It’s not that their financial goals don’t work; they’ve just got the formula backwards! Remember the Great American Formula?


Money = Happiness, Fulfillment, and Freedom to Pursue Your Passion


In truth, that formula should be just exactly the opposite.


Pursuing Your Passion = Fulfillment and Leads to Financial Freedom


When you’re doing what you love to do, the money comes naturally. Maybe not at first, but eventually—if you stick with it. Do you think great comedians like Charlie Chaplin, Bob Hope, or Steve Martin started out with the goal “I want to become a millionaire by making people laugh, then I’ll retire to do what I really want”? I doubt it. They just did what they did best. And the money came. Slowly at first, but then in truckloads. Comedian Jim Carrey has often told his story of being down-and-out and writing himself a twenty-million-dollar check. Then he sought his goal by doing what he loved doing—and he eventually was able to cash that check for real. When you’re living your dream, no matter how financially successful you are, why would you want to retire?


What about the presidents of the Fortune 500? They make several million dollars a year. Why do they do so well financially? It’s because they love the game of business, and they have polished the skills necessary for success in the corporate world. The financial results are just how they keep score.


I read a study in which the employees and executives of a major company were asked what they would do if they won $10 million in a lottery. Eighty percent of the rank-and-file employees said they would immediately quit their jobs. Asked the same question, only 20 percent of the executives said they would quit. Why would 80 percent stay even though they were now financially independent? Because they find a lot of happiness and fulfillment in their day-to-day activities. They love what they’re doing. They’re not leaders because they make so much money. They make so much money because they love to lead.


Imagine what you would do if you won $10 million in your state lottery. Would this make you happy? Sure. (Whoever said money doesn’t bring happiness doesn’t know where to shop!) What would you spend it on? A larger house in a better neighborhood? How about a nicer car? Pay off those debts? Buy some new clothes? Give a little away to your favorite charitable cause? Blow a few thousand for the heck of it? Sock some away for a rainy day? And, of course, you’d quit your job and do what you love to do, right?


Seriously, how would you spend your time if you didn’t have to worry about money? Want to know a secret? Most people never bother to ask themselves that question. They just assume that if they win that $10 million jackpot, they’ll be happy forever.


But wait! Is that what really happens? After all, the lottery doesn’t pay you $10 million in one big chunk. The money is usually spread out over twenty years at $500,000 a year. Still, that’s a lot of money. But what about taxes? Let’s say you have to knock off about a third of that amount for state and federal taxes. That still leaves you with $350,000 a year after taxes or about $29,000 a month. Now, you can retire in comfort.


Or can you? Now that you feel more wealthy, you will probably acquire some wealthy spending habits: a $10,000 Rolex watch, an $80,000 Mercedes, a second home in Florida or Hawaii—you name it. Your standard of living is likely to go through the roof, absorbing all the extra money, and before you know it, you feel broke again. And what are you going to do in twenty years when the money runs out? Obviously, you’re going to have to make more money in order to stay happy.


But wait! That’s the trap! More money in order to stay happy. (Not that any of us wouldn’t want that kind of misery. “Oh well,” you say to yourself, “I always knew money couldn’t buy lasting happiness, but I wanted to find out for myself.”) But it’s not the money that you want, really.


At the Robert Allen Institute (www.robertalleninstitute.com), one of the most important lessons I teach is money doesn’t come first. What most people are really seeking is the ability to spend each day doing something they love. Rather than looking for happiness in some future goal of financial freedom (like almost all Americans), you want to find something that fulfills you every step of the way. Obviously, there’s more to your personal success than just writing down your goals and dabbling in real estate.

A Sense of Purpose


People who achieve success and maintain it, whether in real estate investing, corporate boardrooms, or show business, have something that gives power to their goals—something I call “purpose.” In my opinion, without purpose, goals aren’t worth the paper they’re written on. In fact, without purpose, goals ruin a perfectly good piece of blank paper.


So what is purpose?


Purpose is knowing what you want and doing it because it expresses who you really are. From world-famous celebrities who can’t wait to be in front of the camera to the person who truly enjoys cutting your hair or the teenager who has dedicated her life to dance, you can find people every day who are “on purpose.” They are living the life they were born to live. It’s hard to imagine them doing anything else. They don’t need goals to motivate themselves. They would do it anyway. And if they do set goals, it’s just to keep score.


I’ve spent a lot of my time studying highly effective people, including graduates of my Creating Wealth with Real Estate program, and I find four threads that run through all of their conversations:






	
Passion: They love what they do. If they weren’t making so much money, they would be tempted to do it for free.


	
Values: Their daily activities are extremely important to them.


	
Talent: They are good at what they do—call it talent, ability, skill, a special gift. Although they may have to work at it, they have got what it takes to be one of the best.


	
Destiny: They have a sense that they are doing what they were born to do, making their own unique contribution. It’s almost a spiritual thing. They’re fulfilling their destiny.








Is purpose only found in the lives of movie stars, corporate executives, artists, and dancers? Absolutely not. I believe every person has a unique purpose. And that includes you. You have unique talents, abilities, and values that only you can bring into greatness. You have a destiny that only you can fulfill.


So how do you tap into this sense of purpose? Actually, there are three distinct steps.

Step One: Ask Yourself the Purpose Questions


What do I love to do? What am I good at? What is important to me? What was I born to do? Complete the following Purpose Finder Exercise to help you find out.


Write down the top seven answers to each of the four questions. I’ve given you some additional clues to get you started. Don’t be too serious. Enjoy yourself. When you’re finished, rank each item in each list in order of importance assuming you have only five years to live. I encourage you to spend at least one uninterrupted half hour completing this exercise.


Purpose Finder Exercise
WHAT DO I LOVE TO DO?
Additional Clues




What has given me the most satisfaction in the past?


What excites me about life?


What activities give me the most satisfaction and inner peace?


What are my hobbies?


What have I been happiest doing?


What is my secret ambition?



RANK             ACTIVITY





	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________








WHAT IS IMPORTANT TO ME?
Additional Clues



What would I commit myself to if money were not an object?


If I only had five years to live, what would I absolutely have to accomplish for my life to have been meaningful?


What do I stand for?


What won’t I stand for?


What has caused me to make great sacrifices in the past?


What would I be willing to risk my life for?



RANK              ACTIVITY





	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________








WHAT AM I GOOD AT?
Additional Clues



What have other people told me I’m good at?


What have I excelled at in the past? (e.g., sports, entertaining, relationships, communicating, problem solving, persuading, leading)?


What are some of my strengths?


What have I been successful at?



RANK             ACTIVITY





	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________








WHAT WAS I BORN TO DO?
Additional Clues



What is my unique mission in life?


What can I do that will make a difference?


What specifically does God want me to do?


What can I contribute?


What is my niche?


What unique opportunities have been placed in my path?



RANK              ACTIVITY





	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________


	_______________________________________








Step Two: Prepare a Purpose Statement


Using the information from the Purpose Finder Exercise, try to find the thread that runs through your life and connects you to your life’s energy. What activities make you come alive? What values guide your daily decisions? Most people complete this exercise and are amazed at what they discover. Try to see patterns in your answers. See how many of the top priorities in one quadrant are similar to those found in other quadrants. These are good clues. Use this information to construct a Purpose Statement, a short description of the priorities that guide your life and give it meaning (see below).


Don’t let this intimidate you. You’re not trying to discover the meaning of life, just what motivates you at this point in your life.


By the way, my own Purpose Statement used to be a page long. I finally honed it to one sentence: “My purpose is to inspire and empower people to achieve real wealth.”


This one sentence says it all for me. I love to teach. I love to write. And I love to create new ways to help people live life to the fullest. Real estate just happens to be one of the vehicles I use. These things are really important to me. It is where my talents lie. The principles of real wealth are ideas that I feel I have been born to teach. And one of those principles is Purpose.


Purpose Statement


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


_________________________________________


So what does all this have to do with a book on real estate? Actually there are several reasons why it’s necessary to link purpose to your real estate activities. You may be one of those fortunate souls who has the real estate “knack,” who is a “natural” for this kind of business in the same way Van Gogh was a natural artist or Mozart was a natural composer. If so, your investment career may not bring you fame, but it will certainly bring you more fulfillment and financial success. To determine this, ask yourself the following questions:




	Do I like real estate? Or am I choosing real estate just because I want to be rich?


	Do I enjoy taking risks?


	Do I like to negotiate?


	If real estate made me wealthy, what would I do if and when I retired?


	If I were wealthy, would I still do real estate?


	Do I like the challenge of doing deals?


	Am I an entrepreneur?


	Does the thought of being an investor give me a surge of excitement?


	Is business important to me?


	Will real estate help me express who I really am?


	Is real estate my equivalent of an artist’s canvas?


	Am I good at creative problem solving?


	Do I have the drive to grow my real estate business bigger and bigger?


	Is real estate in my blood?


	Would I be “on purpose” as a real estate investor?








If real estate is a big part of your purpose, then the odds of your success go up dramatically. You see, purpose is like your favorite dessert. Have you ever noticed that no matter how full you are, there is always room for your favorite dessert. You always find time for the things you really want to do, no matter how busy you are. When you are “on purpose,” nothing stops you. When you aren’t, any distraction, problem, obstacle, disappointment, or negative thought or feeling can divert you.


So what if you weren’t “born” to be a passionate real estate investor? What if you just want to make some fast, safe money to pursue some other dream or passion? Moreover, what if you don’t want to be financially free at all but just want some extra financial security? That’s okay, too, as long as you link your intentions to a sufficiently motivating reason.

Step Three: Link Your Intentions to a Compelling Reason


There is an old saying that I will paraphrase: “If the ‘why’ is important enough, then no ‘how’ is too difficult.”


In other words, a lot of us would be reluctant to sky dive from three thousand feet in the air for a mere $10 reward. But if we had to jump in order to save our child’s life, we would strap on that parachute, close our eyes, and step right out of that plane.


The basic principles of real estate investing are simple to understand but not easy to implement. It takes commitment, dedication, time, and effort. If your only reason for starting is because you want to get rich, then you don’t have a compelling enough “why.” You need a reason that motivates you to go through the “gravel digging” until you uncover a real estate nugget. What is your major reason for wanting to be financially free? The more specific your are, the more compelling the drive and the more probable the success.


At a recent Creating Wealth seminar, I asked a middle-aged woman why she was there. She explained that she had a handicapped son who required substantial government assistance. This assistance was scheduled to run out in a few years. At that time, she “had to be a millionaire” just to be able to take care of him. In other words, her reason for investing was so compelling that she will be motivated to do whatever it takes to become successful. Whether she is dealing with a banker, seller, or real estate agent, her commitment is going to radiate from every cell of her body. This will transfer into more investment opportunities and successful transactions.


I encourage you to think clearly about your purpose in life. For most people, it will take time, dedication, and a steady flow of income in order to fulfill your purpose. So, let’s take a moment to take stock in ourselves, as we move closer to creating a sound financial strategy to help you achieve your purpose.
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