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HOW TO INVEST IN REAL ESTATE
WITH NO MONEY DOWN

Introduction

Y ou've no doubt seen the "infomercias’ or attended a seminar or bought a
book or course on "How To Get Rich In Red Estate With No Money
Down". Unfortunately, most of the "'no money down" promoters have

gotten rich by selling books, courses and tapeson how todoit. A few
years ago, a"get rich quick” guru boldly sated, "Put me in a strange city
with only $100 and I'll own amillion dollars worth of red estatein one
week or less'.... and he probably was able to do it. Unfortunately we didn’t
see what happened to hisinvestments after he owned them for afew months
or year.

You CAN find investment properties that can be bought with no money
down. There are lots of them out there, if you know where and how to look
for them and how to negotiate the dedl.

The red question isnot "Can you buy property with no money down" but,
"Canyou afford to buy a property with no money down"? That’s something
many of the "no money down" promotersfail to tdl you. It is, however,
something you will learn here, and must learn before you try it.

| spent severd years on the redl estate investment seminar circuit. When the
market became flooded with no money down seminars, they al dropped
out. (By then, many of them had made a killing salling books, seminars and
tapes). | also had a thirty-minute infomercid running on TV gations
nationwide. I’ ve been part of that program and | know how they operate.
Now anew batch of investment gurus have enter the market, doing the
same thing. My approach was different, however. | devoted my efforts and
experience in showing investors how to become wesdlthy in red estate with
the least amount of risk possible. The others have come and gone, but Red
Edtate |Investments And How To Make Them has been highly successful
snce 1982, with saverd fully revised editions.

Don't get me wrong, there were some No Money Down promoters who did
afar job of getting you on the right track...but others were just in it for the
money. Y ou can make alot of money by investing in red estate with

limited cash. | say "limited" because, no matter what others say, you il
need some money, even in ano money down purchase. I’ ve learned the
right way and about a quarter of amillion readers of my book and
investment course participants have either made alot of money or at least
know the right way to do it once they get Started. Y ou can even make a
bundle by investing in redl estate with no money down. But you haveto



know how to avoid getting into financial trouble. That's what this book
isdl about.

Our Red Edtate Investments and How to Make Them course and software
program (www.investmentre.com) offers a complete beginning to end
program that even professond red estate investors use asaguide. ThisNo
Money Down ebook contains full details on the subject that is not covered
in the main book.

Onefind point: Buying a property with "no money down" generdly isnot
easy. It takes work, perseverance and a thorough knowledge of what you are
doing... and that iswhere we are going to start. This course furnishesyou
with the knowledge to get it right...the rest isup to you. The rewards make
it dl worthwhile. Asyou wade through this materid you will no doubt be
somewhat confused or overwhelmed with the information. Don't let thet
bother you. By the time you finish reading, the pieceswill al fit together

and you will understand how important each section isto your financid
successin red edtate investing. Once you discover the wedth of
information here and how important it is, you will be able to use this book
as areference manua to get ideas you may need for a specific problem you
run into when trying to purchase a property. What isimportant is that you
dtick with it from beginning to end so you are & least aware of the various
factors and Situations that result in a successful and profitable red estate
investment portfalio.

o, if you are ready, turn the page and take artrip through the world of resl
edate investing when you have little or no money to inves.



Chapter One
The Importance of Attitude, Per severance and Flexibility

Wouldn't it be greet if you could just drive down the street of ahigh qudity
neighborhood, see afor sae by owner sign on the property and decide thisisthe
house you want to buy. Y ou knock on the door and discuss the property with the
owner. Theowner says, “Yep, | need to sall so | have it priced $25,000 below fair
market value. Infact, | want out so badly, I'll even carry a mortgage with no money
down”. And thiswasthe very first house you looked at.

OK, back to thered world. That will never happen...at least with the first home you
look at or probably ever. Forget about what you may have heard from the promoters
of “get rich quick and easily with no investment”. In this e-book, we are going to
discuss how you can and no doubt will get wedthy, but forget the “quick” and

“easly” part of that last sentence.  In the introduction | mentioned that you CAN buy
properties with no money down. The question is, “Can you afford to buy a property
with no money down”? Asyou progress through this program, you' |l discover how
the red professondsin the business do what you want to do. The difference

between them and the no money down promoters, is they approach a potentia
acquisition knowing exactly what to expect, not just on the day of closing, but after
they own it and are faced with 100 or 110 percent mortgages, operating expenses and
no incoming coming in on the property.

To be successful in this type of red estate investing, you need to accept three basic
persond philosophies:

Attitude, Perseverance and Hexibility. If you sill believe you can, without much
effort, locate, buy and sell a property at a profit, you will not doubt either make a
huge financia mistake or get discouraged and drop the wholeidea of investing in red
edate.

Let’ s begin with Attitude. You'll need to accept the fact that, though you can locate
and buy red estate with little or now cash down, it probably will not come essy. If

you do find alarge sdlections of “bargain” priced property in acertain area, you' d
better check it out carefully. Find out what those sellers know that you don’t know.
More on thislater. You need to have the attitude that “1 spent the whole day...or
week looking at properties and did not find one that meets the standards in this

book”. 'Y our response must be, “That' s aright, and I'll find one tomorrow or the

next day. I'd rather wait until the right one comes dong than make a mistake that

could put mein deep financia trouble’.

Let medigressalittle and tell you about an investor | worked with afew years ago.
It was ayoung couple and she was expecting their first child. He hasinherited afew
thousand dollars and decided to venture into ared estate investment. He wanted a
rental gpartment building. | fed partly responsble for what happened because in my
“Red Edate Investments and How to Make Them” course | talk about making the
maximum use of leverage by buying the largest property you can with the cash you



have avalable. It is, however, tempered with how comfortable you are with a highly
leveraged or financed property and in knowing what you are doing. (Exactly what
you will learn here).

Hefdl inlove with a 32-unit gpartment complex that was over ninety percent
leveraged. We prepared a property andysis, and it would make financid sense, even
with that large of amortgage. | had shown him smaller properties, eight to Sixteen
unitsin size, but he wanted the big one. | even mentioned that this particular

property was not in the best area of town, but that didn’t bother him either.

About a month after closing, he began to have financid trouble. | was on the phone
with him daily trying to hep him, but he was doing it hisway. He had a couple of
tenants who were throwing “pot” parties at night and disturbing the rest of the tenants
in the building...and Hill he did nothing. | suggested he would be wiseto hirea
management company to run the property. It would cut into his income, but at least
there would be some knowledgeable management there. Unfortunately, the
management company he hired was even worse. All they did was collect amonthly
management fee for doing virtualy nothing but collecting rents and paying bills. Oh,
they aso talked him into spending more money to improve the property.

Unfortunately, they did nothing to solve the redl problem....the undesirable tenants.
It waan't long before the decent tenants started moving out, leaving him with a huge
monthly debt and not enough incometo cover it. He findly ended up losing the

property.

Back on our subject, thisis the reason you need to accept the attitude that it is better
to wait for the right property than it isto jump into one that will put you in financid
difficulty.

This brings up the second of the three philosophies. Per severance:

If you are not willing to wait and continue searching until the “right” property comes
aong, then do yoursdf afavor and wait until your rich uncle dies and leaves you
enough money to make a reasonable down payment on an investment property.

Let meinject athought here: In this book, we are concentrating on how to buy ared
edate investment with little or no money down out of your pocket. Generdly, thisis
the position many investors are in when they want to buy that first property. Once
you have that first one up and running....and gppreciating in vaue through fixing it

up or flipping it, you now have some cash to work with on the second one. Each
property you purchase after that first one becomes easier and easier, because you now
have some cash equity to work with. In Chapter 24, we discuss the practice of
“pyramiding” and how you can use that initid property invesment and build it into a
lifetime estate, without ever adding any money.



The important thing to redlize that the firgt property you buy isthe mogt difficult.
Not only isit the one that is extremey highly financed, but dso you are just
beginning the investment process and may not be too sure of what you are doing or
how to doit. That'swhat you will learn as you wade through this book.

So, don't be discouraged if it takes you aweek or amonth to locate that first
property. You are better off continuing to look until you are comfortable with your
selection than to try to get out of one you should not have purchased to begin with. ..
Perseverance is the key to sound red etate investing. I’ d hate to estimate how many
investment property | usualy show, even a professond investor, before he or she
decides, “Thisistheonel want”. They aready know the rule of perseverance with
the attitude, “The right one will come dong sooner or later if | just keep looking. |
may lose one or two during the search, but that’saright.  Another better one may be
just around the corner.”

Perhgps | should qudify that last statement alittle. I’ ve worked with investors who
were S0 hung up on the idea that “a better one will comedong if | just wait” that they
never invested at dl...and that’ s an even bigger mistake than buying a property that
may not be entirely perfect in their minds.

The find philosophy you need to accept is Hexibility. Y ou may have an ideain your
mind that you will look at only homes priced a under $100,000 but they have to be
in a neighborhood where home are al priced at $150,000 or higher. Chances are
good you'll never find one. Maybe you are hung up on ahome, but the only thing
that isavailable, in your price range and terms of purchase you require, isa
condominium or town-home in amaintained community. If the numbers make sense,
and you do your homework, it may be agood place to sart your real estate
investment program.

Important Point: Red edtate investors buy “money making machines’, nothing more
and nothing less. I’ ve had investors make the statement, “No, that’ s not acceptable.

| wouldn’t want to live there”. Of course not, we' re looking at a $100,000 house and
they livein one vaued at $250,000. Y ou need to look at it from the perspective of a
tenant. How does it compare with other, comparable apartments or homesin the
aree? Not everyone can afford a quarter of amillion dollar home. But they till need
aplaceto livethat is affordable, clean and in a decent neighborhood. That's what
you can offer. Asyou progress through this book, you will learn how to andyze the
property, the neighborhood and the market.

Never lose Sght of the fact that you are buying a money making machine. One good
enough to attract tenants, whether it is ahome, a store, awarehouse or whatever and
will bring in enough income to make your investment grow and get you Started
toward cregting a sizable financid edtate for yoursdf. Later we Il discussthe fact
that you are only going to keep this property for acertain length of time anyway.
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Y ou need flexihility to accept whatever type of investment property is available that
Meets you requirements at the time you are ready to buy. The worse mistake you can
meake is becoming discouraged or in flexible that you never buy anything.

So, now that you are convinced (you are convinced, aren’t you?) that you need to get
darted in ared edtae investment even though your cash is limited or non-existent

and the property you' d redly like to own is aso non-existent, it’'stime to go property
hunting.
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Chapter Two
What to Look For in a Property

Throughout this book we will assume that you are trying to buy an invesment redl
estate property with no money investment on your part (or very little, at best). Keep
in mind that current market conditions and availability of product may effect you
choices.

Single Family Homes. The most common type of “firs” investment for most
investorsisasngle-family house. Thereis generdly considerably more of a

selection and dl areas and price ranges. So, what price range areyou in? It skind of
avicouscircle...it' swhatever is avalable at the time you are looking, and that

makes financiad sense. Single-family homes are the easiest to manage and

understand. Chances are you own one now that you are living in, so you know what
to expect asfar aexpenses, potentia rents, etc.

We need to top here, for aminute, and discuss income an expenses. In Chapter 7
we' Il discuss how to andyze a property to insure it makes financid sense for you.

Y ou dready know that, unless you intend to fix up a property (or not even bother
fixing it up) and flip it or sl it, you need to create some income in order to offset the
expenses. (Again, we'll cover this subject in detall later).

When looking at the property, you need to consder how much rent you could get, if
you leased the home, and if it will be enough to cover the expenses and mortgage
principa and interest payments.

Sngle-family homes are the best place to begin your search. Y ou have severd ways
todoit:

1. Drive the neighborhoods that are of interest to you. Look for FSBOs (For
Sde By Owner) sgns. Look for signs of poor maintenance on the home and
grounds. Thisis often asgn of an owner having some kind of problems.

Y ou may even contact the owner of an obvioudy run down home, even if
there is no for sale Sign on the property. He or she may be willing to sdl.

Hint: Don't be afraid to talk with property owners. Thisiswhat siops many would
be investors from buying. They just can't face talking to a stranger about sdlling
their home. When you find someone who needs to sdll, they will usudly be more
than happy to tak to anyone who may want to buy. Their first question to you will
probably be, “Areyou ared estate broker”? You'll win alot of points by telling
them you are not. Y ou are not there looking for alisting. You are very interested in
purchasing their home.

Help: Wefurnish you with asat of checklistis with this program. Y ou can print them

out and use them to remind you what to look for when considering a property and
what questions you need to ask the sdller. Y ou should aways take these lists with
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you when looking a a property or talking to asdler. It dso makesyou look alittle
more professona and serious about buying a home.

2.

The second possible source of homes for sdeisthe homes for sae section of
the classfied adsin your local newspaper. You'll need to cdl the sdller and
arrange to see the property. You can generdly obtain an address and selling
price over the phone. (Real edtate brokers are taught NOT to givethis
information over the phone because a potentid buyer can then drive by the
home and, without seeing it on theingde, decide it is overpriced.)

The firgt question you will probably again be asked when you cdl is, “Areyou a
real estate broker”? They have no doubt aready been bombarded by thirty
brokers cdling trying to get aliding.

Your god, however, isto find out four things (al of which are covered in detall
later)

A.
B.

What is the neighborhood like? 1t isin agood neighborhood?

What does the home look like? If it isin good condition, and comparable
with other homesin the area, chances are you will not be able to make aded
with the sdler. This should not stop you from trying, however. 'Y ou know
the price (the sdller told you that when you cdled him). You've dso done
your homework, so you know what homes are sdling for in the area. If there
are some real estate broker sgns on other properties, cal them and try to get
as much information as you can, especidly price, terms, number of bedrooms
etc. Useyour checkligt to cover the main items.

What are current market conditions? Arethere alot of homes on the market?
If s0, you may have ashot at this one, assuming the owner needsto sl
Since you want to rent it, if you buy, how much rent can you expect to get.
What are other rentds going for in the area? (It may be difficult finding a
house being rented, but they are usudly afew).

The more you know about these four areas of necessary information, the better
equipped you will be to make a sound investment decision.

3.

The Internet. There are alot of individuals who will take out aweb page
through their ISP (Internet Service Provider) and list their home on that page.
It not only gives them awide exposure of potentia buyers but aso ismore
confidentia than asign on the property where every broker in town and every
nosey neighbor iscdling them. And, it susudly free. The Internet ad will
also give you detalls on the property, a photo, and the owner’s name and
address.

Y ou can search for homes on the Internet by typing key words in whatever search
engine you use (MSN, Google, Yahoo, AOL, etc.). You'll need to narrow your
search, however. If you just typein Homes for Sde, you'll no doubt get severa
hundred thousand possible websites. That'sright, several hundred thousand. So,
narrow your search down to acity and state. You'll till have more websitesthan
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you care to chase down. Y ou will, however, run into some stesthat pecidizein
liging FSBOs. When you reach their home page they will often dlow you to
pinpoint a city, state and even areawithin the city for your search. Y ou can usudly
put isaprice range aswell. It's easy to Say at home and browse potentia home
listings and select only the onesthat are of interest. Included with this courseisa
page of about 80 FSBO websites you can search for available properties.

4. Bulldin Boards. Quite often, local supermarkets have a bulletin board
available to put your haves and wants. Put alittle 3X5 card on the board
dating that you are in the market to purchase ahomein the area. Givethe
price range and your phone number. You may adso add alinethat says, “I'm
a serious buyer, not abroker”. | hate to pick on brokers thisway (I’ ve been
onefor thirty years), but sometimes we are our own worst enemies by driving
slers crazy trying to get ligings.

5. Bank Foreclosures: Although we cover this subject later, it aso fitsin here.
Contact local banks and request alist of resdential property foreclosures they
are holding. These are properties they have taken back, usualy through
mortgage payment default on the part of the homeowner. In Chapter 8, we'll
cover how to negotiate with lenders. Sometimes you can get agrest dedl.

Point of Interest: Severa times during thisbook I’ll remind you to two very
important points about banks and REO or red estate owned. Point number one:
Banks, generdly, do not want to own red estate.  In fact, most mgjor bank buildings
(with thelr nameis eight foot high lighted logos) do not own the buildings they are

in. They are*dgnature tenants’ who lease enough space from the building owner(s)
and are important enough tenants that they get their name spread across the top of the
building.

Anyway, banks usudly do not want to own red estate. They make their money by
lending it out at a higher rate of interest that they pay their depositors. Point number
two: When they have to foreclose on a property, not only are they not collecting
payments on that loan, but they are forced into managing an empty house, until it can
be sold. Mot banks are not in the property management business. This often makes
them quite willing to negotiate with a potentid buyer...sometimes for less than the
amount of their mortgage.

Important Point: Whilewe re a it, let me throw in one additiona point about
negotiating with the bank. This point will dso be repeated when we talk about
getting finanaing.

Don't be afraid to tak to the bank loan officer, or even the presdent. Most of us fedl
that bankers live in the big ivory tower and are unapproachable. Whilewe dressina
sport shirt and dacks, bankers are dressed in dress suits, white shirts and ties and sit
in abig, wood paneed office with furniture better than what we have in our homes.
Don't let this bother you. Banks are abusinessjust like any other business. They
have a product or service to sell, money...and they must sl it to Say solvent. If you
can help them with a problem they have, such as owning a rundown foreclosed
house, they will be more than willing to listen to you and even negotiate.
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Condominiums. Condos generdly offer you alower price product if you
are keeping your initial purchase as inexpensve as possible. Sincethe
condo property isjointly owned by dl of the tenants, grounds, common
aress, pool, clubroom etc, your chance of locating a“fixer upper” is going
to be limited only to the interior of the condo gpartment. 1t may need
painting, upgrading, etc. In most cases, you will be looking for an owner
who has to sdll, not one who haslet his or her unit deteriorate. Y ou will be
relying of the sdllers need for aquick sdein order to give you the best
negotiating power. Thisinvestment will probably work best asa*quick
flip” investment where you close on the property and immediately locate
another buyer at the fair market vaue price.

Caution: Before you purchase a condominium for investment purposes,
check with the condo association and the condo docs. Make sure they do
not have a clause forbidding a unit to be leased out to someone other than
the owner. Many condos will dlow only a six-month occupancy by
someone other than the owner. If you intend to keep the condo for ayear or
more before sdlling it, you need to know if you can leaseit. | had someone
come up to me a one of my rea edtate investment seminars and flatly told
me that condominiums made a poor investment. When | asked her why, she
informed me that she bought aunit in afairly new building and the condo
association would not let her rent it. To make matters worse, | discovered
she dso paid wdl over fair market vaue for the gpartment, so sdlling it for
aprofit, or even what she paid for it, wasimpossible. Shefailed to find out
these things before she bought.

Condominiums can make an excdlent investment provided you do your
homework first and know what you are allowed to do or not do with your
investment. My wife has sold severd expensive condosto a client who
keeps them and rents them out. The dient has no intention of sdlling. They
are just long-term investments, waiting for gppreciation to build their
equity.

Duplexes and Four Unit Complexes: You do not haveto limit your
search to single family resdences. Y ou can often find atwo or four unit
complex that will meet your needs. Again, the sdller, for whatever reason
needs to sall and that is always the key to no money down purchases.

Multiple unit dwellings have a couple of mgor advantages over sngle-
family homes. Firg, if atenant moves out of the home, you are 100%
vacant...no income coming in. If atenant moves out of afour unit
building, you are only 25% vacant. You sill have three quarters of your
income coming in.
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Second, your “per-unit” maintenance cogs are much lessthan in asingle
family home. For example, you generdly have lesslawn to care for.
Setback requirements on multi-family dwelings are usualy considerably
less than whét is required on asingle family home. It ismuch eeser to
cregte enough incomein, say afour unit building, to cover expenses and
mortgage payments than it isin ahome. Suppose you can rent a home for
$1200 a month, but you can only get $650 a month for an apartment. Y ou
have four apartments paying $650 a month each or $2,600 amonth. You
can seethe difference. The four-unit property may be more expengve than
the home, but on a price per square foot bas's, it will probably come out
less. Y ou dso have the same opportunity to find a run down property and
fix it up, that you do in asingle-family home.

Multi-Family Dwellings. Y ou don't have to settle for a one, two or four
unit rental gpartment property if alarger one meets the requirements you
need to purchase. | don’'t suggest you going overboard, like the investor |
mentioned earlier with the 32-unit gpartment building. By the time you
finish reading this book, you won't make those mistakes.

Stores, Office Buildings, Warehouses and Industrial Buildings: So far,
we have discussed only houses and gpartment buildings because they are
the easest to understand and there are usudly more available from which to
choose. These are other types of red edtate investments available that may
be of interest to you.

Stores: A gore could be a single freestanding store or asmal strip
shopping center with two or more storefronts. If the building isa
freestanding, single tenant building, you may want to think twice about
buying it. Stores, unlessthey arein an outstanding traffic areaand in
demand, are not as easy to rent if your tenant vacates.

Tip: Stay away from single purpose buildings.  What do | mean by “single
purpose” buildings. One example is an Ihop restaurant building. Most of
them have atdl, “A” frame roof with bluetile. The store may be vecated

by Ihop, but you still know what was in there by the shape of the building.
Trying to re-rent it to ancther tenant will be extremdly difficult unless mgor
sructural changes are made. ..and the cost cannot be justified. The
exception would be if the building happened to be located on amgor
thoroughfare with a high traffic count and easy accessin and out of the

building parking lot.

When consdering a store, stability of your tenant isimportant. Not
everyoneislooking for astore, so your market islimited, unlike an
gpartment or home where everyone needs aplaceto live. You aso need to
know who pays for what as far as expenses are concerned. More on thisin
the next section on office buildings.
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The two case studies at the end of this book take you, step by step, through
two transactions | put together using about 40 of the techniques found in
thisbook. Once you finish reading the book, the case studies gve you an
excellent way to reinforce what you have learned when put to practical use.

Office Buildings. A smdl office building may make a good investment, if
the tenant isasolid one on alease. Aswith stores, finding an office
building you can buy with little or no cash will be difficult. Y ou aso need
to review any leases to see what is your responsibility. . .taxes, insurance,
water, eectric, janitorid, interior maintenance, exterior maintenance and
magor repairs or replacement such astheroof if it starts to lesk.

On the plus Side, if you can locate an office building, with a stable tenant on
alease, and can buy the building at the right price and terms; it could be a
good investment.

War ehouses and Industrial Buildings: Unless you find an exceptiond
bargain, you will probably not be interested in this type of investment for a
firg investment. The best type of tenant in an indudtrid buildingisaAAA
tenant, and you probably will not find one in the no money down situetion.
Warehouses, on the other hand are usually troubled be frequent tenant
turnover. You will spend alot of time trying to keep your warehouse
rented. Leases, with smal buildings, are rarely considered by a potentia
tenant. If they do sign alease, unless they are awell-known and established
company, they will sill wak out & any time they fed the need, leaving you
with an empty building.

Tip: Forget about legaly pursuing any tenant to try and collect past due
rent. It's not worth the time and expense and you probably will never
collect anyway. Your best defenseis careful screening of tenants and stay
on top of rent collections.  Once a tenant gets behind on rent, they will
seldom ever catch up. Don't wait until atenant isthree or four months
behind on rent to try and collect. Many landlords send out a statement
dating the rent is due on the firgt of the month and delinquent after the tenth
of the month. If not paid on time, aten percent late fee will be added to the
payment due. This statement can be dtered any way you wish, but it gives
atenant the incentive to pay rent ontime. All of your bills are due the first
of each month, so you need that rent money to stay current with your
obligations.
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What to Avoid When L ooking for Your Investment Property:

Sngle purpose buildings that are hard or impossible to re-rent was
mentioned above

Furnished gpartments. Because you can move in with a suitcase and have
an gpartment, furnished apartments promote trangent tenants, even if they
sgnalease. They may pack up their suitcase and leave in the middle of the
night. What isworse, you may not redize they are gone until their rent
check fallsto show up at the beginning of the month. In the meantime,
you've lost some vauable time in which you could have been looking for
another tenant.

Tips: If the building you are consdering is dready furnished, don't passit
up. You may have tenants who will live out their leese. Mogt of them do.
If you keep the property for any length of time, you may wart to consider
junking the furniture and renting the units unfurnished as the furniture
becomes shabby. Asapractica matter, furniture in arental apartment has
very little vdue. Remember that when the sdller triesto tack on asizable
amount to the purchase price for furniture. Y our rent will be alittlelesson
unfurnished units, but your tenants will be more sable.

Fdling in Love With Y our Property: One of the two biggest mistakes
investors makeisfaling in love with their investment property. Remember
we mentioned thet ared estate investment is nothing more than a
moneymaking machine. Love and money, a leadt in this Stuation, do not
go together. What difference doesit makeif you redly like your property?
Y ou won't want to sal it whenitistimeto do so. You'll belosing ste of
the reason you purchased it and that was to build wedlth for yoursdf. Welll
discuss ways of getting around this problem when we discuss financing.

Faling in Love With Your Tenants. (Not literdly) I’ ve seen many
examples where a property owner has become so involved with atenant’s
problems that he or she begins to make concessions. One owner never
increased atenant’s rent for over ten years because she said she couldn’t
afford to pay any morerent. | know of an office building owner who has
had tenants in some of the suites that have paid only $350 a month rent for
the past twelve years. The current rent on the same officesis now $350 a
month. The reason the rates for these tenants has remained the sameis
because “they dways pay their rent ontime’. Of course they pay ther rent
ontime. They are getting it at a Sixty percent discount over current rents
that they would have to pay anywhere else. They don’t want to ruin agood
thing.

Then there was the gpartment owner of one building | looked &t that told me
the tenant in Apartment number 5 has not paid rent for three months. When
asked why he explained “Mr. Smith logt hisjob so | am letting him stay
without charge until he finds one. He promises he'll get caught up then”.
You and | both know thiswill never hgppen. Oh, and Mr. Smith was Stting
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in the backyard sunning himsdlf the day | wasthere. Maybe he was
gpplying for ajob on his cdl phone.

I’m not suggesting a hard-nosed approach to tenants. Empathy isimportant.
But if you take your tenants problemstoo persondly and begin to make
concessions, it won't be long before you will be the one with financid
problems.

An Important Reminder: Y ou purchased this e-book to learn how to
remove most of the risk when buying red estate with little or no money
down, something most of the get rich quick without cash gurusfail to
explain to you. What you have read so far, and through parts of this book
may sound negative. They were put in here to insure you do not make any
financid mistakes when you venture into a no money down purchase. They
are examples of what others learned the hard and expensive way, s0 you
won't make the same mistakes. The remainder of the book covers the
beginning to end process of being successful in redl estate investing
regardless of how much cash you have to invest. We will now begin to pull
al of the pieces together to make red estate investing afun and extremely
profitable adventure for you.
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Chapter Three
How to L ocate a Suitable Property

Legwork, Time and Attitude:

Thismay sound alittle like the way we started, but now we are going to
look for theright seller. As| mentioned before, it will take some legwork,
time and a positive attitude.

Motivated Sellers — Who are they?

In order to be able to negotiate the best possible ded with a sdler, he or she
must be motivated to sell their property. We discussed some of the
indications that a sdler may be amotivated one, such asarun down
gppearance of the property in an otherwise good neighborhood. Now let’s
see what factors will motivate someoneto sdll.

Out of State Owner: The owner livesin another state and is not aware of
what has happened to his or her property. One of my case dudiesin the
back of this book involves just such an investor. He was not aware there
was a problem with his property until the monthly rent checks began to
dwindle in number. By then, the property was atota disaster. He was
definitdy amotivated sdller. He could no longer make mortgage payments
and the lender was getting close to starting foreclosure proceedings. This
sdler was more than willing to negotiate with me.

Owner Tranderred: Quite often acompany will transfer an employee to
another city or dtate and leave it up to the employee to digpose of his present
home. If some time goes by with no live buyer or offer to purchase

contract, the seller starts getting desperate. Heisin need of the cash out of
his present home to buy another one in his new location. He has become a
motivated sdller.

Death in the Family: Thismay be amorbid subject, but quite often the
death of one partner forces the quick sale of ahome because the remaining
spouse wants out. Why? There are four main reasons.
1. They areno longer comfortable living in the house that held
SO many memories
2. They can no longer aford the home
3. They no longer need alarge home
4. They want to move closer to a support group, such astheir
children
Whatever the reason, they too have become motivated sdlers\

Foreclosure: Dueto various circumstances, usudly the loss of income, the
owner can no longer make mortgage payments and the bank is getting ready
to foreclose on the home. We dready discussed the importance of meeting
with the bank loan officer if you are abuyer. It isequdly important for the
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homeowner to meet with the bank and try to work out a solution agreeable
to both parties and give the homeowner some time to work out his or her
financia problems. Bankswill usudly listen and try to work with the
homeowner. Again, remember, they probably do not want the property. In
Chapter 22, we discuss how to get out of financid trouble, in the event you
do everything the opposite of what you learn here. One solution to the
above problem isto offer the bank adeed in lieu of foreclosure. Why? The
homeowner voluntarily deeds the home over to the bank and in return the
bank agrees not to proceed with foreclosure proceedings. This not only
saves the homeowner the embarrassment of having a bank foreclosure
known to everyone, but more important, it saves him from certain
bankruptcy with would destroy his credit for the next seven years. Y ou have
the opportunity to save him from this Stuation by negotiating a takeover of
the property with the bank.

Retiring: The homeowner is retiring and the couple want to be free to
travel without the concern for caring for ahome. Quiite often, aretiring
couple wants to move closer to their family. Although this group is not as
highly motivated to sdll quickly as the others we mention in this section,
they may Hill listen to a reasonable offer.

Health Related: Perhaps the homeowner has decided he or sheissick and
tired of shoveling snow and freezing weether in the winter. They are
continualy plagued with colds, flue and just plain miserable hedth. They
planto moveto Horida. They could be very motivated sdlers.

Divorce: Now here are a couple of motivated sdlers. The court has
ordered the home be sold so the assets can be divided between the two.
They must sdl, not only to satisfy the court but also to resolve one of the
last remaining items to findize their divorce.

Partner ship Disputes. One of the ways of locating invesment fundswe'll
discussin Chapter 12 isthrough partnership agreements. We'll point out

the pros and cons of this form of ownership when you get there.
Unfortunately, many partnerships result in disputes. Quite often partners
tend to disagree. One may clam heisdoing dl of the work and the other is
callecting hdf the profits. Perhaps one clamsthat heis putting in dl the
money but his partner does nothing for his hdf of the profits. Whatever the
reason, some of the best-priced properties| listed for sdle were aresult of a
partnership dispute. These sdlers are motivated to sdll in order to dissolve
their partnership.

Talk to Banksand Other Lenders: Although we briefly mentioned this

before, contact the banks to see what properties they may have for sale that
will fit your needs.
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Asyou become involved in searching for “no money down” properties,
you' Il discover additiond places to locate motivated sdllers.

We are about finished with the preliminary legwork we need to do before
physicaly entering into the purchase of a property we want to attempt to
buy. | say “atempt to buy” because we are not going to rush into
something just because it looks nice, it seemsto be under priced, or the

sHler tells us he has two other people ready to make an offer so we need to
act quickly.

We dready know what kind of property we may be able to find and what
makes a motivated seller now we need to check out the area
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Chapter Four
How to Analyzethe Area

The firgt thing we did when we started looking for a property was to look
for an area of the city we thought would have possibilities, both qudity

wise and pricewise. We found asmall house that needs quite a bit of work,
but the other homes on the street are very attractive and well kept. Since we
are interested in this location, we need to know more about the area itself,
beyond the immediate block on which the home islocated. We do this
before we talk to the owner. Thereisno point in wasting histime or our
time negotiaing with the owner if we discover later that the city sewage
treatment plant backs up to the home. (Fortunatdly it is on the south side of
the property and the prevailing winds are usudly out of the north)! You'll

gtill want to look for another property.

Drivethe Neighborhood: Take adrive around the entire area. 'Y ou may
want to extend your tour several blocks or more from the home. Observe
what the entire neighborhood islike. Are there Signs of deterioration
throughout the area? Pay attention to traffic, schools (in case you want to
sl to someone with children), shopping, police and fire protection, any
magjor plans the city, county or state may be planning that could effect the
neighborhood, for better or worse.

As an example, we had a state prison locate within amile of a nice upper-
middle class neighborhood. Needlessto say the residents were not happy
about it. Chances are, you can contact your loca governmenta agenciesto
see wha is planned for the areayou are conddering. It isamatter of public
record and available to anyone. It's best to find out before you buy a
property and then have trouble sdlling it later.

Condition of Other Propertiesin the Area: Check out individua homes
for Sgns of generd neglect. If alot of them arein poor condition, you may
want to reconsder.

Example We liged agroup of deven smal apartment complexes (al two
to four unitsin Sze) on afour block long street of smilar buildings. We
had control of the fourth block on the street. We found a buyer for al but
two of the buildings and he began to fix them up. They werein horrible
condition but only cosmeticdly. The two remaining buildingsjust did not
sl and they were at the extreme end of the fourth block on acul-de-sac. |
ended up buying the two remaining buildings (Thefirg of the two case
sudies in the back of thisbook.) We caled them our “dums’ because
that’ swhat they were when we took over.

Between our buyer and mysdf, we had control of the entire fourth block on
the street of all gpartment buildings. We set to work renovating them and
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turning them into very attractive buildings with fresh paint, clean and newly
decorated interiors and dl new landscaping. Unfortunately, we could not
et the owners of thefirst three blocks of buildings to go dong with our
renovation plans. Those three blocks of buildings remained “dums’. To
make matters worse, the most convenient way to enter into the street and
get to our buildings was past the first three blocks of “dums’. When we did
find a decent tenant, it wasn't long before he would move out. Since the
lawn sprinkler system was on the meter of gpartment number one in each of
my two buildings, | made aded with the tenants in each building thet |
would pay ther entire water bill each month if they would be certain to turn
on the sprinklers every day to keep the new lawn watered.  They never did
water the lawns and it was not long before the grass was dead.

My tenant profile began to suffer as my buildings were quickly going back
to the State they were in when | purchased them. Fortunately | was able to
locate a buyer who thrived on distressed properties and was able to sl
them. (Story continued in the Case Study at the end of this book).

Checkingthe Areain General: Now that you are satisfied with the area
immediately surrounding the property you want to purchase, take one find
look at the total area. Y ou may have dready done so. Observe the type of
propertiesinthe area. Look for signsthat the areais going downhill. Are
there boarded up or rundown buildings. They may not immediately effect
you property now, but they could be a sign of what is happening to the area.
If the neighborhood and surrounding arealook good, thereis one fina thing
we should do before to try to buy the home.

What about “for rent” signs on alot of the buildings you may see? Quite
often abuilding owner will kegp a“for rent” sgn on aproperty a al times.
He or she wants to have a continua stream of potentid renterslined up in
case he or she hasavacancy. Itisnot necessarily asign that there are alot
of vacant unitsin the building. If you are anight owl and redly want to
find out how many vacant gpartments are in the areg, driveit a 2:00 A.M.
some morning a see how many cars are in the parking lot. If thelotisfull,
there isagood indication that the building isaso fully rented. Keepin
mind that some tenants will have two automobiles. Usudly there are
assigned spaces for each tenant plus guest spaces. If you arelooking at a
sngle family home or duplex, this early morning trip is not necessary. You
can a0 get agood idea of the quality of tenants who occupy the units by
the automobilesin the parking lot. If the lot isfilled with junk cars you may
want to keep looking for another building.

Once you are satisfied that the areais agood one, it’stime to get serious
about trying to buy the house you saw. By now, you have a good idea of
what prices arein the area, by calling other for sale Sgns and asking and
you know the area.
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Rule of Thumb #1: NEVER buy the best looking house on the street. You
have no chance to upgradeit and sdll for a profit.

Exception to Rule#1: If you can purchase the house awell below market
vaue and it needs no upgrading, you have the better of two worlds. Grab
it...assuming you can live with the terms of the sdle (W€ Il get into thet
subject in the next chapter).

Rule of Thumb #2: Buy the worst looking home on the street so you have a
good chance of upgrading it and sdlling for a profit.

Exception to Rule #2: Make sure the needed upgrading is cosmetic and not
dructurd. If the building shows large cracksin the foundation or walls it is
asgn that the building may have mgor structurd damage. Note: Minor
settling cracks are normal and can be patched. [f you have a question about
any potentia mgor structura problems, have an ingpection made by a
licensed house ingpector. Since thiswill cost you some money, have it done
after you reach a tentative agreement to buy the house. Make the inspection
acontingency in your offer so you can back out without a pendty if the
building needs major repairs.

Hint: Take Pictures. If you look at more than one property, or even just
one, you may forget what you saw. Take acamera, preferably adigita
camera so you can download the photos into your computer immediately. It
will help you remember details of what you saw that impressed you or
detracted from the desirability of the property.

Warning: When you meet with the sdler, do not ask to take pictures of the
indde. The sdler’sfirgt thought isthat you are casing the place for a
robbery. You'll have to make menta notes of what you like and didike
about theingde of the home.

Y ou are now well on your way of working out your investment redl estate
purchase. Now is not the time to change your mind and forget the whole
thing. You've aready done the hardest part of the job...research the
market, the area and found a home that could be awinner. Thisiswhere
the investment process begins to take shape and you can have some fun.
Before we meet the sdler, we want to research one more thing. . .the
€conomy.
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Chapter Five
How to Analyze the M arket

The find study you should make, before meeting with the sdler to discussa
purchase, isto andyze the current and potentid market conditions. No, you
do not have to become a knowledgeable economist to do this. What you do
need to do is get afed for were your current market trends might be
heading. Checking vacancy ratesin the area was one part of the process.
Aremogt of the rental properties pretty much fully leased or arethere a
Szable amount of vacancies. Y our loca news media and chamber of
commerce often has this information available. Here are some of the facts
you should know before making a purchase decision.

1. Areavacancies. How istherenta market for the type of property
you are consdering? If areavacancies are ten percent or more area
wide or city wide, you may want to think twice.

2. What isthe economic trend. If there are alot of vacancies, what is
the reason for them?

a. Overbuilt rentas for the area. We ve seen this happen,
especidly in office space when every builder started putting
up large office buildings and there was suddenly afifty
percent vacancy in office properties.

b. A Market turndown. If the economy isin adown cycle, this
could create alack of renters. Thiswas dso part of the cause
for the high office building vacancies in the early seventies.
The economy dowed down and businesses were pulling
back rather than expanding. Not only did new office space
suffer from lack of prospective tenants but dso existing
space was being vacated by businesses that could no longer
afford the space.

c. Poor economic news can cause aturndown in the economy.
We saw what happed to the market when severa large
corporate entities were discovered covering up actual 1oses.

Thereisan interest thought here. | firmly believe that we are avictim our
own circumgtance. In other words, we are our own worst enemy. If a
mgor economi<t tells us the economy is going to dump, sure enough the
market plungesthe next day. If, however, the economist tells usthe
economic outlook is great, the market soars the next day. In truth, we
aways manage to pull ourselves up and turn things around.  September 11
was proof of that. That one event could have destroyed our country through
amenta aswell as physical defegt. The terrorists expected this to happen.
Instead of being defeated we, as a nation, became stronger than ever. |
loved an ad, or public service announcement that ran on TV recently. It
showed a block long line of row houses. The announcer sad, “ Terrorists
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hoped they would change the look of America’. The screen changed to the
same row of homes with ahuge American Hag flying from poles on each
building. The announcer continued, “They were right!”

In any event, getting back on the subject, historically we experience dow
downsin the economy. The reason you want to take a close look at
economic trends before you buy isto try and determine two things.

Firg, isthe economy in a down turning mode or going up?

Second, if it is down, what is the outlook for a quick turn-a-round?

Y ou have an advantage in buying when the market isdow. Motivated
sdlers are often more plentiful and prices are more negotiable.

Taking alittle time to research the market is an important step in being
reasonably assured we are not in along term dump.

d. We'reback to legwork again. Drive various aress of the
city, especialy those comparable to the one you are
conddering. Take notes on “for rent” Signs on properties.
Cdl severd of them to see what is available, how many are
available and what the rentd is. Again, you can get afed for
the market conditions by seeing how many property owners
have vacancies and if they are offering any rentd
concessons in order to get tenants.

Tip: Don't befooled by renta signs on the property. Thiswas mentioned
earlier. Quite often renta sgns are left on a property to keep aflow of
potentia tenants on the books.

Practical Point: | do not recommend the practice of leaving afor rent Sgn
on the property at al times.

Fird, it givestheindication that you dways have a vacancy and you cannot
get the place rented. Frequent vistorsto the areawill stay away from your
building thinking there is something wrong with it.

Second, as apractica matter, someone looking for a place to rent wants it
now or in the near future. Keeping alist of names of potentid tenantsis
generdly worthless unless you have a vacancy coming up in the next week
or two, in which case you would have discussed it with them areaedy.
Depending on how gtrong the rentd market is, I'd put arentd sgnona
property no more than a couple of weeks before the unit becomes
avalable...alittle sooner if the market isdow.
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e. Keeping Current: It isimportant to stay current on what is
happening, especidly in your city, that can affect your
rentds. Isalarge indusiry moving into town...or leaving
town? Isamagor change expected in the area, such asanew
Interstate highway, municipa improvements that will
increase the flow of traffic to the area, such asamaor sports
gadium? Changes, such asthat will affect retailers but not
apartment building owners, unlessit will beaspring or fdl
training gte for the nationa team. These people will be
looking for short term rentals.

The more you can learn about what is going on in your area, city, county
and gate, the more likely you are to maintain ahigh vacancy leve in your
rentals. You don't have to make afull time career out of economic
research. Just keep your eyes and ears open and you'll learn alot.

Someone who gives motivationa lecturesto try and teach how to avoid
stress suggedts: “Don't read the morning paper or watch the news on
televison. It'sagood way to sart the day with stress. Don't worry, if
something earth-shaking is going on, some is bound to tell you about it

a,]yww.”

All right, we' ve done abouit dl of the research we can to find out if we are
in areasonably stable renta market. The next step in the processisto
financially andlyze the property to see under what price, terms and
conditionsit will make financid senseto purchaseit. I'mready, if you are.
We'll want to take a close look at this house and see how we can buy it ina
way that we can make some money and use it as abuilding block to bigger
and better investments. In order to do this, we need to meet with the sdller
firg and find out just how moativated he is and how we can structure a dedl
that gives both the seller and usawin-win situaion. Let’'s meet the sdler!
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Chapter Six
How to Find a Motivated Seller

Thefird step in trying to buy the houseis to discuss the needs of the
sler...not our needs. What are the sdller’ sreasons for selling and how
motivated is he to move the house. Where do we start?

Make an gppointment to meet with the sdler. Tell him you saw hissgn on
the property or ad in the paper and would like to meet with him to discuss
the possible purchase of hishome. Again, he'll want to be certain you are
not another real estate broker looking for alisting. And...unlessthe sdller
is highly experienced in sdlling houses (which isrardy the case), el
gladly invite you to meet with him. He wantsto el and he feds you may
want to buy. He cannot afford to pass up a potentia buyer.

Empathy: You ve heard it before and will hear it again from timeto time.
DO NOT meet with asdler and tell him or her what YOU want. 1t'sthe
best way to turn asdler off and they will not listen to anything you have to
say from that point on. Put yoursdf if the sdller’s shoes. If you just lost
your job, or your spouse passed away or whatever the reason, thelast thing
you'd want to hear is*“| can take this place off your hands. | buy homes
likethisdl thetime. 1,1,...”

The sdler’sfirg thought is, “Who cares how wonderful you think you
are...what about me and my problem”?

Get to know the seller: Begin you conversation with the seller by talking
about him. What is his reason for sdling. How long has he lived in the
house. Ask any questions you can think of that relate to the sdller, his
motivation for sdling and what he islooking for. Without telling him how
you can solve his problem, you will learn alot about how motivated heisto
Al

Get the seller to know you: Just asimportant, get the sdler to know more
about you so that he fedls comfortable being with you and does not think
you are just another looker who has nothing better to do than visit FSBOs.
When you read the second No Money Down study in the back of the book,
you' Il see how this technique was one of the keys to my successful purchase
of atweve-unit gpartment complex. The sdler felt | was trustworthy and
serious about working with him and would do what | promised | would do.
Make no mistake, showing you are honest, sincere and trustworthy go a
long way in negatiating a favorable purchase from the sdler. Thisis
especidly true when you expect him to make concessions or carry financing
for you.
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What arethe seller’sintentions: Once wefed the sdller is comfortable
with us and we have openly discussed things in generd with him, it' stime

to get down to business. Now we need to know what the sdler’ sintentions
may be. Why is he sdling. How soon does he need to move. What does he
intend to do with the proceeds from the sale.

Note: That last question is a difficult one to throw on an initia meeting
with the sdller. Hisfirg thought is“It's none of your busnesswhat I'm
going to do with the money”. Thisis the reason for spending time getting
to know the sdller and getting him to know you. During theinitid
conversations, you will get someideaof what hisplansare, “I’'m moving
up near the kids now that my wifeis gone.”

The naturd question you can inject, without gppearing to be prying into his
persond affairsis, “Oh, are you going to buy ahome up there’. Thisisa
non-persona question. He will no doubt answer something like, “No, my
kids have a pare wing with a bedroom and bath and they want meto live
with them,” or “No, | don't need dl this space. I’'m going to buy asmall
condo”.

Y ou can judge how far you can go before you appear to be prying into his
persond life.

Quite often, I’ ve made two or three vidgtsto the sdller before | felt he was
comfortable with me and my intentions. The exception isif you arein a hot
red estate market and the home or building you want to buy isared sed.
If you wait until the third visit to get down to negatiating, it may be too late.
Hopefully, you can get agood idea of how motivated asdler ison the
initid vigt. Just remember to use Empathy. Look at if from hisor her
point of view...not yours.

Gathering the Details:

Y ou have now reached the point that brought you in contact with the sdller
inthefirg place. Y ou want to learn everything you can about the property
and how cooperdive the sdller will be with such things as price, terms,
dosing date, etc. Y ou have a checklist with this program to remind you
what questions to ask.

Example: Y ou want to know about financing. Thisisthekey toa
successful no money down purchase. Ask such questions as.

Is there an assumable mortgage on your property?

What is the gpproximate remaining balance?

What is the interest rate

How many yearsremain?

Does it have abaloon clause?

What are the monthly principa and interest payments?

Y our checkl ist coversdl of the mgor questions you need answered in order
to make a knowledgesble offer to purchase.

ouhkhwdE
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Don't panic. You'll will be guided throughout the entire process. Between
your knowledge and the checklists you will have, there should be no
guestions unanswered by the time you leave the sdller to prepare a contract.

You'll want to find out whet the sdler’ s asking priceis, but thisis not the
timeto ak if he'll takeless. Most sdlerswill give you aflat out “NO” and
you're finished with that sdler. He probably will not want to talk to you
again. A more knowledgeable sdller may say, “Make and offer and Il
consder it”. At least you leave the door open for future negotiations. It's
best, however, to find out what he is asking for the home and leave the
negotiations until you return with aformal offer to purchase. Thistopicis
covered in Chapter 13.

The sdler, a your request, will aso show you around his home so you can
see what basic condition it isin and how many rooms, Size, etc. are there.
You'll have achecklist with you to remember what to look at and what
questionsto ask.

Important Point: Y ou have spent some time with asdler and he has gotten
to know alittle about you. Keep in mind thet thisis the firgt time you two
have met. Until a short time ago, he didn’t know who youwere. Now heis
being asked to show you around his house. For al he knows, you could be
aburglar, casng the place. If possible, it'sagood ideato have abusiness
card prepared with your name, company and phone number. It will givethe
sdler some security in knowing whom you are and how to reach you. In
any event, be sure to leave your name and phone number just to give him
some security.

Asyou prepare to leave, thank him for the time and information and tell
him you need to go home and do your homework. Make sure you tdll him
you I be in touch with him within twenty-four hours with your decison.

Hint: Notice | said you'll be back with him within twenty-four hours. If
you say I'll get in touch with you in aday or two or just, “I’ll get back with
you” the sdler will assume he''s seen the last of you and you will never call
him. Using “twenty-four hours’ rather than “tomorrow” sounds like alot
shorter time period.

This whole process may sound confusing and complicated. Ninety-nine
percent of the “no money down” gurus leave these firgt topics out
completely. Y ou bought this program to learn how to buy red estate with
little or no money down ...and minimum risk. So far, we have covered alot
of the“minimum risk” part of investing.
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Now comesthe fun part. Y ou return to your home or office and make some
financid sense out of dl the information you have gathered. Next, we'll see
how to analyze the property to seeiif it makesfinancid sense.
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Chapter Seven
How to Analyze the Property

We Il begin by reviewing the checklist of information we gathered on our
tour of the areaand our meeting with the sdler. Below are screen shots of
the two forms we filled out during our preiminary vist.

This two-page form isin the appendix to this ebook.

Hereiswhat we know about the property:

1. Thesdler “isasking” $110,000 for the property “asis’. This means
hewill not do any of the repairs or upgrading that will be needed to
put the house back in salable condition.

2. Noticehesad “he' sasking $110,000". We can assume he will
probably accept less otherwise he would have said, “That priceis
firm” or “That isthe least | will take'.

3. Thereisamortgage baance of $35,000 on the home. The origina
amount of the loan was $90,000 and was for thirty yearsat 7.5
percent fixed interest rate. Mortgage principa and interest
payments are $629 per month.

4. The mortgage, according to the sdller, is assumable at the present
rate and terms. (W€'ll want to verify thiswith the lender just in
case. Our offer purchase contract will include a clause requiring the
bank to verify that the mortgage is assumable under the terms and
conditions spelled out in the contract.

5. We made an estimate of what it will cost to repair, renovate and
clean up the house to make it sdlable. Hereiswhat we decided.
There are two columns of figures. First we estimated what it would
cost to have dl of the work done for us. The second column
edimates what it will cost if we do the work oursalves...which we
intend to do.

Anitemized ligt of cost gppears on the next page.
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Estimated Cost of Repairs and Renovation

Repair or Replacement ltem Cod to Have it Done Cost to
Do it Oursdves

Exterior Painting $2,200
150

Interior Painting 1,500
125

Repairs 1,900
475

Landscaping 600
200

Driveway Resurfacing 200
50

Replace Refrigerator 800
800

Total Cost of Renovation $ 7,200
1.900

We will save $5,300 dollars by doing it ourselves. Why show the cost of
having everything done ($7,200) if weintend to do it dl ourselves? We
will use that $7,200 amount twice in our negatiaions. Thefirst timewill be
to show the sdller how much it will cost to bring the property back to
sdable condition. Later, when we discuss our purchase intention with the
lender, we'll use that number again.

6. During our vist we aso obtained information about the house itseif.
Size: 2 bedroom, 2 bath with a den, large living room and dining
area off the kitchen. It hasatwo car attached garage. The home
was built in 1982. Thelot Szeis65 X 100

Tip: If you areredly interested in more detalls, you can go you' re your
local tax gppraiser’ s office and research the records on that property. 1t will
show you the assessed va uation, a history of owners, when each bought the
property and how much they paid for it. The Staff at the tax assessor's
officewill show you how to access the public records to obtain this
information... if you have amad desire to spend a couple of hours doing it.
What will you gain by having thisinformation? Not much. Some buyers
want to know how much the present sdller paid for the property and how
long he or she has owned it. If our seller paid $98,000 for the property five
years ago, it looks asif he will make a sizable profit on the $110,000 asking
price.



Don't be fooled by that thought. He may have paid only $98,000 for the
home, but it has appreciated during the past five years. It is till the best
priced home on the street, even after making the necessary repairs. We also
do not know what repairs and replacements he has done since he purchased
it. Generdly, knowing what asdller paid for a property severd yearsago is
not avaid bargaining factor.

7. Weadso learned what his norma expenses are on the home. Hisred

edtate taxes for the last year, were $1,875. His homeowner

insurance policy was $1,225. His water/sewer/trash removd hill

averages $42.00 amonth. Hisdectric bills, in the winter average

$110 amonth. In the summer, with the air conditioning running,

they average $165 a month. Heeting costs in the winter average

$125 per month. He takes care of his own lawn.

Histotal average monthly expense for taxes and insurance is $325.

His average utility costs, annudized, is about $200 per month. We

separate this because we would expect atenant to pay his or her own

utility bills

10. We dso know, through our area market survey, that the home
should rent for $1,200 per month.

© ©

Tip: If you are buying an investment property that is aready leased, do not
rely on the rent the seller tels you he is collecting. Y ou will want to seea
copy of each lease to verify what heis tdling youistrue. You aso want to
know if he gave any rent concessions in order to get atenant on alease. For
example, he may have written a one-year lease at $1,200 a month rent, but
aso gave the tenant one free month’ s rent in order to get him tosign up. If
you figure $1,200 per month X 12 months and divide that number by the
thirteen months the tenant will actudly live there, the tenant is paying an
average rent of only $1,108 per month rent. That could make abig
difference if you want to raise his rent next year, when heis dready paying
amogt $100 a month less than the |ease Sates.

Before closing, you will want to carry this verification of rent one-step
further. The seller should be asked to send aletter to each tenant verifying
the amount of rent, term of lease, any incentives he recaived to movein, etc.
Y ou can plan on the tenant telling you the truth, knowing you will want to
meake changes in his rent when the lease comes due.

11. Findly, we estimate it will cost aout $2,000 in closing costs to
purchase the property.

Next, we need to financialy andyze the property to seeif will make sense
tous. WE'll hope to buy the property at a price of $105,000 or $5,000 less
than the asking price. (When we get to Chapter 13 on negotiating with the
sler, you'll see that we offered $100,000 or 10% less than the asking
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price. This gives us some room to negotiate and hopefully end up at the
$105,000 figure. But, we gill have to determine if this price will work for
us. Hereishow it will look:

Purchase Price: $105,000
Assumable Mortgage 85.000
Cash to Mortgage: $ 20,000
FPus Closng Costs 2,000
Total Cash Required: $ 22,000

Not much of a“no money down” transaction so far. Let’s continue

How do we solve the $22,000 cash down requirement. Remember, our
sler is planning on moving doser to his children and living in asmdl
condo. During our discussion, we asked him what he intended to do with
the cash he recaived from the closing. He said heintendedto put itina
savings account for additiona “spending money” each month when he
needed it.

We asked him if he'd carry a second mortgage. The ideadid not appedl to
him, but he did not give us aflat out NO.

S0 let’ s see how we can use thisinformation to creste our no money down
transaction. If we ask the sdller to carry a $22,000 mortgage (which
includes our $2,000 closing costs) we dready know he will not think the
ideaistoo favorable. It'snot awin-win stuation. We' re the only winners.

Let'scarry it to the next step. He will earn about four or five percent
interest if he puts that money in a savings account. What if we offer him

nine percent interest on the $22,000. We Il aso offer him $107,000 for the
property, which will be the $105,000 for the house and $2,000 for the
closing cost we want him to pay for us.

How does this compare with the saving account?

He will earn $990 a year interest in the savings account or about $82.50 a
month

If we offer him a $22,000 mortgage a 9%, his annud interest will be
$1,980 ayear or $165 amonth. Thiswill sound much better to the seller.

WEe Il amortize that $22,000 mortgage at 9% interest over afifteen-year
term. Monthly payments will be $223, including principa and interest,
which means, unlike a savings account, his principa balanceis aso being
reduced each month. He can aways put the excess mortgage payment back
in a savings account if he wishes to keep that cash reserve.
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Alright, we have a bunch of numbers and you are probably somewhat
confused. What we redly want to know is, will the property carry itsdlf if
we can buy it under the terms outlined above and rent it out a $1200 a
month. Hereis how it sands:

First Mortgage Payment: $ 629
Sdler’s Mortgage Payment 223
Taxes and Insurance 262
Total Monthly Expense: $1,114

We will expect the tenant to pay his or her own utility bills and take care of
the lawn.

Assuming we can convince the sdller to accept our terms and price, the
property should just about break-even. For asngle family home, 100
percent financed, thisisgood. Not dl properties will work out that well.

Keep in mind that, we will have atota investment in the property of about
$107,000 plus our estimated $1,900 in repairs and renovations, or about
$109,000. Wewill aso have a property ready to re-sdl a the current
market value of $135,000 to $145,000 or more depending on how our house
stacks up againgt the competition.

Mogt important, what will the sdller gain?

1. Thesdeof his home at $105,000 or only $5,000 less than hisfull
asking price. We cannot count the added $2,000 we tacked on in
order to cover our closing costs.

2. A second mortgage, secured by the home heis sdlling, paying him
twice theinterest he would receiveif he put the money in asavings
account.

When we discuss negotiating a contract with the sdller, we will cover some
of the objections he may have, such asthe fact that we are putting none of
our own money in the purchase, and how to overcome those objections.

What did we gain?

1. Thefird leg of what will be asound, profitable financid futurein
red edtate investing. Remember, that firgt property isthe most
difficult one to acquire when your funds are limited.

2. A property that will cover it’'s expenses through atenant rentd, if
the market is dow or we want to hold on to the property for awhile.

3. A chance to make a quick $25,000 or $30,000 if we chooseto flip it
or red| right away.
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Caution: Our example worked out well. Not dl propertieswill fit our
requirements. Thisiswhere you need to keep a positive attitude and keep
looking if the one you redlly liked will not make financid sense or the sdller
will not negotiate a price and terms you can live with. Whatever you do,
avoid going ahead with a purchase that you know is not going to be
financially sound for you. There are other properties out there, if you look
long and hard enough. Keep in mind, that once you get thet first property
closed and resold, you'll have some cash to work with. The pyramiding of
your initia invesment will become easier and more profitable with each
transaction. |’ve had severa investors come back to me, after taking my
red estate investment course, and tell me how in just afew short years they
were able to use these techniques to build amodest initid investment into a
million dollar equity estate without adding any additiona cash of their own.

Next we will spend some time discussing how to use cregtive financing to
make your ded financidly sound. I'll warn you, before you turn the page
that is chapter has three quirks:

1. Itisprobably the most important chapter in the book

2. Itisthelongest chapter in the book

3. Itisthemos “boring” chapter in the book.

Kind of makes you anxious to turn the page, doesn'tit. I'll try to makeit as
interesting as possible, but we'll be talking about numbers and mortgages
and how to make them work for you in your purchase. So, bear with me as
we venture into the exciting world of red etate financing.

At the end of this ebook are screen shots of a completed property anayss.
These forms are part of the Red Edtate Investments and How to Make
Them program (www.investmentre.com).

The software program, that does dl of the calculationsfor you, isjust one
of severd software programs in the course designed to make investment
decison easy and reduce the risk of making a bad investment decision.
Plug in afew numbers and click on the “cdculate’ button on each pageto
totdly andyze a property. It's easy to try different combinations of income,
expenses, financing, etc. and quickly recaculate the entire analysis
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Chapter Eight
What You Need to Know About Financing

Firg of dl, let’s pick up the previous example and use it throughout our
financing. I'd like you to meet Charlie Smith from Akron, Ohio. Heis
about to venture into his first No Money Down purchase of the home we've
been discussng.

Case Study: Charlie Smith

Frg of dl, let’sfollow Charlie Smith through atypica purchase

transaction.  Heistrying to purchase hisfirg investment property with no
money down. He does have alittle money, if needed, but he redly wants to
uselittle or none of it if possble. Charlie was able to locate a home on Oak
Street. The house was quite rundown, but the neighborhood was good. He
was going to buy the worse looking house on an otherwise well kept
dreet...rule number one when looking for thistype of purchase. His survey
of the market indicated that comparable homesin the area have been sdlling
in the area of $115,000 to $140,000.

In order to create a*“no money down” transaction, he will have to purchase
the house at $105,000 plus find another $4,000 to cover closing costs and
the estimate that was made to do the renovations need, which he will do
himsdf to save money.

Totd cost of the house will be $109,000, including his cogts. In the previous
chapter we assumed the home would be purchased at $105,000 and assume
the exigting $85,000 mortgage. Thiswould leave $20,000 that we hoped
the sdler would carry in the form of a second mortgage plus an additiona
$2,000 to cover the closing costs. This till left the remaining $2,000 in
edimated repairs. Charlieis going to see how close he can come to making
the purchase a true “no money down” one, by getting that remaining $2,000
covered aswell.

Alternative #1: Assume Existing $85,000 1% Mortgage - Sdller carry a
$24,000 second mortgage.

First mortgage monthly payments-  $ 915

2" Mortgage: 25 yrs @7% interest - 170

Totd Monthly Payments: $1,085
Our biggest problem will be getting the seller to carry the $24,000 second
mortgage a 7% interest and a 25 year term. (Charli€’ s chances are remote

the sdller will agree to that)
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Alternative #2: Assume the first mortgage but offer the sdler amore
redistic second mortgage:

9% interest for a 10 year term.

Problem: Monthly payments on that mortgage will be $304
per month.

Add that to the $915 per month first mortgage and his
total monthly payments are a $1,219. If he needsto rent it out for ayear or
two at the going rent of $1200 a month, his monthly payments exceed what
he can collect in rent and we haven't added taxes, ,insurance and
maintenance codts to that amount.

Alternetive #3. Let’s leave the terms on the second mortgage at 7% but
amortizeit over 25 years. The sler, we dready know, will not carry it for
that long atime, but we'll offer to pay the remaining balance off in just ten
years, not twenty-five. That reduces our second mortgage payment to $201
amonth or atota monthly payment of $1,116. Charlie can live with this.

Tip: All we changed between Alternate #2 and #3 was the length of term of
the mortgage from ten to twenty five years and we reduced the monthly
payments from $302 a month to $201. In case you are curious as to where
the $101 a month comes from, let’s bresk down the mortgages.

Looking at a$24,000 mortgage at 7% interest, we can estimate how much
interest we will pay. To do this, multiply the $24,000 mortgage amount by
the interest rate: 7% or .007. Theresult is $1,680 for the year or $140 per
month. Keep in mind thet thisis just arough esimate. A mortgage interest
to principa payment changes each month. (If you are redly interested in
going into complete details on financing, as wdl astaking a complete
course on red edtate investing, look up our website at
WWW.investmentre.com.)

Now that we have an idea of how much interest we are paying each month,
we can subtract that from the two examples we used above:

Monthly payments on the ten year mortgage will be $302 per month, minus
the $140 interest = $162. We will be paying down the mortgage by $162
the firs month and that amount will increase each month as the remaining
balance is reduced.

Now, look at the 25 year mortgage a $201 per month. That first month we
will be paying down the mortgage only $61. What we accomplish by
extending the term of a mortgage is to reduce the monthly payments by
reducing the amount we pay down the mortgage each month.
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That sounds good, but how can we possibly get the seller to accept a 25-
year payoff on the second mortgage? We probably can't. What we can do
is offer to pay off the remaining balance on that $24,000 mortgagein ten
years. We will still owe $13,441 on it at the end of ten years. How does
Charlie pay that off?

Firg of dl, heisnot going to hold the property that long. Hewill probably
keep it for ayear or two and sl it.

Let' s assume, for some reason, he does decide to keep the property for ten
years. During that ten year period the property will appreciate in vaue.
We Il assume it only appreciates three percent per year. This meansthat in
ten years, his $109,000 investment will be worth about $139,000. (We
aready know that homes in the area are worth as much as $145,000 right
now).

At the same time, the first mortgage that Charlie assumed is now paid down
to about $67,607. Add that to the remaining balance due on the second
mortgage of $13,441 and he owes atotal of $54,166 on the house.
Subtracting that from the $139,000 estimated market value means he has
amost $58,000 equity in the property. If, for some reason, he still does not
sl the property, he can refinance it for at least enough to get rid of the
second mortgage.

Hint: We assumed the property he purchased was only worth $109,000
based on his purchase price plus closing costs and renovations. Once he did
al of thiswork, the house was readly worth about $145,000. He should
have sold back then rather than holding it for ten years.

Alternative #4. What do we do if the sdller tells Mr. Smith, “Thereisno
way |’m going to accept a second mortgage at only 7% interest. | want 12
percent, because | redlly wanted al cash. | aso will not accept alonger
mortgage than ten years. I’'m aready 68 yearsold. | may not live any
longer than ten years’. (By theway, | heard this exact same argument
before when | was putting together sdller financing.) Now what do we do?
If we give the sdller what he wants, Charli€' s second mortgage payments
will be $344 amonth. Adding that to the first mortgage payment of $761
brings histotal payment up to about $1200. Thisis probably the maximum
rent he can collect and he'll il have building operating expenses to pay on
top of that.

Let'stry a“wraparound” mortgage. Thisis sometimes caled an “dll
inclusive deed of trugt”.

What we will do it give the sdller a $109,000 mortgage rather than just the
$24,000 second. WE I offer him a9 % mortgage. Y our first question is
probably, “If he wanted 12% and turned down 10%, why would he accept
only 9%"?
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Hereishow it works. With a$24,000 second mortgage, based on histerms,
he would receive 12% interest. Under the wraparound mortgage, he will be
callecting 9 % interest on the entire amount of both mortgages, the $24,000
second plus the $85,000 existing first mortgage. He will be responsible to
continue paying the first mortgage payment to the bank, but they are only
collecting only 7.5 % interest on the $35,000 loan while the sler is
callecting 9 % or 1.5 % profit to him on the $85,000 first mortgage. In
other words, he is making 1 1/2 % profit on the bank’ s $85,000 |oan.

Let’s examine how thisworks:

Sdler Wraparound Mortgage: $109,000, 9 % interest, 16 Year Term (The
Sixteen years coincides with the remaining term on the exidting first
mortgage.

Sdler’sactud dollar investment in the wraparound mortgage is $24,000
($2109,000 - $85,000)

Monthly payment to be received by the sdler - $915 out of which he hasto
continue to pay the first mortgage payment of $629. This nets him $286 a
month on his actua $24,000 investment. Working that out on afinancia
cdculator, he is receiving the equivadent of 12.27% interest on his $24,000
investment.

At the same time, Charlie will have atotal monthly mortgage payment of
$915, which he can live with. Here swhat the transaction looks like:

Mortgage Amount Interest Term Monthly
Pmt.
Wraparound mortgage: ~ $109,000 9 % 16 years $915
Bank Mortgage: 85000 75% 16 years -629
Sdler Portion of Mtg. 24,000 1227%  16years $ 286

What'sinit for the Sdler:

He gets his property sold at a price thet is acceptable to him

Even though he has to carry a second mortgage, he is making over 12%
interest onit.

The mortgage is secured by a personally signed note and uses the redl estate
as collateral to back up the note.
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What'sin it for the Buyer:

Heis able to structure the purchase of the house in away that it makes
financid sense with lower mortgage payments than any of the other
methods he tried.

He purchased ahome a well below market vaue.

Chances are he will re-sdl the home for aszable profit in ashort time
period

He was actually able to purchase a house with no money down...agrest
dart on his investment career.

Caution #1: Each Stuation must be analyzed carefully. Not al wragparound
mortgages will work out thiswell. Asarule of thumb, the larger the first
mortgage isin proportion to the second mortgage the better the chances are
it will work. Also, the lower the interest rate the first mortgage bears, the
better it will work. Paper ischeagp. Work out each one and try different
varigbles. If it does not work out, you'll need to try adifferent financing
method.

Caution #2: Banks are not thrilled with the wraparound concept. It
decreases their security in the property, even though they ill remain in first
position on the financing chain. Quite often, awraparound is done without
the bank’ s knowledge. Y ou need to be certain the bank cannot call their
mortgage (demand it be paid off) if they discover there is an underlying
mortgage on the property. Since the seller continues to make the first
mortgage payment, the bank usudly never knowsthe sdller iscarrying a
second mortgage as part of awraparound.

Caution #3: Thishbrings up the third point. The sdler islegdly 4ill on the
firs mortgage and making the monthly paymentsin atimey manner. This
could be aproblem if Charlie sends the sdler the full monthly payment of
$915 and expects the sdller to pay the bank their $629 share each month. If
the sdller decides to skip a payment or disappear dtogether, Charlie may not
find out for severd months, when the bank begins foreclosure proceedings.

Tip: When using the wraparound mortgage concept, et up an account with
aloca bank to handle the monthly mortgage payments. The bank will
receive your check and, in tun, mail the amount due the first mortgage
holder and a second check to the seller. Thisway you know that payments
are being made on both mortgages.

A find word: Wraparound mortgages are not the easiest to structure. | use

this gpproach to financing when al others have failed to give the necessary
results to make the transaction work.
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More financing dternatives.

Our discusson of “wraparound mortgages’ probably left your heed
swvimming. “Why does it have to be so complicated?’ It'sdoesn't. We
reviewed the most complicated one first because it was a method of solving
aproblem we faced in the firgt three dternatives. Let’s ook at some other
methods of financing, some of which are dictated by the lender.

Alternative #5. Interest only mortgages.

In our previous example, we discussed how shortening the term of the
mortgage can grestly increase the monthly payments because the amount
we are paying down the principal baanceis gregter. The other extreme to
this Stuation is to obtain an interest only mortgage. Keep in mind that this
dternative does not reduce the mortgage balance, even though you are
meaking regular monthly payments. Mogt lenderswill dlow thisonly if a
homeowner isin financid trouble and needs a bresk in the payment amount
for afew months. Most lenders will work with a property owner if the
property owner can justify how he or she isworking themselves out of their
present Situation and will be able to continue with full payments in the near
future.

Alternative #6. Adjustable rate mortgages.

Adjustable rate mortgages were popular afew years ago when lenders were
facing an ever increasing rise in the interest rates they had to pay ther
depositors. They redized they were locked in on long term loans at alow
interest rate while trying to compete in high interest rate bonds, CDs and
savings accounts. They solved this problem by establishing adjustable rate
mortgages. This gave the lender the option of adjusting the interest rate on
amortgage, usudly on an annua or semi-annud basis to combat ever
increasing interest being paid to depositors.

Caution: Watch the terms of an adjustable rate mortgege.

If you are condgdering financing that has an adjustable rate clause, be sure
you understand the limits of the potertid increasesthe loan will dlow. Be
sure you know how much the bank is dlowed to increase the interest rate
each year and that there isamaximum “cgp” on the total increases dlowed.
For example, the mortgage my be written to dlow the lender to increase the
interest rate a maximum of two percent per year with a maximum increase
of sx percent over the term of the [oan.

Alternative #7. Graduated Payment Mortgage:

Thisfinancing dternative isided for someone who just cannot afford
current interest rates, usudly for first time homebuyers. The bank will offer
them a graduated payment mortgage. The loan will be written at alow,
initid interest rate to kegp payments down. Each adjustment period, the



rate will be increased, dong with the monthly payments. This givesthe
homebuyer time to redlize increased income o increased mortgage
payments will be affordable.

Alternative #8 — Land Leases

We need to begin with some basics on depreciation for tax purposes, in case
you do not dready know this. IRS dlows you to depreciate the
Improvements on your investment red estate property over what they
consder to bethe useful life of those improvements. Improvements consst
of buildings, swimming poals, etc. as opposed to the land on which the redl
edae is gtting. IRS says that land does not depreciate.

Come tax time, you can reduce the taxable profits produced by the red
edtate by the amount of depreciation you were alowed to take. For the right
investor, this could even result in negetive taxable cash flow or taxable loss
that can be used to offset any taxable profits you may have made on another
property. You can learn al about depreciation and tax sheltersin our
complete red edtate investment program a www.investmentre.com.

Based on that concept, you can sdll the land under your buildings to the
sdler of the house you want to buy or to someone who wants a carefree
invesment. In effect, aland lease is nothing more than another type of
mortgage. Now 100% of what you own is depreciable improvements for
tax purposes. This sounds complicated, and is not a common way to
Sructure financing, but it may be alast ditch effort to convince asdler to
accept part of the financing when more conventional methods are rejected

by him.

Some Cautions: #1. You must have away of recgpturing the land (buying
it back) whenever you wish. You aso want to be able to buy it back
without paying a pendty for paying it off before amaturity date that is
written into the lesse.

Caution #2. Your land lease, unlike the land leases that were created years
ago, should be limited to no longer than the remaining term of the

mortgege. If the mortgage will be paid off in ten years, theland lease will
also comedueintenyears. Asapractica matter, most buyerswill shy
away from a property if theword “land lease” isin the transaction. That's
because they do not understand how it can be a great financing tool.

One more point about land leases. Earlier we discussed how to reduce
monthly mortgage payments by increasing the term, which in turn reduces
the amount we pay down the mortgage each year. A land leaseisa“leass’ .
Y ou make monthly payments on it, but they are lease payments. Thereis
no principa reduction...ever. If you start out with the $24,000 mortgage
we have been using, in ten years the remaining balance on that land lease
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will till be $24,000. Y ou can adso see why thisis not the most popular
form of financing.

Caution #3. Be careful of increases written into aland lease. In our
examples here, we talk about aten year term. A knowledgeable sdller will
alow you to recapture the land (buy it back) whenever you wish, with a
catch. You must buy it back at the current market vaue and not the vaue
that was set when you created the lease. If, for example, you pay back the
$24,000 lease in ten years and the property has appreciated three percent per
year, the value or buyback price of that land lease will be $30,395 or $6,395
more than it was when you started. |dedly, you want to negotiate aland
lease that contains no increases.

Alternate #9. Combination of more than one financing technique.

Asyou will seein this book, it is common to combine more than one
technique in order to get the financing work for both you and the sdller. As
you review the case studies at the end of this book, you'll discover how |
combined financing adternatives with many other factorsin order to create
my no money down transactions and have them make financial senseto
both the sdller and me.

Alternate #10. Sale/L easeback
What can you do it you want to own the investment property but the seller
dill wantsto beinvolved init, especidly if it's making money? Try a
salelleaseback. In this case, you purchase the property from the seller, but
lease it back to him. What have you gained? The best of both worlds.
1. You now own the property and the financid and appreciation
benefitsif offers.
2. You avoid the day to day overseeing and management of the
building

What doesthe sdler gan?
1. Hegetswha he wants, the profits from the operation of the
investment
2. Heno longer owns the property so he probably was able to obtain
his equity out of it when you bought it, unless he carried dl of the
financding himsdif.

Alternate #11. The best dternative of dl...Sdler Financing
Whenever possible, get the sdller to carry the financing. Why? There are
severd reasons.
1. Thesdler will be easier to negotiate with than the bank that has set
rules of what they can and camnot offer and approve.
2. Therewill be no closing points and other bank charges with sdller
finenang.
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3. You can probably work out a plan that is favorable to both of you.
The sdler is not locked into afixed amount he or she will loan.
Banks, on the other hand, frown on 100% financing.

Alternate #12. Refinancing.

If the sdller ingsts on getting his cash out of the transaction and his present
mortgage has alow remaining balance, it may be necessary to refinance the
property in order to get cash a the closing.

Example: Let's assume the remaining baance on the example we ve been
using is only $50,000.

This would mean we d have to get the sdller to carry a second mortgagein
the amount of $59,000 (the remaining $55,000 difference between the
mortgage balance and the $105,000 purchase price plus the $4.000 in
closing costs and renovation expenses). He' s not about to do that if he
needs cash from the transaction to buy another home or take a Sx month
cruise.

Remember, the vaue of the house will be about $145,000 after it's
renovated. Even if the bank only appraisesit at $100,000 (they won't
include your closing costs and renovation costs in the present vaue
esimate), they should be willing to loan up to eighty percent on it or
$80,000. If you want to make it your primary residence for awhile, the
bank will probably loan up to 90 to 95 percent of the market value. Banks
may offer a 95% mortgage on two conditions:

1. Youfinanadly qudify for the mortgage payments

2. You intend to make the home your primary residence.
I’ve known investors who do judt that. Every few years they buy another
home for investment, but sdl the one they are in and move into the new one
just to obtain a2 95% mortgage. It'ssoundsto melikeared hasde, butit'sa
way to get the financing you need, it may be worthwhile.
In any event, even the lower percentage mortgage will help you put the
transaction together.
Thiswill give the sdler the cash he wants. He will probably be willing to
pick up the difference between what the bank will lend and the purchase

price of the property.

Sources of Mortgage Funds

So far we have discussed taking over assumable mortgages and getting the
sler to carry dl or part of thefinancing. There are many sources of redl
edtate financing available to you.

Tip: Getting accepted for a mortgage

If Charlie walksinto abank and tells them “1 want to buy the house a 123
Elm Street. 'Y ou have the current mortgage on the property, but it
represents only about fifty percent of the current value of the house. | need
amuch larger ong’. Initidly, theloan officer may say, “Sure, that’sno

47



problem. WEell re-gppraise it and let you know how much we are willing to
loan.” Then he hits Charlie with two questions that end the discussion.

1. How much cash do you intend to put down?

2. Well need acredit report on you.

Chances are he'll never ask the second question after Charlietdlshim heis
buying the property with no cash down. What does he do now?

When you review the case studies at the end of the book, you learn how |
was able to negotiate some favorable terms with alender by explaining to
him what that asset, that the bank was carrying the mortgage on, looked like
today (with photos) and how the present owner wasin financia trouble.

If you camnot get cooperation out of the present lender, find another lender.
In Chapter 10, we' |l discuss dternate sources of mortgage financing.

Before we leave this chapter, we should look at some of the clausesthat are
frequently written in amortgage that you need to be aware of before you

accept the mortgage:

1. Theterm remaining on the loan and if it contains a baloon clause.
Aswe discussed earlier, aballoon mortgage requires the entire
remaining balance of the loan be paid off on a certain date,
regardless of how long the remaining term may be.

2. One more point about a balloon mortgage. We discussed how our
property will appreciate over time and how we are increasing our
equity through mortgage principa payments during the term of the
loan. In our example, we used ten years as the balloon period.
Always obtain aslong atime frame as possible before the baloon is
due. Unlessyou expect arich uncle to die and leave you afortune
in afew month, never accept a balloon mortgage that is due in one
or two years. 'Y ou need time to increase your equity positionin
order to afford the payoff when it is due, which isusudly done by
refinancing the property to diminate the balloon clause. A baloon
mortgege will have “ThisIs A Bdloon Mortgage’, or Smilar
wording, stamped across the face of the mortgage and/or note.

Tip: By theway, you do know that a mortgage consists of two parts, don’t
you? Thefird isthe mortgage, which describesthe red estate property
being financed. The second document is the mortgage “note” whichisa
promise to pay the loan off in accordance with the terms and conditions
written into the document.

3. Beware of pre-payment penaties written into amortgage. Quite

often alender will charge a giff pendty if the mortgege is paid off
ahead of the maturity date.
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10.

No pre-payment dlowed: Thisisthe opposite of number 3 above.
When the mortgage market is soft (not many borrowers), lenders
may refuse to alow a mortgage be paid off ahead of time. Since
the lender needs to keep mortgages out in order to pay depositors
their interest rate, they want to make it difficult to pre-pay a
mortgage. This practice has some lega conseguences that have
caused lenders to question the use of this gpproach to financing.

Be sure the mortgage is assumable. Lenders frequently disdlow the
assumption of amortgage. A new buyer must refinance in order to
obtain amortgage. Thisalowsthe lender to adjust the interest rate
upwards, if the market warrants a higher rate.

Mortgages that are assumable usualy bear the statement requiring
the potentia borrower to be quaified and accepted by the lender
before he or she can assume a mortgage.

Many mortgages are written so that, even though they are
assumable, they are subject to revised interest rates and terms based
on current market conditions.

Mortgage Insurance: Most lenders require you have mortgage
insurance on the property. This protectstheir interest in the even
something happens, such as you die and no oneis left to make
mortgage payments. Thisisusudly trueif you have LESS than
twenty percent equity in the property. What they usualy do not tdll
you isthat, once your home will appraise for more than enough to
cover the loan plus twenty percent, you can request the mortgage
insurance policy be cancelled. Since the bank is charging you $40
or $50 per month or more for that policy, they hope it staysin force
for the full twenty-five or thirty years of the loan.

Watch out for escrow account balances. Most banks require you to
pay an additiona amount, above your mortgage payment, to cover
the cost of real estate taxes and property insurance. They want the
security of knowing these two items are covered when the annud
renewd notices comein. What they don’t bother to tell you isthat
you do not have to maintain an account with congderably more
money than the expected tax and insurance hills. I've seen some
escrow accounts large enough to cover two years taxes and
insurance.  This could amount to severd thousands of your dollars
Stting in a bank account unnecessarily...and that money draws no
interest. Y ou can request those excess funds be refunded to you.
They will want to keep enough excessto cover an anticipated
increase in taxes or insurance when the next bill comesin.

The opposite of the last item can dso happen. If thereis not enough
money in the escrow account to cover the tax and insurance bills
when they arrive, the lender will just send you anice little Satement
that your account is short $1,800. Please send us a check right
away. Thiscan dso be aproblem for people on alimited budget.
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11. Mog lenders will frown on a buyer adding additiond financing to
the primary loan, through a second mortgage etc. Usudly they do
not do anything about it, because they probably don’t know about
the added financing, unless the borrower tells them, as Charliedid in
the above example. The fact that the lender is il in the primary
position (they get paid first if the property ends up in foreclosure)
they il like to know that the owner has some of his own money
tied up in the property and there is some additiond vaue left above
and beyond the amount of their mortgage.

12. Findly, when you are ready to enter into a contract to purchase the
house, and assume the existing mortgage, have the seller contact the
lender (you probably cannot do it) and request an “estopple’ letter
giving the exact mortgage baance as of the closing date, plusthe
terms and conditions of an assumption. The assumption (or payoff
amount if you are obtaining new financing) will vary from day to
day, but it will give you an gpproximate amount you will be
assuming.

Why isthisimportant? Y ou do not want to get to the closing and
discover you suddenly need an additiona $1,000 because the
mortgage balance was less than you were quoted by the sdler. Or,
some other contingency was in the mortgage documents that you
were not aware of and the property is now a questionable
investment. These are the things you want to know before you are
committed to buy.

Tip: Whenever you are assuming amortgage, be sure to spell out
the exact terms and conditions under which you are buying the
property. Also, make sure you have away out of the agreement if
these mortgage terms and conditions are not close enough to what
you can live and it makes the investment questionable. The last
thing you want to do is be locked into buying a property that had
some terms in the mortgage that will put you in financid trouble the
minute you close on the property.

Congratulations! 'Y ou made it through the most complicated and dull

section of the book. Y ou can refer back to this chapter whenever you need
arefresher on the various methods of financing and how they work.

Next we will discuss the importance of using leverage, or other people’'s
money, to create our financia edtate in red etate investing.
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Chapter Nine
How to Use Leverageto Create Wealth

Although this book is based on buying investment red estate with little or
no money down, it’simportant to understand how important the use of
leverage, or other people’ s money, isin obtaining the maximum growth
potentia of red edtate.

Suppose you have $10,000 to invest (Don't worry about the numbers. If
you only have $1,000 or you have $100,000 to invest, just add or subtract
“zeros’ from the end of each number.) 'Y ou have three possible choices for
this investment. Y ou can purchase a $10,000 property with al cash or a
$20,000 property (if you can find them). Y our third choiceisto use the
$10,000 to purchase a $100,000 property. We'll assume each of the
properties will produce a ten percent return or cash flow on your $10,000 or
$1,000 ayear profit after operating expenses and mortgage payments but
before taxes. WE Il dso assume that each of the investment propertieswill
appreciate at the rate of four percent per year. In chapter 23 we'll discuss
property appreciation and why it isamost asure thing in red etate.
Hereis how the three compare:

$10,000 $20,000 $100,000
Property Property Property

Purchase Price: $10,000 $20,000 $100,000
Less: Mortgage: -0- 10,000 90,000
Cash Invested: $10,000 $10,000 $ 10,000
Gross Spendable Income $ 1,000 $ 1,000 $ 1,000
Mortgage Principa Pmt. -0- 100 450
+ Appreciation (4%) 400 800 4,000
TOTAL RETURN $ 1,400 $ 1,900 $ 5450

Y ou can see the difference the use of leverage can make in how much your
investment will earn. What we are doing is earning four percent per year
appreciation on the total value of the property, regardless of how much of
our own cash we put into it. In other words, we receive afour percent
appreciation rate on the $10,000 al cash investment or $400.

In the $100,000 property, we only have the same $10,000 invested but are
earning four percent gppreciation on the $100,000 tota value of the
property or $4,000. Using leverage isthe key to creating wedth in redl
edtate.
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Caution: 'Y ou need to do your homework and be sure that:

1. A highly leveraged property will be able to safdy carry itsdlf. In
other words you don't have to feed it more out of pocket to keep it
going.

2. 'You can deegp nights knowing the Sze of the mortgage you have on
your investment.

I know, you were dready told that, but it's important.

Once you get that first property under your belt, each subsequent one will
become easier, more profitable and lessrisky. It’s better to take a
caculated risk than to not invest at dl. Not getting into a“red” investment,
that has a chance to appreciate with the economy, will insure you will have
future financid problems, unless you are dready a multi-millionare.

Securing Your Financial Future—or...
"Why Am | Reading This Complicated Book”

Thistopic of “Securing Your Financid Future’ is normdly discussed in the
beginning of our red estate invesment seminars and in the beginning of our
red estate investment course. | had areason for putting it in the middle of
thisbook. So far, you have waded through some confusing and probably
disarranged information 'Y ou probably wonder if it's worth trying to
understand dl that is being presented. Even more confusing a this point is
how can you possible use thisinformation. All you want isaway to get
rich quick without spending any money. Unfortunately, despite some of the
no money down gurus, thisis easier said than done. So what can you do
about it? It appears you have a couple of choices you can make.

1. You canforget the whole thing, put this book on a bookshelf
...dong with dl of the other investment books you have probably
purchased and continue doing things they way you have been.

2. Accept the fact that this book’ s purpose isto get you started down
the road to an investment program that will insure your future
financia security...and you'll read that severd times throughout this
book because it is vitaly important to you. How important? Keep
reading.

| want to digress alittle, just to emphasize the importance of what you are
learning here. Granted, some of you are probably just beginning to consider
ared edate investment program and maybe have little or no cash to invest.
Perhaps you are dready involved in red estate investing and love to acquire
new holdings with little or no cash of your own. Either way, you should
know why the mgjority of peoplein this country fail to secure their financid
future.
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During the Kennedy adminigtration, a survey was conducted to determine
how many people, over the age of 65, redlly needed socia security
paymentsto survive. The findings were shocking. Of the 19 million people
living in the United States in the 1960s, 95% of them were non-wesdlthy.
This sounds unbelievable in our land of opportunity but 28 percent of the
people were gtill working in order to survive, and with huge corporations
beginning to get into financid trouble, many individuas with “secure?’
retirement funds are discovering the money just isn't there when they need
it. Even more shocking isthat 22 percent of those over 65 years of age
were on charity and 45 percent were dependent on rdatives for surviva.

Only 5 percent of our retired age population in the 1960s was financidly
independent. 1t’s doubtful those number have changed much in the last 40
years. What did the 95 percent do wrong? Most of them earned a good
income during their working years... and like most of us, there were taught
to save part of their income for their retirement. They put their money in
bank savings accounts, credit unions, CDs, money markets and cash vaue
life insurance policies that guaranteed them failure. Why? Because these
aredl fixed investments. “Fixed” because they guarantee investors a fixed
rate of return on their invested capita, regardless of how much the bank is
able to make on that money. And while they were earning two to five
percent on their various savings, |RS was getting a portion of each dollar of
interest they earned, on most of these fixed investments, leaving them with
maybe a three percent return on their investment, after taxes. Then,
inflation takes over. In this book we use athree or four percent inflation
factor when we discuss how much redl estate will appreciate. Some years
this may exceed that amount and others it will remain flat and not
appreciate. Over the long haul, however, it does continue to appreciate,
equa to or more than inflation or the cost of living. In the previous
example we saw how this can affect our investment profits.

The Wall Street Journa ran an article about a middle-income couple living
in San Diego who dreamed of an early retirement to a Caribbean Idand.
They were saving on aregular basisin “fixed” investments that were
earning only 3 to 6 percent per year. Suddenly, they realized their
retirement dream was being shattered by taxes and inflation.

Through professond financid advice, they learned how to build an

inflation proof future. They cashed in their bonds, took some of their

excess cash savings and used the cash vaue in their life insurance policies,
replacing them with less expensive term policies. With these fundsthey
invested in red estate. Today they estimate that they will be ableto retirein
ten years, with amonthly income of $2,000—a much better return than their
origind “fixed income’ figure. Until they revised ther invesment

program, taxes and inflation would have destroyed ther retirement.
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We dl undergtand the tax bite Uncle Sam takes from our income each yesr,
but most people don't think about the affects of inflation until it' stoo late.

Y ou are one of the smart ones. Y ou dready redize how important it isto
inflation proof your life savings and have started down that road today.

S0, as you read the somewhat boring parts of this book, keep in mind that
you are learning the professond’ s techniques for securing your financid
future. That makes the program worthwhile learning. Alright, continuing
with the topic at hand:

The Importance of Using L everage

At the beginning of this chapter you saw how the use of leverage isthe key
to creating a subgtantial estate. Y ou had the opportunity of usng your
$10,000 buy a property with al cash, no mortgage or using the $10,000 asa
ten percent down payment on a $100,000 property. The size of your cash
investment remained the same. The difference isthat indtead of gaining the
appreciation benefits on a $10,000 property, you own a $100,000 property
that is gppreciating. Y ou are using other peopl€ s money to make money
for yourself. In our example, the other peopl€’ s money (the $90,000
mortgage) gave you an additiond paper profit for the year of $3,600. This
figure does not include your $10,000 investment in the property. In other
words you made $3,600 on someone else' s money. Not bad!

Now you need to decide how far you want to carry this. Your initid
property, when your investment capitd is non-exisent is the most difficult,
because you are 100 percent leveraged or financed. Once you build some
equity in that property, ether through gppreciation or through buying at
below market value, fixing it up and resdlling for a profit, you are on your
way. From that point on, you'll be able to use the profit from thet first
investment for the second property, etc.

The question is, how comfortable are you with 100 percent financed
properties? Y ou may not have achoiceinitidly but you can reduce your
amount of leverage with each subsequent investment you make, but keeping
in mind that the use of leverage is the way you make the most money.

Paying off the Mortgage: This brings us to the question, “When should |
expect to get the mortgage paid off”? Most of us were raised with the idea
that mortgages were a necessary evil. It wasthe only way we could buy
red estate. The sooner we could pay off that mortgage, the better.

This philosophy may hold true for your home but it is NOT acceptable to
red estate held for investment purposes. It completely defeets the purpose
of the wedlth building program.  So, in answer to the question, you should



never hold a property long enough to pay off the mortgage. W€ ll cover
thistopic in more detall in chapter 23.

Multiple Mortgages. Carrying the previous comment even further, many
would be investors cringe when | suggest “Let’ s seeif we can put a second
mortgage on the property.” Even scarier is “ Since there are dready two
mortgages on this property, we need to put on athird”.

Let'stake acloser look at multiple mortgages, the good and the evil.
Aswith the notion that paying off amortgageisamust. The common
belief about having more than one mortgage on a property is compounding
the evil of having amortgage  dl.

Multiple mortgages can serve avery useful purpose. In our Charlie Smith
example, we used a sdler financed second mortgage to get the dedl to work.
If we would have tried to obtain a new first mortgage for the full purpose
price of the property, we would never have succeeded.

The Very Basic Truth About Mortgeges]

Y ou dready know that having a mortgage on an investment property isa
must to gain the maximum appreciation potentid. Here are afew more
points of interest:

1. It does not matter how many mortgages you have on a property, one,
two, three or whatever. It is gtill amortgage on the property totaing
“x” number of dollars. Y ou can have a $100,000 mortgage on the
property or afirst mortgage of $50,000 and a second mortgage of
$50,000. It il is $100,000 in mortgage(s).

2. Multiple mortgages can serve a ussful purpose, such as our
transaction with Charlie Smith. 1t was the only way to put the
transaction together.

3. Multiple mortgages can give you flexibility. Again, referring back
to Charlie Smith, we had an $85,000 first mortgage and a $24,000
second mortgage. The first mortgage payment was $915 per month
and the second was $170 per month. Suppose you suddenly receive
$24,000 in cash from your rich uncle Harry. In order to improve
your “cash flow” on the home you are leasing, you decided to pay
off the $24,000 mortgage. Y our monthly mortgage payments are
now $170 amonth less. If, however, you had one $104,000
mortgage on the property and paid it down by $24,000, your
monthly payments will remain the same. All you accomplishis
reducing the remaining term by afew years and that doesn't help
your cash flow postion. Infact, you will not keep the property long
enough to pay off that first mortgage, even if the term is shorter.

4. Quite often, you need that extrafinancing help. Forget goingto a
bank and renegotiating the entire mortgage in order to increase the
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sze. You are then subject to bank closing points, anew survey, an
updated title insurance policy, and dl kinds of expenses. Getting a
second mortgage from the sdller, or from an outside source is much
easer and less cogtly. Y ou can aso negotiate the terms and
conditions of the second mortgage, which you cannot due if you
renegotiate the first mortgage. In fact, depending on the current
market conditions, you may end up with a higher interest rate than
you have now or less dtractive terms.

Don’'t turn down agood rea edtate investment because you will have to add
a second mortgage to make the financing work. Here salittle trick to help
you decide if a second mortgage isthe best dternative:

We'll use the same transaction for our example that we used in chapter
seven. Assume you need a $100,000 mortgage. Y ou have two choices.
Y ou can assume the exidting first mortgage with aremaining baance of
$85,000 at 7.5 percent interest with 25 years remaining. Monthly principal
and interest payments are $629 per month. We need the seller to carry a
second mortgage for the remaining $15,000. However, he wants 12%
interest but will carry the loan for ten years. Monthly payments on that will
be $215 per month. Tota monthly payments for both mortgages will be
$844.

The second dternative isto obtain a new first mortgage for the full
$100,000 (assuming alender will takeit). The interest rate will be 9
percent for a 25 year term. The monthly payment will be $839 per month
or about the same asthefirg dternative.

Which isthe better ded and why?

Begin by determining the overd| average interest rate between the two
dternatives. The new firg mortgage in Alternative #2 isa 9 percent
mortgage.

New we need to compare it with Alternative #1. Hereis how we do it.
Assumable 1% mortgage: $85,000 X .075 (7 ¥% interest rate) = $6,375
2" Mortgage: $15,000 X .12 (12% interest rate) = 1,800
Tota $8,175

8,175 divided by #100,000 (total loan amount) = 8.75 or 8 3/4 percent.
The two mortgages actudly have an overdl lower interest rate than the new
$100,000 first mortgage, even though the sdller insisted on al2 percent rate
on the second mortgage.

This smple formulamakes it easy to compare various mortgage
combinations.
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What about the fact that the paymentsin the firgt dternative (two
mortgages) are greater than the new first mortgage payment will be?
Remember, you are paying off the new first mortgage over a twenty-five
year period. Inthefirg dternative, only the $85,000 has a twenty-five year
term. The second mortgage will be paid off in only ten years Even though
you will not keep the property until it ispaid off (remember that discusson
earlier), the amount you pay down the mortgage each month is much greater
than it would be on atwenty-five year loan.

One more factor entersinto this equation. By assuming the first mortgage
and having the sdler carry a second, you avoid the closing costs of anew
mortgage. Thisfact done can save you a Szable amount of money.

Thereisalot more to mortgages and unique financing techniques that can

be used crestively to structure ared estate transaction to grestly improve
your profitability.

57



Chapter Ten
Whereto Locate Cash

Next, we'll look at various places you can find cash for an investment. Even
though you want to buy with virtualy no cash out of your pocket, there may
be times when you will have to have some cash to pay closing costs on the
transaction, pay for renovations that need to be done, or just plain put in
some cash to show good faith on the purchase. Here are some places you
may be ableto find cash.

1.

Family and Friends. This could be away to lose friends or dienate
your family, but it could be a source of cash. You'll want to treat
them like any other business partner by giving them amortgage on
the property being purchased or even part of the profits.

Banks. We dready covered borrowing from abank. Y ou can forget
about using them to increase an existing mortgage to give you 100%
leverage. They tend to shy away from that type of dedl.

Private Lenders. Quite often, private individuaswill place adsin
various periodicals offering mortgage money, even second
mortgages. Be careful if you usethisdternative. Y ou don't want to
end up with aloan shark that makes life impossible for you until you
lose the property. Check them out carefully before Ssgning up for a
mortgage.

A New Financing Trend: Some lenders are now offering you a
mortgage at up to 110% of the gppraised value of ahome. How can
they do this? Noticel said, “appraised value’. The appraised vaue
on red edate is usualy somewhat less than the actuad market value
of the property. If the home would sdll for $150,000 but the
gppraised vaue is $110,000 the lender will offer aloan at 110% of
the $110,000 appraised value or $121,000. Thisis till about 20%
less than the fair market vaue of the property.

Mortgage Brokers were mentioned earlier. Although they will
charge amodest fee for placing amortgage for you, they have
continua contacts, and atrack record, with several lenders and can
often get you a ded that you could not find on your own.

Mortgage Bankers. Mortgage bankers will tie up large sums of
money (maybe millions of dallars) in mortgage commitments from
one or more lenders. The are playing the odds that interest rates will
increase and they will have locked in mortgage money at arae
lower than the current one. If they guessright, they will have
mortgage money available at less than you can obtain a abank on
your own.

Credit Cards. You may have alarge cash reserve available to you
on one or more of you credit cards. One ho money down guru
suggests this may be a place to borrow money with no quaifying.
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10.

11.

12.

13.

The problem is, you may be paying 18 to 24 percent for the use of
that money. Better keep looking for another source of financing.
Sl off Part of Your Property: If you are buying an investment
property that is on some acreage, or even adouble lot, you may be
ableto sl off aportion of the extraland in order to generate the
cash you need to purchase the property. If, of course, you buy a
home and it Sitsin the middle of adouble lat, this technique will not
work.
Refinance Another Property: If you own another red estate
property with a congderable amount of equity, it may pay to
increase the size of the loan on that property to generate cash for the
second property. Part of the software that is included in our
www.investmentre.com course includes a program to automeatically
cdculate if it makes financid sense to refinance one property to
purchase another. Those funds, by the way, are usudly tax free.
Refinancing of Your Home: In Number 9 above we discussed
refinancing another property to obtain tax free cash for another
investment. Y ou need to carefully think twice before committing
your home security to an increased mortgage. Most people consider
thisther “safe harbor” and do not want to risk it.
Borrow Againg Life Insurance: If you have been making payments
for along time on a“cash vaue’ type of life insurance palicy, you
have no doubt built up a sizable reserve account. 'Y ou can borrow
thismoney a avery low rate of interest. Chances are the insurance
company isonly paying you one to three percent interest for the use
of the money you have invested in that policy. Kegp in mind thet if
you borrow againgt your cash vaue policy, you reduce the benefit
that will be paid if something happensto you. Mot expertsin the
field suggest purchasing lower cost term policies rather than cash
vaue policies. They do not build up alow interest paying resdud,
but the offer what you purchased the policy for: an ingant etate if
something happens to you.
Borrow Against Stocks: If you Hill have astock portfolio with a
condderable amount of value, you can borrow against that stock. In
fact you can borrow more againgt the stock to buy red estate than
you can to buy more stock. It isagood source of ingtant cash. Just
be sure to leave sufficient value in the stock o that if it goes down
you will not have to come up with enough cash to cover the loss.
Personal Loans from Your Bank: If you have agood credit rating
and track record with your loca bank, you may be able to borrow on
apersond loan basis. Remember, thisis like amortgage, it must be
paid back and must be considered when caculating your monthly
payments to cover the debt service (loans). Y ou can use aline of
credit, if you have one established with the bank.
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14. Add Closing Codgtsinto the Mortgage: Get the seller or the lender to
include your cdlosing cogsin the mortgage. We did thiswith the
Charlie Smith case sudy. This reduces your cash requirements.

15. Giveasler something in lieu of cash  Perhaps he admires a boat
you have that you were planning on sdling. Y ou can barter with
anything you have of value that you want to use and he would like
to have. It may be acar, stocks, etc.

16. Using Security Deposits and Advance Rents. When you buy a
property that is rented aready, such as asmal gpartment building,
you will receive credit for advanced rents and security deposits that
have been collected. This reduces the amount of cash you need to
close.

Caution: Remember that these advanced rents and security deposits realy
belong to the tenant and not you. They will reduce your cash outlay at
closing, but when the tenant is using his or her advanced rent for the month
this means you will be callecting that much less rent money for the month.
When atenant moves out, you will have to return dl or part of the security
depogit. In other words, you may have the use of those funds at closing, but
you will have to reimburse them to the tenant a a future date.

17. Trade Equity in Another Property: If you own another property, you
may be willing to trade your equity in that property for equity in the
property you want to purchase.

18. Sdl aMortgage a a Discount: If you own amortgage, you can find
abuyer who will purchase it from you and give you the cash you
need. The mortgage buyer will expect to purchase the mortgage a a
discount. For example, he or she will offer you $10,000 for a
$15,000 mortgage. This greetly increases his or her actua interest
rate over the rate that appears on the mortgage note.

19. In short, use your imagination if you are short of cash.  You just
may locate awedth of valuable sources of funds you never thought
about. You never know what asdler iswilling to take, other than
cash, if you don’'t ask. The answer will often surprise you.

20. What do you do if the seler changes his mind and does not want to
carry amortgage on the property after it has been signed and agreed
to carry it. One possible solution isto find someone to buy the
mortgage from him. Suppose the sdler wantsto sdll the $22,000
note he was going to hold. A buyer islocated that buys mortgages,
including second mortgages. There is one catch. The buyer will not
pay the full $22,000 for it. Hewill buy only at a discount...say
25%. Heiswilling to pay the sdler $16,500 for the mortgage. The
sdler may be willing to accept this amount just to get cash out of the
dedl.
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What does the mortgage buyer get? He gets a $22,000 mortgage at
9 percent interest. But he only has $16,000 invested. He will ill

be collecting the origind $223 a month payments for fifteen years.
Thismeans his actud interest rate is 14.9 percent. Itisusudly easy
to locate someone who will like this type of invesment.

21. If you had ared edtate broker involved in the transaction, he or she
will have earned a professond fee for services. The sdleris
expected to pay this out of his cash proceeds at closing. Thereis
nothing saying the broker cannot take dl or part of that commisson
in the form of a mortgage.

The first house | purchased was stretching our budget alittle thin. We had
been working with areal estate broker to locate the home we wanted. It
turned out to be a new home, just under construction, due to be completed
in about three months. Thiswasided because we would not be moving
down to Florida for about three months anyway. The problem wasthis. |
was going to be about $6,000 short of having enough cash for the down
payment and closing costs. After some negotiation, the red estate broker
agreed to take $2,000 of the amount | needed in the form of a second
mortgage and the builder agreed to carry the $4,000 bal ance as a persond
note. (No mortgage was involved).

One more point of interest. We aso agreed to do alot of the finishing work
ourselves, which reduced the cost of the home by a few thousand dollars.
You'll use this method of getting a price reduction without taking the actua
amount of repairs out of your own pocket.
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Chapter Eleven
How to Walk Away from a *“Nothing Down” Closing
And Put Cash in Your Pocket.

How would you like to buy a property with no money down, go to the
closng and walk away with some cash? Before you get too excited, we
need to qualify that with red world facts.

Fact #1. Don't expect alender to finance a property for more than the
contract price. Infact, they will use the contract price, or the appraised
vaue, whichever isless and |oan a certain percentage of that amount.

Solutionto #1: Don't expect the lender to over finance the property. Get
the largest loan you can from the lender and get the seller or an outside
lender to give you the additiond financing.

Fact #2: What reason would the sdller have for loaning you the money?

Solution to #2: He or she hastwo logical reasons. Firdt, heisamotivated
sdler. Hewants or needs to liquidate the property. Second, if heis
carrying any form of second mortgage, it isin his best interest to help you
improve the value of the home. In other words, he takes back a second
mortgage and you agree, in writing, to spend those funds to do the
necessary renovations that will bring the property up to fair market vaue.

In chapter 14 we discuss ‘win-win' Stuations in which both you, as a buyer,
and the sdller come out winners. Thisis one example.

Fact #3. A private lender has no interest in your renovating a property.
Why would he lend you money?

Solution to #3. How about greed! If he can make more profit by loaning
money to you than he can in other investments, why not do it. Hisloan will

be secured by a note and second mortgage on the property. Perhaps you can
afford to pay him ten or twelve percent interest for the money and the best

he can do elsewhereis sSix to eight percent.

Fact #4: Thisis not FREE money. It hasto be paid back to the lender, with
interest.

Solution to #4: Thisiswhy you need to financidly andyze a property to
seeif you can afford to make payments on thismoney. Always take the
time to prepare afinanciad andyss of any property you are consdering.
Thisis standard practice with any knowledgeable investor. If you are usng
our Investment Property Profile form (IPP) that comes with our redl estate
Investor program, it only takes a couple of minutesto do a complete
andyss and you can quickly change any of the figuresto try various
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approaches to determine how it makes the mogt financid senseto you.
Everything is cdculated for you at the touch of abutton in the program. A
work copy of the two-page andysisformisin the gpopendix at the end of
this ebook.

Evenif you haveto do it dl by hand with afinancid cadculator, do it!

Get the Sdler to Refinance: Hereisaway the seller can get the cash he
wants and you get the property. Thisis apossble solution to the problem
where the sdller will not carry a second mortgage to cover the cash you need
to close. Chances are you are trying to buy, not only with little or no money
down, but you cannot qualify for a mortgage from conventiona sources.
Have the sdller refinance his own property. For example, he currently has
an $85,000 mortgage on the property and the house will have amarket
vaue of about $145,000 once renovated. The bank will perform an
appraisa and let’s assume they appraiseit at $130,000 in its present
condition. They will then apply amultiplier to thet figure, let's say 80
percent. They may be willing to refinance the property for $104,000. This
will give the sdler the cash he needs and lets you purchase the property at
the price you want. You'll want to make sure the revised interest rate does
not make the investment unworkable. 'Y ou aso need to be certain the new
mortgage is assumable. The sdler will be facing closing costs on the new
mortgage, but since they dready have the mortgage, this amount should be
condderable less than if you start out with a new mortgege at a different
bank. The sdller may even be able to negotiate no closing points or &t least
closing points only on the increased portion of the mortgage over the
present one. In our example, the seller will be able to walk away from the
closng with some cash in hand.

When you review the case studies at the end of the book, the first study
involves how | was able to negotiate refinancing with alender and actudly
put about $20,000 in my pocket by doing no more than refinancing the
properties, which | later sold for an additiond profit...and dl with no cash
investment on my own. That case study aso shows you how | convinced
the lender to alow me to purchase the property with no money down in the
firgt place.

Important Point: Most of this book discusses structuring the transaction so
that it will finencidly carry itsdlf, if it is 100 percent financed. If you are
able to buy a property, spend amonth renovating it, and immediately sdll it
for a profit, that’s probably what you will do. We wanted to cover the
possihility that, in the event you do not want to or cannot sell the property
right away, you are financialy able to keep it profitable until you do sdl.
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Chapter Twelve
How Should You Take Titleand
Various Ways of Structuring a Purchase

Assuming you are a private investor, you will no doubt teke title to the
property as an individua ownership. But, Snce you may need added cash
to avoid putting your own funds into the transaction, here are other ways of
taking title and the pros and cons of each. We will only cover five of them
in thisbook. These are the three methods you may consider asasmall
investor.

Disclaimer: The information in this chapter, aswell as other chapters
dealing with legal, accounting or governmental regulationsis accurate to
the best of our knowledge but not warranted. You need to seek the
appropriate professional counsel where these subjects are involved. This
book is intended to be a guide and not the final answer to these questions.

Lease/Option: A lease option gives you the right to purchase aproperty at a
certain price and terms on or before a certain date. 1n the meantime, you
take over the operation of the property on alease basis. You are leasing the
house or investment property from the sdler. Y ou are not obligated to a
formal contract where you must close or lose your deposit. Generdly, you
must put up some option money to get a sdller to take his property off the
market while you decide to close on the transaction or to pass. If you
decide not to buy, the seller keeps the option money. If you do close on the
property, the option money becomes part of the down payment. Why
would you want to option it rather than an outright contract to buy? Firg, it
gives you the opportunity of handling rentals and taking care of

renovations. It givesyou control of the property without being obligated to
the tota ownership cost and obligation. Perhaps you need time to close on
another property in order to afford this one...and you are not sure it will
close. If it doesn't, you are not obligated to buy this one.

Tip: If you have negotiated a good price and terms on a property, you may
want to consider sdlling your option to another investor. Y ou canrun a
blind ad offering a*“below market” price on ahomein an excdlent
neighborhood. Must sdll! This type of ad will draw some response. Notice
| suggested a“blind” ad. You don't redly want the sdler to know you are
shopping his contract with you a a higher price.

Oh, did I mention that you will be offering to sell your option at aprice
somewhat higher than you are paying? Y ou have an option to purchase the
house for $105,000. Current market value of comparable homesin the area
issdling in the $145,000 price range. Y ou can explain to a potentia buyer



of your option that you estimate it will cost about $2,000 to fix the place up
and get it up to the $145,000 vaue. You are willing to sell your option for
$125,000. 'Y ou will make about $20,000 without doing anything and the
buyer will do the same or better, depending on the market when he decides
tol.

Lease/Purchase: A lease purchase obligates you to close on the transaction
within acertain timeframe. It isnot an option. It isafirm commitment to
buy. Again, the purposeisto give you time to handle rentas and
renovation, without taking over the full liability of ownership.

One advantage to both of these dternativesisthat you are ableto tieup a
property for a couple of months or longer at today’ s price. The sdller may
want a price adjusment if you wait for some timeto close,

Individua Corporation: This method requires you to set up a corporation
with you as the President and probably the sole officer other than a spouse
who will be Secretary/Treasurer. There may be certain ligbility and tax
benefits to a corporate structure.

Pros. For certain investors there could be tax benefits in corporate
ownership. It aso can take away persond liability, if the property is held
corporately.

Cons. Y ou are now dedling with a corporation that must follow a
different set of guiddines than you would as a private owner. Thereisaso
aposshility of double taxation, both as a corporation and as an individua
who takes money out of the corporation. Seek lega and/or tax counsdl for
detalls.

Partnerships: Thisisaway of obtaining additiona funding. You find a
partner with some money who wants to enter into ajoint venture
partnership with you. He puts up the money and you do the work and have
the marketing expertise to structure a profitable investment for the both of
you.

Pros Itisaway of finding cash to consummeate the purchase
Cons: Y ou now have a partner in the ownership of the property.
Partners have a tendency to disagree. If they do, and decide to dissolve the
partnership agreement, you have two choices:
1. Buy out the partner, which requires mutua agreement of the fair
market vaue of hisor her interest.
2. Sdl the property and divide the proceeds.

Important Point: A partnership does not have to be a 50/50 arrangemen.
Y ou can negotiate any equity share that you both agree on when preparing
the partnership agreement. For example, you are doing dl of the work
locating and purchasing the property, renovation, and management of the
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ast and eventudly sdling it. The partner merdly put in some cash,
probably asmdl percentage of the overdl investment in the property, which
is probably the total cost of the property. The partner should not expect to
be an equd partner in the transaction. There is a better way.

Limited Partnerships. A limited partnership is exactly what the term

implies. Y ou take on one or more partners in the purchase of your property.
These partners are limited partners because they have no say in the
operation of the property. You would serve asthe Generd Partner and be
respongible for the entire operation of the investment. This means you will
put the transaction together, negotiate the purchase, manage the property
and determine when it is to be sold.

Pros Thisputsyou in full charge of the operation and you do not
have to worry about a conflict with a partner. Y ou are the controlling
factor. The limited partner or partner’ sinvolvement is only to the extent of
thelr cash investment in the property.

If there is a disagreement with alimited partner, he or she can be replaced.
If apartner wants out of the transaction, he or she can sdll their share of the
partnership at whatever price they are willing to accept and a buyer is
willing to pay

Asthe generd partner, you can aso collect a management fee for your
management Services.

Cons. Asthe Generd Partner, the total asset is your responsibility.
If, for some reason, you get into financia trouble with the property, you are
the only one alender will ook to...not the limited partners. If the property
isliquidated, the limited partners get paid first out of the proceeds.

Y ou will have to make periodic financid reportsto the limited partners.

Tip: There arelega documents that must be prepared to create a limited

partnership. If you are purchasing asingle, smal property it probably will
not be worth the expense of using alimited partnership structure.
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Chapter Thirteen
How to Negotiate With the Seller

We have reached the point that we want to st down with the sdller and
discuss the possible purchase of his home. We ve done our homework. We
know the neighborhood, as much as we could find out about the arealin
genera, and have done a thorough check of the house.

We know the sdller is asking $110,000 for the home. Thereis an assumable
mortgage on the property in the approximate amount of $85,000 at 7.5%
with monthly principa and interest payments of $629. We aso estimated
that it will cost us about $2,000 to make the necessary repairs and
renovationsin order to bring the property back to full market value. Thisis
providing we do the work oursalves.  If we have the work done for us, we
arelooking a about $7,200 in cost. We aso estimate that our closing costs
will be another $22,000.

We would like to purchase the home for $100,000 but figure it will cost us
$105,000 after negotiating with the sdler.

Tip: We could offer $90,000 for the house and hope to meet in the middie
during the negotiations. Thiswould give us the $100,000 price we would
liketo pay. Asapractica matter, if our offer istoo low to be considered
reasonable by the sdller, he will refuse to negotiate at dl. |I've seen sdlers
tear up an offer in front of the potentid buyer and tell him, “You are o far
off areasonable offer, and | won't even counter offer it”. The sad part
about this hgppening is that the buyer has just lost any chance of re-
negotiating the contract with that sdler.

Practical Point: If you know the sdller isin deep financid trouble and
about to lose the house, the $90,000 offer might sound good to him. After
dosing costs and paying off the exigting first mortgage, the sdller will about
bresk even. Hewill have lost any equity he may have had in the property.
That is il far better then letting the bank foreclose on the house or being
forced into bankruptcy. In either of those scenarios, he not only loses his
house but his credit rating is destroyed for at least seven years. This can be
discussed with him if you are tying to get the lowball offer accepted. It is
as0 one more reason you need to spend enough time with the sdler so he
trusts you enough to give you a complete picture of his motivation to sdl.
The more you know, the better the offer you can make that will benefit both
of you.

Once you begin the negotiation process, you need to follow asmplerule
that has worked most of the time for me.
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“Make your entire presentation, and how you came to the conclusion you reach asfar
as price and terms of the purchase...and then hand the sdller your offer to purchase
contract and STOP TALKING!”

The sdler needs time to think about the offer and what you told him your
reasoning was for the termsin the offer. 1t'saknown fact that the first
person to talk after that dreaded silent period, usuadly LOSES. We
presented an offer on a severd million-dollar gpartment complex and put
thislaw into use. After making our entire presentation verbaly, we handed
the sdller the contract and sat and waited... and waited...and waited for him
to speak fird. My associate was timing that silence that seemed to drag on
for fifteen or twenty minutes. When the sdler findly spoke, only two
minutes had passed.

The important point isto give the sdler timeto think about your offer. I've
seen abuyer (or his agent) never quit talking. This does not give the sdller
time to consider the offer.

According to the Bible, Sampson killed ten thousand Philistines with the
jawbone of an ass. There has probably been that many red estate
transactions killed the same way!

When making the presentation to the sdller, you aready know two things:
1. What he will readily accept and what he will not like
2. Just how far you can go in the negotiation process before you have
to re-evauate the contract to seeif it till makes sense with the terms
and conditions the seller iswilling to accept.

Hereisan example

Y ou offer $90,000 for the home and plan on assuming the $35,000
mortgage. Y ou want the sdler to carry the remaining $5,000 plus your
closing costs of $2,000, plus your estimated $2,000 in repair costs in the
form of a second mortgage. You'd like the sdler to carry the $9,000
mortgege for 20 years at 7.5% interest, than same interest rate of the first
mortgage. Before meeting with the sdler, you determine the limits thet are
acceptable to you without going home and re-evduating the entire
transaction.

Y ou are willing to pay $105,000 maximum for the property. You are
willing to pay the repair cogts of $2,000 out of your own pocket, but ill
want the seller to carry a mortgage for the remaining $2,000. If the sdller
refusesto carry the mortgage for 20 years, you'll alow it to baloon in ten
(fiveto seven years at the least). Y ou can aso renegotiate the 7.5% interest
rate up as high as ten percent, if thisisa point of rgection with the sler.
Asapractica matter, you usually have to pay ahigher percentage rate for
second mortgage money becauseit isnot a“risk freg” as afirst mortgage.

If the property getsinto financia trouble, the second mortgageisthirdin
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lineto be satisfied. First comes any delinquent real estate taxes, second the
first mortgage payoff and then the second mortgage. Findly, you would
like another concession or two.

Y ou want to be able to close on the property in sixty days and no sooner.
This gives you time to renovate the property ether find atenant or resell the
property before you have to close.

Let'sdiscussthefirgt part of thet fina concesson. Y ou may want to begin
renovation before the closing. This, to some, isvery risky. You are
spending your money...and time, renovating someone else's property. If the
closing does not take place, you are out cost. Why doit? You arein
control here. Y ou have afirm contract, agreed to by both parties. You are
reasonably sure the property will close as scheduled. The sdler isdill
paying al other expenses, (mortgage payments, taxes, etc.) while you get
the property ready to sl or lease. All you will be out is a couple of
thousand dollarsin repair costs if you decide not to close.

If you closefirg, you will be making mortgage payments and other
expenses before the property isin any condition to sdll or rent.

Will the sHller go dong with letting you in to make repairs. Unless he has
to move out of house to let you do it, what does he haveto lose? If it does
not close, you paid to fix it up for him. It'sawin-win Stuation for both you
and the ler.

We need to get back to the contract negotiation. When presenting the offer,
outline dl of the points that you know the sdller will accept without a
problem. Get him nodding his head “yes’ before hitting him with the areas
that will be difficult to negotiate or accept asis. Once you have covered
everything, it istime to follow the advice of giving him the contract to

review and stop your presentation. Give him time to think.

In other parts of this book, we discuss how to overcome some of the
objections the seller will have when reviewing the offer. If hewantsten
percent interest in the second mortgage instead of 7.5 percent, request
extending the term of the mortgage so your payments will remain the same
even a the higher interest rate. In the twelve-unit gpartment complex case
study at the end of this book, you'll see how | ended up with aforty-year
mortgage, using this principle.

If the seller objects to the long term, offer to baloon it injust ten years. By
then you'll be out of that property and into something bigger anyway.

Y ou can often offer to pay more for a property in order to get better terms
and vice-versa,
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What do you do if the seller absolutdly refuses to carry a second mortgage
under any condition? Hewantsdl of his cash out a closing. In chapter
ten we discussed other possibilities: Locate a private lender to carry the
mortgage and find someone who will buy the sdler’ smortgage a a
discount.

Before you resort to this method, make sure the sdller understands that the
mortgage can be a secured investment paying an excellent return. It will be
far better than any type of fixed investment he can make a hisloca bank.

In our example, you can point out that the $22,000 mortgage will give him a
9 percent interet rate for the term of the loan and monthly payments of
$223. If you agree to have the fifteen-year mortgage and baloon in ten
years, he will collect $26,760 over the ten-year period and will dill have
$10,775 coming to him when the mortgage baloonsin ten years. You are
showing him how he can earn atotd of 37,535 on his $22,000 mortgage.
Quite often this gpproach will sdl him on theidea.

Most of our examples offer one thing.. .flexibility

We can give hereif we get a concession there, such as paying more for the
property in exchange for better terms. The god isto give the sdler some
choices s0 you are not locked into a “take my offer asis or we have no
ded”. You are sureto loseif you teke that approach. If the sdller redly
wantsto, or needsto, sdll there is aways room for negotiation
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Chapter Fourteen
How to Create a Win-Win Stuation with a Sdler

The firg thirteen chapters in this book have dl been geared to one god:
Locate a motivated sdler who owns a property that you can buy at a below
market value and give the sdller what he needs and wants in the process.
Finding the right property is of no vaue if the sdller feds you are taking

him for aride and taking advantage of his need to sdll (which you are, of
course, but thisis where “empathy” comesin again). Unless you can show
the sdler how he or she will benefit from the transaction, dong with you,
you probably will never get the cooperation you need to put a transaction
together.

I’ve had sellers who were so bull headed that they would refuse to negotiate
with me, even in awin-win stuation. One particular seller owned a
$2,000,000 office building that wasin financid trouble. It was a beautiful
new building but was only about sixty percent occupied. He needed at least
seventy-five percent occupancy to break even. Wetried to negotiate with
him at a price that was even more than current fair market vaue, but he
ingsted he would only take a price equa to what the property would be
worth if 95 percent occupied. We findly gave up and went on to another
property. Lessthan amonth later, that sdler ot the building through
foreclosure by the lender. Where hislogic wasin refusing to negotiate with
us, | will never know. I’'m sure he was not better off doing what he did.

You'll face some sdlers who, even though they clam to be motivated or
even desperate to sdll, will not budge from their origind lofty idea of what
their property isworth. When you locate someone like that, just politely
explain that you don't fed you can work something the will be satisfactory
to him. Thank him for the time, leave him your card and tel him that, if he
changes his mind in the future, please giveyou acdl. Thisway you did not
make an enemy and he just may give you a cal when he finds out your
wereright.

| hed one seller that | made my farewell speech to and before | made it to
the door he stopped me and said, “Maybe | wastoo hasty. Let’'s st down
and talk some more’. Occasondly that pproach works if he thinks heis
losing a possible sdle by not moving from his origind demands.

Agan, it hasto be a“win-win” Stuation for both parties. And remember,

it satwo way street. Y ou cannot expect to get everything your way. If you
aretotdly unreasonable in your demands, you are wasting both yours and
the sdler’stime. Look for another property. Thisisthe paramount reason
you need to do your homework before meeting with the sdler. Know what
is reasonable to expect. Know the limits you can accept to put the
transaction together. Findly, know the sdller’ s motivation to sell and how
you can truthfully help solve his problem
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Chapter Fifteen
How to Negotiate With a Lender

Thefirgt rule you must believe, and this was pointed out in Chapter Eight
when we discussed financing, is that bank loan officers arein abusiness
like anyone dse. Their busnessisto loan out money a ahigher rate of
interest than they pay their depositors. It'sther business, like sdlling shoes
or fast food, only they “sdll” money. The point is, do not be intimidated by
the gorgeous fifteen ory, dl glass bank building with marble floors and
plush furnishings with their name in ten-foot high neon on the top of the
building. Chance are they are just leasing space in someone else building.
They rent alarge enough space that they are considered a“sgnature tenant”
and therefore get their name splashed in bright lights on the outside of the
building.

Sit down with the loan office and explain exactly what you are doing, what
you need from them, and ask how they can hdp you.

Hereiswhat you need to take with you to the bank:

1. Your persond financid statement, which may not be too good, but
that' s dright if you have other credentiasto offer.

2. Complete details on the property you want to purchase including:
Address of the property
Property details
If the property is being held to produce income, have afinancia
andysis of the investment (such as the Investment Property Profile
andysistha isincluded in our red estate investment course) to give
to the loan officer. Y ou want to prove that the property will carry
itsdf and that you know what you are doing. These formswill help
you aong those lines.

3. Alig of any improvements you intend to make on the property and
what you expect them to cost. (That’s not your cost to do it
yourself, but the cost to have the work done for you.)

4. A lig of any assets you may own, such as you persond residence
and include the market value and the remaining balance on the
mortgage. This gives you some assets with vaue to declare.

5. If you aretrying to assume a seller mortgage held by that bank,
explain why the sdller needsto sdll and how you are trying to help
him. 'Y ou should do this with the sdler’ s gpprova, of course. You
don’'t want to let the bank think the sdller isin financid trouble. As
apractica matter, the bank will dready know if heis behind on
mortgage payments.

6. Photos of the property. When you read the first case study at the
end of the book, you will see how | used photos of the property |
wanted to buy with no money down to convince the lender to let me
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assume the mortgage. | used them to paint avery gloomy picture of
what was happening with the property and it needed to be corrected
before the buildings were totdly vaudess. A dight over
exaggeration perhaps, but it worked. Thisisthe reason | took photos
of theworse views | could find. Even the unshakable loan officer
was shocked. They rarely ever look at properties they have
financed, once the mortgage is placed.

The more information you can furnish alender, the better your chances are
of obtaining the financing you need. You'll find that you cannot use the
bluffing technique discussed earlier where you gtart to walk out. 'Y ou may
be out the front door before you redize no one istrying to stop you to
reconsider your offer.

Don't expect to get ayes or no on the spot. Chances are your offer will
have to be taken before the bank’ s loan committee for review. |If they have
just met, it may take aweek or more to get aresponse.

The good new is, there are many other sources of financing that we covered
ealier, that you can turn to if you get nowhere with the present lender.

Also, don't forget |etting the sdler refinance the property if you cannot get
any cooperation from the bank.
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Chapter Sixteen
Understand Closing Costs and Closing Statements

Before the day of closing, or a couple of days before, you should receive a
closing statement outlining how much cash you will need & the dosing,
unless you were able to successfully negotiate a no cash down transaction.

Hereisatypicd closing statement asit might look if you were to purchase
the house we have been using in our examples at a price of $105,000,
assuming the first mortgage of $85,000 and the sdller carrying a second
mortgage in the amount of $22,000.

Firs we'll take alook at the closing statement and they we'll explain what
each of theitemsis on the statement.

BUYER CLOSING STATEMENT
ESTIMATED COSTS

Item Charge Credit
Buyer Buyer
1. Sales Price 105,000.00
2. Earnest Money Deposit -
3. 1¥ Mortgage Amount 84,625.00
4. New 1% Mortgage Costs -
5. New 2% Mortgage Amount 22.000.00
6. New 2™ Mortgage Costs
7. Appraisal Fee 250.00
8. Redl Edtate Taxes paid in advance 245.00
9. Credit Report 50.00
10. Settlement Fees (Attorney)
11. Title Insurance Cost 675.00
12. Document Preparation Fee 75.00
13. Recording Fees 22.00
14. Inspection Fees (roof, termite, etc 150.00
15. Survey 125.00
16. Homeowner Insurance 635.00
17. Mortgage Insurance 275.00
18. Other
19. Tota Charges (Include Sde Price  107,502.00
20. Total Credits 106,625.00
21. Estimated Cash Due At Closing 877.00
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(Totd Charges— Totd Credits)

22. Totds (Both columns should

add up to the same amt.) 107,427.00 107.427.00

Some of the charges shown may not be gpplicablein agiven area. Others
may be added that are not included here. Check with your attorney or

closing agent

In most areas you can expect buyer-closing costs to average about 6% of the
sdling price.

Line-by-Line Explanation of the Closing Statement:

1
2.

10.

11.

. Sdling Price: The price you agreed to pay

Earnest Money Deposit: Any money you put down in advance will
be credited to your at closing. 1n our example, you did not make a
deposit.

1% Mortgage Amount: The mortgage you are assuming is credited
to you which reduces the amount you need to put down.

New 1% Mortgage Costs. Y ou would be charged dlosing costsif you
were obtaining anew firs mortgage.

New 2" Mortgage Amount; a credit to you

New 2" Mortgage Costs: If you had to pay to place the mortgage
Appraisa Fee: Required by the bank to verify the vaue for loan
pUrpoSes.

Real Edate taxes paid in advance: The bank will no doubt require
an escrow account (the seller probably aready has one) to cover the
cost of taxes and insurance when those bills arrive. The bank wants
to know there is money available to pay them. Y ou will owe the
amount they require to have in advance. The sdller owes taxes until
the day of closing. You will continue to pay from that date on. The
tax bill probably arrivesin November. The bank will require you to
have November and December’ s payments aready in the escrow
account so the tax bill can be paid when recelved in November in
order to take advantage of the discount your county probably alows
for paying your red estate taxes ahead of the January deadline.
Credit Report: Y ou can expect the bank to run acredit check on
you, are your expense.

Settlement Fees (Attorney) If you hire an attorney to represent you
at closing, his or her fees will be charged here.

Title Insurance Cost: 'Y ou will be required to pay for atitle policy
that will be the property of the bank. They want their loan protected
from any title problems that could arise. Y ou will aso want to have
atitle policy to protect your interests.
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Tip: Requedt the title company issue a S multaneous issue on the second
title policy. Assuming eech title policy will cost about $600, you could be
charged $1,200 for both yours and the bank’ s policy. Most title companies
will issue a second policy on the same property for aminimal amount. We
show an added $75.00 for the second policy on our statement.

12.

13.

14.

15.

16.

17.

18.
19.
20.

21.

22.

We did not include an attorney fee above because we assumed the
title company who wrote the title policies will dso handle our
closngsfor us, included in the cogt of the two policies.

Document Preparation Fee: The charge made for preparing al of
the paperwork to close the transaction.

Inspection Reports: Y ou will want to have a professond inspection
of the property, as part of the requirements in your purchase
contract, to insure there are no hidden, mgjor problems with the
house that you were unable to see yoursdlf, such as a cracking
foundetion.

Survey: The lender will require a current survey of the property to
insure there are no problems that have occurred since the last survey
was made, such as aneighbor’ s fence that encroaches onto your
property.

Homeowner Insurance: Y ou will have to remburse the seler for the
unused portion of the homeowner insurance policy that he has
probably paid in advance.

Mortgage Insurance: The policy the lender requiresto protect their
interest in the property in the event something happensto you. We
mentioned earlier, that when you can prove, through anew
gppraisa, that you have in excess of 20 percent equity in the
property, the lender should be willing to cancd the policy. Thiswill
save you a consderable monthly cost.

Other: Any other credits or charges not aready listed
Totd Charges, including the sdles price: Thisiswhat you owe
Totd Credits. Thisiswhat you are credited. In this case, the two
mortgages you are assuming.

Edtimated Cash Due At Closing: How much you must pay at
closing. We came within $877.00 of having atrue no money down
transaction. 'Y ou would be given afinadized closng statement aday
or two before the closing so you can be prepared of how much
money you need to take to the closing.

Totals: Both columns should balance with one another.

Tip: Any funds you take, must be in the form of abank cashier’s check.
Persond checks are not acceptable at aclosing, unlessit isasmall amount
dueto alast minute error correction on the closing statement.

76



One Additional Tip: You'll notice that the mortgage you are assuming is
$84,625. All of your calculations were based on an $85,000 mortgage. In
this case, the amount is only $375 off. You'll need that much more to
close. Thisisanother reason you want the closing statement in advance.

Y ou need to know, well in advance of the clogng, if any mortgage you are
assuming is consderably lessthan you planned. Thiscould creste ared
problem, cash wise. In some cases, you may require the seller to carry the
difference between the amount he gave you and the actud amount of the
mortgage balance the day you close.

It looks alittle complicated, but most of the items you will find on aclosng
statement are easy to understand.
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Chapter Seventeen:
What to Expect at the Closing

Thefirg thing you can expect isthat a guy by the name of Murphy will

show up at the closing. He has some kind of law that requires him to show
up when you least expect it and try to foul thing up. Generdly, if you did
your homework and the closing agents did theirs, Murphy will not have
much to do. It could be alittle thing, like aminor financid error in the
closing statement that they did not catch until you reached the day of
closng. By theway, it does not matter if you are the buyer or the sdler, the
mistake will rarely ever bein your favor.

Perhaps a more difficult Situation will arise, such asthe seller ends up in the
hospital, undergoing surgery, the day he should be at the closing...and the
hospita is 2,300 milesaway. Inacaselike that, the closing will probably
have to be delayed unless the sdler gave someone the power of atorney to
act on his behdf.

At the closing, you should receive dl of the keys, and garage door opener to
the house. Also, any documents pertaining to the house, such as blueprints,
surveys, service contracts, warranty policiesthat may gill bein effect, etc.

Mog closingswill go smoothly provided the closing agents have done their
jobs. If aminor problem arises, such asthe one mentioned firg, it can
easly beresolved at the closng table. We mentioned earlier, that isyou
discover, because of an error on the closing statement, you owe an
additiond couple of hundred dollars, they will generdly accept a persond
check for that amount, assuming you came to the closng with a cashier’s
check for the main amount. Of course, buying with no money down makes
adifference. If you only owe the added amount on a zero due closing
gatement, they may want to require a cashier’s check or close the
transaction in escrow until your personda check clears the bank.

Why could there be an error in the closing Satement? Besdesasmple
error in addition or subtraction, the pro-rations of certain costs could have
been incorrect. For example, because of circumstancesthe closing is
ddayed aday. Thismeansthat dl of the pro-rated figures for mortgage
interest due as of the day of closing, tax and insurance pro-rations, etc. are
al wrong and must be changed. Again thisis rarely a serious problem and
it can usualy be corrected at the closing table.

It will be agood feding to leave the dosing knowing you have a sart
toward securing your financid futurein red estate investing. You've
completed the mogt difficult part of investing in red estate. That islearning
the right, low risk way of doing it and making the effort to acquire that first
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property. From now on, you will be a pro and be able to negotiate on other
properties with more confidence than you probably had with this one.

Now that you own your new red estate investment, you need to decide what
you intend to do with it, other than make money. Perhaps that should be
rephrased to “How are you going to use this property to meke the most

money possible’?

We are about to find out.
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Chapter Eighteen
You Own It, Now What Do You Do?

Y ou should have made a tentative decision during the negotiation phase of
buying the home, what you intend to do with it once you ownit. You, as
you recal, have three choices:

1. Youcanrenovaeit, if that iswhat it needs and turn around and
resdll it at aprofit. You need to St down, aswe did earlier, and see
how much you can earn by flipping the property as soon asthe
renovations are completed. Thisiswhere you will need your tax
advisor to see what tax ramifications you will haveif you sl it. In
chapter 21, we cover tax free exchanges and the basics of how you
can defer paying tax on your profits on the sde of a property thet is
held asared estate investment.

2. Youcan“flip’ the property immediately after the closing, without
doing any of the renovaionsfird. Chancesareit will sdl for
somewhat less, but if you managed to negotiate awdl below market
value price on your purchase, it may pay to let someone else worry
about the renovation and managing the asset.

Earlier we mentioned that you have theright to sdl an option
contract if you entered into an option to purchase the property.
Thereis nothing wrong with selling your purchase contract, a a
profit of course, before you close. The buyer you found can take
titteimmediately after you do in asmultaneous closng. If the sdler
is carrying a second mortgage, he may be concerned if he knows
you are turning the property over to someone he doesknow. Thisis
the reason you wanted to be sure to have a fully assumable second
mortgage prepared.

3. You may want to keep the asset for some time to give theincome a
chance to stabilize and the market value to increase to give you a
higher sdling price.

If you can find a tenant for the house, it may pay you to rent it out
for ayear and get the fed for handling arental income property. If
you purchased a multiple unit building or a sore, warehouse or
office property you will need to prepare afinancia analysson a
regular bass whenever there is a change in income, expenses or
whatever, to insure that the investment stays on track. In the next
chapter we' ll discuss when and why you should sl your property,
if you did not flip it shortly and dosng onit.

If you do enter into alease with atenant, you need to have afirm
lease that spells out dl of the terms and conditions of the rentd.
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Most office supply stores have form leases for both houses and
gpartments that you can purchase. These stock |eases cover most of
the clauses you need to protect you.

Eventudly, you will want to keep your investment property(s) for a
certain length of time, to gain the maximum wedlth building
potentiad out of each of them. If you are serious about becoming
totaly involved in red estate investing, you need to look at
www.investmentre.comto learn the professiond’ s techniques and
secrets to being successful inthefield. It isthe sandard for over a
quarter of amillion investors worldwide and reports | receive give
glowing reports on dl of the money they have made using the
techniques found in our investment redl estate course and software

program.

Whatever route you choose to take in your red estate investment
career, fagt turnover or building an investment portfolio, real edtate
offersyou the finest way to do it. It has proven to be the best wedth
building vehicle, of comparable risk, on the market.
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Chapter Nineteen
When and Why You Need to Sdll Your Property

Before we get into the best reason to sdll, here are some other common
reasons you may want to sdll your property.

1. You are having problems with the property. If you did your
homework before you bought, this reason should not be a factor.
The only exception would be a drastic market turndown where
everyoneis suffering, regardiess of how they invested their money.

2. 'You need someingant cash. Sdling under those conditionsis both
difficult and costly. A better gpproach may be to refinance the
property, if you can, and get tax free cash out if it that way. Sdling
under digtress circumstances will bring in the red bargain hunters
who want to steal your property (kind of the agpproach you took
when you bought it).

3. You dso might be facing the same type of problemsthe sdller had
when you bought the house. Y ou may have to move to another city
or dtate due to your business. In any event, there are various reasons
investors mugt liquidate a property before the ided time arrives to
Al

All of that asde, we want to explore the primary reason the vast mgority of
investment property owners sell their property.

Y ou've decided to keep your property and rent it out. There are severd
things you need to do that are fully explained in our investment course.

1. You need to stay on top of market conditions. Make sure you are
keeping your rents at market rates. 1’ ve seen landlords who fed
sorry for atenant and never increase their rent. If you intend to run
anon-profit organization, that’ s greet. If, however, you aretying to
build your own financid estate, you need to remind yoursdlf that
you own amoney making machine and not a support center. This
does not mean you need to be a crue, hard nosed landlord you use
to seein old movies. Y ou need to use empathy (you' ve heard that
used before in the book, right). The difficult part isto understand
that tenants have problems too and you can sympathize with them,
but if you start giving rent concessions, they will eventualy need to
console you when your investment starts to lose money.

2. Along these lines, you will want to increase rents whenever alease
iIsduefor renewa. This, of course, has to be tempered with the
current market. If rental are in demand, increase rents. If the market
is soft with a high area vacancy rate, you may have to forgo any
increases for afew months until the market strengthens. The nice
thing about real estate as opposed to the stock market, isyou have
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some control over your asset. When was the last time you cdled the
CEO of Generd Motors and told them they need to do something
differently?

3. How much of arenta increase should you get? Again, it depends
on the market. Y ou need to keep your rentsin line with the
competition in the area with comparable rentd units. Generdly, ina
good market, aten percent increase each year is not unreasonable, as
long as the economy is strong. As apractica matter, a home renter
or an office tenant cannot afford to move and go through al of the
trouble it take in the hopes of finding something as good in order to
save afew dollarsamonth. If, for example, atenant is paying
$1,000 a month rental and refuses to pay $1,100 next year, he must
pack, move, change mailing addresses on everything, change over
his phone service, eectric and water service, voter registration,
driver'slicense, etc. All for $100 a month savings and he may not
find anything better for less money.

4. Keep track of expenses. Y our mortgage paymentswill probably be
fixed, but taxes, homeowner insurance, repair cods, utility bills, etc.
keepinincreasing. Thisisthe reason you need to prepare an annua
financid andysis on your property.

Now that we have covered some of the basics thing you need to do if you
keep the property, the next consderation is:

When Should You S4l?

If you want asmple rule of thumb, you should sdl when your equity is
about double what you origindly invested. The problem is, you did not put
any money into the property to begin with, so what is double Zero equity?
The answer isthis You did put money into the property. Through
renovation you created instant equity vaue by bringing the home up to fair
market vaue. In our continuing example, the home is now worth $145,000
and you paid $112,000 including your cost in renovation. So, in theory,
your investment property started out with equity of $35,000.

Let’scarry our rule of thumb out afew years, using $35,000 as our equity

going into the property.
Hereis how our investment looks the first year:

Market Vdue: $145,000
Mortgage(s): 112,000 (rounded)
Equity $ 33,000
Less: out of pocket

Renovation codts. 2,000
Equity Year 1 $ 35,000
Renta Income/ Yr. $ 14,400
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Less Expenses. 4,200

Less Mortgage Pmts. 10,224
Profit (loss): <$ 24>

The property will lose an estimated $24.00 the first year. That'sgood. Itis
usudly difficult to get a Sngle family home rentd that will come closeto
breaking even thefirst year. Y ou are banking on future rental increasesto
get the investment into a pogtive cash flow postion.

Now let’s see how it looks at the end of five years, assuming we were able
to increase rents only six percert per year and our taxes, insurance and other
expenses will dso increase by six percent.

Rental Income, Year 6 $15,264
Less Expenses: 4,452
Less Mortgage Pmts. 10,224
Profit: $ 588

Stll not much, but we didn't have anything to start with Now we'll take a
look et five years from now, but let’s be very conservative with the

expected appreciation rate. We'll only use three percent. In other words we
reasonably expect our investment property to appreciate three percent per
year for each of the next five years. That islessthan the inflation rate.
Assuming we increased rents by Six percent per year, we are being ultra
consarvative in usng only three percent gppreciaion. (The vaue of any
income property is directly proportionate to the income it produces).

We'll dso show what the mortgage baances are at the end of five years.

Market Value End of Year 6

Based on 4%/Yr. Appreciation $166,911
Baance on Mortgages: 95,535
Equity: $ 71,376

Our equity is now about double our initid equity in the property. It'stime
to get out of it and into another property. Why? Y ou are no longer making
maximum use of leverage (remember that)? Y ou started out with $ 35,000
in equity and now have over $71,000. Your initid investment alowed you
to purchase a $145,000 property with the $35,000 equity (that was the fair
market value after renovations, not what you paid). Y ou should now be
able to purchase a property dmost twice the market vaue of your first one,
using the current equity you have after five years. Instead of owning a
$145,000 property you could own a $290,000 property. Instead of getting
three percent appreciation on $145,000 next year ($4,350) you could be
earning three percent on a $290,000 asset ($8,700). That ratio keeps
increasing each yedr.



With no additiond cash investment, you could be earning an additiona
$4,350 ayear in property appreciation or double what you will earn on your
present investment. Not only that, but your cash flow increases with a
larger property and your are paying down alarger mortgage, so your
principa reduction keep increasing as you get into larger properties.

Y ou have three ways of earning money on ared estate investment:

1. Thecashflow or profit you are left with after paying operating
expenses and making mortgage payments.

2. The amount your mortgages are paid down each month, thanksto
the rent paid by your tenants.

3. Thegppreciation your property is redizing provided you keep up
with the current market and increase your rents accordingly. Evena
modest increase in rents and amodest increase in appreciation can,
over afew years, increase your net worth by a consderable amount.

That one key factor doneiswhat professond investors practice to build
multi-million dollar estates for themsdves through red estate investing.
Y ou are now on the road to the same success.

In chapter twenty-three we' |l discuss the practice of Pyramiding and you

will discover the true secret to building wedlth in red etate, beginning with
one smal investment and never adding another penny out of your pocket.
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Chapter Twenty
The Importance of Record Keeping

Keeping accurate records is important to insure your financial success...and
to keep IRS happy. Y ou can begin by setting up asmple bookkeeping
system using Quicken or one of the other popular computer programs. You
can s&t up ledgers to account for each income and expense item you will
incur in the operation of your property. Theseinclude:

Income Received:
Income from Rents
Income from Other sources, such as coin laundries
Common Area Maintenance (CAM) chargesin office buildings

Advance Rents and Security Deposits.

Some dtates require you keep security depositsin a separate account

and pay the tenant interest on that money while you are holding it.

When atenant moves out, you do afind ingpection of the unit and
determine how much, if any, of the security deposit you will keep to cover
any damage done by the tenant. Normal wear and tear is not chargegble.
Advance rents are yours to keep. The purpose isto have an extra months
rent paid in advance to cover the rentd if atenant failsto pay one month or
moves out unexpectedly and without notice.

Operating Expenses.

Set up a separate ledger sheet for each of the operating expenses you have
in the operation of the property. These can include taxes, insurance,
payroll, water, eectric, trash removad, repairs and maintenance, etc. A full
ligt isincluded with the forms and checkligts & the end of the book.

It isimportant to review these expenses items on aregular basisto insure
none of them are suddenly getting out of line and, if so, why. Itisusedto
pay the find rent payment if a tenant lives out the full term of the lease.

M ortgage Payments:

Y ou will have mortgage amortizations schedules when you close on the
property. Set up ledger pages for each mortgage showing a monthly
breakdown of total mortgage payment, interest deducted and principa
payment. You, or your account, will need thisinformetion at tax time. If
also keep you abreast of how far your mortgage principa baances are being
reduced.

Y ou will want a section set up for your costs in the property. Thisincludes
your acquisition cogts, renovation costs and closing costs.
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Althoughi it is probably not necessary as part of your accounting records,
you need to set up arecord of how much vaue the repairs you made have.
Y ou may have only spend $2,000 out of your pocket, but having the work
done for you would have cost $7,200. When the time comesto s, this
will beimportant, both to the IRS aswell as a potentid buyer. You can
show the buyer how much money you spent renovating the property. (You
arenot lying. Your time and labor was worth something, too.) You'll dso
need a section to show the annud taxable depreciation you took.

During theinitia period of time, right after you purchased the property you
may have had carrying costs to keep the property at abreskeven level. This
will show up in your profit and loss statement for the end of the year

reporting.
Setting up a smple bookkeeping system is not difficult with the software

that isavalabletoday. A few minutesamonth isal that it takesto keep
your records current and be able to know where you stand at dl times.
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Chapter Twenty-One
How to Avoid Taxes on the Sale of Your Property

We should begin by clearing up two misconceptions about getting out of
one investment property and into another without paying taxes on your
profits.

Firg of dl, thetitle to this chapter isredly incorrect. Y ou cannot “avoid”
paying taxes. You are merdy “deferring” taxes. Sooner or later, IRS will
probably Hill get their share. | say ‘probably’ because alittle later in that
chapter, we'll suggest away that you can redly avoid paying capitd gains
tax on your profit.

The second misconception isthat, like your home, you can sdll your
Investment red estate property and avoid paying taxes by purchasing
another one. This rule does not hold true for red estate held for investment
purposes. The rules have been relaxed in the past few years when the 1031
exchange rule wasrevised. The old 1031 rule dlowed you to exchange (not
sl) your present property in trade for another provided:

1. the property you were acquiring was of greater vaue than the one
you were getting out of.

2. The greater value meant you could not take any cash out of the
exchange, you had to acquire amortgage as large or larger than the
one you were getting out of (referred to as ‘ net loan relief’, and you
could not take anything elsein lieu of cash, such asacar, boat,
stocks, etc.

3. The exchange had to be smultaneous. In other words, you had to
acquire the new property at the same time you traded out of the
present one.

As you can guess, tax deferred exchanges were very difficult to structure.

In 1984, the IRS relaxed the rules to make them easier to understand and
eader to create atax free exchange. According to tax code 1031a3A as
amended by the 1984 code section 77a, you can now sdll your property
provided you:
1. ldentify the property you intend to “buy” in the exchange within 45
days of the closing on your property, and
2. Close on the second property within 180 days of the previous
closing or by the due date of your taxesin the year of the sde of
your property, whichever occurs fird.
3. Youdill haveto qudify for the tests outlined earlier:
The property you are acquiring is large than the one you are
gving.
You will receive no “net loan relief.” Y ou are actudly
acquiring additiona indebtedness.
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Y ou received no cash or “boot” in the transaction. “Boot”
would be something of valuein lieu of cash, such asacar or
boat.

It sounds complicated but well worth the effort.

Tip: You need to consult your tax counsd if you intend to create atax
deferred exchange.

How Long Can You Defer Taxes?

Aslong as you keep exchanging from one property to another, and
following the 1031 exchange rules, you can defer paying capital gains tax
on your profit indefinitely.

What About Never Paying Tax | Mentioned?

According to present tax laws, when you die, your heirs will inherit your
property at current market value and not at your original basisin the

property.

What exactly does this mean? Suppose you purchase the $105,000 house
and resdll it at a$30,000 profit under 1031 tax rules. Y ou do not have to
pay taxes on that $30,000. Thereisactudly alittle moreto it than that. If
you hold onto the house for afew years, you will probably take the
depreciation benefits alowed by law to reduce your taxable income. This
depreciation amount is recgptured when you sdll the property. In other
words, you have to add that into the profit you made on the sdle, so your
taxable profit would be more than $30,000.

Ingtead, you exchange into the $290,000 property we used in the examplein
Chapter 19, When Y ou Should Sell and Why.

During the next 25 years, you continue the same process, exchanging from
one property to alarger one whenever you equity is double your origind
equity when you bought the current property. Y ou now own ared estate
property worth $1,000,000. Y our equity had grown from the origina
Nothing Down amount to about a quarter of amillion dollars.

When you die, you heirs will inherit the property at the current $1,000,000
vaue and other than inheritance tax on your estate (depending on how your
will is st up), they have avoided paying capitd gainstax on dl the profit
you made over the years.

Important: Again, work out full details with your tax counsd to insure you
follow the rules, and be sure they have not changed.
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What If You Don't Want To Sd1?

In the chapter on financing, we mentioned that you can refinance an
exiging investment property and take cash out of it tax free. IRS saysyou
are just borrowing your own money in exchange for amortgage, so it is not
taxable...or something like thet.

Why would you want to increase the debt on a property you dready own
and isvery profitable. Increasing the mortgage will reduce your cash flow
on the property won' t it? Yes, it will reduce the dollar amount of profit the
property produces, but it will dso reduce the equity you have in the
property so the proportion between cash flow and equity could and should
remain about the same. It the property was giving you anine percent return
on cash invested origindly, it till should give you anine percent cash

return on your new equity after refinancing.

The advantage is you are again making better use of leverage to create
wedth. Remember the rule that when your equity is double what you
origindly invested, it istime to make an adjustment. Wll, refinancing is
the other dternative to exchanging into alarger property.

Thereis another advantage to refinancing and using the cash to buy another
investment property. Your real estate assets are now divided between to
properties. All of you money is not tied up in only one property.

There is a disadvantage to doing this, however. Usualy alarger property is
easer to manage and the expenses on aper unit basis are less than on two
smdler properties. Y ou have to weigh the choices and see which
dternative is best for you.

Caution: Always prepare afinancia andysis on each property before you
make a decisgon to change. If you fed | kegp reminding you of that quite
often, you'reright. It is probably the most important few minutes you will
spend in your entire investment program. It isthe best way to reasonably
insure you are making a sound investment decision.

Included with our investment course is a program that lets you plug in afew
figures, dick acdculate button and it will determineif it makes senseto
refinance an existing property and how much you must earn on that money
to have it pay off doing it in the firgt place. It dso givesyou an estimate of
what your property is worth today.

This brings up an interesting point. Don't be guilty of the mistake many

investors make when they are not aware of how to make the most of their
redl estate investments.
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Suppose you have owned your property for five years. When you
purchased it, you had $30,000 cash equity invested and the property was
giving you aten percent return on your invested capital or $3,000. Now,
five yearslater, you have a cash flow of about $4,000 due to annual
increases in the rent you are charging your tenants. Y our first thought may
be, I'm now earning over 13% on my $30,000 investment. ($3,000 divided
by $30,000) Why would | want to do anything?

| hope, by now, you aready know the answer to that question. Ina
previous example we showed how, with a minimum amount of annud
gppreciation of four percent per year, your equity in the property is now
about $60,000. Y our actud return on your $4,000 cash flow isonly 6.7%
(%$4,000 divided by $60,000) and each year it will continue to drop as your
equity continuesto increase.

Y ou have logt the primary wedlth building potentid of your invesment.

How does this happen...in case you redly want to know. We estimated a
four percent annua agppreciation rate, which means our cash flow will
increase about four percent per year, but so will the market vaue of our
property. Four percent on a$130,000 property isalot larger amount than
four percent on $3,000. At the same time, thanks to our tenants, our
mortgage is dso being paid down, so we now owe less on the property,
which aso increases our equity.

If, of course, you immediatdy flipped the property for a profit right after

you purchased, this whole lecture did not apply to you. Sorry, but maybe
next time. ..
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Chapter Twenty-Two
What Do You Do If You Makea Mistake
And the Investment Flops?

First and foremogt, don't panic. Chances are thiswill not happen. Even if

it does, it is not the end of the world. Stock investorswho lost afortunein
2002 had no control over their investments. At least you have some control
and can make adjusments to help offset a downturn in the economy or lack
of tenants. Cheer up; you could have your retirement fund in Enron or other
magjor corporations who have “swindled” their employees out of ther
retirement security.

Alright, what do you do it you are in abad market and are having trouble
keeping your property on at least a break-even level? You can sl the
property, but as a practical matter, no one will probably buy if the market is
that bad and you are losng money. 'Y ou need a buyer like you were when
you purchased it, someone looking for a desperate seller.

Thefirgt step isto pull in expenses wherever you can. Some things you
cannot change, such as taxes and property insurance. Y ou can possibly
reduce expendituresin other areas, such as lawn maintenance if you have
someone in the family do it for you.

Caution: Do not cut maintenance expenses to the point that the property
begins to look like a distressed property. If you do, you will start losing the
tenants you dready have and you' |l have trouble attracting new ones.

Y ou may have to give rent concessions, such a afree month’s rent in order
to get tenants.  Try to give them the twelfth month free, not the first or
second one. If you let them move in and not pay rent the first month, they
will probably be gone overnight before the next month comes dong and a
rent payment is due.

Alwaystry to get a security deposit to use as afalback fund if atenant
skips. Asapractica matter, if you have a home renting for $1,000 a month
and you want first and last month’ s rent in advance plus an additiona
$1,000 as a security deposit, you are trying to collect $3,000 up front.
Chances of anyone being able to come up with that much cash isremote.
You'll have to compromise somewhere. Perhaps drop the security deposit
or collect it alittle each month until it isal pad.

It isimportant to Stay on top of your rentals. Once a tenant gets a month
behind on the rent, he or she will rardly if ever caich up. If you let the rent
go for two months, you have made an even bigger mistake. You'll get dl
kinds of promises from tenants. Y ou don’t want promises, you want money.
You can't cal the power company or your homeowner insurance company
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and promise them you will pay they sooner or later. They will just turn off
your power and cancel your insurance. What will make you even angrier is
to seeanew SUV parked in front of atenant’s apartment that doesn’t have
enough money to pay therent. You' d better believe he hasn't missed a
payment on his SUV or you would not seeit parked in front of his

apartment.

Y ou, a times, need to be tough with your tenants. Do not et them have
contral of your income or you will be the onein financid trouble.

Alright, you' ve done everything you can to get the income up, but you are
reaching the point of being behind on mortgage payments. What do you do
now? Thefirg thing you do is St back and do nothing hoping the problem
will go away. It won't! Make an appointment to talk to the lender as soon
as you know you are going to have trouble making mortgage payments.
Explain the Stuaion you arein. If it sagenerd market condition, he or she
will dready be aware that a down market creates hardships on investors of
al types. Try to negotiate a solution that you can live with. Perhgpsa
moratorium on mortgage payments for afew months to give the economy
timeto level out and come back. If you have an older mortgage, where a
good portion of the payment is going toward principal reduction, suggest
paying interest only on the mortgage for awhile.

Remember, we discussed earlier, banks do not generaly want to own regl
estate. They are not equipped to manage it, both knowledge and staff wise.
If the market is down, the bank is even less likdly to be willing to foreclose
on the property. Eventudly, the market will turn around. Jugt hang in there
until it does. If the bank iswilling to cooperate, you have abig step in the
right direction.

What do you do if the bank does not cooperate and you are facing
foreclosure? Follow the advice you learned when talking with a seller who
was facing the same problem. Offer the lender adeed in lieu of foreclosure.
It will stlvage your credit rating (in many cases) and you avoid bankruptcy.

Tip: Don't rush into thisdternative. Even if you misstwo or three
mortgage payments, it will generdly take the bank that long to start
foreclosure proceedings. Thisgivesyou alittletime to look at possble
aterndtives.

What dternative do you have? Can you cut back on other household
expenses for awhile in order to generate some cash to at least cover the
mortgage interest portion of the payment? Can you borrow against any
other asset you may have, that we discussed earlier, such as cash vaduelife
Insurance or stocks.
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Point of Interest: We have been discussing the advantages of using
leverage when investing in red edtate. Thereis one advantage to ahighly
leveraged property that we have not discussed.  Banks will not want to
take back a property if the mortgage exceeds the value of the building.
They would rather work with you to at least get some money back before
resorting to losing abundle on adisiressed sdle. We were dl too young to
remember the big stock market crash in the 1920s. Stock investors, who
lost everything, were jumping out of buildings in desperation. Banks were
doing everything they could do to avoid owning distressed redl estate
properties through foreclosure. The gtill ended up with millions of dallars
in properties that were worth about half the amount of the mortgage that
was on them.

Along came investors who gtill had money. They began buying up dl of
those distressed properties from the various banks. When the depression
ended, and the economy turned around, it was these investors who became
millionaires... and being amillionaire in the early 1930s was a dream few
people ever thought would be possible.

In any event, don’t give up. Use every possible idea you read about here
and in other publications to look for ways to work out of a bad Situation.
Thereisusudly one avallable to you.

That’ s enough discussion about something that will rarely happen, if you
follow the guiddines we have discussed. Now let’stake alook at the
positive Sde of red estateinvesting. How to pyramid asingle, onetime
investment into a lifetime estate capable of supporting you for the rest of
your life.
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Chapter Twenty-Three
The Secret to Pyramiding (not the onesin Egypt)

There are two factors that will make you rich in real estate, once you know
how to use them to your advantage.

The firg istime and the second is money. The more you have of one, the
less you need of the other to become wedthy.

We will use the practice of pyramiding to creste our estate. What exactly is
pyramiding? It isthe practice of doubling our money every so many years.

Hereisasmple example of how pyramiding works. This story is about a
young man who was trying to earn some spending money for his next year

in college. He went to work for awedthy estate owner as the gardener for a
month during summer break. The homeowner offered to pay the young

man a reasonable hourly income, but the boy had another offer to make.

“Y ou pay me one penny for my first day’swork. Tomorrow, you double
my pay to two cents. On day three, double my previous day’ s two cents and
pay me four cents, etc. for the thirty days 1’ Il be working.

The homeowner though he had ared nut and agreed to the low sdary the
boy wanted. Every day, for thirty days, he doubled the boy’ s previous days
pay. At the end of this chapter we'll show you how much the boy made (or
would have made if the owner had not backed down).

Here is how pyramiding works in practice:
Suppose we started our investment program with a condominium we bought
for $50,000 and put $10,000 down on the property. We took out a $40,000

mortgage on the property.

Let'slay some ground rulesfor our investment pyramid.

1. Wewill exchange our property at the end of every five years (or the
beginning of year Sx).

2. Wewill assume red estate will gppreciate an average of only four
percent per year each year during the holding period of each
property.

3. All numbersin our example will be rounded to the next lowest
$1,000.

4. We will assume that the Net Operating Income of the property, the
income it produces after al operating expenses but before mortgage
payments, is ten percent on the equity of the property.

5. Wewill use our equity in the property at the end of each holding
period as a 25% down payment on the next property.
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6. Well plan on atwenty year time frame to create our retirement nest
€gg.

7. Well assumeyou arein a 28% tax bracket. (Uncle Sam gets 28% of
al the taxable income your investment properties produce).

Before we continue with our example, it isimportant to accept the fact that
real estate, over time, not only does appreciate but also has to appreciate.
What makes me so sure of this?

Firg of dl, past history proves the point.
Second, our population continues to grow at an ever increasing pace.

Third, God quit making land along time ago. Thisisdl weget. Each year
more and more people need a placeto live, work, play and shop. It'sthe
amplelaw of supply and demand. The supply (land) isfixed. Thereisno
more being manufactured. The demand (our population) is ever increasing.
You figureit out.

Fourth, our country has a history of continued inflation. Automobiles useto
cost severd hundred dollars and now the cost tens of thousands. What use
to be aten cent loaf of bread isnot $1.50. A house that once sold for
$12,000 is now worth $112,000. If that isn't long term inflation, what is?

Fifth, we dready know that inflation aso keeps the rents we collect ever
increasing. Since the value of our investiment real edtateistied to the
income the property generates and our rents continue to increase, the value
of our investment property also increasesin vaue.

Getting back to our example, now that you sincerely believe red etate
gppreciates, hereis a chart showing how our twenty year investment
program will progress based on the grounds rules we set earlier:

1. Property No. 1 2 3 4 5
2. Beginning Year 1 6 11 16 21
3. Market Value $50,000 $120,000 $320,000 $860,000 $2,300,000
4. Mortgage 40,000 90000 240000 645000 _1.721.000
5. Equity $10,000 $30,000 $ 80,000 $215000 $ 579,000
6. Endof 5" Yr. Equity $23,000 $61,000 $164,000 $442,000
7. PlusCumulative After- 7,000 _19,000 51,000 137.000

Tax Cash Flow for

Reinvestment

8. Total Equity for
Reinvestment in next

Property $30,000% 80,000 $215,000 $579,000
9. Market Vaue—
Next Y ear $120,000 $320,000 $860,000 $2,300,000

10. Net Spendable Income
Year 1 Each Period $1,000 $3,000 $8.000 $21,000 $57,000
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With each of the properties appreciating only four percent per year each
year, we were able to build an initia $10,000 investment into an estate
worth $2,300,000 with an equity of $579,000 and producing a cash flow of
$57,000 ayear.

How to Pyramid One Penny Into a Fortune

Here is how the young man above faired with his pay for the thirty days of
work he did.

Day Amount Day Amount Day Amount

1 $ .01 11 $ 10.24 21 $ 10,485.76
2 .02 12 20.48 22 20.971.52
3 .04 13 40.96 23 41,942.04
4 .08 14 81.92 24 83,886.08
5 .16 15 163.84 25 167,772.16
6 .32 16 327.68 26 335,544.32
7 .64 17 655.36 27 671,088.64
8 $ 1.28 18 1,310.72 28 1,342,177.28
9 2.56 19 2,261.44 29 2,684,354.56
10 512 20 5,242.88 30 5,368,709.12

Asyou can ¢, the young man did quite well for himsdlf starting with just
one penny and doubling hisinvestment every day. He understood the
practice of pyramiding. Y ou won't double your money on adaily basis, but
your investment program will start with considerably more of acash
investment than one penny. This method of pyramiding is what hes created
hundreds of thousands of millionaires and multi-millionaires around the
world. Careto joint them?

Now it'syou turn. You have dl of the tools you need to get started and
build your wedth in red estate. The only things | cannot provideis the
incentive to get you away fromthe TV set and doit. That's up to you.

Now it'syour turn. Your future financia security isastake. Why not put
this information to use right away.
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APPENDIX

The remainder of this ebook contains severd sets (about 10) of formsand
checklists you can use to analyze potentia investments and remind you of
what to look at and what questionsto ask. Hereiswhat you'll find:

A thirteen-step review of some of the most important factors Page 98
you need to know and do to be successful

Case Study #1. The Handyman Specia Page 101
Case Study #2. Twelve Unit Apartment Complex Page 104
Apatment Market Survey Checklist Page 107
Building Survey Checklist Page 108
Buyer Closing Checklist Page 109
Tipsfor Home Buyers and Investors Page 110
Buyer Contract Clauses Page 112
Obtaining Financing Checklist Page 114
Home Inspections, What to Expect Page 115
Investmert Property Analysis Work Sheet Page 116
Red Edtate Sale and Purchase Contract Page 118
For Sde By Owner — Website Addresses Page 122
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THIRTEEN STEPSTO A SUCCESSFUL
NO MONEY DOWN PURCHASE
(Here's proof that "13" can be a lucky number)

Thisiskind of areview of what you have learned in this book

1. Know the Market - Comparable rents, area vacancy rates, what is
being built or planned that will compete with your building. Take
time to study other, comparable properties. Check with owners or
property managers and find out how much rent they are charging
(and getting). | add "and getting” because they may say they are
renting gpartments for $1000 amonth. What they may not tell you
isthey are giving tenants their first months rent-free. So they are
redly collecting $12,000 for thirteen months not twelve or only
$923 amonth and not $1000. This may not seem very important
until that tenant's lease come up for renewa and you want to
increase rents five percent. Thereis no way you will get afive
percent increase on the $1000 (or $50) he or sheis suppose to be
paying. The most you will get isfive percent of what they are
actualy paying. That'sfive percent of $923 or $46. If severd of
your tenants are on the same discount program, that dollar amount
can add up over the period of years you own the property. Since
your property gppreciation (and wedth building potentid) is directly
linked to the income a property produces, you will be losing some of
your potentid. In other words, learn the market before you buy and
know what that owner and others may be giving in the way of renta
concessions.

2. Know the Areain which the property islocated. It isgoing uphill
or downhill? Stay away from a down turning neighborhood. Y ou
can have a beautifully property, but if the neighborhood is going
down hill, there is no way you will keep your property in top
condition. Y ou will not be able to attract the kind of tenantsyou
want who will take pride in kegping your property in good
condition.

3. Explore various ways of buying the property: Outright purchase,
deferred closing, lease/option, profit sharing with the owner to
Oet better terms, etc. After completing the financing chapter in the
course, you will discover dl kinds of ways of financing red etate.
If one method does not work financiadly, try another. If one lending
indtitution cannot offer you the terms you need, try another. Banks
mortgage terms vary from day to day and from lender to lender.

K egp checking with al of them until you find the right terms for
you. Congder other financing sources, such as mortgage brokers.
There are dl kinds of ways to approach financing a property and
negotiating a purchase. Once you know most of them, you can
creste your own near perfect invesment opportunity that a seller
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will accept.

4. Carefully and thoroughly financidly examine the property both
ingde and out. Make alist of what needs to be done and arough
ideaof what it will costtodoit. (You may be ableto usethisligt to
negotiate a better price with the seller). Y ou don't want any
surprises after closing. It'stoo late to do anything about them then.
Having a building ingpection done, prior to closing, isamug. That
included structurd, roof, termite, asbestos, radon gas, appliances,
eectricd and plumbing, etc. Y ou have to pay for that ingpection,
but it could save you thousands of dollarslater. Be sure you have a
clause in your purchase contract requiring the seller to pay a
percentage of the sales price toward any repairs that the ingpection
determines are needed. A second clause should spell out that you
have aright to cancel the contract if the needed repairs exceed that
the sdller is obligated to pay and will not negotiate the difference.

5. Financidly andyze the property, income and expense wise, both
asit istoday and what it should be able to generate in income once it
isfixed up and leased. If the property isa"handyman” specid,
make sure you know what it will cost to turn the property around to
put it back in good, rentable condition.

6. How long will it take to get the property renovated and leased?
Renovating a rundown property and getting it released takestime.
During that time, operating expenses and mortgage payments will
continue. (So much for "no money down™ buying thet is highly
promoted). In the first example of ano money down purchase, you
read how mortgage payments were deferred to give metime to get
the property renovated. Unfortunately, the power company, water
department, insurance, rea estate taxes, etc. till need to be paid
during the renovation period.

7. What will it cost to get it to this point? Be sure to include finance
charges, property expenses, renovation expenses, etc. Onceyou
know what needs to be done, keep accurate records of what it will
cogt, how long it will take and what your carrying costs will be.

8. Negotiate a price and terms with the seller. Make the best
(tentative) ded you can...remember he or she probably
wantsout! | say "tentative" because nothing is findized & this
time. You just need enough information to make a sound financid
judgment.

9. Make a convincing presentation to the lender (like the one
described earlier). Prepare yourself thoroughly before meeting with
the sdller. Know exactly what you want and to what extent you can
vary from the "ided" purchase.

Important Point: Do not be overly anxious to agree to a contract

that isless than you wanted. Take timeto re-evauate the revised
terms and conditions presented by the seller. If necessary, take the
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changed contract home with you and rework your figures based on
the new terms. Y ou will accomplish two things. Firgt, and of
primary importance, you will not sign a contract that obligates you
to something you cannot afford. Secondly, if the sdller isredly
motivated to sel, and thinks he might lose you, he may even bend a
little on his terms when you meet with him again. Don't be afraid to
explain how difficult it has been for you to justify what he wants.
There have been timeswhen | have actudly |eft the sdler saying,
"I'm sorry, but unless we can do this, | just cannot justify buying'”.
Unlessthereisalineup of potentid buyers waiting for the property,
he will @ther stop you before you reach the door or cdl you a short
time later, or maybe the next day. The usud responseis, "Let's St
down and seeif we can work something out”. Again, don't jump
into something you cannot afford.

10. Prepare a second financia andlysis once you know what kind of
terms you will be able to get from the sdller and the lender. Make
sure you can still see aprofit and are able to carry the property until
it becomes profitable. (Don't forget to add the cost of renovation
and carrying costsin the total price of the property when
determining what you will be able to make on the investment).

IMPORTANT: Thisisthe mogt vitd part of buying a"no money down'
property. Just remember, "No Money Down™ usudly ISN'T! Buying a
property with no money downiseasy. "Feeding" it until isbecomes

profitable could be a problem, but we discuss ways of solving this here.

11. If the dedl looks financidly sound, and potentidly profitable, findize

the purchase contract. Caution: Be sure to make it contingent upon
getting the financing you need.

12. Begin to turn the property around as soon as you have afirm contract.
Ak the ler if he or she mindsif you dart your improvements right away,
before closng.  Consdering the position he or sheisin, why would they
refuse? Y ou'd be welcome to spend your money fixing up their property.

All you arerisking is the money you spend, prior to closng. You gan alot
more. First, yougeta jump on having the property in rentable condition
as soon after closing as possible, maybe even before if you negotiated a
ddlayed closng. Secondly, you give the sdler and lender confidence that
you are for red and not just trying to get something for nothing.

13. Keep continual contral of your expenses and the income you are able to
generate as you get leased up and improve your renta rates. Stay abreast of
the market so you know what your competition isdoing at dl times. You
are on your way to becoming a successful red etate investor.
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CASE STUDIES

Here are the two case studies of actud transactions | put together. They
were selected because each required some different and creative methods of
getting them to work s0 both the sdler and | were in awin-win Stuation.

Asyou read through each case study you will be reminded of some of the
“theory” that was discussed in the book and how these techniques actudly
can work in the redl world.

Case Study #1. The Handyman Special
(referred to asour slums)

| found an out of state owner of two, three unit gpartment buildings. The
buildings were arun down mess. The lawn was dead, windows broken, in
bad need of painting, and 50% vacant. (I could only imagine what the insde
looked like). The neighborhood looked pretty good (and that’ s very
important). | looked up the owner and contacted him. My first statement to
him was, "Have you seen your two buildings on 14" Street recently?' He
admitted he hadn’t, but he had one of his tenants watching them for him. |
explained the condition of the two properties and he stated that his rent
checks from the manager were no longer enough to cover the mortgage
payment, let done expenses on the building. He knew there were problems.
During our conversation he admitted he was two months behind on
mortgege payments. He was about to be foreclosed on.  That wasdl |
needed to know.

| offered to get him out of the Stuation. First | made him redlize he had two
options at this point:

1. Let the lender foreclose on him

2. Declare bankruptcy to prevent the lender from coming back to him for
any loses they incurred.

Either dternative would ruin his credit rating for aslong as 10 years. |
offered him athird dternative. If | could work out something with the bank,
would he deed the properties over to me? He jumped at the opportunity.
Now my work began. | got permission to look at the gpartments on the
inddeto seeif they "could be saved”. (Y ou need everything going for you
in these Stuations). The work needed was mostly cosmetic. (Good news)

| took photographs of the vacant units (the worst looking views | could find)
and of the outsde. They vividly showed the run down condition of the two
buildings. | prepared an estimate of what it would cost to have them brought
back to good condition. (Important point: | intended to do most of the
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renovation myself, but the estimate | prepared was based on having
someone else do the work. After dl, my time isworth something, too). Next
| prepared afinancid statement on mysdf (which at the time did not judtify
my buying property with amost $100,000 in mortgages on it). Findly, |
prepared an Investment Property Analysis based on what the property was
capable of producing once it was fixed up and rented.

With these documents, | arranged to meet with the bank’ s loan officer. |
made my presentation, explaining what | wanted to do and how much it was
going to cost to do it. Thefirgt reaction was, "We re not going to let you

buy those properties with no investment of your own". | expected that. They
already knew that the present owner was ddinquent on the mortgage
payment, but they felt that was his problem and not theirs.

| took out the photos | had taken and spread them out in front of the loan
officer with the statement, "Here are pictures | just took of the red estate
you own. (At leest they financidly owned them). Asyou know, the owner
Isout of gate and is not able to generate enough income to make mortgage
payments. I'm sure you'll be owning them in the near future” (They rardly,
if ever, see the properties they finance one the loan is placed. He had no
idea they now had agzable invesment in a"dum’). Not only did the bank
go aong with the dedl, but they aso agreed to defer mortgage payments for
three months to give me time to renovate and re-lease the units. That, of
course, added three month payments on the end of the 15 year mortgage,
but so what. You'll dso learn here that you should not keep a property more
than five to seven years anyway. (But that’ s another subject).

An Important Point: Banks generdly DO NOT want to own red estate,
especidly distressed red estate. They are in the business to loan money a a
higher rate of interest than they pay their depositors. The bank gpproved my
taking over the property. (Y ou can often get alender to discount their
mortgage if they want to get out of it badly enough. Thisworks especidly
well with REO's or Red Estate Owned by the bank that they have aready
foreclosed on.

How did | do? | had them renovated and re-leased within amonth
(remember the lender gave me three). After severa months, the properties
were worth about $30,000 more than | paid for them. | sold them ayear
|ater at a Szable profit.

There are some important points to remember here:

1. 1 did my homework. | knew the property, the neighborhood, the renta
market and what it would cogt to bring the property up to full vaue.

2. | showed the lender how he would benefit.
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3. | showed the owner how he could avoid certain financid dissster.
4. 1 worked a making the invesiment a profitable one.

5. | located a sdler who was highly motivated to sll...or "give' mehis
property.

Buying red estate with no money down can be profitably done, but you
need to understand how. Don't jump into a Situation, just because the sdller
will do anything to get out of it, or you'll end up in the same position he or
sheisin.
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Case Study #2
A 12 unit apartment building, already in good condition and fully
rented.

In the first example of ano money down purchase, | found a very motivated
sler. Hewasin financid trouble with his"rundown” property and about

to loseit...and his credit rating in the process. That makes negotiations
with him much easer.

This property was considerably more difficult to negotiate. The owner's
motivation to sdl was a different one. He was ready to retire and move to
another area. He no longer wanted to own the property. The problem was,
how much negotiating could you do with a property owner who does not
have to sell? Thefirst thing | redized was that he owned the property free
and clear (no mortgage).

Again, | became thoroughly familiar with the property, neighborhood and
market for rentalsin that area. With a little negotiating on the price, the
property could be bought right. Since he owned the property free and clear,
he agreed to carry the mortgage himsdlf (abig saving in closing codts, not to
mention diminating the need to qudify for aloan). How did | get himto
carry amortgage? | asked him what he intended to do with the cash he
received when | bought his property. (Noticel said, "When | bought" and
not "If | bought”. | wanted to get him thinking we dready had aded). His
answer to my question was, "I'm going to put it into a safe investment for
my retirement”. That was good news! With alittle more prompting, |
determined he was going to be satisfied with that cash in afixed investment
paying about Six percent interest per year.

Now for the hard part. The sdller insisted he wanted a "reasonable” down
payment. He wasn't about to |et take over with no investment of my own.
(Sound familiar?) 1 needed to find some cash for adown payment...|
didn't have any to invest.

Firg, solving the cash down problem:

Now it gets alittle more complicated. | contacted an individud | knew who
had a consderable amount of cash in "fixed" investments producing about
5% interest. | suggested he loan me the amount | needed for the down
payment and I’d pay him 10% or double what he was currently earning. (1
ran afinancid anadyssfirg before making the offer). Further, | would sl
him the land under the building (aland lease) as collaterd for his money.

Let'slook at the reasoning behind the "land leasg". When depreciating red

edtate for tax purposes, IRS says you can depreciate the building(s) but not
theland. Land does not wear out. If you cannot depreciate the land, why
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own it? | know, that sound kind of frightening. Condominium developers
quit creating land leases years ago because of the fear most buyers had that
the landowner would take his land back whenever he wished. Inmy case,
asan individuad owner, | could control my own Stuation. The land lease
was prepared alowing me to recapture (buy it back) any time | wanted with
no pre-payment pendty. All | had to do is pay back the remaining balance
with any accrued interest that may be owed. So, | now had the cash
available for adown payment.

Theterm "land leasg’ may sound frightening, but it redly is nothing more
than another mortgage. If you study the financing section of "Red Edtate
Investments And How To Make Them, youll dso learn that financing is
not only agood thing in red estate investing but it is the secret to creeting
wedth. Cal it amortgage, second mortgage or land leasg; it is il just a
mortgege. Actudly having more than one mortgage is often better than
having just one large mortgage. As we continue with our example, you will
see how having "two mortgages' gave me flexibility when | sold the

property.
To continue with our sory:

Now, | needed to work with the seller. Remember, unlike our first example,
he did not have to sdll the property. After working out my Investment
Property Profile property analysis form, | determined that | could afford to
pay him seven percent interest over a25-year term. Hisfirst comment was,
"Seven percent interest is not enough. | want a minimum of nine percent”.

| had prepared my financid andysis based on the maximum mortgage
payment | could afford to have the property make financia sense. |
explained it to the sdller and suggested, "Alright, I'll pay you nine percent
interest, but we need to increase the term of the mortgage so my monthly
payment remain the same". He agreed to the idea, and | ended up with a44
year, fully amortized mortgage. Of course we both knew that neither of us
expected to carry it full term. 1t could be paid off a any time without
pendlty.

| was able to close on the property, haveit carry itsdlf financially and ended
up with a prime property with no investment of my own. One more point of
interest. | sold the property four years later, for a Sizable profit, and paid off
theland lease. (Not everyone understandsiit was really a good thing to
have). | negotiated the payoff with the holder of the land lease and was able
to pay it off with atwenty-five percent discount. | just make some more
money | hadn't planned on getting.

Not dl transactions will work out thiswell, but again | did my homework. |

knew the property, the seller motivation (hot buttons) and how much | could
afford to pay for the property and financing. Then it was amatter of
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negotiating with the sdler. Thetota process, dthough it seems

complicated, wasredly quite Smple. The important thing is to know your
financia limits based on the property’'sincome and expenses, and DO NOT
EXCEED THEM. If you mug, passthat property up and find another. The
last thing you want to do is get yoursdlf into financid trouble and lose the
property along with your credit rating.

Take the no money down promotions of the "infomercids’ withagrain of
sdt. Once you complete our investment course, you will know what makes
financid sensefor you.

Y ou can make alot of money with no money down purchases, provided you
know what you are doing and thoroughly anayze each transaction before
you get locked into it. Follow the thirteen steps above to insure success.

Onefina point: We pointed out during the course of the book what you
need to do when tying to purchase a property with "no money down’.
Don't expect it to be easy. It takes work, perseverance and a thorough
knowledge of what you are doing. Y ou may want to take one more look at
www.investmentre.com. This course, pluswhat you learned here, furnishes
you with the knowledge to get it right...the rest isup to you. The rewards
make it dl worthwhile.

I’ll see you at the top.
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Apartment Survey Checklist

APARTMENTS
WHAT TO LOOK FOR IN LOCATION

Drive around the vicinity of the building you are consdering and check the
fallowing:

[] Other buildings in the area, your competition, what do they have to offer
asfar as amenities are concerned?

] Isyour building one of the better looking or worst looking in the area?
Y ou can occasondly get agood ded on abuilding that is
substandard. With alittle cosmetic work you can bring it up to the
neighborhood standard and improve your rent level and property
vaue.

NEVER buy in an areawhere you are buying the best looking
property on the street. Y ou will never be able to keep up your
uality.

O Whaﬂs thté/generd profile of the area? Clean, well maintained or run
down. Avoid areasthat are obvioudy deteriorating.

] What type of tenants does the area draw? Working class, affluent, etc.
Doesyour building “fit in"?

] What conveniences are close: Bus service, shopping, schools, churches,

main traffic arteries.

] If your property isin ablue collar areg, isit convenient to potentia

tenant’sjob gtes?

[] Look for specid facilities that could be a source of tenants. hospitals,
colleges, shopping mals, etc.

[] Check areavacancies. Y ou need to know where rentas are in demand.
What are the rent levelsin comparable apartments. Canyou
compete?

REMEMBER: You are looking at the area as aplace to own a
Money Making Machine. Don't ook &t it as aplace Y OU would
want to live.

(] Don't be afraid to talk to other building managers or ownersin order to
learn as much as possible about the competition (Dor't tel them
why you are there, however).

Apartment Checklist 2 gives you pointers on checking out your building.
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APARTMENT BUILDINGS
BUILDING SURVEY CHECKLIST

This checklist gives you details on what to examine when checking out the
building

] How do your gpartments compare in Size and amenities with competitive
gpatmentsin the area. Be sure to compare “like’ units,

] How do rents compare with the competition? Vidt competitive
building. Ask to see units and get rental comparisons.

] Examine your building for cracksin walls or ceilings or other sgns of
structura problems. Note: Hairline cracks are common and are not
necessarily aproblem. Have the building inspected if you have
doubts.

] Check for roof leaks and signs of water damage

Hint: The best time to look at a property is during a rainstorm. [t=s much
easer to seeleaks and also see how well the parking lot drains.

] What isthe condition of the exterior? Ismgor painting needed? Does
the driveway and parking lot need reseding? Are shrubs and trees well
trimmed?

[] Have atermite ingpection made. This should be a contingency in your
contract.

] Aredl gppliances and heating/AC in working condition?

Hint: There are companies that specialize in building inspections. This
could be money well spent.

] Are there leaking faucets or toilets?

] What is the condition of the eectrica system?

] How soundproof are >party= walls between units?

] Is parking adequate and up to code? Usudly 1 1/2 spaces per gpartment
is the minimum acceptable.

] If work needs to be done, how much do you estimate it will cost?

(1 Does your contract specify how much of the repairs (dollar wise) the
sdler isrespongble to pay?
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BUYER’'SCLOSING CHECKLIST

This checklist will help you remember important details:

[] Change over water and house electric meters (before closing)
] Naotification letters to tenants (from sdller)

[] Get Keysto the property

] Origind leases Sgned over to the buyer

[] List of current service people (lawn, pooal, etc.)

[] Get any plans, blueprints, surveys, etc. that the sdler has
] Property Insurance Policy (if being assumed)

] Any service contractsin effect

] Any warranties in force (A/C, appliance, termite, etc.)
] Bill of sde on persond property

] No Lien affidavit from sdler

] Copy of the mortgage

] Copies of al documents executed at the closing

] Title Insurance binder (policy will follow later)

] Send |etters to tenants from buyer

[] Persondly meet tenants and introduce yoursalf

] Set up bookkeeping system and bank accounts.
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TIPSFOR HOME BUYERSAND INVESTORS

What To Look For In A Home
Although this checklist was prepared for a home buyer who intendsto live
in the home, you may find some hdpful tips here.

__Godsand Objectives:

Why are you buying ahome? What do you expect fromit: A quiet placeto
live, room to “tinker” ayard for gardening, a pool, more room than you
have now...less room than you have now, etc.. Makealist of what you
consder to be the minimum acceptable features.

__Next, mekeasecond ligt of “I'd liketo haveit if...” and include festures
that would be nice, if you can afford them and if they are available.

___Location: Locationisof primary importance when buying ahome. What
isthe neighborhood like? Isit the kind of place you want to raise your
children or retire, depending on your Stuation.

___Physcd Characterigtics: What type of home fits your needs and
lifestyle: Split bedroom, large recreation or “greet” room, number of
bedrooms and baths. Thisisa“Mugt” lig of things you redly have to have.

__Specid Features. What specid features do you want: Gourmet kitchen,
celling fans, Lots of large closets, pool, patio, hot tub, fireplace, laundry
room, basement, attic for storage, garage (one or two car), etc.

__ Decorating: You'll never find the perfect home. Y ou hope to find one
that comes close to meeting your esthetic desires. How much redecorating
will be required, or will you be adleto livewith it “asis’ for awhile? How
about window treatments, carpet and tile. Arethey acceptable asis? Many
of thesethings can be changed alittle a atime, if necessary. Will the home
need repainting to make it livable?

___TheExterior and Lot: Isthe home on areasonable szelat, or right next
to the house next door. (Unlessyou are moving into a“zero lot line’
community, it's nice to have some space between you and the neighbors).
Doesit offer some privacy? What is the condition of the landscaping and
lawn? How about the driveway, patio and other paved aress. Arethey
relatively free from cracks and pot holes? How much exterior decorating
will be required. Isthe paint in good condition.
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__ Generd Condition: Y ou will have aforma ingpection before closing to
insure gppliances, water hester and heating/AC system arein working
condition. Y ou can, however, check for mgor structura cracksin outside
wdls, floorsthet areuneven. __ Vigting the home whenit'sraining is
the best way to check for sgns of roof lesks. If you find major problems,
look for another home.

__What About The Neighbors: Try to get an idea of what kind of
neighbors you will have. If you can hear screaming fights going on next
door, you may want to reconsider. One attorney advises to check a cross
reference phone book and get the names and addresses of the nearby
neighbors. A quick check of the county records will tell you if any of them
have a higtory of domestic violence, etc. (Use your judgement on this one).
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BUYER CONTRACT CLAUSES
Include as many of these clauses in your contract as needed:

] Terms. Terms of any mortgage must be spdled out entirdy
Include: Mortgage Balance, Remaining Term, Interest Rate, Balloon
Amount and due date, if any, monthly P & | Payment, Terms of
assumption, etc.

] Title The Sdler must furnish a>marketable title=, free and clear of any
debt, except as noted and agreed to.

] Assumed Mortgage: Spell out the complete terms and conditions of any
mortgage you are assuming and remediesif there are problems with
it. Spell out the balance to be assumed. Include a dause that will
require the sdler to carry any deficiency in the form of a second
mortgage. (Example: You intend to assume a $100,000 mortgage
and find out at closing that the remaining balance is only $95,000,
you would have to come up with an additional $5,000 in cash to
close. Have your contract written that the seller will carry that
$5,000 in the form of a second mortgage).

] Ingpections: A time limit for any ingpections must be in writing. Spell
out what ingpections are needed: Roof, Termite, Appliances, etc.

Y ou may want to employ an ingpection company to do a complete
ingpection.

] Repairs. The contract should specify how repairs are to be handled.
Most contracts alow for a percentage of the purchase price to cover
repairs that are the sdller=s respongibility.

[] Leases The sdler will sign over dl leasesto the buyer. Estoppd letters
from each of the tenantsis dso desirable to verify rent and terms of
the lease for each tenant.

] Mechanics Liens: A dlause protecting the buyer from any liens that may
asurface. Sdler to furnish the buyer with a>no lien= afidavit.

[] Closng Costs A clause spells out which closing costs are to be paid by
the buyer. The buyer should aso expect a copy of the closing
satement wdll prior to clogng.

[] Taxes, Insurance and Escrow Baance: Handling thisis spelled out in the

contract.

[] Fire or Casudty: The contract spells out what happensiif the property is
damaged prior to closing.

] Property Maintenance: A clause requires the sdler to maintain the
property in the same condition it was in when the contract was
executed.
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[] Tenant Leases. A little known clause that could be important for a buyer:
Sdler agrees not to execute new leases or re-lease to existing tenants
without prior gpprova of the buyer. This approva cannot be
unreasonably withhdd.@ This dause preventsasdler from filling
his building with undesirable tenarts just to collect extrarent prior
to closing. It dso prevents him from executing long term, swest-
heart leases to present tenants who have become his friends.

There are many additiona clausesin acontract. Consult your lega counsd
for advise
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OBTAINING FINANCING
CHECKLIST

] Prepare the following documentation for two or more lenders:

Persond, current financid statement

A statement of your track record in owning this type of property (if
you have one)

Current financid andysis of the property you want to buy.

A current survey of the property, if available (Lender will require a
new one anyway)

Photos of the property, if possible

A copy of your contract to purchase the property

A detailed report of any circumstances the lender should know

(Provided it will help your case).

] Check with severd lenders, not just one. See who is making loans on
your type of property and submit your presentations to each.

] If re-financing, where there is a current mortgage on the property, check
with the current lender first. Y our best ded will probably be with
the exigting lender. They know the property dready plus they should
only charge closing points on the new money.

] Most lenders determine loan value based on the property’s NOI and then

use amultiplier againg that figure to determine vdue for loan
purposes. They will then loan a percentage of that amount.

[] After you receive two or more commitments, compare each for the best
one regarding:

[]Interest Rate

] Amount of Loan

[] Term of Loan

] Closing Costs

] Total Payments

[] Bdloons

] Adjustable rate or other clauses

] Assumption

(1 Non-recourse

Practical Point: Don't be afraid to negotiate with alender. They arein
business to loan out money. They could be negotiable on rate, term
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HOME INSPECTIONS
WHAT TO EXPECT

There are anumber of possible ingpections of your property that may be
cdled for in the sdles contract. Ingpectionsin a contract alow the buyer to
hire a professiona inspector to examine the property. Y our contract will
spd| out which ingpections the buyer may want to have done and if any
repairs are required, and what portion of that cost will be your
respongbility. Here are the primary ingpections that may be required:
A HOME INSPECTION
The most common “optiona” inspection in our sales contract isa
professond home ingpection. This ingpection includes a check of
gppliances, air conditioning systems, roof, plumbing and dectric to insure
dl arein working order. The ingpection will also include agenerd
ingpection of the building for any structurd problems as well as pool, dock
and seawdl if applicable.
A RADON INSPECTION
Y ou cannot see, smd| or taste Radon but it is sometimes found in the
earth’srock and soil...and is a potentidly cancer causing radioactive gas.
Although only found in certain geographic areas of the country, the
government now requires this test be run on homes being sold.
A TERMITE INSPECTION
A Wood Destroying Insect Infestation Report is arequired report in al sdes
contracts. The report is commonly referred to as atermite report because the
most prevalent insect is the subterranean termite. The test, however, will
also include certain kinds of beetles, carpenter ants and wood rot. If
termites are found, this Stuation will need to be corrected.
ASBESTOSAND LEAD PAINT
The gppearance of Asbestos and Lead Paint, in older homes, has become an
area of concern in recent years. Testswill be run to determineif cellings
(such as*“popcorn” celings) contain asbestos. They will aso check for lead
paint in finished woodwork, etc. Often, these problems can be cured by
“encapsulation” or sedling the surfaces that have the hazardous conditions.
Under extreme circumstances, the offending properties may have to be
removed.
A FINAL NOTE
It'sagood idea to have your home inspected before showing the property to
prospective buyers to insure no problems exist. It will savetime and
potentia problems later.
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INVESTMENT PROPERTY PROFILE (IPP)
Property AnalysisWork Sheet

Annual Property Expenses

Personnd: Pool Insurance
On Site Mqt. Exterminating Professond:
Maintenance Trash Remova Management
Grounds A/C Hesting Legal-Acctg.
Cleaning Other Advertising
Utilities Taxes. Reserve for
Water Redl Egtate Replacement
Sewer Pers. Property Other:
Electric Payrall
Repairs & Maint.
Financing
Existing Assumable Financing:
Mtg. Balance Interest Remaining Annual Pl Pmt. Balloon Fixed/Ad].
Rate Years
1% $
Mg
Potential Financing:
Amount Tem/Yrs Inter est Balloon Annual P&I Balloon
Rate Years Payment Amount
$
Depr eciation Schedule
Market Value
Depreciable Improments=  $ or % of MV
Useful Life= Years

Annual Depreciation $

Taxable | ncome

Total Return(Cash Flow + Principal Pmt.)  $
Less. Depreciation (Per Year, S/L)
Taxable Income—Year 1= $
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INVESTMENT PROPERTY PROFILE (1PP)
Property Details and Financial Analysis

File No.:
Property: L ocation:
Type No. Units. NLA Yr. Blt.
Average Rent/Mo. $ Construction: No. Bldgs. Stories
Land: Pool: Waterfrnt. Parking # Taxes$
Asking Price: $ Assumable Mortgage Amt. $
Price Per Unit: $ Price Per Sg. Ft.: $
Unit Breskdown

Offering Price $ Sze Qty. Sq. Ft.
Assumable Mortgage(s) 11
Potentia Mortgage(s) 2/1
Equity $ 2/2

3/2

Y ear Y ear

Scheduled Gross Income $ $
-Vacancy %
+ Other Income
Operating Income $ $
- Expenses $_ /Unit
Net Operating Income $ $
CAP Rate % %
- Mortgage Payment
Cash Flow $ = % | $ = %
Principa Payment
TOTAL RETURN $ = % $ = %
Notes:
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REAL ESTATE SALE AND PURCHASE CONTRACT

, of as Seller,
and , of as Buyer,
hereby agree that the Seller shall sell and the Buyer shall buy the following described property UPON THE
TERMS AND CONDITIONS HEREINAFTER SET FORTH, which shall include the STANDARDS FOR
REAL ESTATE TRANSACTIONS set forth within this contract.

1. LEGAL DESCRIPTION of real estate located in County, State of

together with all improvements and attached items, including fixtures, built-in appliances, attached wall-
to-wall carpeting, draperies, rods and window coverings. The other items included in the purchase price
are:

The following items are excluded from the purchase:

2. PURCHASE PRICE $ Dollars.
Method of Payment:
(a) Deposit to be held in trust by:

(b) Additional Deposit due within days $
(c) Approximate principal balance of first

mortgage to which conveyance shall be

subject, if any, to Mortgage Lender:

Interest % per annum:
Method of payment:
(d) Other $

(e) Balance to close with cashier’s check. $

3. FINANCING: If the purchase price or any part of it isto be financed by athird-party loan, this Contract is
conditioned on Buyer obtaining awritten commitment within ___ days after Effective Date for (CHECK ONLY
ONE): __ afixed; _ anadjustable; or ___ afixed or adjustable rate loan for the principal amount of $

, a aninitial interest rate not to exceed %, and aterm of years. Buyer will make
application within days after Effective Date and use reasonable diligence to obtain the loan commitment and,
there after, to satisfy the terms and conditions of the commitment and close the loan. Buyer shall pay all loan
expenses. If Buyer failsto obtain the commitment under this subparagraph within the time for the commitment the
terms and conditions of the commitment, then either party, by written notice to the other, may cancel this Contract and
Buyer shall be refunded the deposit(s).

4. CLOSING DATE: This contract shall be closed and the deed and possession shall be delivered on or
before the ___AM ___ PM, onthe day of , , unless
extended by other provisions of this contract.

5. PRORATIONS: Taxes, insurance, interest, rents and other expenses and revenue of said property
shall be prorated as of the date of closing.

6. PLACE OF CLOSING: Closing shall be held at the office of the Seller's attorney or as otherwise
agreed upon.

7. TIME IS OF THE ESSENCE: Time is of the essence for this Sale and Purchase Agreement.

Buyer (__)(__)and Seller (__) (__) acknowledge receipt of a copy of this page, which is
page 1 of 4 pages.
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8. RESTRICTIONS, EASEMENTS, LIMITATIONS: Buyer shall take title subject to: (a) Zoning,
restrictions, prohibitions and requirements imposed by governmental authority, (b) Restrictions and matters
appearing on the plat or common to the subdivision, (c) Public utility easements of record, provided said
easements are located on the side or rear lines of the property, (d) Taxes for year of closing, assumed
mortgages, and purchase money mortgages, if any, (e) Other: . Seller warrants that
there shall be no violations of building or zoning codes at the time of closing.

9. DEFAULT BY BUYER: If Buyer fails to perform any of the covenants of this contract, all money paid
pursuant to this contract by Buyer as aforesaid shall be retained by or for the account of the Seller as
consideration for the execution of this contract and as agreed liquidated damages and in full settlement of
any claims for damages.

10. DEFAULT BY SELLER: If the Seller fails to perform any of the covenants of this contract, the
aforesaid money paid by the Buyer, at the option of the Buyer, shall be returned to the Buyer on demand; or
the Buyer shall have only the right of specific performance.

11. TERMITE INSPECTION: At least 15 days before closing, Buyer, at Buyer's expense, shall have
the right to obtain a written report from a licensed exterminator stating that there is no evidence of live
termite or other wood-boring insect infestation on said property nor substantial damage from prior
infestation on said property. If there is such evidence, Seller shall pay up to three (1.5%) percent of the
purchase price for the treatment required to remedy such infestation, including repairing and replacing
portions of said improvements which have been damaged; but if the costs for such treatment or repairs
exceed three (3%) percent of the purchase price, Buyer may elect to pay such excess. If Buyer elects not to
pay, Seller may pay the excess or cancel the contract.

12. ROOF INSPECTION: At least 15 days before closing, Buyer, at Buyer's expense, shall have the
right to obtain a written report from a licensed roofer stating that the roof is in a watertight condition. In the
event repairs are required either to correct leaks or to replace damage to facia or soffit, Seller shall pay up
to three (3%) percent of the purchase price for said repairs which shall be performed by a licensed roofing
contractor; but if the costs for such repairs exceed three (1.5%) percent of the purchase price, Buyer may
elect to pay such excess. If Buyer elects not to pay, Seller may pay the excess or cancel the contract.

13. OTHER INSPECTIONS: At least 15 days before closing, Buyer or his agent may inspect all
appliances, air conditioning and heating systems, electrical systems, plumbing, machinery, sprinklers and
pool system included in the sale. Seller shall pay for repairs necessary to place such items in working order
at the time of closing. Within 48 hours before closing, Buyer shall be entitled, upon reasonable notice to
Seller, to inspect the premises to determine that said items are in working order. All items of personal
property included in the sale shall be transferred by Bill of Sale with warranty of title.

14. MECHANICS' LIENS: Seller shall furnish to Buyer an affidavit that there have been no
improvements to the subject property for 90 days immediately preceding the date of closing, and no
financing statements, claims of lien or potential liens known to Seller. If the property has been improved
within that time, Seller shall deliver releases or waivers of all mechanics' liens as executed by general
contractors, subcontractors, suppliers and materialmen, in addition to the seller's lien affidavit, setting forth
the names of all general contractors, subcontractors, suppliers and material men and reciting that all bills for
work to the subject property which could serve as basis for mechanics' liens have been paid or will be paid
at closing time

Buyer (__)(__)and Seller (__) (__)acknowledge receipt of a copy of this page, which is
page 2 of 4 pages.
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15. DOCUMENTS FOR CLOSING: Seller's attorney shall prepare deed, note, mortgage, Seller's
affidavit, any corrective instruments required for perfecting the title, and closing statement and submit
copies of same to Buyer's attorney, and copy of closing statement to the broker, at least two days prior to
scheduled closing date.

16. EXPENSES: State documentary stamps required on the instrument of conveyance and the cost of
recording any corrective instruments shall be paid by the Seller. Documentary stamps to be affixed to the
note secured by the purchase money mortgage, intangible tax on the mortgage, and the cost of recording
the deed and purchasing money mortgage shall be paid by the Buyer.

17. INSURANCE: If insurance is to be prorated, the Seller shall on or before the closing date, furnish to
Buyer all insurance policies or copies thereof.

18. RISK OF LOSS: If the improvements are damaged by fire or casualty before delivery of the deed
and can be restored to substantially the same condition as now within a period of 60 days thereafter, Seller
shall so restore the improvements and the closing date and date of delivery of possession hereinbefore
provided shall be extended accordingly. If Seller fails to do so, the Buyer shall have the option of (1) taking
the property as is, together with insurance proceeds, if any, or (2) canceling the contract, and all deposits
shall be forthwith returned to the Buyer and all parties shall be released of any and all obligations and
liability.

19. MAINTENANCE: Between the date of the contract and the date of closing, the property, including
lawn, shrubbery and pool, if any, shall be maintained by the Seller in the condition as it existed as of the
date of the contract, ordinary wear and tear excepted.

20. LEASES: Seller, not less than 15 days before closing, shall furnish to Buyer copies of all written
leases and estoppel letters from each tenant specifying the nature and duration of the tenant's occupancy,
rental rates and advanced rent and security deposits paid by tenant. If Seller is unable to obtain such letters
from tenants, Seller shall furnish the same information to Buyer within said time period in the form of a
seller's affidavit, and Buyer may contact tenants thereafter to confirm such information. At closing, seller
shall deliver and assign all original leases to Buyer.

21. OTHER AGREEMENTS: No agreements or representations, unless incorporated in this contract,
shall be binding upon any of the parties.

22. RADON GAS DISCLOSURE: Radon is a naturally occurring radioactive gas that, when it has
accumulated in a building in sufficient quantities may present health risks to persons who are exposed to it
over time. Levels of radon that exceed Federal and State guidelines have been found in Florida buildings.
Additional information regarding radon and radon testing may be obtained from your county public health
unit. Buyer may, within the inspection period, have a licensed person test the property for radon. If radon
exceeds the accepted level, seller may choose to reduce the level to an acceptable EPA level or either
party may cancel the contract if the seller fails to comply.

23. LEAD PAINT HAZARD: Every purchaser of any interest in residential real property on which a
residential dwelling was built prior to 1978 is notified that such property may present exposure to lead from
lead-based paint that may place young children at risk of developing lead poisoning. Lead poisoning in
young children may produce permanent neurological damage, including learning disabilities, reduced
intelligence quotient, behavioral problems and impaired memory. Lead poisoning also poses a particular
risk to pregnant women. The seller of any interest in residential real estate is required to provide the buyer
with any information on lead-based paint hazards from risk assessments or inspection in the Seller's
possession and notify the Buyer of any known lead-based paint hazards. A risk assessment or inspection
for possible lead-based paint hazards is recommended prior to purchase.

Buyer (__)(__)and Seller (__) (__) acknowledge receipt of a copy of this page, which is
page 3 of 4 pages
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24. TYPEWRITTEN OR HANDWRITTEN PROVISIONS: Typewritten or handwritten provisions inserted
in this form shall control all printed provisions in conflict therewith.

25. SPECIAL CLAUSES:

26. The Following Addenda shall be attached to and become of part of this contract:

RIDERS: Check those that apply and are attached to this contract

_____Condominium Rider; ___ lLead Paint Disclosure; __ Agency Disclosure(brokers);

__ “Asls” Rider; Other

DISCLOSURES: Buyer ____acknowledges or ____ does not acknowledge receipt of above Riders.

COMMISSION TO BROKER: The Seller hereby recognizes as the
Broker in this transaction, and agrees to pay as commission % of the gross sales price,
or the sum of Dollars ($ ) or one-half of the

deposit in case same is forfeited by the Buyer through failure to perform, as compensation for services
rendered, provided same does not exceed the full amount of the commission.

DEPOSIT RECEIPT

Deposit received by: (Print) (Signature)

The above individual received the amount specified in Paragraph 2(a) on , 19

TIME FOR ACCEPTANCE OF OFFER
Buyer offers to purchase the Property on the above terms and conditions. Unless this contract is
accepted by the Seller and a copy delivered to the Buyer no later than _am. ___p.m.on
, 19 . this contract may be revoked at Buyer's option, and Buyer’s
deposit refunded subject to clearance of funds.

BUYER
Date: Buyer: Tax ID No.
Date: Buyer: Tax ID No.
Phone: Address:
Fax:
SELLER
Date: Seller: Tax ID No.
Date: Seller: Tax ID No.
Phone: Address:
Fax:

Company Name and address
(If applicable)

No representation as to the legal validity or adequacy of any provision of this form is made. If you have
questions, seek legal counsel prior to executing any contract.

Buyer (__)(__)and Seller (__) (__) acknowledge receipt of a copy of this page, which is
page 4 of 4 pages
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FOR SALE BY OWNER
WEBSTES

Thefallowing list contains the web address of various FSBO websites. For
the most convenient use of thislist, copy it into a separate file on your hard
drive. Once on line on the Internet, you can click on any of the Stesto open
them up. (They will aso load from the floppy disk, but it will be dower).

If they will not load automatically to your browser, you can highlight any

of the web addresses and click on "edit" then "copy”. On your Internet
home page (make sure you are on line), highlight the web address dready
there (ie http://www.€etc)

Then, paste the saved website into that box (Edit, paste or CTRL V). Hit
the enter key to open the website.

Some websites may not be relevant to your particular marketing area.
Others will contain awedlth of potential sdllers who are advertisng their
own home for sde. Mogt of these Sites will give you details on the home
PLUS the sdller's name and address.

The best part is your competition probably does not know about this
approach to FSBO's.

http://www.netfsbo.com
http://mww.sdllyourhomeyoursdlf.com
http://www.fsho.com
http://mww.usfsho.com
http:/Mmww.easyhomesdller.com
http://www.thishouseforsale.com
http://www.fsbocentral.com
http://ww.worldhomefinders.com
http://www.fsboconnection.com
http://www.smartfsbo.com
http://Mmww.fsboworl d.net
http://www.by-owner-ol.comv/bobuy.html
http://fsbo.net

http://Amww.fisho.com

http://Mmwww.real estatephotos.com
http://www.byownersales.com
http://Mmww.fshbogroup.com
http://www.fsboweb.com
http://www.owners.com
http://www.americashomes.com
http://www.forsal ebyowner.com
http:/Amww.fsho.net
http://mww.realview.com/under.htm
http://homes.inresco.com/Bfisboreg.html
http:/Amww .friendsindeed.com
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http://www.fshoconnection.com
http://www.4sa ebyowner.com
http://mww.nefsbo.com
http://www.privateowner.com
http://Mmww.fsbohe p.com
http://www.fsbo-bc.com
http://www.bchomesforsale.com
http://www.fsbodirect.com
http://www.webbrowsers.com
http://www.fsbo-home.com
http://Amww.forsal ébyowner.comv/index.ntml
http://www.forsa ebyyou.com
http://www.usared estate.net
http:/AMww.homesforsale-us.com
http://Mmww.ezbuy.com
http://fsbo-home.com
http://mww.mibyowner.com

http://fsbohe p.com/forsa ebyownerfag.htm
http:/Amww.wirdink.comyhousdink/premium.htm
http:/Amww.fsho.net/mm/fsbosarvices.html
http://Amww.virtuafsbo.com/default4.asp
http://Mmww.homes hsantacruz.com/FSBO.htm
http:/Mww.mis-fsbo.com
http://mww.newyorkfsbo.com
http://mww.fsbocentral.com
http://mww.fsbo- home.com/index.html
http://fsbo.net/mm
http://Amww.miamifsbo.com/toc.htm
http://www.fshoweb.com/cotton.htm
http://ww.phil add phiafsho.com
http://dmoz.org/Business/ClassfiedsHomes - FSBO
http://Amww.sdllyourhomeyoursdlf.com
http://www.detroitfsho.com
http://www.atlantaf sho.com
http://mww.rea tyoptions.com
http://Mmww.fsbo.net/mm/other.htm
http://www.fsbo.kaml oops.com
http://www.by-owner-ol.com
http://www.thishouseforsale.com
http://Mmww.idaho-fsho.com
http://Mmww.sfsho.com
http://www.houstonfsbo.con/sarvices.htm
http://mww.fsbogroup.com
http://Mmww.red estatephotos.com
http://Aww.buyersresource.com/sdllertips.html
http://ww.losangd esfsbo.com/sdlers.htm
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http://Mmww.fsboweb.com/marktrail.htm
http://Mmww.privatelist.com
http://mww.findahome.org
http:/AMww.homedink-bbs.com
http:/Amww.wirdink.comvhousdink/premium.htm
http://www.usared estate.net
http://www.ded-makers.com/for_sdle by owner.asp
http://www.fshoconnection.com
http://www.americanet.conv/classfied/resred .htm
http://mwww.by-owner-ol.com

If the above 80+ web addresses are not enough to keep you busy for awhile,
you can continue the search for more. . .there are thousands of them out
there. Wetried to select the biggest FSBO sites.

To locate additional Sites, do a search on any of the mgjor search engines:
Y ahoo, Infoseek, WebCrawler, Lycos, MSN, Excite, Snap €tc.

Search for dl related topics such as: FSBO, for sale by owner, home sdlers,
homes for sale, real estate for sde, etc.

To narrow your search, try the above searches and specify an areg, such as
Ddllas homes for sale; Chicago homes for sale, etc.

A few of the links may no longer bevdid. Some of the smdler Stes, the
ones not well established, come and go on the net.

Findly, make use of thisinformation. Contact the sdlers and FOLLOW

UP &fter theinitial contact. Use the accompanying program to convert
many of them into ligings
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About Milt Tanzer
Milt has been acommercid investment Redtor and real estate broker for
over 30 years. Herecelved his CCIM designation (Certified Commercid
Investment Member of the National Association of Redltors) in 1976.
CCIM isaprofessond degree in commercia/invesment red estate after
severd intensive courses are taken and passed. Of the over 800,000
licensed Redltors in the nation, only afew thousand have obtained this
professona designation.
Milt has devoted his red estate career to working with investor of dl types
from beginners of huge multi-nationd investors in mgor apartment
complexes, office buildings and shopping centers.
This ebook isbased on his persona experiences of investing with no money
down aswdll a what he has learned by working with other investors. Itis
the professonal, minimum risk approach to getting involved in red estate
investing when your funds are limited.

Visit all four of Milt’swebsites:

Author of Red Edtate Investments and How to Make Them
Origindly released by Prentice Hall in 1986. Now in its third edition
The best sling book and investment course with over a

Quarter of amillion sold.

Website: www.investmentre.com

Author of How to Buy or Sell Y our Home Without a Broker
Released in 2002 by Prentice Hal divison of Putnam-Penguin
Website: www.homebuyersdllertips.com

Milt' s Third Webste: www.real estate- supermarket.com
Devoted to a collection of the finest redl etate software courses and
programs on the planet.

Milt's Fourth Website: www.thereal estatesupermarket.com
A complete web portal (such as AOL or MSN home pages) and includes all
of the red estate software programs above.
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L egal Stuff

Copyright 2002 by Milt Tanzer. All rightsreserved

Theinformation contained herein has been compiled from sources
believed to bereliablebut isnot warranted. Every effort has been
made to present accurate and useful information based on real world
investment practices.

Theauthor hereby grantsyou theright to reproduce this ebook, in its
entirety, and distribute it in any manner you wish, provided:
Itisdistributed in itsentirety and not altered in any way. All

information contained in this ebook, author name, website addr esses,

etc. must remain in the distribution copy. You arefreeto givethe
ebook away or sdll it and retain 100% of the profitsyou collect.

A typica Investment Property Andysis (IPP) form (next two pages)
prepared by the software program included in the Redl Estate Investments
and How to Make Them investment course. Visit our website at:
WWW.investmentre.com
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Screen Shot

Investment Property Analysis (1PP)

Page 1.

INVESTMENT PROPERTY FACT SHEET

File # 112 Property Name: Always Full Apts.
Year: 2002 Purpose: Owrir's Stabemant
ANNUAL PROPERTY EXPENSES

Parsonnel Confract Services Insurance 2 BOB

On Site Mgt 2552 Pool Professional Feas:

Grounds Tea Trash Remaval 800 LogakAcct

Claaning Mairienance Adwartising 255
Litilitias: ANC, Heating Replace Res

Water 1,807 Othar

Sewer 2,050 Taxas: Office &Ts

Electric LRl ] Feal Estata 8.255 -

Gas 4,880 Pers. Proparty
Rep Maint 2,803 Payroll

Total Expanses 5 28,868
FINANCING

Existing Ansumabks Financing

g Balance Interest  Ramaining Annual P Pt Balioon Amid. Flmesd/Ad]

Rawe Vaars

ist § 05400 10 5 $ B80S0 3

ind § - 1 %
Potential Financing:

Amount Tarm Irisreat Balloon Annual PRI Balloon Ami
Years Rate Years Pryrmant
§ 240,000 25 a5 10 $ 25,1682 § 200814
DEPRECIATION SCHEDULE

Marioet Valus § 325000
Depraciable Improvemants = § 278,250 or BS. % of MV
Useful Lifa = 27.5 Years

Annual Deprecistion § 10,045

TAXABLE INCOME
Total Return (Cash Flow + Principal Pmt.) 3 9,496
Less: Dapraciation (Per Yaear, S/IL) - 10,045
Taxable income - Year 1 § E-

The information prosented hevedn (5 Fom Hard pafes and is subyect o omors, Gmissions, changes, prior saks,
o wilfirmwn withoo! notice and it nof waranfed  Evicy offte es Dedn macs [0 Seours soourmse informmsiion.
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Screen Shot
Investment Property Analysis (1PP)

Page 2.
INVESTMENT PROPERTY PROFILE

File No. 112
Proparty, Always Full Apts. Location: Your City

Typa: Apts. No.Units: 8 HLA: 7,200 ¥r. Bit.: 1982

RentUMo.: $ 850  Construction: Frame Mo. Bidgs.: 1 Stories: 1
Land: .35 Ac Pool- Mo Walerfront: Mo Parking: 12 Tames: § 8,255
Listed Price: § 335 000 Assumable Morigage: §
Unit Breakdown
Offering Prica $ 325000 Size Qty. SgqFL
Assumable Mortgage(s i ] B50
Potential Morgage(s) 240,000 2
202 (2 1050
a2
Prica Per 5q. Ft.: § 45,14 Price Per Unit: § 40,625
Yaar 2002 Year 2003

Schaduled Gross Income § EB3200 $ 65300

Macancy 5 % 3,180 3315

+0ther Incoma 1,125 1,175

Operating Incoma $ 61185 § 684,180
-Expenses § 3808 MUni 28868 =47.19% 30,312 =47.24%
Nat Operating Income $ 32208 $ 33848

CAP Rate 9.93% 10.41%

Morigage Fayment 25,162 25,162

Cash Flow $§ 734 =8300% $§ 85B6 =10.21%
+Principal Payment 2,362 3420

_ TOTAL RETURN $ S48 =1117T% | 0§ 12108 =14.24%

Comments: Sample analysis using the IPP property analysis program. Use this space for
comments about the property.

mmmmnmmmmumnm omissions, changes, prior sals,
o withariwal without nofice and i nof warranfed, Every offort has been made fo secure scourss informalion.

Milt Tanzer President
Milt Tanzer Corp.
2269 Alba Way Deerfield Beach FL 33442
BO0-330-5480 FAN 561-392-9901

129




