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1. GENERAL CONSIDERATIONS

There are compelling reasons to be active in the red estate
investing field today.

For many years, red edtate investors have spoken of income
property asthe "ided" investment. They have used the word "ided" as
an acronym for the five key factors of red estate investing that have
meade it attractive over the years as an investment dternative: (1)
income generation, (2) depreciation (tax advantages), (3) equity buildup
through tenant debt service, (4) appreciation, and (5) leverage.

By now, most people who have been active in thisfidd or who
arenow intraining for it are familiar with this succinct formula:
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| = Income from rents

D = Depreciation (tax benefits allowed
by Uncle Sam)

E = Equity buildup as tenants make
their payments

A = Appreciation as the value of real
estate grows

L = Leveragethrough the use of "other
people's money”

For higtorical reasons, we have to conclude thet thisformulais
in part true, and in part mideading. It isimportant to enter the red
edate field with a dear picturein mind of its advantages and
disadvantages. That iswhy we begin this course with alittle redlity

therapy.

There have indeed been times during the past quarter century
when egua weight could have been placed on dl five of these important
factors as dimensons of profit potential. For example, during the
heyday of speculative red estate investing by throngs of beginnersin the
mid to late 1970's and early 1980's, even novices with only the most
fundamental knowledge of thisfield stood a good chance to make a
profit.

The reason was that dl five of the "ided" factors were a work
at the sametime. Income from rents were not yet widely under pressure
from factors like rent control. The government gave generous
preferentia treatment to redl estate investors through tax write-offsin

.
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the redl property arena. Equity could build up relatively quickly.
Appreciation was advancing with unprecedented vigor in many sectors
of the economy, such as Cdlifornia And leverage wasjust becoming a
household word as a number of celebrated "gurus' were active
introducing the secrets of OPM to millions of receptive would-be
investors. Such ambitious investors were being enticed out of the Sde
Sreets of Everywhere, USA, by ambitions to cregte for themselves a
higher qudity of life viathe American Dream.

But afunny thing happened on the way to the red edtate
dodng.

1.2. UNCLE SAM'STAX "REFORM"

In 1986, the government “reformed” the tax lawsin amgjor
way and, for dl intents and purposes, clipped the wings of thiskind of
investing, except for afew lingering and sdective advantages. At the
same time, appreciation took a U-turn in many areas of the country.
And thousands of new investors who had jumped into the fray with
minima busness sense found themselves enrolled in the School of Hard
Knocks--without a scholarship.

All of this (believeit or not) was redly for the best.

It meant that the "IDEAL" investment had to be spelled alittle
differently: "I-d-E-a-L," withasmal "d" and asmdl "a" Let's see why.

Today'sred estate investors can gtill enjoy the benefits of
income generation through tenant debt-service. They can Hill enjoy
equity build-up (even while they are adeep a night). And leverageis
dill avitaly important dimension (in many respects the most important
dimension) of thistype of wedth building.

However, the tax benefits of owning income red etate have
been serioudy reduced when compared with those available in the
"good old days," and gppreciation is at best regiond and unpredictable
because of the downward economic trends of the past five years.

The consequence of this historical shift has been to place red
edate investing forcefully into the only context where it makes any kind

.
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of sense at dl, i.e, that of abusiness based on principles of good,
professiona, business practice. In other words, your chances of
succeeding in red estate investing are now precisaly linked to how
professiondly you proceed with thiskind of enterprise from a business
point of view. That isthe way things should beif they are to have any

longevity and profitability.

Fortunately, the red estate bubble of "get rich quick” fantasies
with unlimited appreciation and fail-safe but often accidentd profits has
given way to redlity. But the redity has turned out to be nearly as good
as the fantasy--if you know what you are doing.

Here is the bottom line: if you have the desre to enter the field
of red estate investing today, then enter it with your eyes open, with a
commitment to weighing and andlyzing al of the factors objectively,
meaking informed decisions based on factors of profitability and
predictability, and operating your enterprise in every repect like a
legitimate business, with legitimate gods, legitimate controls, and agood
measure of cregtivity to gain advantage in the market place.

1.3. REAL ESTATE--STILL THE GOLDEN OPPORTUNITY

Red edaeinvesting is ill one of the mogt attractive
dternatives available to the investor at any leve of expertise. Let's
count the ways, keeping in mind that the aggregate layering of these
benefits makes them dl the more appedling.

INCOME POTENTIAL

Where can you find an investment that pays you in predictable
and (for the most part) controllable ingalments, month in and month
out? You can, of course, invest in the stock market and speculate on
the ability of the blue chips--or the more risky issues-to give you a
regular return. But the performance of the stock market over the years
is not without its roller-coaster qualities. And with stocks and bonds
you relinquish control over your funds totally--except for going in and
coming out.

By contrast, when you have a solid piece of income property in
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place, together with the management controls you need, that income
gream, like Ol' Man River, just keeps on flowing. Y es, some mutua
funds have done well, and may continue to do well. But in the hierarchy
of needs, housing isbasic. We dl need aplaceto live. If you want the
Security of servicing aneed that will never decline, then housing has got
to be near the top of the lig--if you follow certain basic rules outlined in
this course of study.

DEPRECIATION (TAX BENEFITS)

Congress changed the tax rules pertaining to red state four
times during the 1980's. That decade was not particularly kind to redl
edtate investing. The 1986 reformation was particularly damaging.
Moreover, capita gainslost its specid trestment and further depressed
the red profit potential. And the new passive-loss rules were designed
to prevent you from offsetting income from norma sources (saries or
investments in stocks and bonds) by expenses from passive sources
such asred edtate or limited partnerships. In other words, you could
only use "passve losses' to offset "passve income,” but not “regular
income." To passthe "passvetes,” you had to "materialy" participate
in your business and satisfy tough criteria such as:

M You had to work in your business at least 500 hours per year
(around ten hours per week).

M If you worked less than the 500 hours a year, you had to be the
primary person involved, amost to the exclusion of anyone ese.

M If you put in a least 100 hours ayear, it had to be more time than
anyone ese put in, including employees.

Thiskind of sophistry forced investorsto look at redl estate
through different eyes. The old rules of writing off redl etate losses
agang sdaries and wages vanished into thin air.

Was there nothing left of value?
Fortunately, yes.

M Legitimate expenses within your passive activity (such asinteres,

.
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depreciation, property taxes, insurance premiums, management fees,
advertisng, legd or accounting fees, repairs, etc.) can gill offset income
from that passive activity. Uncle Sam only exacts his pound of flesh
from the net profits.

M Any excess loss from a passive enterprise can be used to shdlter
income from other passive enterprises.

M Any unused loss can be carried forward to future years where you
will have passive income that needs to be shdltered.

M Y our losses from passive enterprises could make it attractive for you
to plan to find "passve income generators' (known as"PIGS") in the
future--such as the new breed of real edtate limited partnerships
designed (heaven help ug!) to make profitsrather than generate losses
through high debt-levels.

M You gill can play the imaginary game of "depreciation” where Uncle
Sam pretends that your redl estate property loses dl of itsvauein 27.5
years (for resdentia) or 31.5 years (for commercid), and let'syou
write it off over time as an expense. (For properties placed in service
before 1987, the more favorable rules of the "Accelerated Cost
Recovery System™ applied.)

M If you quaify as an active participant inyour busness activity, you
can gill use up to $25,000 of losses againgt other income (such as
sdary or interest and dividends). However, this $25,000 bonanzais
reduced by 50% in stages when your adjusted gross income exceeds
$100,000, and evaporates atogether at $150,000 AGI. (Keep in mind
that this policy gpplies only if you own 10% or more of arenta
property or limited partnership.)

Thus Undle Sam 4ill |eft some vauable crumbs on the table
even though the banquet was over--enough to make it ill fairly
tempting to enter the redl estate field from the tax point of view,
provided you trested your investment with the care of an astute
business person. Tax laws change. Be sure to check current laws and
regulations.

EQUITY BUILDUP
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When your tenants make their payments, part of the money
stream goesto pay interest on the debt, and part goes to retire the
principa amount. This unique festure means that every payment causes
your equity position in the property to improve. Asthe debt is serviced,
your net worth increases. This Smple characteristic makes red estate
unique. Y ou make money while you deep--because someone eseis
sarvicing the debt in exchange for the privilege of using your property.

APPRECIATION

In some parts of the country (currently in the mountain states
and in the north west, for example), red edtate is gppreciating at a
respectable rate. At the same time, other regions of the country are
experiencing flat or declining vaues. What isthe implication of this? It is
that you can make red estate work for you--wherever you live—-if you
structure transactions to emphasize those elements of the I-D-E-A-L
formulathat will give you the highest return in your area. At the same
time, if you are fortunate enough to live in areas of the country where
property vaues are rising, then you have that profit "booster” of
gppreciation to add to the other factors of profitability that pertain to
your investment.

Keep in mind that real estate (despite regiond fluctuations) is
dill a"forgiving" undertaking, in that eventually redl estate valuesin most
aress of the country will recover from occasiond corrections and
declines. The reason for thisis tied inseparably to the market forces of
supply and demand. "They aren't making land anymore" is a phrase that
red edtate investors are fond of quoting. And it istrue. Thereisindeed
only so much land to be developed; that fact, coupled with the fact that
housing is a necessity, will cause most red property to rebound after
market declines. But you must either have the saying power to wait it
out in those cases, or you must use combinations of creative acquisition
techniques that make it prudent to invest in those areas despite alack of
appreciation. In any case, the street-smart investor can aways target
properties that lend themselves to profit-taking on a quick turn-around
transaction. More on this|ater.
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LEVERAGE

Thereis no more exciting or stimulating factor about red estate
investing than the concept of "leverage™ It means, smply put, that you
can control an entire piece of red estate and benefit from its full date of
cash favors, even if you don't pay for it all at once. In fact, even with
anothing down transaction where you don't put a dime into a property,
you can dill regp the harvest of the entire property asif you had paid it
off entirdly. This, coupled with the principle of using "other peopl€e's
money" when adown payment is called for in a given transaction,
makes red edtate leverage so powerful. The yield through leverage can
be very high indeed.

By contradt, try buying stocks and bonds with nothing down.
Try garting up a franchise with nothing down. Try opening up aretall
gore with nothing down.

With red estate, you can St on the throne of profit without
having roya blood flowing through your veins. In fact, in many respects,
red edate isthe "little guy’'s' only chance to make it big without afat
wallet. And it works.

These five factors of profitability--income generation,
depreciation and tax advantages, equity build-up, appreciation, and
leverage--make red estate gtill one of the mogt attractive opportunities
for the average person, provided the action plan for redl estate is
followed with care.

This course of study outlinesin consderable detail what that
action plan is, and how you can put it to work profitably.

2. HOW MUCH CAN | MAKE?

It's an age-old question. The answer is. "How much do you
need and by when?' The hardest thing for the beginning investor to
understand isthat he/sheisin the driver's seat. When gods are s&t and
commitments made, then you just follow the plan, step-by-step, until
you reach your destination, whatever that might be.
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A few years ago we were following the case study of a
Cdifornia woman who had made red estate development her primary
wedlth vehicle. She had it down to ascience. For every lot she
developed and sold, she made $25,000, more or less. Her goa was
very pecific--one million dollars ayear in earnings. That meant that she
had to follow her cycle 40 timesayear. That's just about one
development lot per week (with some time off for holidays and
getaways). She did it like clock work, because she knew the precise
gepsto follow on adaily basis-and she followed them.

For every such case there are thousands of others where
people have lesser gods--but il succeed just aswell from the stand
point of their own persond needs and circumstances. At onetimeit
was estimated that as many as many as 5% of the adult population of
the United States owned and operated at |east one income property
other than their own home. Such people did not often make amillion
dollarsayear asared edtate investor, but many thousands of them
regularly earned hundreds or even thousands of dallars of extraincome
each month through that rental home or small multi-unit they were
conscientioudy tending.

Sdtting godsfor earningsin the red estate fidld is no different
than in other fields, except that the formula"IDEAL" gives you grester
opportunity for leveraged yield than perhaps any other kind of
investment. Thisis especidly true for the tens of thousands of eeger and
ambitious investors who are willing to put into deds dl the money they
have--nothing. Where courage, energy, crestive enterprise, and swesat
equity are the only assetsto invest, real edtate is perhaps the only
viable dternative to attaining the American Dream.

Whether you are targeting a hundred dollars a month in profits,
or a hundred-thousand, there are modds in the red estate investing fied
that you can apply to attain your gods. It isthe purpose of this course
to provide a comprehensive training experience in such models so that
you can exercise the options you want to attain the goas you need.

3. WHAT DOESIT TAKE TO SUCCEED IN REAL ESTATE?

If you were asked to characterize the successful red estate
investor, what would that profile be? By and large, those who succeed

.
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at this business seem to follow a certain pattern of behavior that
includes the following key eements:

M 1. VISION. They cultivate an unwavering vison of what they want
to achieve. Thisvison is not fuzzy or tentetive, but specific and tangible.
They havein their mind a sensory-rich image of where they want to be,
what they want to be doing at the end of their journey, what rewards
they want to be enjoying, and with whom they want to be enjoying
them--family, friends, loved ones, people they serve.

M 2. GOALS. They trandate their vison into specific, tangible, time-
conscious goas that can be measured, monitored, and adjusted on a
regular basis. Like the woman who needed to make $25,000 per ded,
week in and week out, they follow a precise st of gods without
wavering.

M 3. ACTION PLAN. They trandate their specific gods into a set of
behaviors designed to produce specific results. Red edtate investing,
like any other business activity, must be reduced to daily and weekly
actionsthat are tied to the goas and the vision of the enterprise.

M 4. TEAM WORK. The successful red estate investor, without
exception, knows the power of working within the team context. Redl
edate investing is a networking activity that involves not only buyers
and sdlers, but bankers, red estate agents, title company officers,
attorneys, accountants, insurance agents, appraisers, contractors,
partners, and a host of other key people whose services and support
are indispensable from time to time. Redl estate never worksin a
vacuum. Y ou must have a"high touch” affinity in order to bring together
the various people condituencies into awin/win configuration that gets
results.

M 5. CREATIVITY. Wewill spend agrest dedl of time diagnosng
this mysterious qudity and atempting to darify its meaning and
operation. Red edtate investing rests on the foundation of crestive ded-
meaking and creative financing. This means that the tried and true
formulafor buying--put down ten or twenty percent in cash, expose dl
our secrets to intense scrutiny by the loan officers, and use the hard-
money lenders to finance the rest of the dedl--must be declared old-
fashioned (unless you have partnersin your back pocket who are flush
with capital and willing to put it to work to induce high discounts). In its

.
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place you must put an array of interlocking creetive techniques designed
to solve problems for avery small congtituency of property sdllers--
those who are flexible in price and terms because of high motivation.

This ability to gpply crestive techniques to the particulars of a
given transaction is akey ingredient to successful red edtate investing.
The"big guys' have been doing this for decades-perhaps from time
immemoria. No onein the upper echelons of investing puts their own
money on theline. It is dways OPM ("other people's money") that
makes the macro world of rea property enterprise go around. This
indght hasfiltered dowly to the rest of us down on Main Stredt. It is
only in the last quarter century that these ingder Strategies and
techniques have become accessble to the "little guy™ in full force. High
time! No one need have a monopoly on creativity. These techniques
can be learned--and it is thiswill to learn and apply crestive measures
that can lift the "little guy" out of the rut of a sdf-imposed incarceration
of negative conditioning and limited vison.

M 6. PROFESSIONALISM. What is required in successful redl estate
investing is the same thing that is required of any business venture: a
profit-and-loss mentdity, attention to the bottom line, reading the "small
print” in every lease, every document, and every contract involved. If
you are willing to keep score, then you can play the game. Records
must be kept, taxes paid, the balance sheet maintained. Thereisno
magic wand. It takes keen business sense. And if you don't have it, then
learn it, or get someone on your team who knows it inside and out.
Thereis more to fishing than pulling in the big ones. Y ou have to know
where to fish and when, what bait to use, what equipment to put to
work, and how to clean those dimy critters after you get them on shore.
And you have to have afishing license. It'sdl a conspirecy by the
fateful forces of the capitalistic system--but if you know how to play the
game of professiondism, you will win.

M 7. HONEST EFFORT. It has to be honest--win/win in every
respect--or you will dip and fall eventualy. What goes around, comes
around. What comes around, goes around. We are not working in a
vacuum. Everyone has to win, or no onewinsin thelong run. And it has
to be effort--lots of effort. Red estate investing is hard work. If you set
high goals, you set high work standards. If you set modest godls, you
set high work standards. If you set low god's because thet isdl you
need, then you set high work standards.

.
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Thereis no free lunch (athough you can learn to work smarter,
rather than harder). We have been following the case of onered estate
investor in Milwaukee who never even looked at a piece of red edtate
before making an offer. He smply knew his town backwards and
forwards and sent dozens of offers aweek to declared sdllersin aress
he wanted to buy in. Naturdly, his offers were low-ball and based on
formulas that assured his success. Naturdly, most were rejected out of
hand. But afew--one or two aweek--would say "yes." And the sdlers
came to his doorstep, on histerms, hat in hand, ready to do business.
Smart. But still hard work--sort of. Get the idea?

4. WHAT ISTHE ACTION MODEL FOR REAL ESTATE?
4.1 GENERAL CONSIDERATIONS

Understanding and applying action modes is fundamentaly
important to your success. Therefore, let us take some time to generate
aclear picture of how they work.

AN ILLUSTRATION

Ficture this: It isadreary, rain-drenched night. Y ou areriding
aong the highway with windshield wipers doshing back and forth
rapidly. You are leaning forward and straining to catch a clear view of
the dippery roadway before you.

Suddenly a confused scene flashes before your eyes. There has
obvioudy been a serious accident. Y ou dam on your brakesto avoid
hitting severa cars dong the side of the road. Smashed and crumpled
vehicles spring into view. There are bodies on the ground.

You pull your car off to the Sde and step out to help. A number
of people are wandering around in a dazed stupor. Y our confusion and
shock renders you ineffectuad. What isto be done? Y ou don't know.
No one seems to know.

Suddenly another car screechesto a halt along side the road
and the driver bounds out and into the midst of the chaos, shouting firm
ordersin aforceful manner so that people spring into action.
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He points & you and says. "Y ou. Get aflashlight and go down
the road to ward off the oncoming traffic.” Y ou obey ingtantly.

He points to another person and shouts. "Y ou. Go immediately
over to that farm house and call for an ambulance and the police.”

To another person he shouts. "Y ou. Get coats or blankets and
cover up theinjured people on the ground to keep them warm. Do not
move them."

To another person he shouts. "Y ou. Get severd othersto help
you push those cars further off on to the side of the road to avoid
further callisons”

To the other onlookers he shouts. "The rest of you move away
and get into the background.”

Then the man goes immediately to gather up the dazed
aurvivors and render comfort and assistance.

Soon police and paramedics arrive to take charge of the
Stuation. But the leader who preceded them has dready done much to
dleviate suffering and prevent further injury.

WHAT ISAN ACTION MODEL?

An action modd is a sequence of interrelated actions designed
to produce a target result. The story illugtrates the gpplication of a
particular action moded to use when you come upon the scene of a
traffic accident. In this case, the modd isrdativey smple:

M Warn or stop oncoming traffic to prevent further collisons

M Get help (police, medicdl)
M Improve conditions for the injured

M Clear the areafor additiond safety.

When we examine an action modd of thistype, our reaction
goestypicdly something like this: "Right. Anyone could and would do

.
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precisaly these things under those conditions.”

Actudly, the opposteistrue. Intimesof crigs, itisarare
person who can take an action model and apply it in apractica way to
the Stuation at hand. That iswhy the stranger in our little story is a hero,
because he intervened with leadership and power at atime when
everyone e se was confused and helpless. He gpplied asmple action
mode that produced the desired resultsimmediately. In away, he was
like a professond acting anong amateurs.

Professonds are trained to apply specific action modelsto
particular Situations. Consider these procedures and the chain of actions
that must be followed with precison if good results are expected:

M brain surgery

M farming

M training show dogs
M building a house
M fishing

We could outline with precison the exact sequence of steps
that must be followed in each of these and many other smilar Situations.
In fact, virtually any objective we can think of is governed by a
particular action model or set of action models. It appearsto be a
universal truth that results flow from the application of such
models.

The opposite is dso true: when we go about targeting results
without a clear action mode in mind, our success is more a function of
accident than design. In fact, much failure in life can be traced back to
gtuations where an incomplete or faulty action chain has been followed.

4.2 SURPRISE: REAL ESTATE HASAN ACTION MODEL,
TOO

Now we can make our point. When it comes to action models,
red estate investing is no exception. If it isto be done effectively, it
must be done "professiondly,” i.e., through the application of a
particular action model.

Unit One, Page 15

.




Once you have determined the type of red estate you wish to
be involved with, the modd isvirtualy dways the same. Here are the
steps:

M GATHER A PROSPECT BASE

M SELECT THE MOST PROMISING PROSPECTS
M CONTACT THE SELLERS

M NEGOTIATE THE DEAL

M WRITE THE OFFER

M FUND THE PROJECT

M CLOSE THE DEAL

M AUGMENT THE VALUE

M HARVEST THE PROFIT (KEEP OR TURN)

This sequence of nine depsisreatively smple. Thelogic of itis
manifest. It has organic integrity; that is, one sep flows naturaly into the
next to form a completed chain of events.

So what'sthe big ded?

The big ded isthat few people follow the chain with rigor and
thoroughness. The temptation isto jump into the action modd at
whatever point seems congenid to one's personaity--and to take off
from there without regard to context.

SOME AMATEUR EXAMPLES

M Jm fancies himsdf ared "wheder-dede™ with aslver
tongue. He flourishes in the negatiating arena where he can go after the
killer dedl. But Jm doesn't like to gather prospects and zero in on those
who are mogt likely to be flexible; he takes on every sdler in sight.
Therefore, he dmost dways strikes out. Jm is an amateur who doesn't
understand the action modd.

M Denise goes down the action chain to the point where
writing offers occurs. Sheis pretty thorough to that point but has a
phobia about the written idiom. She doesn't go after the close and get
the sgnature. Therefore, the chain isincomplete and she never getsthe
results she wants. Denise is an amateur who doesn't understand the
action modd.

.
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M Fred spends his time spinning whedlswith dl kinds of
contacts and properties. His hang up is creative financing. He can figure
the bottom line but never how to get there. His dedls lack that
innovative, problem-solving core that enables people to jump over
walls and around obstacles and put successful dedl together. Fred isan
amateur who doesn't understand the action mode!.

M Mary isawhiz with everything except getting out. Sheis
poor a back-end management and tends to get into things without an
exit plan in mind. Thus, when harvest time comes around, she comes up
short and leaves big bucks on the table. Mary is an amateur who
doesn't understand the action mode!.

M Harvey goes through the whole chain of eventsin the action
model and does pretty well. But for some reason he always forgets
how to augment the vaue of his properties before turning them--often
small cosmetic improvements can pay big dividends--and therefore puts
up with mediocre returns. He could amost double hisresultsiif his
action model were complete. But Harvey is an amateur who doesnt
understand the action modd.

You say: "Wdl, supid them!"
Okay. Let's see how smart you are. Without looking back at
the action modd outlined above, write down the exact sequence of

actions that make up the investment red estate action modd. Well give
you aclue: there are nine steps in this modd.

Write them down now:
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How did you do? 100% correct? Gregt--you are well on your
way to becoming a pro.

Did you miss some of the steps? Not to worry. Smple things
can sometimes be a vexation. But |et's give you a mnemonic device to
fix thismodd firmly in your mind.

4.3 PUT ON YOUR THINKING CAP

Let's restate the action modd in adightly different way so that
remembering its nine gepswill bea"picnic” for you. It might ssem a
little Silly, but suspend judgment for amoment and spell out the words
"PICNIC CAP' asfollows:

P =PROSPECTS (GATHER A PROSPECT BASE)

| = IDENTIFY THE BEST (SELECT THE MOST PROMISING
PROSPECTS)

C=CONTACT THE SELLERS
N = NEGOTIATE THE DEAL
| =IN WRITING (WRITE THE OFFER)

C = CASH (FUND THE PROJECT)

C=CLOSE THE DEAL
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A =AUGMENT THE VALUE
P=PROHFT (HARVEST THE PROFT--KEEP OR TURN)

With this memory trick in mind, put on your "Ficnic Cap" and
try your hand at recreating the action model once more. Seeif it flowsa
little more smoothly thistime:

P

4.4 CHINESE BOXES

It will not surprise you to learn that each one of these nine steps
in the action modd givesrise, in turn, to another action modd consisting
of a sequence of steps. That is, each step in our investment red estate
action model has its own set of steps leading to a specific targeted
result.

For example, if the targeted result in step oneisto develop a
st of prospects, how do you go about gathering prospects? Thereisa
particular action sequence, or rather a set of action sequences, that will
oet you the results efficiently and professondly. This set of action
sequences is explained in the next unit. In fact, each of the action steps

.
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to step one can be broken down further into more detailed steps. There
istruly an art and a science to this profession (just as you would
expect).

Similarly each of the other eight steps in the action mode gives
riseto its own action model (of sub steps) that will be ducidated in the
units that follow.

It israther like aset of Chinese boxes, onefitting ingde the
other, in sequence, until the most fundamenta building block is attained.

What you areto learn in this course is how to fit al of these
Chinese boxes together into an organic whole that will get you the
results you warnt.

4.5 AN ASSIGNMENT

To get you ready for the units that follow, take a sheet of paper
and write down the key words PICNIC CAP in avertical column.
Trandate each letter into one of the action steps of the modd. Then
write down at least five action steps after each letter that you would
logically imagine belong to the next layer of action models for each. See
how far you can go with this exercise on your own. Don't be afraid to
spend an hour or so withiit.

Y ou will no doubt come up with some very good answers. Can
you accept the probability that your answers will only be partially
complete? Does this arouse curiosity as to what the complete action
moddswill look like in future units?

If you find that your understanding of some of these nine action
gepsis skimpy, can you accept the possibility that you will need to
become an especidly good student of those weaker linksin the training
experience that is to follow? Everyone has different strengths and
weeknesses. Y ou can use the fundamenta action model as atraining
tool to zero in on your own strengths and weaknesses.

And when you are finished with your PICNIC CAP exercise,

write down the word IDEAL and identify the five mgor e ements of
profitability in real estate investing. Define each and pick out the ones

.
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that you fed are the most important for your area and your own
persond Stuation.

How can you stay motivated with this exercise? Think money.
The more astute you become at understanding and applying the action
models for this profession, the more money you will make. Period. It is
auniversd truth. Bdieveit!

4.6 WHAT KINDS OF PROPERTIESARE IN YOUR "BIG
PICTURE"?

Before we jump into the details of the action mode! for red
edtate investing, we need to cover avita point. Red estate is a broad
term. It includes raw land, farm land, residentia red etate, and
commercia red estate. Resdentia red estate embraces condominiums,
gngle family houses, smal multi-unit properties (duplexes, tri-plexes,
four-plexes, etc.), and larger apartment buildings and complexes.
Commercid red estate includes office and professiond buildings, Strip
malls, and al manner of property used in the manufacturing and service
indudtries.

The principles of locating bargain properties, andyzing ther
profit potentia, using creative finance in the acquisitions process,
meaking offers and closing dedl's, adding vaue, and carrying out the
management function--al of these factors gpply more or less equaly to
the various kinds of red estate that could be of interest to investors.

However, for the investor who stands at the beginning of higher
career, the most logica place to begin is with the smaler properties--
gngle family homes and smdl multi-units. If you are in the process of
acquiring the skills and expertise associated with the red etate
investing fied, would it not make sense to cut your "eye teeth” on the
smpler transactions where the risk is lower and the arrangement
relatively uncomplicated?

The larger resdentid properties are a step above, where more
sophidticated interactions and problem-solving come into play--and
wherethe risk is greater. And the commercid redm bringswith it a
whole array of chalenges rdated directly to the locd, regiond, and
nationa economy, and the viability and staying power of various

.
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business tenants who are going through the ups and downs of
commercid lifein ways about which resdentia tenantsin generd need
not worry. Smilarly, red estate development and lot subdivision, while
offering the potentid of high rewards, dso presents a variety of
complex chalenges not recommended for the untrained investor.

For this reason, we recommend the philosophy that alot of
"little" deals can add up to agreat ded of success. Single family houses
and smdl multi-units hold out the potential for congderable prafit, if
acquired and managed (or sold) appropriately. There will betime
enough for the macro-transactions after you have developed a
professona modus operandi in the red estate field and learned the
ropes that are second nature to the "big guys.” That is not to say that
the beginner or intermediate investor who comes upon astdlar bargain
in the large property arena should shrink from taking a closelook &t it.
After dl, if needs be, a partner can be brought into the dedl who hasthe
needed qudities and experience. We are saying only that the smdler
properties are the logica place to focus a the beginning.

If you have a specid interest in the more complicated
transactions, we can refer you to the Power Module on Multi-Units
later in this course, and aso to Unit Nine, where red estate
development is discussed.
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UNIT TWO

HOW TO LOCATE
UL TRA-BARGAINS

2.1 GENERAL CONSIDERATIONS

Red edate investing, just like any other professona
enterprise, isaseries of interrelated skills. Finding bargain
propertiesis one of the most important of these skills-in many
ways the most important. The key to finding bargain properties
isthe ahility to identify sellerswho are highly motivated to sdll--
who must sdll--as opposed to those for whom it would be
desirable and useful to sdll. Thus, by and large, red estate
investing (especidly credtive red edtate investing) amounts to
finding both the right kind of seller aswell asthe right kind of
property. In fact, street-wise red edtate investors tend to ook
first for the motivated sdllers before they go too far in analyzing
the properties.

Motivated sdllers go by avariety of names. flexible,
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anxious, "don't wanters" etc. But they al have onething in
common: they want you to solve some mgor problem for them.,
It might be that they are being transferred and must therefore
hurry and sdll. Or they might have persona problems such asa
seriousillness or adivorce that is forcing them to sll.
Alternately, they may be motivated by financid pressures or
find income-property ownership not to their liking. Whatever
their reason, you can gppear to them as ashining knight on a
white charger.

Do you find this role comfortabl€? With whom would
you rather deal: (1) someone who spreads rose petds before
you as you enter or (2) someone who is a hard-nosed, sdif-
satisfied property owner who could care lessif he sdls or not?
Which type would cause you to experience less fear?
Ohbvioudy the sdler who is motivated, flexible, and willing to
talk turkey right away. That is an important reason who the
savvy red estate investor will dmogt aways sart with the most
anxious sHlers, because the job isSmply esser in that
environmen.

Think about it. Fear is one of the greatest destroyers of
progress. It can keep a perfectly capable person (like you or
me!) from even trying something new. As you go through this
unit, visudize yoursdlf talking to the flexible sdllers we describe,
Visudize yoursalf usng the different sources of flexible sdlers
we talk about. As you become more familiar with the idess,
and as you gpply them in ano-risk environment (which you can
do with the exercises at the end of this unit), you will find your
fears mdting awvay.

22 AFEW TERMSYOU SHOULD KNOW

Balloon Payment: A payment that islarger than the normally
scheduled payments. This may be for the entire balance of a
loan or just a portion of it. For example, a buyer pays $500 per
month on aloan, then at the end of two years he must make an
additiond lump-sum payment of $3,000. Sellers who face an
impending baloon are often very anxious. Beware of inheriting
problems like this from motivated sdlers

.
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Buyer's Broker Agreement: An agreement between aredl
edtate agent and a potentia property buyer. The agreement
dates that the agent will make efforts to locate property for the
potentid buyer (both listed and unlisted) and will be paid a
commisson if the property is purchased. The property may or
may not be listed with another red estate agent. Such an
arrangement can be a boon to your successin locating flexible
slers.

Contract Sde: An arrangement where the sdller agreesto
cary the loan (or part of it), thereby eiminating the need for the
buyer to get a mortgage from a bank or other financid
indtitution. With a contract sde, the buyer usudly gets alower
interest rate--and often there are no credit checks. This method
of financing is often used with highly motivated sdlers

Farming: A form of prospecting that is used in red estate
listing and sdles. The same process can be used in finding don't
wanters. In farming, an investor concentrates on and becomes
an expert in aparticular area.

Hexible Sdler: A person who wantsto sdll hisred estate
holdings so badly that he will be very flexible in price and/or
terms.

MLS: An abbreviation for Multiple Ligting Service, a
cooperative service that gives member real estate agents access
to information on dl properties listed. MLS gives maximum
exposure to listed properties. If Broker A lists a property,
Broker B and al other brokers on the service have the right to
market and sl it. The ligting agent and selling agent then share
in the commisson.

Notice of Default: A forma notice legdly recorded againg a
property, thereby beginning the forecl osure process. Reviewing
notices of default is one way of finding flexible sdlers.

Notice of Sde: A notice, required by law, announcing the
date of sdle of foreclosed property. Such notices amost aways
lead you to flexible sdlers because their back is againg the
wal.

.

Unit Two, Page 4




Obsolescence: The point & which something has gone out
of style or out of date so that it is no longer useful or
practical. In rea estate, a property can become obsolete when
it is outdated, when the economy changes, or when the
expectations of property owners change. Owners of such
property can often be flexible, especidly if they cannot clearly
see how future use could be facilitated through conversion.

Redltor: A copyrighted term that gpplies only to red edtate
agents who are members of the National Association of
Redtors. The broker for agiven agency is caled a Redltor and
agents licensed to him are cdled Redtor-Associates. Only
Redltors and Realtor-Associates have access to the Multiple
Ligting Service. The Nationd Association of Redltors prefers
that a"®" gppears after thistitle as a superscript.

2.3 KEY POINTSABOUT FINDING FLEXIBLE
SELLERS

Asyou read this unit, kegp the following key pointsin mind.
They will guide your thinking and help you to keep the proper
perspective on the information you will be assmilating.

M Good deals come from avery smal percentage of sdlers.

M Finding the right sdller is as important as finding the right
property.

M The more you know of aflexible sdler's true maotivetion, the
better chance you'll have of concluding agood dedl with him.

M Sdler flexibility can be a communicable disease. Make
certain the property you're looking & isimmunized before you
closethe dedl. In other words, avoid taking over someone
elsg's problem just to get agood dedl.

M Hexible sdllers can be found in many places, some easer to
discover than others. By prioritizing your efforts, you can save a
greet ded of time.

.
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M Asared edtae investor, you are a problem solver. Asyou
solve aflexible sdler's problem, you'll be benefiting both of you.

24 TWO KINDSOF FLEXIBLE SELLERS
What IsaFlexible Sdler?

A flexible seller isarare breed. Heistherea estate owner
who is S0 anxious to sdl that hell be very flexible with his price
or terms--or both. Flexible sdllers represent the smallest
percentage of the population of salers. Successin red edtate
investment depends on finding flexible sdllers and helping them
with their problems. The person who buys from inflexible sdlers
ends up paying too much for properties and & too high an
interest rate. That's certainly no way to reach financia
independence!

Hexible selers come in two varieties wholesde and retail.
A wholesale flexible sdler iswilling to discount his price
substantialy in order to sdll his property quickly. A retail
flexible sdller may not discount his price, but heisvery flexible
in the terms he will accept.

Both varieties of flexible seller are good for theinvestor.
But it'simportant to know which variety you've got on your
hands because each requires different techniques and
drategies. To complicate things further, some flexible sdlers are
acombination of the two, being alittle flexible on priceand a
little flexible on terms, but not too extreme in ether direction.

Don't worry! The different kinds of flexible sdller are easy
to digtinguish. All you haveto do is ask them.

THREE ILLUSTRATIONS

In the meantime, here are some examples to help you. Klaus
N. isthe proud owner of aduplex--or, at least he was, until he

.
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got apromoation a work. He was moved from digtrict
supervisor of saesto regiona director. Now he has to make
the rounds through six states, with a sgnificant stcopover to
work with the sdlesmen in each mgor city. It seemslike heis
gone more than he ishome.

Astime has gone by, the duplex has become more and
more burdensome. He isn't home enough to adequately manage
the property, and he fedls the tenants are taking advantage of
him. His solution: sdll the duplex, and do it fast. Heiswilling to
carry acontract with an interest rate that isjust abit less than
the going rate. Moreover, he will discount his price by severd
thousand dollars, smply to move the property quickly. Klausis
a wholesde sler.

AngeaT. isin adifferent stuaion. She bought arenta home
afew years ago, and she has enjoyed watching its value
gradudly climb. At the same time, she opened a small computer
store--and that's the source of her problem. The computer
gtore never did do very well, and Angela kept feeding more
and more money into it. Now, forced againgt thewall, she
knows she has to liquidate.

Unfortunatdly, the businessis going to leave a bitter
legacy: severa thousand dollars worth of debts. Angela knows
only one way out. She must sdll her rental home.

She doesn't care much about the interest rate she gets from
the new buyer, but sheisfirm about the price. She needs the
money S0 she can pay her debts, and she needs it up front.
Angdaisaretail Hler.

Stephen W. is arare combination of the two. He bought a
house two years ago, and its negative cash flow isdraining him
dry. Heiswilling to discount the price and cut the interest rate
on the contract--anything to make a quick sale. But one caution
to the excited buyer: will you buy this once-in-a-century dedl
only to find out ayear later that you've become as desperate as
Stephen was when he sold?

A good dedl is not necessarily dways a good deal. Now,
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before anyone gets too busy contemplating the Zen of that
datement, here is arough trandation: Flexible sdlers can help
us make our fortune--but, only if we buy propertiesthat are
right for us.

25 WHAT CAUSESSELLERSTO BE FLEXIBLE?

When people buy red edtate, they are dmost invariably
excited about their prospects. The new property, they are
convinced, is going to open the door to ther financia
independence. Then something happens to transform them into
very unhappy sdlers. It's hepful to understand what does
happen to them so you can know how to ded with them. We
can learn how to be effective problem solvers. And, at the
same time, we can discover the secrets of avoiding becoming
flexible sdlers oursdlves.

The reasons people become flexible fit into three broad
categories. persona problems, property concerns, and
economic concerns. Sometimes aflexible sdler will have a
combination of reasons.

When we seek to acquire real estate, we must keep one
caution awaysin mind: we want to solve the flexible sdller's
problem, not buy the problem from him. In other words, the
reason he's aflexible saller may transfer with the property.
Those problems may be impossible or overwhelmingly
expensve to cure and should be avoided like a plague, no
matter how inviting the price or terms. Happily, many problems
can be solved inexpensively or with your knowledge and
credtivity.

Here are the three categories of problems that motivate
slersto becomeflexible:

1. Persond: Thisincludes problems or Stuations that have to
do only with the sdler. They will not pass on with the property.
These flexible sdlers are often red finds.

2. Property: Thisincudes factors that are inherent to the
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property. They may be curable or incurable, expensive or
inexpensve. Anayze carefully before you buy to see which

category applies.

3. Economic: Thisincludes problems with the generd
economy, problems with the city or the Sate, or problems with
the property's location. This category generdly contains factors
that are out of control. Beware! Y ou should generdly avoid this
type of sdller--or at least consider dl the problems very
carefully before you buy. You may end up "don't wanting” the
property too.

These three categories bresk down into specific
gtuations asfollows.

WHY OWNERSWANT TO SELL

M PERSONAL

Owner's location
Time/Hedth
Retirement
Divorce
Management
Fnancid
Partnerships
Estate Sales
Ignorance/Emotion

M PROPERTY

Management
Financing
Obsolescence

M ECONOMIC

Loca Economic Changes

.
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Loca Neighborhood Changes
Law Changes
Pending Changes

Now let'slook at some examplesin each category:

CATEGORY 1 -- PERSONAL CAUSES OF FLEXIBILITY

Owner's location. The location of the property owner can
affect the management of the property. For example, Bob
S. has recently been transferred to another state. Needing a
place to live, he bought a homein his new state--but he il
hesn't sold hisfirst home. The result: the "double payment
monger” is eding him dive. At the sametime, hishomeis
vacant and heisworried sick about vandaism. To say Bob has
become aflexible SHler is putting it mildly.

Time condraints or sckness. The sdler may have become
too busy to manage or worry about the property. Or, he may
have hedth problems that interfere with his ability or desireto

manage the property.

Retirement. The seller may have judt retired. He wants to
travel, or take it easy, or Smply not have to worry about
managing redl estate any more. An older couple may aso be
moving to adifferent climate or to asmdler home.

Divorce. Ruth and her hushand were very active in building
aprofitable red estate portfolio. But, after a bitter divorce,
Ruth had only bad memories about everything her husband had
touched. She quickly became a very anxious and flexible sdler.

Management Approach. Some investors are frankly such
poor managers that perfectly good properties become painsin
the neck. Soon they become absolutdly fed up with owning redl
edate. A lack of knowledge of management and generd
business principles can make aworld of difference between a
happy landlord and an unsuccessful landlord.
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Financid A lot of thingsfal under this category. It may
include a sdller's debts, bankruptcy problems, investment
capital needs, foreclosure concerns, atax Situation, or aneed
for gatus symbols (a sdler may be sdlling his property to buy
carsor jewery or thelike). (You'l note that foreclosure is aso
listed in the property category--but the problem often begins
here, with the person.)

Partnerships. A good partnership can be heaven. A bad one
can be--well, you get the idea.

When partners no longer see eye-to-eye, they often have no
choice but to sl their properties. And, with emations getting
involved the way they do, partners will sometimes go to gresat
lengths to get rid of the property fast so they can berid of the

partnership.

Ernest and Vern are two old friends who started out as
partnersinvesting in red estate. They were aggressve and
energetic, but they found that they could not see eye-to-eye on
management decisons. When things started to dip, each began
to blame the other. They finaly decided to sdll the properties
and dissolve the partnership before they would start to hate
each other. Ernest and Vern have become truly flexible sdllers.

Edtate sales. When a property owner dies, he often leaves
property his heirs don't want. They would rather make a quick
sde and have the money. And sometimes the executor of the
estate may need to liquidate assets to pay taxes.

[gnorance, neurctic fears, or emotions. Unfortunatdy, many
sdlers make emotiond decisions, seeking to sell agood
property because of ignorance of economic factors and market
conditions. Others have afear of doomsday or an emotiona
didike for a particular property for some reason that is perfectly
vaid to him, but does not affect the value or desirability of the

property itsdf.
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CATEGORY 2 -- PROPERTY CAUSES OF FLEXIBILITY

Management. Management sometimes falls into the persond
category, but it can aso have much to do with the property
itself. Because of neglect or because of the condition of the
property, it may now require intendve management. The type
of tenants may aso affect the management; certain tenants may
attract like-minded tenants while deterring the more desirable
vaiety. It isnot unheard of for a building to be only 50 percent
occupied because of a single undesirable tenant.

[llugtration: An attractive office building in agood part of
town had two spaces leased to "problem™ tenants. Both paid on
time and both were legitimate. But one was a government
agency frequented by lower class individuas who were a
nuisance to vigtors of the other offices. And the other space
was occupied by a private concern that promoted controversial
(though legd) family planning practices. The negative aspect of
these two tenants was such that the building remained 50
percent vacant.

Property ownersin thiskind of Stuation can quickly become
flexible. But problem cases like these can be quickly remedied
by getting rid of bad tenants or by changing the looks or “curb

apped"” of the property.

Exiging Financing. The exigting financing on a property can
create real problems. Negetive cash flows can be extremely
discouraging, and they have away of reasserting themsdves
every month. Balloon payments and escalaing interest rates,
due to variable rate loans and adjustable rate loans, can dter a
sler's financing Stuation dl too quickly, not to mention his
dispogition. And, in some cases, the seller secured financing
that he never should have agreed to in the first place.

For example, Bruce L. bought a property two years ago
that had a two-year baloon. He made no advance plansfor the
balloon and, due to his persond circumstances, he is unable to
obtain additiond financing to pay it off. Bruce has now become
adefinite flexible ler.
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Obsolescence. All by itsdlf, obsolescence might not be a
problem. But when it begins to affect rent levels, tenant quality,
or resdle possihilities, it can cause the owner to become
serioudy flexible. Obsolescence can come in many forms. The
style or structure of the property might be out of date. Think of
afour- or five-bedroom home that has only one bathroom, for
example. Or afour-gtory building without an eevator. Such
obsolescence can lead to overwhemingly expensive changes.

In some cases, the obsolescence may be imposed suddenly,
asin the case of changesin zoning or fire codes. Sometimes this
type of change can smply bethe last straw for an dready
harried owner.

CATEGORY 3 - ECONOMIC CAUSES OF FLEXIBILITY

Loca Economic Changes. Changesin the loca economy
can affect the demand for arenta unit or the marketability of a
property that isfor sde. A mgjor employer in the area may
have shut down or laid off alarge number of workers, for
example, or an entire city may bein decline.

Loca Neighborhood Change. Over a period of time, certain
neighborhoods become less desirable. Properties become
harder to sell and good tenants harder to find. An owner who
finds himsdf in this Stuation often becomes anxious to s|
because management has become too intense.

[llugtration: When Clyde A. bought his rental home about
twenty years ago, it was a nice, respectable neighborhood. But,
in the last few years, the area has become increasingly run
down and now Clyde couldn't bring in good tenantsif he pad
them. The property is becoming more and more run
down--since Clyde has lost dl desire to effectively manage
it--causing it to blend right into the neighborhood Clyde so
despises.

Another local change has to do with the competition. The

laws of supply and demand may bring deadly competitionto a
rental unit that previoudy had little challenge. Perhapsthere are

.
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more renta unitsin the area than before--or fewer tenants.
Either way the owner may become discouraged and become
flexible. You, as new owner, might possibly be able to cure the
problem either by upgrading the property or by lowering the
rents.

Laws and Government Changes. Local laws can sometimes
make a big difference in an owner's success. Perhgps a zoning
change affects the neighborhood. Or maybe rent controls have
been imposed, and an owner may be in a Stuation where he
can no longer raise hisrents or isrestricted in how much he can
raise them. Either Stuation can create flexibility--and the new
owners could wdl follow in their footsteps.

Pending Changes. A sdler may know of some pending
changes that will adversdy affect his property, and he may be
trying to sdll before the changes take effect. For example, he
may know that a proposed highway will come near or possibly
through his property. Only if you do your homework will you
be able to learn the same kinds of things for certain, since the
sdler may not disclose them to you.

2.6 HOW CURABLE ISTHE PROBLEM?

Once you've learned the reason why a sdler isflexible, you
must ask a hard question:

"What effect will this have on me, asanew buyer?' The
reasons that are under Category 1, which are persond to the
sler, will not have any effect on the new owner, but reasons
under Category 2 may pass on to anew owner. They may be
something you can correct--but sometimes making a correction
will be too expensive, time consuming, or impracticd. Findly,
reasons under Category 3 are probably not curable.

You can see why it isvita to know whet the sdller's
moativation isand if it will have any effect on you as anew
owner. If it isa problem you will inherit, it isimportant to know,
in advance, whether you can correct it, how to correct it, and
how much it will cogt.

.
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Remember, some flexible sdllers have very good reasonsto
be that way. In many cases, you may be attracted to the sdller's
generous terms, but after andysis, you'll learn that you wouldn't
want his property even if he gave it to you.

The situation of Jason R. isagood case in point. He Sarted
looking for rental homes in the newspaper ads. One ad read:

"NO DOWN. Assume 9%
on $65,000 home. 3
bedrooms, 1-3/4 baths, full
basement. Excdlent condition.
By owner. Call 555-5555."

Jason had done his homework and he knew a good ad
when he saw one. And this buy seemed to be too good to be
true. During hislunch hour, he cdled the sdller and hed allittle
chat. Everything was as advertised. There seemed to be no
hidden problems. In fact, the sdller, Mr. Thomas, was so
anxious that Jason got the idea he might be even more flexible
than the ad had indicated.

Jason dmost made an offer right then. But he decided to
take alook at the property, just to be safe. That evening, Jason
drove by the home. Suddenly his bubble burst and sailed away.
The home was just as Mr. Thomas had said. It wasin good
condition, with no structurd problems, anew exterior paint job,
anice yard. But the neighborhood was a pit. Jason knew that it
would attract only the worst of tenants.

He bregthed a sigh of rdlief as he drove away, happy that he

had not been hasty. Now he knew why Mr. Thomas was
flexible. And, he was glad he had not taken his place.

2.7 NARROW DOWN YOUR SEARCH

Only asmadl percentage of sdllers a any given time will be
truly flexible sdllers. Many of those, even though they

.
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desperately want to sdll, either cannot or will not sdl their
property with the terms or price you need. Many potentia
buyers waste their time and energy trying to use their cregtive
financing techniques on sellers or properties that just don't
work. Such an approach is a short road to discouragement. ("'l
knew that nothing down approach wouldn't work! Every sdler

| talk to just laughswhen | try to negotiate.") At the sametime,
other investors are buying millions of dollars worth of red estate
because they have focused on sdllersthat both can and will sl
with good price or terms.

In aresearch project conducted by the Real Estate
Advisor during the mid-1980's, over a quarter million adsin the
magjor newspapers of Americawere surveyed and anayzed for
aperiod of some four years. It was found that less than 16
percent of the adsindicated any flexibility or motivation to
sl. Of these, only 2 percent indicated thet the sdller was highly
motivated and very anxiousto sell.

The chart on the following page summarizes the findings
of thisimportant research project.

It makes little sense to waste time with sdlerswho are less
likely to sdll on your terms. The great mgority of sdlerswho
will cooperate with you are those who have compelling reasons
to sdl. So why spend precious time with the others?

2.8 HOW TO FIND THE BARGAINS

Now that you know what flexible sdllers are, how do you
find them? Sdlers don't just show up on your doorstep one
morning and say, "Hi, I'm flexible! Let'stak termd™ Youll
have to go out looking.

We have divided the sources of flexible selersinto five
different categories and have tried to arrange them in an order
that reflects the most valuable sources. They are ranked in
descending order, with the most productive listed first. But
don't be deceived by our ranking--the sources at the bottom
are perfectly legitimate and can yield some greet flexible
slers. Were smply trying to give you an indication of where

.
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you might want to sart.

M CATEGORY 1 -- NEWSPAPER
ADVERTISING
Classfied ads

Property buying ads

M CATEGORY 2 -- REALTORS
Redltors
MLS book and computer
Trade and exchange clubs

M CATEGORY 3 -- REFERRALS
Finder's fees
Friends and referrds
Attorneys and accountants

M CATEGORY 4 -- PERSONAL RESEARCH
Foreclosures
Repossessions
Out-of -state owners
Drive arounds
Lega papers
Public notices
Suitsand liens
Bankruptcies
Edtate sdles
Corporate relocations

M CATEGORY 5 -- OTHER ADVERTISING
Flyers
Business cards
Farming

2.81 CATEGORY 1-- NEWSPAPER ADVERTISING

To give you some idea about the relative importance of
newspaper ads as a source of flexible sdllers, we need only
refer to the case book How To Write A Nothing Down Offer
So That Everyone Wins by Dr. Richard J. Allen. This book,

.
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which was compiled after areview of thousands of actua
transactions based on the Robert Allen methods, discloses the

fallowing important summary:

LEAD SOURCES FOR CREATIVE TRANSACTIONS

39% From Classified Ads

31% From Red Estate Agents

13% From the MLS Book

9% From Friends and Colleagues
6% From "For Sde By Owner" Signs
2% From Exchange Brokers

From this summary it is clear that the newspaper isthe
single most important source for finding flexible sdlers. The
classified ads of nearly every city arefilled to the brim with red
edtate properties for sde. Asindicated earlier, some 16% of
these ads, on an average, are placed by owners who are at
least moderately motivated to sell quickly. Around 2% of the
ads are placed by ownerswho are, in effect, crying for help.
These are the intensly motivated sdllers who will most likely be
willing to ded with you on flexible price and/or terms.

THE IMPORTANCE OF PERSISTENCE

Remember: only 2% of the ads come from sdlerswho
will be truly flexible. Does that suggest the need for patience
and persistence?

Hereisan illustration. When Steve and Donna
B. decided to dart investing in red edtate, they turned right to
the classfieds for leads. Steve got home from work firgt, and
before he did anything e se, he scanned the ads. When Donna
came home, they took turns caling the sellers who seemed like
good prospects.

On thefirg few nights it seemed they were getting

nowhere. They began to bdieve there was not asingle flexible
sler in the entire city! But the more they cdled, the more they

.
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were able to refine their approach. Then they realized that they
had been asking the wrong questions, or at least, asking
questions of the wrong people. Soon they developed more
skills at reading the ads like the experts--by going after the
clues of flexihility. And Steve discovered that Donna was more
effective in the initid contact. Every night theregfter, Donna
began making the calls while Steve made supper.

In the second week, things began to pick up. Donna found
three sellers who passed her screening. After she finished
talking to the third one, she hung up the phone and danced from
the study into the kitchen. "I've found some! I've found
some!” she shouted. "And were going to be rich!”

That weekend they went to take atour of the
properties. One wasin a horrible part of town, asthey learned.
They made a note to do better homework. The second house
had dready been sold. The third was a possibility--but they
decided after afailed negotiation with the seller that he wasn't a
flexible sdler after dl.

So they continued their search. In the third week they found
more possibilities, and in the fifth week they made thar first
formad offer. Again, their negotiations broke down.

But they didn't give up. After sx months they owned two
rental homes, and by the end of the year they owned a duplex
aswell. All had break-even cash flows (necessary, given
Steve's and Donnas financid picture), and al had been bought
with little or none of their own money down.

USING BUYING ADS.

Some investors have found a short-cut to success-a
lazy man'sway to finding truly flexible sdllers. Their gpproach is
ample: they place their own ad in the newspaper under the
section of Red Estate Wanted. It also helpsto use the For Sde
sections. Prospective sellers often read other people's ads
before placing their own. Y ou might get cdls from ownerswho
haven't even put their properties on the market yet.

.
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Three different kinds of ads have been successful: "Fast
Cash," "Win/'Win," and "Mom & Pop." Y ou should use the
kind that works best for you.

M FAST CASH. This ad concentrates on purchasing
properties at discounted prices from "wholesa€' sdlers. It
usudly says something like this

FAST CASH. We buy real estate. Call
555-1234. Ask for Jane.

Thisad can be very dtractive to the sdler who finds himsdlf
in apinch. When he calls, you can explain that in exchange for
your cash up front, you will need him to discount his price.
Some sdlerswill bak (they are not truly flexible sdllers); others
will jump at the chance. And where do you get the cash? Find a
partner, or use another method discussed in the unit dedling
with creative finance techniques.

M WIN/WIN. This ad indicates that the seller will get his
price, but that you, the buyer, must be able to name the terms.
It goes dfter the "retall” sdler. It reads.

FULL PRICE

| will give you full price for
your homeif you will sdl to
uson flexible terms. Cdll
John at 555-4321.

This ad apped s to many people. Large numbers of
homeowners are unable to see the correlation between price
and terms, and they'll ignore terms to get the full amount they
think their home isworth. In essence, they are letting their
emotions control their decisons—-at a significant savings to you.

M MOM & POP. This ad apped s to many people because
of itsring of a"down to earth, home town" type investor instead
of alarge, incongderate company that is out to get them. It
reeds like this.

Private investor would like to buy rea estate. Good price and

.
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terms. Call Annette at 555-1111.

These ads can be placed in loca papers, "nicke ads,” free
Red Edate Circulars, and locad magazines. Cregtive individuads
have even had success placing such adsin larger paperslike the
Los Angdes Times and the Wall Street Journal.

Does this gpproach redly work? Absolutdy! Some highly
successful investors do nothing else. They place their ads,
answer the phone, use the Nothing Down techniquesto close
the dedls, and watch their total net worth grow and grow.

2.82 CATEGORY 2-- REALTORS

We begin this section with an illustration. Zachary F. wasa
down-and-out factory worker during the latest of a series of
discouraging economic downturns. After helogt hisjob, he
found work at a gas station, but he felt there had to be a better
way to survive in atough world. One day, while visting the
library, he picked up abook on real estate. He was impressed
by the possibilities, but he didn't have alot of confidence in his
ability to find theright kind of properties.

The next day, before he went to work, he visited ared
edtate agent whose office was near hishome. He explained his
gtuation and said he wanted to get into arenta home for little
down. The agent dmost laughed in hisface. "I've heard of
people trying to buy for nothing down,” he sad. "But you might
aswedl know it doesn't work. If theré's one thing I've learned in
my fifteen yearsin this busness, it's that money talks when
you're deding in red estate.”

Zachary was discouraged, but he didn't quit. He visited
another agent, then athird, then afourth. On hisfifth try, he hit
the jackpot. The agent talked the language Zachary wanted to
hear. "Nothing down?"' he said. "Of course. Why spend your
own money when there are so many other ways to structure
dedls.”

He asked Zachary what his parameters for buying
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properties were. Zachary wasn't entirely prepared with an
answer, 0 he went home and did some figuring. Then he went
back. "I don't want to look at anything larger than a
sngle-family home" Zachary said. "Let's seeif we can find
something for little or nothing down, with a reasonable interest
rate. Something that doesn't cost more than $70,000."

"Sounds good," the agent replied. "Of course, you know
these kinds of properties don't just grow on trees. I'll have to
look for awhile, and even then | might have to cultivate a dedl.
But well get something to work. Don't worry."

Severd weeks later, Zachary closed on hisfirg investment
property, using money from anew partner to help with the
down payment. Then he sent his agent out looking for another
home. He had learned an important principle about buying red
edtate: the professonals can be your best friends.

Let'slook at how redl estate agents—-and their best toal, the
Multiple Ligting Service--can hdp usin our finding efforts.

Red Edtate Agents. A great number of the good properties
you find will come through working with redl estate agents or
"Redltors," as agents who are members of the Nationa
Association of Redltors are called. But there are good and bad
times to work with agents, good and bad ways to work with
them, and good and bad techniques and properties to work
with them on. Y our success will come by knowing the
difference. Here are some basic tips:

M Don't be greedy.

M Beredidic.

M Be clear about your gods and follow through.

M Work with more than one agent until you find the right one.
M Use a"Buyer's Broker Agreement.”

M Use third-party negotiations to your advantage.

Don't be greedy. Agents have to eat too. Avoid performing
"commissiondectomies’ on them by trying to take dl their
money. Be fair with them and let them earn what they
deserve. The win/win philosophy needs to apply here too. If

.

Unit Two, Page 22




-

your agent is doing alot of work, pay him back by arranging
the kinds of dedls that will generate some cash for a
commission. Asking an agent to work hard and then expecting
him to take his commission on a note sounds good and may
work in some instances, but not in most.

On the other hand, if you are doing mogt of the work in
finding the properties and the agent helps only with negotiations
and closing, then partid commissions and commissions pad
over aperiod of time may become more acceptable.

Beredidic. If you waste an agent's time searching for
properties that are not redigtic, then pretty soon they won't give
you any more of their time to waste. Know exactly what you
arelooking for (alittle practice will help you here), and don't try
to move out of the parameters that work for you.

Be clear about your gods and follow through. It isvitd that
you give your agent clear ingtructions on what you are looking
for, preferably in writing. For example, you may say, "'l want a
sngle-family dweling with three bedrooms and 1-1/2 baths, in
the $55,000 to $60,000 price range. Also, the seller needsto
give one or more cluesthat heiswilling to be flexible™ When
your agent finds a property that fits into those parameters, be
ready to act quickly to check it out. If you don', you'll wind up
with a disgruntled agent who soon refuses to work for you.
Youll aso wind up making no progress on your invesment

program.

Work with more than one agent. For a variety of reasons,
agents do not aways follow through on finding you
properties. As a safety feature, don't rely on just one agent, but
do beloyd to the ones who prove to be hepful. And if you do
find an agent who can locate for you as many good properties
as you can handle, then by dl meanswork with him or her. But
such agents are rare, and the odds are that you might need to
work with two or three agents at once until you find the
"golden” one.

Use a"Buyer's Broker Agreement.” One of an agent'sbig
concernsisthat he will bring you a property and you will follow

.
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through on your own or with another agent. It is hdpful for an
agent to know you are working with other agents, but he needs
to know that he is protected when he brings you a property. A
"Buyer's Broker Agreement” (or "Purchase Agency™) will
accomplish that god. In the agreement, you state that you will
work with no other agent on a particular property for aset
period of time. That protects the agent from competition; with
his commission protected, he will work hard to help you make
the dedl.

One of the biggest advantages of the Buyer's Broker
Agreement isthat it can help the agent in his negotiations. By
mogt date laws, a salling agent is consdered a sub-agent of the
ligting agent. This means that he legdly represents the seller and
is bound to do the best job for the seller that he can. But dl this
changes with a Buyer's Broker Agreement. Then your agent is
responsible to you, the buyer.

To avoid double commissions and the agent relationship
with the sdler, point out to the ligting brokerage that the sdling
agent istaking his commission from you, the buyer. Thelisting
brokerage should therefore agree to take only haf of the
norma commission--or the price of the property should be
dropped accordingly. Thisis exactly what the listing brokerage
would have received in the first place, snce they would have
gplit the commission with the sdling brokerage. With a Buyer's
Broker Agreement, the same amount of commission is paid to
the same people asin atypica transaction, except that half
comes from the sdller and haf comes from the buyer. No one
pays more and no one receives less. Yet the sdlling agent is
more free to negatiate in your favor, which will surdly be
reflected in the terms and price.

Use third party negotiations to your advantage. Having a
third party involved in the negatiations can be an important
benefit for you. It can provide awonderful protection: if you are
negotiating with the sdler persondly, he can put you on the spot
and ask questions that you would prefer not to answer.

An agent worth his salt can usudly save you more money
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than his commission amounts to. He can take a pogtive
approach with the seller and follow the philosophy of "don't tell
me what you won't do, tell me what you will do." A good
agent will try not to leave without a counter offer if the origina
offer is not accepted.

One way to improve your negotiationsis to have an
agreement with your agent that provides an increased
commission if he can get better terms and a better price than
you were hoping for. That way, negotiation isto his advantage.
Without such a provison, he knows that the more he discounts
the property, the less commission he gets.

ML S book and computer-assisted searches. The Multiple
Listing Service provides a cooperative exchange of listing
information to subscribing Redltors. All of the properties listed
through this service appear in abook that is usudly published
two to four times per month. Though it is confidentia
information, many Redltorswill ill tend to let you look & it.

Y ou shouldn't have much trouble getting access to a copy of a
current listing book. Y ou don't have to have a copy to
keep--just ask your agent if you can look through the book in
his presence.

Thelisting book pulls together agrest dedl of information
about each property. It gives the location of the home, its size,
its amenities, and specid terms the sdler may consder (if any).
A picture of the property is even included.

The "remarks’ section of each listing will often contain clues
about the sdller's motivation. Y oull often find informeation about
asdler who isin foreclosure, being transferred, "very anxious
to sdl,” or "desperate.”

Many agents will have access to the ligting files through a
computer. The computer can save both agent and investor alot
of time. With its "search”" function, you will be able to look for
particular types of property or sdler conditions by smply
punching afew keys on the keyboard.
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For example, you can ask the computer to give you every
reference to "foreclosure.” Type in the request, wait afew
minutes, and the computer will give you a printout of every
listed property that isin foreclosure.

If you have ahome or business computer, you might be able
to hook into your Redltor's system. Smply make aded with
the brokerage that you will write your offers through them. The
monthly connection fee is sometimes as low as $50.

Here is asample of some of the cluesthat can be searched
for using the ML S book or computer: foreclosure, desperate,
anxious, flexible, must sell, quick sale, transferred, vacant,
trade, exchange, low down, discount, below appraisal,
reduced, motivated, fast sale.

These are just afew of the cluesto look for in the "remarks'
section of aproperty'slisting. Of course, some clues have a
higher priority than others. For example, the term "desperate’
shows alot more motivation than the terms "must sdl." But any
of these terms can put you on adirect linewith aflexible sler.

The computer can aso search for other helpful items such as
free and clear properties or properties with low loan balances.
It can even be very specific, searching for properties, for
ingtance, that are free and clear and that say in the remarks that
the sdller will take alow down payment and a contract for the
balance.

Trade and exchange clubs. Much of the concepts of
credtive finance originated in the fidd of "exchanging." Al
around the country, groups meet on aregular basis to exchange
red estate. These agents and sdllers are much more cregtive
and flexible than the generd public (and most regular
agents)--and they are often aware of flexible sdllers.

Most clubs do not require you to be areal estate agent
before you can attend. If they do, arrange with an agent to
attend with him. Y ou can aso cdll the Creative Real Estate
Magazine in Leucadia, Cdifornia, and subscribe to their
publication, which ligts dl such exchange groupsin the country

.
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in each monthly issue (including the names of the group leaders,
plus addresses and phone numbers).

2.83 CATEGORY 3-REFERRALS

Once again, let us begin with an illugration. Shirley M.
had no time to spend looking for the flexible sdler, or so she
thought. She was so convinced that the system would work for
her, though, that she tried to make time. She andyzed her
schedule and decided to get up a haf-hour earlier every
day. During that "extrd" time she had created, she would go
through the newspaper and mark ads that seemed promising;
then, she could call the sdller later in the day.

During the first week, Shirley got up fathfully. She read and
marked the paper every morning, making notations beside the
properties she felt were red-hot. But she never had time to
follow through. She didn't meke asingle cdl al week.

At the beginning of the second week, she got a heavy cold.
Even though she wasn't Sick enough to stay home from work,
she redly needed al the deep should could get.

During the third week Shirley was better, but she couldn't
get her body off the mattress when the darm rang in the
morning. Yes, it was good to be financialy independent--but it
was aso good to get enough deep so she could function from
day to day.

It was ared dilemma She was about reedy to giveit dl up
when she redized shewas going it dl wrong. She didn't have
to do dl thework. What if she got others to do the looking for
her?

She talked to friends and asked them to be on the lookout
for good posshilities for her. But even more directly, she asked
acollege sudent if he would be willing to help her. She agreed
to give the college student a

percentage of the purchase price on every property she was

.
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ableto buy.

The student went to work, and Shirley dept an extra
haf-hour every day. When the student finaly began to bring
possibilities to her, she had to rearrange her schedule to look at
them. She was surprised that she was able to do it--a house in
the hand seemed to be worth more than two in the ads.

Now Shirley's gross worth isin excess of amillion dollars.
And the college student has earned enough to put himsdlf
through college. (An interesting postscript: the student has
become so proficient at finding good properties that he has
purchased some himsdf. And heisthinking of investing full-time
after graduation, ingtead of pursuing his accounting
career. Shirley redlizes that she soon may have to find another
finder!)

Using other peopl€'s referrds can sometimes save alot of
time and effort. Here are three ways that have proven
successful:

M Finder's Fees. Someinvestors, like Shirley, are kept
running by agood finder. And the finder is able to maintain a
moderate earning off the fees he earns.

This idea can be expanded. More than one investor has
found that he can multiply his efforts by teaching others how to
spot good properties. Then he turns them loose with a promise
of afinder's fee on every property he closeson.

Others have been even more specific. They may, for
example, teach afinder how to search out foreclosures by
looking at recordsin the County Recorder's office. The finder
does dl the tedious research work, but when he finds a good
buy, he gets rewarded accordingly. And so does the buyer.

If you use this technique, check to make sure paying a
finder'sfeein your area does not violate any laws.

M Friends and Referrds. Friends are an incons stent
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source of help--even a best friend won't go too far out of hisor
her way to help you find good dedls. But if you let friends know
what you're looking for, they may remember if they happen
across a possibility. If you put the word out, through business
cards or any other method, that you are looking for flexible
slers, every oncein awhile you'll hear in reply, Y ou ought to
cdl my neighbor. Just the other day he said he would give
anything to get rid of arenta he has across town."

M Attorneys and Accountants. Attorneys sometimes
know of divorced or divorcing couples who have properties to
sdl. They aso may know of people who are having financia or
legd troubles—-and a number of those will be flexible property
owners.

Accountants are good sources of people with financia
or tax problems. They will very likdly hestate giving out
names--as will atorneys. But tell them what you are looking
for. They may be willing to give your nameto their dients. If the
dient isatruly flexible sdler, he will get in touch with you.

2.84 CATEGORY 4--PERSONAL RESEARCH

William Z. was having the worst year of hislife. Firg his
wife divorced him. Then helost the job of his dreams, and the
new job brings only boredom. And now he has just received a
notice that the bank is foreclosing on his four-plex. If someone
would only make him a hafway decent offer, he would quickly
unload the property and save his credit rating.

Jenny H. was on top of the world when she bought her
three homes. They were perfect rentals—-the people paid on
time, and when there was trouble she had to drive only afew
blocks to dedl with it. Then she was transferred out of State,
and everything fdll gpart. Sheld love to sdl and gtart over again
in her new city. But her homes are just Stting there, dong with
the thousand others for salein her old area.

Carlos A. inherited his parents home after his widowed
mother passed away. He was busy with hiswork and redlly

.
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wasn't interested in managing a renta home. He put the house
up for sale, but the market was so saturated that no one even
looked at it. Meanwhile, tax time is coming up, and heis going
to have to pay property taxes on a home that is vacant and that
he doesn't even wart.

What do these three people have in common? Yes,
they are dl flexible sdllers. In addition, their Stuations are such
that someone committed to financia independence could easly
find out about them. All it would takeisalittle persond
research. This section will tell you how to be successful with
this excdllent source of flexible sdlers.

M FORECL OSURES. Foreclosures dmost inevitably
create flexibility. Not all foreclosures are good dedls, of
course. But some can practicaly be asted.

There are four different times to work with foreclosure
properties. Each requires atotaly different procedure and
srategy. Let'slook at the four opportunities to work with
foreclosures:

M 1. Before foreclosure begins. This can be the best
point in time to work with a foreclosure property. After the
costs and back payments start adding up, the property
becomes harder and harder to buy. At the same time, the
sler's motivation increases. Another motivator: the tone of the
bank's | etters sometimes scares the sdller to the point where he
thinks heis dready in foreclosure. The seller's plight is not
generdly known at this point, and you will have little
competition.

Redl estate agents are the best source before
foreclosure begins. Many times the property will be listed, and
the agent knows that it is gpproaching foreclosure. Perhgpsthe
best way to get the information isto have your agent put the
word out to his associates in the city: "'l have adient who is
particularly looking for properties with pending foreclosures.”

Another vital source isthe newspaper. Eveniif thead
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says nothing about foreclosure, you can get to the seller'strue
moativation in a hurry by asking one question: ""Are the payments
current?'

Ancther source can be the bank or financid inditution
that holds the mortgage. Of course, they generdly won't give
you the names of those who are facing foreclosure, but they
may give the property owner your card or phone number.

M 2. During the foreclosure process. Once a
foreclosure is started, it becomes a matter of public record. A
short trip to the County Recorder's office can tell you which
propertiesin your area are a this stlage in the process. A letter
and a phone call can let you know, without a good ded of
effort, if they are willing to sdll. Many ownersteke awhile
before they redize that they redly need your services, soa
follow-up letter and acdl in two to three months would be well
worth your time,

But walk softly. Once foreclosure has begun, a sdler tends
to fed very pressured. He will not respond very well if
additiona pressure comes from you. Do your best to convince
the sdller that you come as a friend with the crestivity to help
him solve his problems--not as a shark waiting for his financid
boat to sink.

M 3. At the foreclosure sdle. Even though some of the
best properties are bought before the sale, a number of good
properties are till available.

Thekey to buying properties at aforeclosure saleisto
be able to get the essentid information you need without
gpending much time. Y ou need to be familiar with the value and
condition of the property. Try to make an ingpection; though in
some cases, if someoneis il living on the premises, you may
have to be content with seeing only the outside of the
property. Thefinancid inditution or individua who isfore-
closing will be able to help you to see the property. In addition,
it is standard practice for financid ingdtitutions to provide a
"foreclosure ingpection report” and an gppraisd a thistime.
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To buy aproperty at the sale, you will need cash or
some kind of financing. Establish short-term credit with banks
or partners so that you can buy the property at the sale, then
follow through with some long-term financing later.

M 4. After the sdle. That hard-nosed banker you
thought was impossible to ded with will Sng an entirely different
tune when he has to foreclose on a property. Many times
bankers become very flexible and anxious when they end up
with foreclosed properties. In fact, abank could even loseits
charter if it ended up owning too much red etae. Their
R.E.O. (real estate owned) properties are therefore something
they like to get rid of quickly. At times, they will discount the
price dragtically to move the property off their books. Other
times, to avoid aloss, they must receive the full amount of their
investment. In exchange, they will often agree to very soft
terms. Low interest and no interest |oans are sometimes made
available; some banks will even loan extramoney to fix up the
property. Even when they require adown payment, they may
let you call that down payment "pre-paid interest,” and they
may defer payments for ayear or two o that you can have
positive cash flow and money to fix up the property.

The mgor reservation banks have is that they do not
want to take that same property back again. Sometimes they
fed s0 strongly about thisthat they will not loan againg the
foreclosed property. In this case, try to find two
properties--one with bank A and one with bank B. Then get
bank A to loan on bank B's property, and get bank B to loan
on bank A's property, al as part of a package dedl.
Surprisingly, this often works.

REPOSSESSIONS. Banks are not the only indtitutions that
end up with unwanted properties after foreclosure. Others
indude:

FSLIC--Federd Savings and Loan Insurance Corporation
FDIC--Federal Deposit Insurance Corporation

VA--Veterans Administration

.
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FHA--Federd Housing Authority
FNMA--Federa National Mortgage Association
IRS Seized Property

Private Sdlers

FSLIC. The Federd Savingsand Loan Insurance
Corporation was set up to insure deposits at savings and loan
associations. At timesthey had to step in and help out a
gtruggling or falling savings and loan. Over time they built up a
considerable portfolio of unwanted properties that had to be
sold. With the wholesdle failure of many S& L'sin recent
times, the RTC, or Resolution Trust Corporation, was set up to
dispose of properties |eft over in the wake of the S& L criss.

FDIC. The Federa Deposit Insurance Corporation
insures deposits at banks. Aswith the FSLIC, they may end up
with foreclosed properties picked up from struggling or falling
banks.

VA. TheVeerans Adminigration insures certain loans
made by banks or mortgage companies. When those loans go
bad, they are taken back by the bank--but the VA often gets
them in the end.

The VA hasloca offices and people hired full-time just
to advertise and market foreclosure properties. Your red estate
agent can get on their mailing list (they work only through
agents) and even get a"'lock box key" that will open the doors
to their properties.

For more information, contact the nearest regiona
office of the Veterans Adminitration.

EHA. The Federd Housng Adminigtration has smilar
procedures to the VA and will dso have aloca office. For
more information, contact the nearest regiond or area office of
the U.S. Department of Housing and Urban Devel opment.
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ENMA. The Federal Nationa Mortgage Association
(nicknamed "Fannie Mag") buys loans from financid inditutions
like banks and mortgage companies. They foreclose on many
properties around the country, then have to resdll them.

|RS seized property. The IRS sometimes seizes
property due to nonpayment of taxes. For more information,
contact the nearest didtrict office of the Internad Revenue
Service.

Private sdlers. Pay particular atention to loans that
have been foreclosed on by a private party rather than a
finandd inditution. While financid inditutions are invariably
bound by rules and regulations, a private party can do whatever
he wantsto sall you his unwanted property. He can be cregtive
and flexible. If you catch him before the foreclosureis
completed, he might even sdll you the loan at adiscount. You
could then have the right to foreclose and profit.

Note: you can find foreclosures by private sdllers by
conducting research a the County Recorder's Office. Look for
Notices of Default or Notices of Sale posted on public bulletin
boards and advertised in the newspapers.

Now let's return to our consderation of other
possibilities based on personal research.

Out-of-state owners. Out-of-state owners often have a
grong desre to sell their properties. It istruly a hasde managing
a property by long distance--even when you have a
professond management company doing most of the work for
youl.

Y ou |ocate out-of-gtate owners through the public
records at the County Recorder's office or through the Tax
Assessor's records. Some investors have built an enviable
portfolio drictly through buying from out-of-state owners. They
write asmple |etter explaining their approach and asking if the
owner isinterested. Many won't be flexible sdllers. But many
will.
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Drive arounds. Drive through neighborhoods that
contain acceptable properties and look for "for sale€" sgnsand
"for rent” sgns. Stop and speek with the owner. "I notice your
homeisfor sae. | buy properties and wondered if | might ask
you afew questions” Then determine if the owner isaflexible
sler--and if you can solve each other's problemsin awin/win

way.

Also, look for properties that are extremely neglected.
Neglected or vacant properties sometimes mean a struggling
sler who isflexible. Y ou might be able to help.

Legal Papers. Legd notices are published in specid
legal papers—-and alegd notice sometimes means anew seller
who isflexible. The legd paperslis everything from divorcesto
lawsuits to foreclosures. Subscriptions to these papers are
typicaly quite expensive, but you can get access to them much
more chegply if you try. Seeif your locd library has a copy of
them. Or, see if you can buy used copies from attorneys, title
companies, banks, or anyone €lse who might have a
subscription.

Once you've identified some people to contact, send
letters asking if they would be interested in sdlling their red
edtate. Be careful how you word your letter, taking pains not to
be blunt or abrasive. Letters such as"now that you life has
crumbled into pieces, are there any chances you would like to
sd1?" are probably not going to get afavorable response.

Here is a better way:

"| understand you have recently
gone through some difficult
changesin your life. If one
result is that you now have
some unwanted red estate
properties, perhaps | can

help. | am not ared edtate
agent, just a private investor
trying to buy somered

edate. If you are interested in
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talking about the possibilities,
please cdl me at

555-5555. Thank you very
much."

Another letter that has proven successful reads as
follows

"We understand that because
of changing circumgtancesin
your life, you may be interested
in sdling your red estate. We
would be more than happy to
make an offer. If you are
interested, please contact me a
555-5555."

Public Notices. Public notices are usually posted on
bulletin boards around the County Recorder's office and other
public buildings. When the find stage of foreclosureis
approaching, for example, a"notice of sa€' must be postedin a
public place. Thiswill give you the date and time of the sde.

Public notices dso give information on estate sales and
tax sdes. Another source of public noticesis your loca
newspaper. They are often listed toward the back of the paper,
adjacent to the classified ads.

Suits and liens. Still another potentia source of
flexibility are suits and liens. A person suffering such financid
reverses sometimes needs to liquidate his red estate holdings.
Y ou can find out about lawsuits and liens that have been filed
through public records and legal papers. Approach them with
the same kind of letter discussed earlier.

Bankruptcy. Bankruptcy is dso amatter of public
record, and many times such information includes references to
properties that must be sold. In some cases, heavy discounts
are avalable, especidly when legd officids are anxiousto close
the case.
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Information about bankruptciesis avallablein legd
papers or at the bankruptcy court. Included in the papers will
be the name of the trustee who has been gppointed to handle
the details of the case. A glance at the papers should tell you if
the bankruptcy includes redl estate. If they don't, aquick cal to
the trustee will get you the informeation.

Some creditors at this point will take extreme discounts
if you buy out their position. In some cases, they are happy to
get anything at al. Even though the bankruptcy has just been
filed and may not have been closed, the court can release the
property for saleif it deemsit the proper thing to do.

Edate sdes. Heirs of an etate often find themsdves
owners of a property they don't want--or can't afford.
Sometimes the property must be sold to pay taxes and debts.
Whatever their reasons for sdlling, heirs can be very anxious to
sl quickly. They may be willing to discount the price or accept
very flexible terms.

An estate can be viewed as a partnership that has been
formed unwillingly. The same type of problems as exist in abad
partnership can sometimes be found among heirs. A cregtive
offer that finds away to divide up the proceeds might be
precisaly what is needed.

For example, when five heirs do not get dong and
would just as soon avoid future dealings with one another, a
buyer might suggest atrust deed with five separate promissory
notes. Thiswill give each heir his or her own note, and dl can
go thelr own way.

Notices of estate sales gppear in the papers, aswell as
in public notices at the County Recorder's office.

Corporate Relocations. When alarge corporation
relocates an employee, the company sometimes ends up
marketing or even buying the home. They can become flexible
amazingly fast and may not necessarily need cash.

How do you find these kinds of dedls? Mass mall

Unit Two, Page 37

.




-

letters to the mgjor employersin your state--the ones that also
have offices or factoriesin other sates. (Y ou may need to
address the corporate headquarters, which itself may be out of
gae) Tdl them what you are looking for. If they have nothing
at the moment, ask them to keep your letter on file so they can
contact you when they do acquire such a property.

2.85 CATEGORY 5-OTHER ADVERTISING

Weveincluded thisfina category smply by way of
information. These gpproaches to finding flexible sdlers do
work, but they are not nearly as effective as those listed in other
categories. Perhaps you would want to use these approaches
as supplements to your other, primary finding Strategies.

Hyers. Some investors have had success in digtributing
flyers door to door and in parking lots. Door hangers can aso
be made and didiributed very inexpensvely by young kids going
door to door.

The flyer need only advertise what you are looking
for--flexible sdlers—-and how interested parties can contact
you. The more graphicaly interesting your flyer is, the greater
chance you will have that otherswill look at it.

Business Cards. This can be one of the chegpest ways
to find good properties. A smple card with your name and the
datement "1 BUY REAL ESTATE," dong with your phone
number, might bring you some good cdls.

Of course, you cant just it back and wait for someone
to ask for your card. Pass out business cards to friends,
relatives, and anyone else you meet. Set agod and pass out a
certain number of cards every week. But if you want your
investment program to move steadily ahead, use other finding
methods & the same time.

Farming. Farming is a sales-prospecting technique

whereby you concentrate your effortsin a particular area. As
the term implies it involves planting seeds and waiting for a

.
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Crop to grow.

To farm, pick aparticular areathat you would like to
buy propertiesin, then begin to plant. This could include
knocking on doors, mailing out flyers, or hand-ddlivering flyers
or business cards. It can even include keeping track of who
owns what properties and |etting them know that you would be
interested in buying if they ever chooseto sl.

Farming involves alot of work and commitment. Other
methods can yield more fruit in lesstime. But farming does
work (after you've done your work), and some red estate
experts swear by it.

29 EFFICIENCY FACTORSIN FINDING FLEXIBLE
SELLERS

Which sources of flexible sdllers will give the best return
for your expenditure of time and money? Y ou can prepared a
chart that will hdp you make the decison. It will help you
evauate sources by five criteria-cod, time, Size of city,
economic seasondlity, and types of flexible sdler.

Indicate on your chart by an A-B-C rating how
productive a given sourceis for each of the criteria. An A
means the source is most productive, while C isleast. These
ratings break down asfollows:.

M Cost Category:
A =Minimd cog or time only

B = Lessthan $100.00
C = More than $100.00

(Of course, costs vary from city to city and aso from person to
person. Advertising, for example, can be expensve or
inexpensive, depending on where or how you advertise.)

M TIME CATEGORY :
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A = High results for time spent
B = Average results for time spent
C = Low resultsfor time spent

M SIZE OF CITY CATEGORY:

A = Good sourcein dl citiesof dl Szes
B = May not be available in some smdler cities
C = Probably not avallablein smdler cities

M ECONOMIC SEASONALITY CATEGORY :

A =Good in dl seasons
B = Some fluctuation
C = A gresat ded of fluctuation

M TYPES OF FLEXIBLE SELLER CATEGORY::

1. Owner'slocation

2. Time condraints or sickness
3. Retirement

4. Divorce

5. Management approach

6. Persona finances

7. Partnerships

8. Edtate sdles

9. Ignorance or emotion
10. Management-problems with property
11. Exiding financing
12. Obsolescence
13. Local economic changes
14. Local neighborhood changes
15. Law changes
16. Pending changes

2.10 A NOTE ABOUT THE WIN/WIN PHILOSOPHY
Some of the foregoing information might appear

contrary to the win/win philosophy. Some of the people who
are flexible sdlers have reached alow ebb in ther lives

.
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(divorce, bankruptcy, foreclosure, etc.). Isnt it taking
advantage of them to try to buy at very favorable price and
terms, even for nothing down? Actudly, the opposite istrue.
We are not encouraging you to be hungry wolves, preying upon
widows and orphans.

Insteed, by taking awin/win atitude, you can truly help
the down-and-out flexible sdller by solving his problem & a
time when heistruly looking for asolution. If you are sengtive
to his needs and make sure he goes away satisfied, then he has
won; if a the same time you drike a ded where you win, too,
then you have awin/win reationship with your sdler. Being a
problem-solver is a gratifying vocation--especialy if you can
turn areasonable profit a the same time!

211 HOW WELL HAVE YOU LEARNED?

The better you've learned the information and concepts
in this unit, the more you will be able to apply them. Test your
learning by answering the following questions. The best way to
help the information stay in your head is to reprocess it through
your fingertipg If you are uncertain of a particular answer, look
back through the unit. The answersto dl the questions can be
found in the preceding pages.

1. What isaflexible sdler?

2. Why istheflexible or "don't wanter" sdler so important to a
good redl estate investment program?

3. What are the three mgjor categories of problems that cause
flexibility among slers?

4. Which category of flexible-sdler problemsisthe least likely
to pass on to a new buyer?

5. What should you do if you find a property with a problem
that appearsto be incurable?

6. What is the difference between awholesde and aretail
flexible dler?

7. How common are flexible sdlers? What percentage of al
Hlersfit into the flexible category?

8. What are the two best sourcesto use in finding flexible
slers?

.
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9. Isit agood ideato work with more than one real estate
agent a one time? Why or why not?

10. What isthe red estate agent's most valuable tool ?

11. What can you use with an agent to make certain he
represents you, instead of just the seller?

12. What are the key dues aflexible sller might includein a
newspaper ad?

13. How many stages does the foreclosure process have, in
terms of making a possible purchase? Which stage provides the
greatest opportunity for getting agreat ded?

14. Out of the many possible sources of flexible sdllers, which
ones should you concentrate on?

15. How isit possble to ded with aflexible sdler on awin/win
basis?

212PUTTING IT ALL INTO PRACTICE

In going through the above information, you've learned
what you need to know to find flexible sellers. But book
learning will take you only so far--then you have to get out and
practice to make the information truly workable for you.

How can you learn the details of finding flexible sdlers
without taking the risk of moving ahead before you know the
entire Nothing Down gpproach? The answer is incredibly
smple. Do the following assgnments and do nothing more. To
gart with, we are not asking you to find red estate to buy. We
are asking you to find red estate just for practice, just to see
how the finding process works.

And what if you happen to find that once-in-alifetime
dedl while you're practicing? Don' let it dip between your
fingers, ask an experienced person to help you andyze the
property. If it redly isahot buy, get an experienced partner to
purchase it with you as ajoint-venture. Or, you might offer the
property to someone ese, in exchange for afinder's fee.

In the meantime, go ahead with your assgnments. Y ou

need not do dl the assignments we have listed, particularly if
you are amore advanced investor who smply wants to polish

.
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skills and make sure you are not neglecting some good sources
of flexible sdllers. Sdlect the assgnments that will be most
helpful to you in your circumstances. But don't skimp in your
efforts. Youll be hurting only yoursdf.

1. Get abusiness card. Have a business card made that
you can begin to pass around. If people call you, ask questions
about their property. Tell them you're comparison shopping at
the moment.

2. Go out to eat. Locate a successful investor to take to
lunch and interview. Ask him what made him successful in red
edtate, and ask what he would do if he were just Starting in your
area. For the price of alunch, you will doubtless gain vauable
tips and ingruction.

3. Check the paper. Buy alocal newspaper and seeif
there are any buying ads. Cadll the ads and try to establish what
type of properties those investors buy and why. Ask how
successful the ads are. Be honest. If you are a beginner, tell
them this. Some of those with ads will be happy to chat with
you and help you out.

4. Place abuyer's ad. A weekend ad should cost only
afew dallars and it will give you afed for what type of cdls
you will receive--and how many there will be. Remember, you
arejust warming up now. When people cdl, try to determine if
they are anxious and just how flexible they will be. But don't
worry about buying at this point, unless you fed ready and can't
resst. (Even then, proceed with great caution--or you might
end up being flexible and anxious yoursdf.)

5. Find three good real estate agents. Begin talking to
agents and telling them that you are in the market to buy

properties. Ask them questions to find out how they fed about
the type of investing you are doing. Don't be discouraged if
some of them have negative opinions. Learn from what they
say, if you can, then move on to the next agent. Y ou may have
to go through twenty or thirty agentsto find three or four who
have the attitude and ability to find you good properties. But if
you use referrals from one agent to another, you should be able

.
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to find your ided agent much more quickly.

6. Locate an ML S book. Find an agent who will let
you familiarize yoursdf with your loca MLS book. Spend
some time with the book (perhaps with the agent present)
looking for duesto flexibility.

7. Check into the ML S computer. Seeif agentsuse a
computer in your area. Find an agent who knows how to useiit
and have him show you the "search” functions.

8. Learn where your bread and butter is. Determine
which areasin your city contain the areas of "bread and butter”
homes, as far as your investment purposes go. Use the MLS
book (which is divided by area) to find the ten most appeding
investment properties in one of those areas. Remember, your
first Sep isto screen the listings for flexible-sdller clues.

9. Find the public notices. L ocate the area or areasin
your city where public notices are posted. Read a couple of the
notices and become familiar with them. Particularly look for a
notice of sdlefor rea estate. Mark down the date of the sde
and the property address. If the addressis not on the notice of
sde, copy down the legal description and take it to the County
Recorder's office and ask for help in finding the address. Now
drive by the property and take alook &t it. If possible, also
take a short tour through the insde.

Next, attend the sale itsalf. Notice how it is conducted
and how much the property sdlls for. Notice how many people
are a thesde (NOTE: Cdl the trustee the day before to seeiif
the saleis ill going to be held. Sometimes sdes are postponed
or canceled.)

10. Ligt a Classified Top 10. Complete the exercise
cdled "Match Wits With the Experts,” included below. Then
search through the classified section of your own pape,
reviewing severd columns of ads. Using what you know at this
time, mark what looks like the top 10 flexible sdllers.

11. Cdl the Top 10. Now cdll these ten ads and find
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out more information. Are they truly flexible sellers? How
flexible are they in price and/or terms? What is the property
itself like? Ask searching questions. Y our job isto screen the
properties over the phone so that you spend further time only
on the best prospects.

12. Find the legd paper. Track down and look &t the
legal paper that is used in your area. Y our best sources will be
the library or an attorney.

13. Drive around. Drive through one of the "bread and
butter" areas you identified earlier. Notice what properties are
for sadle. Take especial note of those that appear to be vacant
or neglected.

Look elsawhere as well. Take a different route to work
each morning. Look as you go to the store, to the cleaners, or
anywhere else you drive. Kegp a notebook and pen with you
to jot down numbers and addresses. Y ou'll begin to notice the
gold that has been right under your nose dl thetime.

14. Cdl five banks. Ask if they have any properties
they are trying to sdll. Find out how you should go about
gathering information on them.

15. Assess property curability. When you locate some
flexible sdllers through the previous exercises, jot down why
these sdllers are S0 anxious to sell. Then andyze in eech case
how "curable" the problem is, should you acquire the property.

213THE TEN MOST ASKED QUESTIONS ABOUT
FINDING FLEXIBLE SELLERS

Thefollowing are some of the most frequently
encountered questions on this subject.

1. "Thistak about people becoming flexible sdlers scares me.
How can | avoid becoming flexible mysdf?'

The key ismaking sure you buy theright property in the
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firg place. If you carefully analyze the price, the terms, the
location, and property itsdlf, you'll have a good idea whether or
not the property will work for you. Buy only if the property
passes your most stringent tests. That's anearly fail-safe
insurance policy for staying away from properties that cause
fleibility.

2. "Why al this discussion on the reasons a person becomes a
flexible sdler? Isnt it enough smply to find out thet heis one?"

No, that is not enough. Not only do we need to know
whether or not asdler isflexible, but we dso must know why.
If we don't get down to the bottom of the matter and find out
why, we might inherit aterrible problem without even knowing
it. Only those who do their homework are able to avoid making
the kinds of mistakes that drive people out of business.

3. "Areadl flexible sdllers good prospects for the investor?”

Not necessarily, though you'll know only after you ask
them the hard questions. A sdller might want in the worst way
to get rid of his property, but his Stuation won't dlow him to
give you the terms you mugt have. Or, the sdler and terms
stack up fine, but you find on andyss that the property itsdlf (or
location, or underlying financing) makes the problem incurable.

4. "You indicated that the first two categories of sources of
flexible sellers-classified ads and red estate agents—-are far
and away the best. Why should | even bother with the others?'

Those firgt two sources are indeed the best, partialy
because that is where the bulk of redl estate is made available.
And many investors focus only on those two areas and have
more to do than they have time for. Y ou may wish to do the
same.

But in doing so, redlize that other gresat opportunities
are gill waiting to be explored. One investor gets every one of
his new properties through finder's fees. (The finder goes to the
other sources weve listed, especidly red estate agents and
classfieds--but the investor doesn't. He dedls only with his

.
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finder.) Others specidize in foreclosures (where amost
everyoneisaflexible sdler), estate sdes, or farming.

What should you do? At the beginning, it might be wise
for you to experiment. Try avariety of approaches, working
with different sources. After you're familiar with a number of the
best sources, you'll have the background you need to pick the
ones that work best for you and your area.

5. "Do | need to become areal estate agent to find good
properties?’

Not &t al. The education that you would receive in
getting your license might be beneficid, but you can take the
course without getting the license. While being ared edtate
agent gives you first crack a some good deals, that doesn't
outweigh one mgjor disadvantage--as ared estate agent, you
are obligated by law to represent the sdller of the property. Of
course, that absolutely weakens your position as buyer.

6. "Don't red estate agents buy al of the good properties
themsdves?'

Surprisingly, no. Many agents don't recognize atruly
good dedl, even when they sign the seller up. Others are not
sold on the idea of investing for themsdlves. Besides, most
good dedls are created out of the needs of both buyer and
sler. It takes the specidized knowledge you are now gaining
to be able to put the best dedls together. Most of what you are
learning is not a part of the typica education of red estate
agents.

7. "The sdlers| have taked to don't seem to be very
motivated. What am | doing wrong?'

Mogt likely you are dedling with the wrong sdllers. How
many sdllers did you screen before you found this one? Are you
emotiondly involved with the sdler or property? Are you trying
to use crestive financing to make a good ded out of one that's
reglly mediocre? Does the sdller fit the description of flexibility
given exlier?

.
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If asdler isunwilling to be creative no maiter what you
sugges, he probably ian't truly aflexible sdler. Stop wasting
your time with him and keep looking for someone who iswilling
to talk terms.

8. "Sdlers and Redtors don't answer some of the questions |
ask. How do | find out what | need to know?"

Sdlers and their agents are typically hestant to give you
information you need to know. Try asking the questionsin a
different way. Be persstent, but still pleasant. If you till don't
get answers, you may decide you are not deding with aflexible
sler. Move on to someone ese, polishing your skill as you go.

9. "I don't have much timeto look for properties. How can |
get going on buying red estate for nothing down?”

The key here isto teach others how to find flexible
sdlersfor you. Perhaps a spouse or teenage son or daughter
could help. Perhaps you will need to hire someone and pay him
or her afinder'sfee for properties you buy. And by al means,
oet ared estate agent looking for you. Commissions and
finder's fees can be well worth the cost.

10. "When | find aflexible sdller, how do | know agood ded
from a bad ded ?'

Good question! Unfortunately, andyzing properties
(and dedls) is beyond the scope of this unit. But don't despair.
Subsequent units will tell you everything you need to know.
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UNIT THREE

ANALYSISMADE EASY

3.1 GENERAL CONSIDERATIONS

Once you have found a property that gppearsto fall
within your range of interest, your next task is to objectify the
decision-making process as much as possble. "Do | redly want
this property?' is a question best taken out of the redm of
emotions and coin-tossing and placed within the rem of hard
facts and cautious andysis.

Thisisnot atime for guesswork. Y ou must know
whether this property deserves serious consideration. Such
assurance requires that you quickly master a complex web of
interconnecting factors in order to come up with awise and
reasoned decision. This process of "street wise' dimination can
be daunting to the inexperienced; however, it does not haveto
be s0, if one focuses on certain "governing” focd pointsthat get
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to the heart of the matter.

What are the "governing” focd points of your decison?
Seeif you can pick out the most important ones from this
potentid list:

M Age of structure

M Location

M Architecturd syle

M Condition

M Number of bedrooms

M Price

M Hexihility of sdler

M Zoning

M Listed or owner sdle

M Population of community
M How long it has been for sdle
M Time of year

M Property tax assessment
M Financing required

3.2 THE GOVERNING FOCAL POINTS

All of the factors listed above (and many others we
could have ligted) are important and may have a bearing on
your decison.

However, only five are truly governing foca points that
will render your decison easier and more objective. They are;

M locetion

M condition

M price

M flexibility

M financing required

If you can quickly zero in on these five factors and
make a decision about each of them, then you can put together

.
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afairly objective profile of the target property in the form of an
aggregate score.

Congder the logic of this gpproach. If the owner is not
flexible with terms or price or both, then you may not be able to
swing your deal--no matter what other positive factors come to
light. On the other hand, if the owner is ultimately flexible but
you are going to wind up with adog in adecaying area, then
you need to stop in your tracks. Similarly, if everything seems
to fal into place but you then learn that a very large down
payment is required for the financing, then the stock of the
property goes down (unless you have a very wedthy partner in
your back pocket).

These governing factors then form an interlocking grid
of decison points that you can pull together into afina score
for agiven property. What if you had a decison matrix ready &
hand for each property you were consdering? And what if the
scoring process were relatively smple and fast? Would this not
give you the ability to compare scores for various properties
you are interested in and thus reach a more objective
determination?

3.3 THE PROPERTY SELECTION GRID

The Property Sdlection Grid included in your “Power
Forms’ Loosdedf isapowerful way to keep score during your
andysis phase. We have assgned a potentid of three points for
each of the five governing foca points. Thus a perfect score will
be fifteen.

Experience has shown that properties scoring nine or
less should very likely be passed over, while properties scoring
12 or higher should be seriously looked at and scrutinized with
amore positive eye. Those scoring near perfect will deserve
your closest atention.

How does the scoring work? We have summarized the

most important pointsin the grid shown on an adjacent page.
Study carefully the logic behind the scoring and become familiar

.
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with the main contours of this decison grid. With alittle
practice, you can begin to make decisons very rgpidly--even in
your head while you are on the phone or out in the trenches.

Imagine the power you have while facing a progpective
Hler if you can ingantly "sze things up” and arrive a adecison
with lightning speed. If the score turns out to be margind but
dill of interest, there is nothing like "waking away" to dir up the
juices of compromisein asdler, especidly sdlerswho need to
be taught lessonsin flexibility. On the other hand, the decison
grid may wel protect you from hours of useless negotieting if
you can tell from the outset that the prospects are just not
worth haggling over.

34 FOUR TEST CASES

Beow are four fictitious test cases that will help you to get used
to the Property Selection Grid. Thereis enough information
given in each of the test cases for you to arrive a a score for
each. Y our assgnment is to score each case and thus identify
the most desirable property from this batch. Take afew
minutes and complete this exercise before you go on with this
unit.

Test Case One

You find afarly decent house where cosmetic improvements of
perhaps $1,000 would help raise the value by perhaps 15%.
The owner is retired and does not seem pressed for cash on the
balance provided you put 15% or more down. However, the
price seemsto be around 10% higher than the market place.
All amenities are within a comfortable distance from the
pleasant suburban neighborhood where the house is located.
Score:

Test Case Two

The owner of this clean-as-awhistle 3-bedroom rentdl is
moving to adifferent city and thusisflexible. His priceis around

.
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10% below the market for afast sde. The neighborhood isa
working-class area that is okay but somewhat older. The
owner wants you to refinance the loan, but heis il willing to
carry back a part of the equity.

Score:

Test Case Three

The owner of this sngle-family rentd property is getting a
divorce and needsto liquidate. There is quite a bit of structura
work to do before this one can be rented out. The owner needs
cash because of his Stuation--at least 20% down. However,
the price is heavily discounted--perhaps 30% below the market
place. The neighborhood is very appealing, with easy accessto
al amenities.

Score:

Test Case Four

Hereisanewly renovated rental home that needs no work
before renting. Because of atax problem, the sdller iswilling to
carry dl but 5% of the price, which is around 15% below the
market place. However, the neighborhood is rather dowdy, a
factor somewhat offset by fairly good proximity to schools,
churches, and shopping malls.

Score:

Well, what is your decision? Which property receives the
highest score according the decision grid? Does any property
receive a score in the "greater fool" range where you had best
back away?

3.5THE BARGAIN FINDER FORM

To keep you organized and on task, you can keep notes on a
sheet called the "Bargain Finder." Each time a property attracts
your atention, you reach for the Bargain Finder and follow its
logicdl flow as you collect data and interview the sdller or agent.
A conversationd yet professond toneis best. Fill in the form as
you go.

.
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3.6 BARGAIN FINDER CHECKLIST

Hereisachecklist of important issues and factors to consider
asyou fill out each Bargain Finder Form.

Q Owner or Agent? Be clear who it isyou are speaking with.
Y our negotiation srategy will vary according to this
informetion.

Q Address. Include aso the name of the development,
subdevel opment, or neighborhood in order to understand the
context of the property and aid in gathering more detailed
information about number of homes, different models, eic.,
through title companies or agents.

Q Square Footage. The owner will probably have at least the
approximate square footage, which can be confirmed through a
title company, red estate agency, Multiple Listing Service, etc.
Include the square footage of the basement, garage, or other
structures as separ ate numbers. The square footage
information will help in your comparative shopping, especidly if
you are using cost per square foot as a benchmark for
comparative anayss.

Q Age. The age of the property will assst you in looking for the
important things. For example, if the structure is more than five
yearsold, you will want to check water heaters, plumbing
fixtures, roof, etc. The age can be confirmed through atitle
company, rea estate agency, documents at the county
recorder's office, etc.

Q Bedrooms and Baths. The most popular "bread and butter"
homes will have three bedrooms and two baths. Henceit is
important to concentrate on such homes. If ahome has only
one bath, you may want to consider adding a second bath to
increaseits vaue. In that case, you should make sure the
property is at least 10% to 20% below the market after you
factor in the cost of adding the bath. If the property scoresa 12
or higher using the Decision Grid, you might consider property-

.
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improvement financing, such as FHA Title One Loans and
FHA 203K loans. A local mortgage broker in your area can
provide more details. Check the current FHA regulations.

Q Garage or Carport. One or the other will add considerable
vaue to the property. If there is neither, then indicate whether
there isroom to add one or the other. Be wary in Stuations
where agarage or carport have been converted to another
room (family room or bedroom) as this may in fact detract
from the value of the property. Also, if you have are interested
in a property that has been converted in this way, be sureto
obtain copies of al plans and building permits that were used
for the converson. Many lenders will require a copy of them
when a borrower is seeking new financing. That could be & the
time of purchase or when you sdll the property in the future. Be
cautious about buying properties with "bootlegged” additions of
any kind.

Q Brick or Frame Brick homes may be more vauablein
some areas but less valuable in earthquake zones.

Q Other Features. Make note of positive features such as:
pool, spa, tennis court, built-in sauna, 3-car garage, panoramic
view, etc. Negative features might include: master bedroom
overlooking busy intersection, property below flight corridor,
foul odors near by, etc. All such factors affect the property
value.

Q Asking Price. When the sdller gives you the asking price,
respond politely with something like: "With so many different
opinions of vaue in the market place today, how did you arrive
at the asking price?' Then be quiet and listen. Don't haggle over
price yet; you are just testing the sdller's motivetion & thistime
to see how flexible he/she might be. The sdler may be using
wighful thinking or setting up a comparable price based on what
he/she thinks neighboring properties might be worth. Y our job
will be to determine the true market vaue, especidly using the
Comparable Sold Property section of the Bargain Finder.

Q Why Are You Sling? This question gets to the heart of the
sler's mativation. If thereis a compelling reason to sl

.
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(moving, divorce, money problems, weary of management,
etc.), the mativation will be high and the flexibility will probably
increase. Y ou should approach this question from severa
different anglesin order to get to the truth of the matter. Often
the seller will need to be asked this question (or variations)
severd times before you get to the bottom of things.

Q What if the Property Doesn't Sell? Thisis another way of
getting at the sdller's motivation. Perhaps his contingencies don't
include dternative financing techniques such as a contract of
sde, sler carry back, or alease with an option. Perhaps these
techniques would solve the seller's problem.

Q How Long On the Market? Thisfact is often aclueto
flexibility. If the property has been on the market along while
(6 months or more), the sdler may be more amenable to
credtive solutions. If the property has just come on the market,
the seller may be more patient and less flexible. However, if the
property has good potential, you may wish to return to it in 30
or 60 daysto seeif the flexibility has increased.

Q Any Offers? Once again, this question will likely generate
more clues about the sdler'sflexibility and tolerance. If you ask
why offers have not been accepted, the sdler may divulge his
price range or other important points that will be ussful to you

in negoatiating.

Q How Soon Do You Need To SdlI? If the sdler needsto sl
quickly, then you have a clue about flexibility. Fast sdles may
require financing techniques such as. contract for sale, lease
option, seller carry back, etc. If the seller is not under pressure
to sdl, then you may need to adjust your gpproach accordingly,
provided the property scores high in the Decision Grid.

Q Lowest Price?. This question is about as close as you can
come to getting at the truth about the sdler's price tolerance.
Another way of asking the question would be: "If | gave you dl
cash today, what would your lowest price be today?' Stregt-
wise selerswill probably hedge with thiskind of question, Snce
it isan old adage that the one who divulges the hidden price will
lose. Neverthdess, some sdllers will come right out and tell you

.
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what the bottom lineis. It dways paysto ask.

Q How Much Of Your Equity In Cash? Hereis yet another
way of getting & the sdler'sflexibility. This questionisa"high
touch" question because it shows that you are senstive to the
sdler's needs.

Q Comparable Sold Property. Thereis a place on the Bargain
Finder form for you to accumulate information about what
smilar properties have sold for. Thisinformation is rdatively
easy for ared estate agent to obtain. Y ou can aso work
through atitle company or consult county tax records. In some
areas of the country, you can aso subscribe to data base
services where thiskind of information can be obtained. A red
estate broker can point you in theright direction. Keep in mind
that sold "comps' provide a powerful way for you to establish
vaue for the properties you wish to buy. It isyour responsibility
to gather this data.

Q Do You Own the Property Free and Clear? If the seler
says "yes," you have agold mine before you, since flexibility
generdly increases in proportion to the equity size. If the sdller
responds that he/she has a mortgage on the property, then you
need to get the pertinent facts by asking questions like:

* "What is the remaining balance on the loan?'

* "Isthe loan assumable?!

* "|sthere a bdloon payment coming due?' "When?"

* "|sthe note fully amortizing?' "Over what period of time?"
* "What isthe interest rate charged on the loan?"

* "Who is the note holder?*

* "What is the monthly payment on this loan?'

All of these questions will help you understand the sdller's
motivation and help you to prepare financing solutions. For

.
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example, if theloan is assumable, you may need to qudify for it
(athough the assumptions fees may be chegper than the feesto
originate anew loan). If the loan documents state that the loan
isnot assumable, it may Hill pay to negotiate with the lender,
especidly if the current interest rates are lower than the loan
interest rate. Also, if thereis aballoon payment due soon, you
may have a powerful clue to the sdler's flexibility.

Q Secondary Financing. If the sdller has borrowed againgt the
property using a second mortgage (trust deed) or even athird
or subsequent loans, you will need to gather these facts as well
in order to determine equity.

Q Equity. Below the offering price on the right-hand side of the
Bargain Finder write in the totdl of dl theloans againgt the
property. By subtracting, you can determine what the seller's
equity is. Y our whole agendaisto find away to give the sdller
his’her equity in aform acceptable to both parties. Often you
can trade property (boats, cars), assume indebtedness of equal
vaue, or even exchange other equity in compensation. It does
not away's require money to make things work.

Q Proposed Financing. Having determined the value, offering
price, and equity, you are in a position to begin to put together
afinancing plan. The unit on cregtive financing will assg you to
formulate aworkable plan. It is essentid to be clear from the
outsde what end goa you have in mind (controlling
temporarily, buying an keegping, or buying and turning).

Q End Games. At the bottom of the Bargain Finder isaplace
for you to establish apreliminary god for this property (quick
cash or long-term wesdlth building):

"Assgning contract” -- Y ou tie up the property
with an earnest money form (contract to
purchase) and then assign the contract to
someone e se for consideration.

"Sdl for cash" -- Y ou buy the property and
then quickly turn it for a profit, with or without
improvements.
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"Sell for paper” -- Y ou buy the property and
then quickly turn it on a contract for payments.

"Property Management” -- Y ou buy the
property and manage it for profits.

"Partnership” -- Y ou buy the property with the
help of partners, manage it, and split the profits.
Sometimes the partner is a tenant ("equity
participation’).

"Trade" -- Y ou buy the property and then trade
it for another property that givesyou higher
advantages.

Q Rent Amount. If the sdler does not live in the property,
record what the current rent arrangement is.

Q Cash Flow. Bdow the rent amount, record the tota of dl
monthly mortgage payments. If the taxes and insurance
payments are not included, then write these down on the
respective lines. Write also any additiona costs (monthly figure
to cover ongoing repairs, maintenance, homeowners
association fees, property management expenses, €tc.).
Estimate high. Subtract al the expenses from the renta amount
to determine the cash flow for the property (negative or

positive).

3.7 QUESTIONSFOR THE SELLER

The next unit is designed to help you strengthen your
information-gathering and negotiating skills. Included thereisa
chart of additiona questions to ask the sdller, including the
"hidden agendd’ reasons you are really asking these key
guestions. Asin dl business transactions, the "high touch"
dimension isimportant to master.

3.8 ASSIGNMENTS
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1. ProcessaBargain Finder Form for at least Six different
properties. Be thorough and complete. Get the fed for the
decison-making parameters of thiskind of property andysis.

2. Do any of the six test properties hold out potential as
profitable and desirable ventures? Do any of them qualify to be
taken to the next step of negotiating and making written offers?

In our research over the years, we have found that it
takes, on an average, around ten offers to wind up with atruly
credtive and profitable deal. This being the case, how many
Bargain Finder Forms do you think you would have to process
in order to identify ten properties that qualify to receive written
offers? The answer depends, of course, on your own skill a
weeding out the less-than-desirable candidates and assembling
atarget sampling from which to choose the most highly qudified

properties.

However, it is not unreasonable to suppose that you
would need to andyze two or three properties before finding
one that you felt was worthy of carrying to the next leve of
negotiating and offer-making. This being the case, your ten
offerswould follow the andyss of up to thirty different
properties that seemed interesting to you. In other words, this
(like dl business ventures) isredly anumbers game--but one
with carefully worked out rules and screening parameters.

3. Work onyour "mind s&t." Mogt beginning red estate
investors fall to grasp the fact that this kind of business depends
on numbers. To wind up with agreet investment ded, you will
likely have to make at least ten offers (on avariety of
properties)--and sometimes multiple offersin sequence on a
given property. Therefore, you will have to process severd
dozen Bargain Finder Formsin order to penetrate to the ten
best properties to make offers on. And, regressing even further,
to locate those several dozen Bargain Finder type properties,
you will need to congder many dozens more as part of your
invedtigation.

Knowing this ahead of time will spare you the trauma of
along sequence of inevitable reversals and regjections as you

.
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move aong the pathway to that one acceptable dedl. Each "no"
isjust another milestone aong the way to that "yes' you are
looking for.

4. Further Assgnment. Let's assume that you could make $250
dollars per month free and clear for every unit of resdentia red
edate (Sngle family home) you purchased and put into service
over time. Ignoring gppreciation and profit-taking at the point of
sdein the future, how many such units of red estate would you
need in order to reach your monthly income god? Write this
answer down in the following chart and then calculate the rest
of the "numbers’ that apply to your particular god:

M Number of units needed to reach god:

M Number of offers | need to make in order to acquire this
many units (assume that each offer you make is accepted, and
that you will need to make ten offers for each unit acquired).___

M Number of Bargain Finder Forms | need to fill out to find
this many properties to make offers on (assume you will need
to fill out e least three Bargain Finder Forms for each offer you
wind up making):

M Number of properties| will need to screen (in classifieds,
through red estate agents, through for sde signs, etc.) in order
to find enough to andyze in order to meet my god (assume that
you will have to consder at least three properties before finding
one that will quaify to do a Bargain Finder Form on):

Note: you may have a heart attack when you finish this
exercise and find that you will need to screen and consider
perhaps hundreds of propertiesin order to wind up with one
or two greet dedls. Do not lose heart! Thisis a numbers game.
Sometimes you will luck into a tremendous dedl right off the
bat. But in most cases, it takes a considerable amount of
screening and andlyzing before you can make a purchase. That
isthe way it should be, since you are a professiona who will be
going "by the numbers.”

With experience, the screening process can go very
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quickly, and as you interndize the patterns of decison making
covered in this unit, you will begin to develop an intuitive Sixth
sense about the properties you are considering. In the
meantime, move carefully and cautioudy in order to minimize
risk and maximize control over the consequences of your
decisons. Best of success!
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UNIT FOUR

NEGOTIATING A
WIN/WIN DEAL

THE"HIGH TOUCH" OF REAL ESTATE

4.1 GENERAL CONSIDERATIONS

Negotiaing to win involves two digtinct skills: negotiating
and winning. In thisunit, you will learn both how to negotiate and
how to win.

The acquisition and exchange of red property offers one of
the best opportunities for productive negotiation available in our free
enterprise sysem. That opportunity isduein large part to the fact
that the value of red edtate is uniquely market-determined. What
doesthat mean? To aSgnificant degree, the vaue of red edtate
depends on how vauable someone thinks it is—-and your ability to
negotiate an outstanding ded depends on your ability to influence a
Hler'sthinking. We cdl it negotiation.
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This unit will help you develop the skills that will enable you
to build a professond resdentia and commercid red estate
portfolio. It will show:

M What to buy, and why

M How to mesh the sdller's true needs with your own carefully
edtablished gods

M How to satisfy both buyer and sdller at the sametime

M How to close without pressure

M How to perfect timing, tone, and preparation

And you won't sop at learning the mechanics of these skills--
youll aso learn how to effectively goply them.

Y ou will learn that the negotiating process is not only the most
potentialy important of the steps in a successful red estate
transaction, but that it isthe most educationd. Asyour knowledge
grows, o will your confidence in your ability to favorably negotiate
price, rates, payments, and dates. Y ou will become skilled at
questioning, darifying, isolating needs, and illugtrating solutions. You
will learn how to diminate foot-dragging in your negotiating
counterpart by inviting him or her to join you in the winner's circle.

This unit will hdp hone your negotiating vison so that you can
identify the opportunities others usudly overlook, and
it will provide you with the tools you need to become a success
at buying prime red edtatel

42 A FEW TERMSYOU SHOULD KNOW

Blanket mortgage: A legd instrument providing as security not
only the property being purchased, but other properties owned by
the buyer aswell. It can beincluded in negotiations to persuade a
sdler who balks at your offer of little or no money down.

Deferred maintenance; Required maintenance that has not
been done that you will have to finance after you have acquired the
property. Deferred maintenanceis abad stuation except when
thoroughly researched, and it is used to generate price/terms
concessions at least equa to the projected cost of the deferred

.
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maintenance.

Down payment: Theinitia payment on aproperty. The down
payment is one of the prime negotiating variables, and it can vary
markedly in amount, makeup, and time of ddivery. it does not have
to bein cash. Some sdllers need cash to buy another property, but
some use it merely to hold the buyer to the transaction--and some
dontneedit e all.

Escrow: A disinterested third party who prepares and holds
appropriate documents and who facilitates the purchase, sde, and
exchange of red property. Title research and insurance are often
included. The escrow is usudly atitle company, an atorney, the
arm of afinancid ingtitution, or some other company established for
the purpose and expert in document preparation. The escrow's
neutral posture guaranteesthat dl thei's il be dotted and all thet's
will be crossed. It'sagood ideato employ an escrow agent, even
when purchasing property from your brother-in-law.

Hexible Hler: A red estate owner who strongly wantsto sl
his property. Thereasonsfor his desperation vary, and are key
factors to successful negotiation. Common reasons are insufficient
cash flow, too much time involved in management, and the need to
move out of state.

Homework: An activity that must precede any successful redl
edate transaction. Why? Because most "impulse’ acquisitions
aren't very successful. Homework helps you avoid disaster because
it establishes alink between your invesment of time and the
probability of profit.

Interview: The fact-finding you conduct during negotiation,
just like a newspaper reporter interviews before he writes a story.
Y our offer will depend on the facts you learn during the interview.
Always use a previoudy determined, well-thought-out list of
guestions.

Negotiation: A process of discussion with unknown end
results. Negotiation implies give and take, the offering and/or
acceptance of dternatives, and mutud flexibility. Negotiation is
amog awaysinvolved in red estate transactions.

.
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Offer: The buyer's suggested price and terms. An offer
should dways be in writing. Under the contract laws in most sates,
the offer becomes a contract if Sgned by both the buyer and the
sler. If the sdller changes a single word, he makes a " counteroffer”
that essentially lets the buyer off the hook. Many verbd offers that
are refused would probably be much more serioudy considered if
they were presented in writing with an earnest money check
attached.

Winwin: A negotiating philosophy that dlows dl partiesto
secure their original or revised objectives and to complete a
transaction that they fed has successfully served their own best
interests. It implies different interests on the part of each participant.
Win/win is especidly successful when negotiations are approached
asaset of mutua problems to be mutualy resolved.

4.3 KEY POINTSABOUT NEGOTIATION
Asyou read this unit, keep the following pointsin mind:

M Patience is more than avirtue. It isthe key to thoroughness,
opportunity, and financid reward.

M If you dont like sSomeone, it may be difficult to willingly grant him
advantage during negotiations, and he will fed the same way about
you. Follow the Golden Rule in your transactions, and the "gold"
will begin to follow you.

M Sdf-interest is sdfish interest. Y our sdler's problems are
obstacles in the path toward your gods. Listen. Learn. Help your
sler solve his problems, and you'l reach your gods.

M Negotiating is likeriding abicyde you sddom fdl off after you
learn the technique, you get alittle bit better every time out, and you
never forget how.

M A negotiation is a process, not a product. It takes place over
time, and begins with your firdt interest in the property. Take your
time. Deadlines can lead to redlines.
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M If the sdller doesn't want to sdll the property at least as badly as
you want to buy it, you'l both lose. Y ou will pick up on an
extraordinary vaue only if you are dedling with atruly flexible sdler.
If your sdler isn't flexible, look over hisshoulder. Therés one just
down the road.

M Don't assume anything. Sdler motivations can be incredible: high
rises have sold for $1 down.

M If you fed your emationsrising, let your interest fal. An ugly
black box that produces a cash flow is worth much more than a
breathtaking rentd that doesn'.

M If you have questions about any of this materid, High Touchis
only aphone cdl awvay.

44HOW TO NEGOTIATE TO WIN

Y ou've honed in on an investment property, and you think
you're ready to start negotiating. But hold on to your checkbook.
Before you begin any negotiations, you must objectively review the
investment requirements you've dready established. And you need
to emphasize the word objective.

Remember: successful red estate investing isdone on a
numbers bass. While certain intangibles--such as the pride of
ownership--contribute to the overall desirability of red edtate asan
investment vehicle, the property you're considering must dways be
viewed smply as amechanism for obtaining wedth. Thered, and
redigicaly projectable, numbers must remain your primary
moativation for buying. "Visuad apped" or uptown location aren't
important unless those factors have a direct impact on the numbers.

Y our desire to purchase, in other words, must be as objective
asthe figures that originaly generated it. One way to guarantee
your objectivity is to have more than one property at the negotiating
stage smultaneoudy, each an equaly acceptable addition to your
red edtate portfolio. If you find yoursdf particularly attracted to a
property, your prospects for awin/win negotiation might be dim.
Why? Just as successful negotiation requires flexibility on the seller's

.
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gde, it dso requires aredigtic "don't carer” on the buyer'sside.

The fact that you are entering the negatiations will sgnd to the
sler that you obvioudy have an interest in his property, buy you
must be willing to bresk off the discusson immediady if the
numbers do not meet your previoudy (and camly) established godls.
If you carry that kind of an attitude to the negatiations, the sdler will
notice, will quickly lose interest in playing games with you, and will
dart negotiating on a sraightforward, nonemotiona bass.

Before garting the actud negotiating discussions, review your
motivation for beginning the search, your investment gods, and the
specifics of the opportunity under consideration. Does the property
fit? Arethefiguresredigic? Arethey verifiable? Isthe sdler redly
flexible?

Be careful and redigtic. Don't hesitate to discover negative
answers to any of these questions, and respond accordingly. Other
properties are available! The congderable effort you've invested so
far on this property is decidedly not awaste of time if you decide to
rgect it for any sound reason. Thered edtate investment market is
literally humming with "average" transactions that provide average
(which can mean negative) returns. Y ou must avoid that market.
By focusing on research, preparation, atitude, and negotiating skills,
you will bypass the average in favor of the truly extraordinary
opportunities, and you will be prepared to ded with them when you
find them.

While the process requires amore highly developed sense of
patience than that found in the typica impulse or emotiona buyer,
youll find that patience pays off!

When Andrew S. was negotiating with the sdler of asingle-
family home, he found that the house had an existing appraisal of
over $65,000. He learned further that the sdller was willing to
accept a price of only $54,000 if Andrew could relieve him of
personal debt obligations of more than $15,000.

How did Andrew know what the sdller would accept? Did he
have acrysa bal? Of coursenot! Helearned the sdller's
conditions by following successful negatiation. Let's review those
rules and see how effectively they can ensure your success.

.
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THE ONE CLUE YOU CANNOT OVERLOOK

The mogt criticd factor to look for in andyzing the sdller and
hisstuation isflexibility. If the sdler is aflexible don't wanter to
begin with, the buyer'stask is 90 percent completed. Therestisa
metter of win/win problem solving.

In genera, there are two broad phases of interaction between
the buyer and the SHler. Thefirg istheinitid "sounding out" contact.
The second is the more detailed negotiation related to the formal
offer to purchase. During thefirg, it is dbsolutely essentid that you
determine the degree to which the sdler will be flexible. Even if you
are coming in with cash from partners, you will need to understand
the genera degree to which the sdller iswilling to discount. Without
the foundation of flexibility established, there redly is no reason to
proceed to the next phase of detailed negotiation.

4.5 THREE MAJOR OBJECTIVESOF THE INITIAL
CONTACT

1. Thefirst objective, then, isto assemble and interpret clues that
will indicate flexibility of the sdler (adirect function of how much a
don't wanter heis).

2. The second objective is to gather significant information about the
property and how it might eventudly be financed.

3. Thethird objectiveisto build up trust with the seller so that he
will have confidence in you.
SETTING THE STAGE
Since the buyer-sdler interaction is the most important scene
in the investment "drama," it is critica that the buyer be clear about

hisor her role.

The attitudes, assumptions, and objectives of the buer vis-a
visthe sdller--i.e., hisrole--need to be clear prior to the interview.

.

Unit Four, Page 8




-

Naturdly each buyer will proceed from adightly different frame of
reference; however, the following five points will begin to outline a
pattern that has proven very successful over the years.

1. People First. Your primary objective, of course, isto obtain
solid investment properties with little or no money down from your
own pocket. However, dl interests are best served if yhou
remember to gpproach the seller as a person, rather than as a means
to an end. Cultivate a genuine interst in the people you contact; they
are, dter al, fascinating to interact with. Each sdller has hisor her
own needs, problems, talents, godls, interests, philosophy of life.
Not dl will be willing to give the price or terms you need. But in
nearly dl cases, they can be enjoyable kito meet and talk with if
appraoched in a spirit of friendship and genuine interest. This makes
the work rewarding and fun.

2. Play the Role of Problem Sover. The don't wanter seller
adways has a problem that can be solved or dleviated through
disposing of the property. Problems create willingness on the part of
the sdller to beflexible in price or terms (or both). In such casesthe
buyer can enter the scene as a problem sovler. Thisrole is neither
self-deception on the buyer's part nor a case of the exploiting wolf in
sheep's clothing. In fact, if the ded is Structured correctly, the buyer
does solve a problem for the sdler with the result that al partieswin.

Tolook at it in asomewhat humorous light, the buyer islike a
physician who "examines' the patient (sdler) for tell-taler duesand
symptoms of "don't wanter-itis' and then prescribes certain
remedies. Naturdly, the poers and resources of the physician are
not without limits. He might, therefore, take the followng gpproach
(to carry the comparison alittle further):

"| seethat you have certain chalenges and needs that must be
satisfied. | can help you to the extent of my resources. And |
want to help if | can. If it turns out that my resources are not
adequate, | sincerdly hope things will work out for you soon.”

If the sdller is not receptive to your "remedies,” then you know
that he is not a don't wanter. Don't waste your time with him. Keep
on looking for someone you can hdp.
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This problenm-solving attitude, if genuine and pervasive
throughout the interchange, will infuse your interactions with a sense
of humanity and higher purpose. Redl etate, after dl, isnot an end
in itsdf but ameans of leading to the solution of people problems.

Of course, the attitude of problem solver islargdy an innter affair on
the part of the bueyur and should not manifest itself in any but the
most subtle ways. The ploint is, you are dedling with a particular
group of sdler (the don't wanters), and you will find your work more
rewarding if you can cultivate a genuine interest in them as people
whom you can help while you are hdping yoursdf.

3. Be Penetrating But Polite. In your questioning, you must be
thorough. However, thoroughness can be accompanied by good
taste, politeness, discretion, and sesitivity to the don't wanter's
circumstances. The recent widow or divorcee, for example, should
be handled differently from an out-of-the-area sdler who ssimply
wants to get rid of a property he does not have time to manage.

4. Pace Y our Ddlivery. Generdly speaking, you will want to pace
your initid interview with the sdler so that it isfarly leisurdy and
low-key. Thiswill put the seller more a ease and give you the
opportunity to build trust. In fact, act somewhat like a"don't wanter
buyer.” Tossin alinelike: "You redly should keep t his property.” It
will surprise you how the sdler will open up.

5. Be Persgtent. Thefind dement of the buyer's attitude is
acceptance of the fact that he will be playing a numbers game. Of
100 sdlers you contact, perhaps only afew will be the type of don't
wanter you will readily want to dedl with. However, it may take only
two or three good don't wanters a year to enable you to reach
financia independence over time. Stick with it!

SUMMARY: THE FIVE PS OF INTERACTION
The mgor points for setting the stage can be summarized as follows:
1. People First
2. Problem Solving

3. Penetrating But Polite
4. Paced Sowly

.
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5. Persstence.

4.6 WHAT QUESTIONSSHOULD | ASK?

The preceding section outlined the tone and underlying
philosophy of how to approach the sdller in theinitid contact. We
have included aligt of questions to guide you in negatiating and
gathering information. The list on the adjacent page includes the
basic questions that might be asked, together with the "hidden
agendd’ reasons for asking these questions. Y ou might want to
record these questions on small note cards for quick reference and
note taking during the interview.

4.7 FOURTEEN RULESFOR SUCCESSFUL
NEGOTIATION

This section contains genera information on red estate
negotiaing that will help you to have more success with the follow-
up of your interaction with prospective sdlers. You will find many of
the quegtions in the summary chart above will come up as you go
through these fourteen rules.

RULE 1: NEGOTIATE IN PERSON

Buildings may be boards and bricks; but red edtateisa
people business. Asobviousasit may seem, the first rule for
successful negotiation is that you must be there, in person, to doit.
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"I NEED MORE MONEY ."
A. I'm real estate conscious: I'm going to buy
additional property with my proceeds, so | need cash
down.
Y ou respond with ideas such as:
1. I'll raise the purchase price by the amount of your
down payment. Y ou can have your asset, the contract,

and borrow against it for your investment needs.

2. My credit is good. I'll give you a note against which
you can secure aloan for your down payment.

3. I'll make you an equity participant in this property
when it is sold.

4. I'll put you in touch with a syndicator who uses
investor's trust deeds in place of cash.

5. I'll refinance this property and make advance
payments to you in the amount of the down payment.

6. I'll buy back my note and trust deed from you, at a
discount.

7. I'll find you a property for no money down.

B. I'm debt conscious.
Y ou respond with ideas such as:

1. I'll assume your debts.
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2. I'll guarantee aloan to pay off your debts.
3. I'll lend you money myself.
4. I'll make advance payments.

5. I'll assign collected rents to you in the amount of the
debit.

C. I'm security conscious. Why should | sell with
nothing down? Y ou could run my property into the
ground.

Y ou respond with ideas such as:

1. I'll give you a blanket mortgage on another property.

2. I'll give you a one-year option to rescind in the event
of improper maintenance.

3. Let's go see other properties | own (or have owned).

4. I'll permit you to stay in as part-owner. You can
oversee maintenance yourself.

5. We can escrow rent payments, and pay a
management company of your choice to run the

property.

6. I'll pay you to manage this property.

D. I'm investment conscious. | need an income stream.
I'm going to invest the down payment and collect
interest.

Y ou respond with ideas such as:

.
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1. I'll raise the interest rate, and my payments, to equal
what you would receive by investing the down
payment.

2. I'll guarantee resale within five years. You'll have
your cash balloon to invest by then.

3. I'll pay you to manage this property. That way you
can have money coming in.

E. I'm tax conscious. If | sdll this property, taxes will
eat me dive.

Y ou respond with ideas such as:

1. You're taxed only on money actually received. No
down, no tax.

2. I'll send you a CPA who can fully explain the tax
ramifications of this sale.

3. We can delay closing until January 1 of next year.

4. | have a copy of the Tax Reform Act right here, and
it says....

5. We can set up atrust for your children.

6. We can set up atax-free exchange for another
(smaller or larger) property.

"I NEED MONTHLY PAYMENTS."

A. That's just the way it's done.
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Y ou respond with ideas such as:

Most mgor investments pay quarterly or annually.
Stocks are an example. Real estate syndications may
take years to pay off.

B. | need the monthly income.

Y ou respond with ideas such as:

1. The less you draw, the more interest accumulation
you'll have at balloon time.

2. My payments to you will be a percentage of the
property's net income. The better the price to me, the
better the payments to you.

3. Part of your need for income was to feed this
property. I'll be doing that now. And the time you'll
have available by not managing the property can be
used to generate an income elsewhere.

4. | can get you a job.

5. I'll hire you to manage this property, and others as
well, if you wish.

Unit Four, Page 15




-

For years, and for avariety of reasons, otherwise professona
investors have found other avenues for this most critica activity: the
phone company, the post office, the Redltor, the brother-in-law.
Perhaps these intermediaries were meant to "buffer” what was felt to
be a difficult or unpleasant task. What they actualy accomplished,
however, was to confuse, stretch out, and otherwise muddle up
what should have been an opportunity for spontaneous, timely, and
clear communication between those who redlly had the most at
stake.

People prefer peers. Presidents fed a one with presidents,
carpenters with carpenters, red estate principals with real estate
principds. Intermediaries are fine for preliminary fact-finding, but
the actual negotiation of price and terms--followed by contractua
documentation--is hardly prdiminary.

Andrew S. could have sent his attorney, agent, or even a
friend to meet with the sdler of the $65,000 single-family home,
Instead he took the time and effort to meet personaly with the
owner of the property. He knew that one of hisimportant roles was
to be a problem solver and the only way to solve a sdler's problems
isto understand them. Andrew was much more confident of his
ability to recognize the potentia problemsif he could meet
persondly with the seller. He could read the seller's body language
and establish afeding of trust by meeting with the man one on one.

Agents dedling with agents do perform a service, but they dso
act asinsulation, preventing you from doing some "crestive ligening’
and from discovering the negotiating nuances that can thus be
reveded. At the negotiation mesting the functionaries have come
and gone. These are summit talks. Y ou hold them face to face.

Y ou can't interpret body language over the phone. voice inflections
are difficult to assess when the words are typed. The very red
benefits of eye contact, afriendly manner, and a firm handshake
can't be readily transmitted through walls.

Negatiating is not just another step in the process. It isthe
culmination of dl of the stepsthat have come before. 1t isthe key to
your ultimate success as ared estate investor. Do not send a
henchman. Go yoursdf.

.
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RULE 2: NEGOTIATE PRICE, RATES, PAYMENTS, AND
DATES

If Rule 1 involves the who in the process, Rule 2 bringsin the
what. "Negotiate" implies discussion, give and take, the offering
and/or acceptance of dternatives. It isaway for buyer and seler to
weigh incentives-and to permit excess air to escape from inflated
demands.

Thereis more than asingle "ante” in the game of red edtate
negotiation. There arefive: price, interest rate, down payment,
monthly payment, and closing dete.

After Andrew S. and the sdller were comfortable with each
other, Andrew asked the sdler what he wanted for hishome. He
didn't start by asking what the sdller would accept, but rather what
he wanted.

The sdller said he wanted $65,000, with no time contract, dl
cash, and animmediate closing. In effect the sdller said that the
price was $65,000; the interest rate did not apply, since he did not
want to carry a contract; the down payment was one hundred
percent cash; there would be no monthly payment because of the
cash price; and the closing date was within seven days.

Andrew's previous research on the property and the sdller told
him that the sdller'sinitia request was only the sarting point. Asthe
negotiation proceeded, Andrew was able to negotiate each of these
five areas in a profitable win/win stuation.

Relatively few red estate transactions are consummated to
precisaly the price and terms originaly asked. Due to the nature of
the marketplace, few sdllers anticipate the receipt of afull-price, full-
terms offer. They have learned that sophidticated buyers
traditionally massage the competitive sdler for concessonsto
"swveeten” the ded--which may, after al, be under smultaneous
negotiation with another of perhaps equa merit.

Frequently, those concessions will be built in to the stated

Unit Four, Page 17

.




-

price and terms. In other words, there will be some things the sdller
can automdicaly give up without sacrificing the financid objectives
he established for the ultimate sale. While these concessons are
frequently avallable, they are virtudly never granted fredy. They
must be requested--specificdly, skillfully, and persstently.

It isimperative, then, that you enter the negotiations with a
completely open mind, not only because of your own mix of
requirements, but because of the sdler'saswdl. Particularly, you
must drive from your mind any notion that the seller's thought
processes operate anything like your own, or that what might appear
outrageous to you will autométicaly be seen in the same light by the
sdler. Tensand even hundreds of thousands of dollars worth of
buyer benefits often go down the drain smply because the buyer
was embarrassed to ask!  Sure, your request may seem to border
on the ludicrous given your particular set of circumstances, but it
may fit the seller's circumstances like a glove.

There are two points to remember: one, your seler hasa
resson for sdling, and, two, going in, you don't know whét it is.
Don't assume! If he has a $5,000 note reaching the end of its
second extension tomorrow and you're offering 6 percent down on
a$100,000 property, dl other terms--save inclusion of immediate
family members—-may be, in fact, quite acceptable. Don't lie down
on thejob. Inquire. You snooze, you lose.

Regardiess of the sdler's motivation, or, in, fact, thelogic of
his"hot button”, you il possess the tools to effect a profitable
transaction. When preparing your offer, think of the five negotiating
elements from the sdller's perspective. By patiently questioning the
sler, you find out not only which of the five negatiating dements are
the most Sgnificant in this case, but, by definition, those that are less
s0. Focus on the important e ements, and you may be pleasantly
surprised at the overal benefits available to you.

For some, priceisthe overriding consideration. Perhapsthe
sdler bought wrong, and istrying to recoup the results of hisown
lack of sophistication. Perhaps his assessment of the market hasled
him to afaulty assessment of vaue--but one he "knows' isright.
Perhaps Uncle Louieislooking for his down payment back, with

.
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interest, out of profits.

For others, interest rates can be greater determinants than the
asking priceitsdf. A sdler who is adamant about the price may be
flexible enough on rates for you to make up the difference between
what you want to pay and what he wants to receive. By having your
bank prepare two mortgage amortization tables-at the asking price
but with different rates-you can readily determine the out-of-pocket
difference at the end of each period, and negotiate from a position of
knowledge.

Jay C. had held an even-acre wooded hillsde in Minnesota
for twelve years,
and had settled on a hdll-or-high water vaue of $13,000 for the
rurd plot. Frank B., a neighboring farmer who was looking for
timber and grazing space, had no problem with the price, but
thought interest was a communist conspiracy and refused to pay it.
After severd negotiating sessons, dl focused on the single factor of
interest, the dedl was made on asmall down payment, a three-year
carryback and baloon, and interest payments that were haf the
going rate. Jay got his price, and Frank got his timber and
grasdand, al because interest rates were negotiated.

Ancther flexible dement in the negotiating process is down
payment. The down payment is definitely not viewed uniformly by
slers. It may be used to meet emergency cash requirements, to
provide the cash for additiona investments, or to Smply bind an
unknown buyer to the sde. If rdatively large periodic payments or
an early baloon date will satisfy the seller's cash needs, then the
down payment requirements may be minimal.

Once again Andrew S. began listening to the sdller, he began
to understand why he was sdlling his property. The $65,000 home
had afirst trust deed of $27,000 at 8 percent interest. The home
had a second of $7,000 at 21 percent interest and payments of
$568 per month. The saler's wife and two children had recently
been in an automobile accident--and they were uninsured. Hospital
and doctor hills exceeded $8,000. Other pressing debts added
another $7,000.
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The sdler was not well versed in red estate financing and
frankly believed that an dl-cash offer was the only way to solve his
problems. Andrew asked him if he would forgo the down payment
if Andrew could take care of the sdller's debt payments for him.
The sdler said yes.

Maor transactions have been completed with aslittle as one
dollar down. The point to remember is that the amount, and even
the form, of the down payment istraditionaly on the table for
discussion as another recognized dement in your negotiating arsend.

Monthly payments are usualy computed through the use of
amortization tables, based on the length of the financing period. On
aprivate transaction, a"stop” date is usualy included, at which time
abaloon payment of the remaining moniesisdue. The length, the
stop date, and even the actua monthly outlay are dl negotiable.
Many transactions are completed with interest-only payments.
Some don't even require full interest to be paid, creating a negative
amortization that is expected to be offsat by income and/or
appreciation. Payments can be monthly, quarterly, or annualy.
Where the down payment is sufficient, there may be no periodic
payments at dl.

When Andrew S. was hegotiating the down payment for the
$65,000 home, he found that the sdller was very flexible on other
items once he learned Andrew could solve the immediate $15,000
problem

. The sdller even offered to drop the price of the home as an
incentive.

Andrew proposed to refinance the property with anew loan
that would pay off the exigting firgt trust deed, the second high
interest mortgage, and the $3,000 in medicd bills. Because the
payments would be higher, Andrew proposed that the sdller take
back his equity of $12,000 (the difference between the purchase
price of $54,000 and dl the encumbrances, including medicd bills)
in the form of anote that was payable over the next 15 years at
eleven percent per annum. The payments would be $136.39 per
month. The sdller agreed.

Finaly, the closing date for the transaction may vary
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substantialy, according to the needs of both parties. Bound by a
personal note for earnest money, some closing dates are delayed by
90 to 180 days or more to permit the buyer to raise the required
funds. Sophidticated investors often automaticaly extend closing to
the maximum limit alowed in order to find buyers and redize
extendve profits from a smultaneous closing.

A dramatic example of that philosophy occurred recently in
Tucson, Arizona. Twelve thousand acres of prime industrid and
resdentid land owned by the estate of the reclusive billionaire
Howard Hughes was purchased by alocd savings inditution and its
British parent company for some $70 million . Lessthan hdf the
acreage was s0ld for $50 million within weeks of the origind closing.

Is anything sacred in negotiations? No. Not in red estate
transactions. If aproductive discussion isto be held, virtudly every
agpect of the transaction must be available for negotiation. If the
sler isfirmin price, then negotiate terms to your advantage. If the
range of terms appears to be non-negotiable, honein on price. If
the sdller won't give much on either price or terms, he probably is
not truly anxious, and isnt motivated enough to ensure you of a
profitable transaction. There is another deal for you--a better one--
down the road.

RULE 3: ASK QUESTIONS

By now, you should be redlizing the importance of conducting
these discussonsin person. They arerich with potentid, by far the
most productive hours you will invest in any particular dedl. For that
potentia to be redized, however, it is necessary for you to be an
active participant. But by no means does thisimply that you will be
doing the mgority of the talking.

Y ou would do well, in fact, not to consider these as
negotiating sessons at dl, but as educationa sessons. You are here
to find out certain things. If thisinvestigation reveds the quantity and
quality of facts you are seeking, you have the option of purchasing
the property. If not, conduct another inquiry € sewhere.

As areault, the sdller--not you--should do most of the talking.
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You must exercise skill as an interviewer and as acredtive lisener,
but your counterpart is the one who should be offering the
information.

Let's go back to the example of Andrew's interview with the
sdler of the $65,000 home. When Andrew sat down with the
ler, thefirg red question he asked was, "Why are you sdling?'
Then Andrew listened.

Once Andrew understood those reasons, he was able to
negotiate a purchase that provided a solution for the sdller, at the
same time meeting his own objectives. The sdler told Andrew what
he needed--$15,000 of debt relief, and Andrew was able to
provideit. The payments on Andrew's new firgt loan of $42,000
(over twenty-five years at 11 percent) were $412 per month. Now
Andrew was facing a debt service of $548 per month, including the
payment to the seller. Andrew was certain that he could rent the
house for at least $625 per month, an amount high enough to
provide a bresk-even cash flow.

To be agood interviewer, you must do your homework. This
isnot a"free-association” interview or a spontaneous exchange.
Y ou must determine what it is that you wish to accomplish, and you
need to formulate the questions that are most likely to generate the
appropriate response. If you want to determine whether the sdller is
flexible, your questions might revolve around terms, timing, and
near-term sdller activities.

"Would you consider alease-purchase arrangement?’ may be
aconversationd inquiry, but a postive response tells you that the
sdler does not need a subgtantial amount of cash immediately--and
that the value of having someone e se take the property now is
greater to him than the possibility of some future sde.

"When would you like to close?" isintended to do more than
permit you to clear your caendar for the sdlected afternoon. If
you're negotiating in September and the seller says held just as soon
wait until after the firgt of the year for tax purposes, you know you
have an entirdly different set of needs than if held responded,
"Friday!"
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If socid chit-chat revedsthat your sdller has the movers
dropping by thefirst part of the week for his transfer to Atlanta, you
know something about his mativation that you wouldn't have known
if you hadn't asked.

The point is, do ask--and ligten attentively to the response.

Once your SHler's flexible satus has been established, your
questions should be directed to the property itsdlf, with aview
toward neutralizing any expectations of high profit the sdler may
have had in mind. Review current and planned zoning for the areq,
for example. Upzoning may be potentialy profitable over the long
run, but the potentia of a convenience store being built on the vacant
lot down the street could certainly have a negative effect on vaue
today.

Other location-related questions might have asmilarly
enlightening effect on the sdler's mind: " Do those trucks make that
much noise a night?" "lsn't that where the break-in occurred?”

"My daughter would have to walk amile to the nearest school ?* Al
are dmod inggnificant questionsindividudly, but their cumulative
effect can set the sdler into a much more redigtic frame of mind.

Ask about anything you notice that appears to require
attention, and some things that don't. "When was the roof last
replaced?’ might establish a negative, even if it doesn't leak. "How
long have you been trying to sdll?' can, too. Point out any deferred
maintenance, and jot it down on aclipboard or notebook you carry
for the purpose. You're an investor, after al, and evidence of your
thoroughness and professiondism will be noted and remembered by
the seller when--and if--negotiations actudly begin. Any odors,
gtains, or other evidence of past events should be questioned rather
than smply commented on. Requiring the sdller to provide answers
that may not be immediatdy available, and from which negaive
implications may be drawn, isa part of the "attention-getting”
process that can convert an aoof or unredigtic seller into one more
able to observe the sdle from your perspective.

Carol T. had purchased her first investment property and was

now looking for her second. She had placed an ad in the local
newspaper saying she purchased homes as a private investor.

.
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Whenever someone responded to her ad, she immediately took out
aform and asked literdly fifty questions or more. Thetruly flexible
slers didn't mind answering the questions; Caral told them she
needed the information in order to put together an offer that
provided for the needs of al parties.

Martin S. caled Carol back and provided the information she
needed. After going through her form, she made an gppointment to
meset with Martin at the property. When they met, Carol brought
her questionnaire with her, visibly attached to alarge clipboard.
Martin knew that Carol was serious and was interested in getting
correct information.

Asthey began their conversation, Carol kept glancing at the
clipboard, asking questions. Martin began to look at the property a
little differently when Carol asked, "Have the tenants ever moved
out without paying the rent?"

"When was the last time you had the sewer pipe flushed to the
Street?'

"Has the property ever experienced aloss from vandaism?’

Carol didn't really expect a negetive answer to any of these
questions, but she wanted Martin to start looking at the property as
apotentia buyer instead of asa sdler.

By getting into the habit of examining prospective properties
with afine-toothed comb, involving your sdler, you will become
adept a "eye-opening” and may well save yourself from buying
properties whose deferred maintenance reguirements consume the
bulk of your anticipated profit.

RULE 4: BE PATIENT

Buying property properly is smilar, in some respects, to
youthful romance. The eager auitor is often rejected, while the
person who plays "hard-to-get” is strangely enticing. Itisan
undeniable human trait for people, or things, that seem inaccessible
to become particularly attractive.

.
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The scenario worksin redl estate, too. When reviewing the
property, take care not to appear too eager, too interested. Remain
somewhat doof, indifferent. Imply, directly or otherwise, thet thisis
but one of severd properties you are considering. Using the
information from your question session, judtify your indifference with
summary comments relaing to overdl suitability, condition, and
value.

When Martin S. Heard Carol T. ask questions that imposed a
dightly negetive atmosphere on the negotiating process, he asked,
"Are you serious about this property?'

Carol responded that she was, but it was one of three
properties she was serioudy considering. Martin knew that Carol
was a serious potential buyer, but that she wasn't going to act from
emotion aone. The property would have to stand on its own
investment potentia done. At no time during the interview process
did Carol act overly excited about the property. Martin could tell
she was interested, but nothing more.

RULE 5: BUILD TRUST BY BEING SENSITIVE TO THE
SELLER'S INTERESTS

Negotiation, of course, isatwo-way street. No one needs to
tell each person to care for his own interests. The wise negotiator,
however, will spend an equa amount of time demongtrating a
willingness to protect the interests of the "other Sde'. Thisisnot a
misgpplication of dtruism, but an operating philosophy that will serve
you wdl and profitably over thelong run.

It isthe sdller, not the buyer, who most frequently operates
under circumstances of sometenson. Buyers, typicdly, are
pursuing an optiona course. Acquiring property isadesire for
them, but usudly not aneed. While divesting propertiesis frequently
optiond for sdlers, it is seldom so for flexible sdlers. Whether the
reason be money, management headaches, job transfer, or some
other factor, the flexible sdler typicaly fedsaneed to sdl, and
experiences the full range of pressures (and redl or imagined fears)
that can accompany it.
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When Carol and Martin were negotiating the purchase of the
duplex, Carol began to fed a certain amount of reserved tenson
coming from Martin. Asthe negotiation interview progressed, she
learned that Martin was selling because he had come to hate the
management of rental property. During the preceding month, Martin
had spent eighteen different evenings at the duplex for one reason or
another. (Mot of the problems could have been solved if Martin
had appointed one of the tenants as resident manager, and then
given him a $25 rent dlowance for handling smal repairs))

Carol recognized this anxiety and began to focus her
negotiation accordingly. She saw that she could help Martin win
while winning hersdf.

The sdller's pressure and fears can provide area opportunity
for you. But rather than attempting to take advantage of the
cornered sdller, and causing a defensive reaction, you must adopt
the manner of a counselor. The opportunity is not to get an unfair
position, but to help the sdller out of atight spot, while helping
yoursdlf.

To make thiswork, you must come to understand why the
Hleris=ling. You need to find the real reason or reasons. Quite
probably, as you probe for problems, you will find the answersto
be both candid and reveding. The chances are great that you will
be the firgt to have shown an interest in the seller's needs. Once
your legitimate concern is established, and you establish your
willingness to work crestively to solve the sdler's problems, a bond
will have been created that can lead to amutualy beneficia
relationship not only for this property, but for othersin which the
sdler may have an interedt.

"Where therés awill theresaway" is more than anice maxim.
Thereredly isaway, particularly in the rea estate business, with its
virtudly limitless cache of optiona methods of putting transactions
together. All that isrequired is mutua motivetion, alittle patience,
and imagination.

Egablishing mutud motivation means not only that the sdller

fedstheincentive to ded, but that he wantsto ded with you. The
power of the persond relaionship is seldom so clearly illustrated as

.
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in private-party business transactions. Frequently, terms offered by
an overbearing buyer will be rgjected, while those same terms will
be accepted and even sweetened, when suggested by someone for
whom the sdller has devel oped fedlings of respect and confidence.

As Carol and Martin continued their negotiations, shetold
Martin of her success in managing her other renta units. She acted
excited about rentd property, and Martin began to have confidence
in her gbility to make the property aviable red estate investment.

This confidence and respect dlowed Martin to consider
Carol'sinitid proposa very serioudy. Rather than buy the property
immediately, Carol proposed to take over the property on alease
option for one year. During that year Carol would sign amaster
lease on both units at a discounted rent of $275 per month. Martin
was presently renting the property for $300 per month per unit. In
exchange for the lower rental amount, Carol would assume dl
management and would pay for dl repairs. Martin would have no
financid involvement a al. Because the total mortgage payment
againg the property was only $524 per month, including taxes and
insurance, Martin accepted the proposdl.

The lease option dlowed Carol to make a $50 per month
immediate cash flow, and when she was ready to exercise the option
to purchase at the end of the twelve months, Martin would credit her
with $5,000 towards her total down payment of $7,500. This
transaction worked because of the respect and confidence Martin
had for Carol's managerid taents.

"Arm's-length” dedlings with prospective sdlers are fine when
it'stime for attorneys to review the contracts. But when you're
dedling with the person who controls the property and could dter his
terms to suit your needs with a single sentence, you'd better be
within hand's length--and the hands should be shaking.

Establishing rapport is where the patience comesin. Take
your time; don't schedule yoursdlf to see three propertiesin asingle
morning. Even if you point out faults, it is essentid that you appear
interested in the sdller's property; act like it is of potentia
conseguence to you, not smply an afterthought worthy of only
passing atention. If you are deding with atruly flexible ler, the

.
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property ismuch on hismind. Let him fed your empeathy.

People develop confidence in those who have the interest,
skills, and resources necessary to help them meet their needs. Once
you've established that you have the interest, thefirst stepin
demondtrating the other two qualities is to determine the actua
scope of those needs. Here again, your skills as an interviewer will
comeinto play.

Be blunt. You're deding, hopefully, with anew friend. Treat
him as you would an old one. Do so gracefully, but get to the point.

Expecting his prospective buyer to walk through the door with
alow offer (if any at dl), the sdler often comesto the discussonina
wary, if not defensve, frame of mind. By shifting the conversation to
his mativations, with nary a mention of dollars, you will relieve some
of the pressure. A grateful sdller will then be dl too happy to begin
persuading you that his needs are red and legitimate. Each time he
does, you will have an opportunity to demonstrate that you are
equipped and willing to meet them.

"Why are you sdling this property?* would seem like alogicd
question to ask when you want to know why a person is selling, but
few buyersthink to ask it. It isyour busness. If amotorcycle
endurance course is dated for the parking lot next door, that may
have some effect on your decison. Y ou are perfectly within your
rights to ask.

"What would happen if you didn't sl for six months?' If your
guestion is greeted by the verbd equivdent of afainting spell, you
must let the sdler know that you are able to move immediately--to
close within forty-eight hours if necessary.

"What are you going to do with the cash proceeds of the
sde?" If retiring pressng obligationsis the answer, offer to assume
them; you may be able to prolong payment of these debts,
consarving your precious supply of cash while removing the sdller's
immediate need for it. If the answer isto develop another piece of
property, an opportunity may exist for joint venturing, with the
sdler's subordinated parce of land providing the equity essentid for
development funding.

.
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"What isthe real reason you want to sg1?' A question to be
asked once you fed you've established rapport with the sdller
(which may be after more than one vist), this direct approach may
provide arange of opportunities for you to demonstrate your
problem-solving kills.

Consder again the case of Carol's negotiation for the duplex
owned by Martin. Before making her lease option proposd, Carol
asked Martin very bluntly, "Why are you sdlling?' It took alittle bit
of time, but finaly Martin responded, in very graphic language, that
he didn't like his tenants.

If Carol had not asked Martin why he was sdlling, she might
have spent a tremendous amount of time finding out how much
Martin redlly despised management. In the end she may have
missed the red reason for sdlling, and she could have paid too high a
price or possibly not have structured aded at al.

If day-to-day management is a source of dismay to him, siress
your own management skills. If hes moved acrosstown and is
bothered by the forty-five minute commute, offer him an equity ina
property near his home--and then, if necessary, find one.

"Will you take paper?' "Paper--or mortgages, deeds of trust,
and other red-estate-secured instruments held by private parties--
can look very gppeding to an individua who spent the last three
weekends replumbing his sixteen units and who just received the
fourth cdl this month from Mrs. Pickens, whose bathroom lights
"keep flickering”. When hours of management time and operating
expenses are deducted from gross revenues, the "weekend"
invesment property owner will often find net profits sufficiently low
that a nice, clean, seasoned (with arecord of on-time payments)
deed of trust offers an attractive dternative. With discounts, these
ingruments generaly provide greater returns than savings accounts,
and give asdler an immediate avenue of escape from both people
and property problems.

"What is the lowest cash offer you will accept if | give you al
of your equity in forty-eight hours?' This question isSmilar to the
one you ask an auto dedler before you mention your trade-in. You
may, indeed, not have the cash required for such atransaction, or

.
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you may not want to invest it dl in this property. The sHler's
answer, however, will generdly reved the extent of the sdler's
flexible tendencies and will provide you with knowledge of the true
"lagt-ditch" negotiating base. On the other hand, it may reved such
afavorable opportunity that you decide to tie up the property with
an option, low earnest money, or along-close contract while you
locate the necessary funds.

Greg P. owned severd renta properties, including three
single-family homes located in the same geographica neighborhood.
Asareault, he was quite familiar with the true market value of renta
homesin that area. One day as he was driving to one of his
properties he noticed a property for sale by owner. Greg called the
number on the Sgn and conducted hisinitid interview over the
phone, using a question-answer format. He found that the sdller was
leaving the areato go into the military service. Hemade an
gppointment to meet the sdller, Brent L., at the property.

When they met at the house, Greg found that Brent was very
anxiousto sdl. When he asked him what was the lowest price he
would take for a cash offer, Brent said, "$44,000." Eighteen months
earlier, Greg had purchased a house amost identical to the one
owned by Brent--for $57,000. There was no doubt that the price
was truly aremarkable one.

Greg proposed an option-purchase for al cash, with closing in
ninety days. Brent agreed and they closed the option agreement. In
less than three weeks, Greg resold the property for $54,000, then
smultaneoudy closad the sale with his purchase from Brent, walking
away with $10,000 from the closing.

Thelist of questions that can open doorswith the sdller isas
endless asthe solutions themsdlves. Patticularly if the negotiations
involve sdler financing, those solutions depend much more on
imagination and good faith than on the availability of capitd. You
supply the imagination. 'Y ou acquire the good faith by interpreting
and rdieving the sdler's fears.
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RULE 6: USE PRE-ESTABLISHED BOUNDARIES OF
PRICE/TERMS TOLERANCE

This key to successful red edtate investing is perhaps the
ampled,, yet it is somehow one of the mogt difficult to consstently

oply.

In most instances, the benefits sought by today's investor can
be quantified: time, dollar return, number of units, and soon. The
trouble isthat in many ingances, they aren't quantified--or they are
done s0 on the spot during a price/terms negotiation.

This gpparent indifference to investment return staggers the
mind. Invirtudly no other endeavor is effort undertaken without the
anticipation of a specific, measurable result. A trip to the doctor, a
drive to the store, anew business cdll, or adepost in a savings
account are al undertaken with the expectation of specific return.
Spoken or ungpoken, that return is usualy quantifiable. Y et there
are those who will approach ared estate investment opportunity
without having established just what mix of benefits would, for them,
condtitute a "'successful” transaction.

For the hobby invegtor, or one for whom the "thrill of the hunt"
isits own reward, this casua approach to prospective gain may be
al right. For the serious investor, it is abad practice--one that could
lead to indecisve negotiating and the acquisition of undesirable
properties.

For example, Peter and MarshaW. got such atremendous
emotiona high when they were negotiating that the sdllers knew they
wanted the property in the worst way.

One such sler, Victor M., sold afour-unit gpartment building
to Peter and Marsha. The purchase was negotiated with nothing
more than $450 each month, and a balloon payment for over
$40,000 was due at the end of nine months. Such a purchase was
no way to creste wedlth and financia independence. It could have
been avoided through correct negotiations.

If aprdiminary investigation reveds a property worthy of
further condderation, thefirgt thing you should do isestablish a

.
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redigtic set of investment objectives for that property. Those
objectives can be both tangible and intangible and will reflect
tradeoffs from property to property. Y ou may willingly enter into
known management "chdlenges” for example, in return for
prospects of auniquely high short-term return. Before Sitting down
to discuss a possible purchase, quantify both an acceptable
invesment of time and aminimum rate of return.

Gross rents, net income, prospects for resale and/or lease-up,
price, payments, and interest rate must dl be weighed relative to the
returns--financia or otherwise--that you expect from the property.
If you expect financid returns, your minimum acceptable
requirements must be quantified and held to. They are hitching
posts, beacons in the often subjective world of red estate
negotiation. The problem with a"few dollars more" is thet the
parameter isnot acdear one "few" may well lead into "many” in the
rush of the moment, and you may find yourself obligated to a
property you would not, under more rationa circumstances, have
purchased.

Successtul win/win negotiating requires that you establish

minimum price and terms, based on redigtic financid anayss,
before meeting with the sdler.

RULE 7: THE FIRST ONE TO MENTION A NUMBER LOSES

Successful red estate buying isn't buying at dl. 1t's selling--
and permitting the sdler to buy--your interest, your capahilities, your
own financid requirements. Successful sales people, regardless of
their product, service, or idea, have one trait in common: they know
when to stop sdlling. Picture this scenario, repeated hundreds of
timesin every ity each day:

"...and so, Mr, Buyer, that sumsit up. My product will work
longer, harder, more effectively, and at less cost than any other
available on the market today."

"Il takeit."

"Asyou can seg, it'savery handsome unit. It will fit in well
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with your office decor, and..."
"Fne. Il takeit."

"If money is aproblem, we have a number of financing plans
that can help to..."

"That's no problem. | havetheca..."

"We could even delay the first payment until..."

"Um, | guess | don't need your product after al."

Maddening as the exchange may seem, it typifies a common
characteridtic of buyer/sdller meetings anxiety. In virtualy every

ingance, the sHler isthe one who jabbers anxioudy, and he will
usualy do o a the earliest opportunity, if given the chance.

Y ou can provide that chance by smply being quiet.

By being quiet, you accomplish two things you require your
negotiating counterpart to fill the silence with talk, and you require
yoursdf to ligen A circumstance in which both actions are
smultaneoudy present creates a uniquely favorable environment for
true communication.

Jarry B. applied thisideaiin his very firs negotiation. When he
met with the seller, he asked him what he would take for the
property if he recaived cash within thirty days. Immediately the
sdler asked, "How much will you give me?"

The slence was very uncomfortable, but Jerry just looked at
the sHler. He knew the sdler would have afigureif Jerry would
remain slent long enough. It took amost three minutes of continua
dlence, but findly the seller suggested a price that was 15 percent
below market value. Thiswasthe sdler's garting point. By the end
of the negotiation process, Jerry was able to purchase the property
for cash at a 20 percent discount from current fair market value.

Don't blow it. Thefirst oneto mention a number loses. Look
at it from the sdller's perspective. Y ou, asthe buyer, are interested.

.
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Youve dready said s0. Youre qudified, and "red"; in so many
words, you've dready said so. You can closeearly. You'rea
capable manager. You are going to buy, as soon as possble, a
property that fills your needs. Y ou know what you want. And you
know, as currently presented, that the seller's property does not
quitefill the bill.

And there you stand, with your checkbook in your pocket.
Slent.

Do you think the seller feds compdlled to fill that Slence? As
aflexible sdler, you bet he does. Remember, has aneed to sell--
and here stands someone who can meet that need.

Faced with such circumstances, most flexible sdllers think
deeply before trading this bird-in-the hand for those that may--or
may not--lie in the bush. Their tendency isto initiate, Snce you
goparently will not, some action that may well solve their property-
related problems before the meseting ends.

They do that by talking.

Sincethey dready know what you think of their property, and
that your reason for not handing over an earnest-money check isa
gap between buyer and sdler, their conversation must eventual ly--if
you let it--get around to narrowing that gap. Once again, they have
the active role; that of persuading you to accept the new gap they

are proposing.

This was exactly the case when Jerry dlowed the sdller to
come up with the starting figure. After the sdller named afigure for
the property, Jerry looked carefully at his written information on the
property, and said that he couldn't even consider anything over a
price some $10,000 less than that amount. Then Jerry shut up. He
dlowed the Hler to tak. Eventudly the seller knew that he had to
narrow the $10,000 gap between his stated "lowest price" and
Jerry's proposal.

After thoughtful negotiation, Jerry and the sdler agreed to a

purchase price that approximated the middle of the gap. Jerry
would have been willing to pay a higher price, but through this

.
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negotiation process he was able to purchase the property for
ubgtantialy less.

Your role, once you have established your interest, credibility,
timing, and financia requirements, becomes amost that of counsdor
to the Hler: listening to proposals, suggesting modifications, and
defining the point a which the proposaswill achieve their desired
end.

RULE 8: KEEPIT SMPLE

Human nature guides mogt of us aong the path of least
ressance. By definition, that is the path in which the fewest
obstacles are placed, the fewest barriers erected.

The optimum for the sdller, of course, isthe path that satisfies
al of hisexpressad wishes. An offer that fully satisfies price and
terms requirements is seldom turned down. (It does happen,
though, when buyer eagerness convinces the sdller that those
requirements were too low in the first place) But even when those
requirements are met, you will fail unless both your position and your
purchase proposal are stated in concise, smple termsthat are
readily understandable to the sl er.

John E. wanted to purchase a sngle-family rentd from a
recent divorcee who wanted to berid of the property.

John negotiated with the seller for severa days and seemed to
be getting nowhere. So he decided to smplify. He sent to the seller
and gave her asmple earnest money offer that was typed out very
clearly. It sated the price, the down payment, and the contract
terms (including interest, time, and amount). Once the sdler saw the
negotiations put down in smple terms, she accepted John's offer,
and both John and the sdller had awin/win Stuation.

Why the emphasis on smplicity? Anillustration might help
you understand.

Do you regularly file your income tax returns during the first
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week of January each year? Redatively few Americans do, even
those who have refunds coming. Thereason is sedom financid. As
apeople, we have atendency to put off that which we do not fully
understand. Income taxes--and the accompanying myriad of forms,
schedules, and interpretations--are an extreme example of the
difficult-to-understand, but a cleer illugtration of the principle. That
which is easest to do is the thing we do first, delaying those tasks
that require extengve effort or thought until "later".

Red edtate sdllers are no different in that respect. Once you
have made up your mind, however, the last trait you want in aseller
is procragtination. To avoid it, you need to make your purchase
proposa one that can be understood, and approved, on the spot. 1t
is decidedly not in your interest to encourage the seller to seek
counsdl from mate, brother-in-law, bartender, or other
nonprofessiona adviser, each of whom may fed obliged to wrench
ther friend from the clutches of a"stranger” who obvioudy is
seeking to purchase property in his own terms.

Professiona counsd, in the form of an attorney and/or
accountant, will traditionally be sought in ared edtate transaction;
how it is sought depends on you. If your proposal is complex, your
sler-client may gpproach his adviser with an open-ended "1 don't
undergtand this" inviting wholesde rewording. That rewording often
includes additiond phrasing that may well upend the origind intent of
your document. If, on the other hand, the counselor is hired to
"smooth the rough edges’ on an agreement that was satisfactory to
both parties, his changes are likdly to be of a much more limited
nature. The origind parameters are likely to remain intact.

Smplicity does not, by definition, mean brevity. 1t means
carity. If replacing an eight-word sentence with a thirty-three-word
paragraph diminates the possibility of confusion, the change should
occur. As an example, "How about a second-mortgage crank on
your property?' may be crysta clear to weethered red estate
gpecidigts, but it may draw an embarrassed "Huh?"' from your
prospective sHler. It may aso raise the flag that brings friends and
relatives into the negotiating process.

A longer, but smpler, way of saying the same thing would be:
"Would you be willing to take back a second mortgage for a portion

.
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of your equity? By refinancing the property, | could give you a
down payment of $5,000, and the remainder of your equity in cash.”
It's dso much more understandable.

Avoid "jargon”, or red estate-related terms familiar to indgders,
indl of your discussons with prospective sdlers.  Consistent with
the "win/win" philosophy, it isyour intent to befriend your seller, not
overpower him. The "aw, shucks' gpproach may not fit in with your
image of yourself as a soon-to-be high-powered red estate
investor--but, if not, step back amoment and remember who it is
that you want to impress with your sophigtication. Y our creditors
and your banker will probably be toward the top of the list, your
sdler near the bottom.

RULE 9: REMIND THE SELLER OF THE PROBLEMS YOU
ARE SAVING HIM FROM

One of the cardind rulesfor public speakersis"Tdl 'em what
you're going to tell 'em. Tdl 'em. And then tell 'em what you told
Ie,n-ll

An extended, frustrated negotiating sesson may actudly cause
him to forget the problems that origindly motivated the sde. Asa
win/win negotiator, you should clarify those problems once again
near the conclusion of the negatiations to remind the sdler of the
negatives that you are offering to remove. The sdler can then add to
your financid offer the value of being out from under those
problems, and he will come up with the true vaue of the transaction.

WilmaM. was arecently widowed lady in her mid fifties. Her
husband hed left her with an eight-unit apartment building that was
some twenty-five-years old. When her husband was dive, he spent
at least ten hours aweek at the property doing maintenance and
management.

The apartment building was free and clear of dl liensand the
income was Wilmas sole source of support. She didn't want to give
up the income, but she had absolutely no desire to manage the

property.

.
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Dan S. wanted to buy the property and add it to his portfolio
of investment properties. When he was negotiating the purchase of
the property with Wilma, she started to forget her reasons for
sling. Dan reminded her of the management problems aswell as
the memories it might stir up. He offered her a contract payable
over the next thirty years that would provide for her support for the
rest of her life. She felt good about Dan's solutions to her problems,
and dlowed him to purchase the property for virtualy nothing down.

Onceinto the "dollars' phase of your discussions, the seller
may momentarily forget that he was doing some emergency
plumbing at 10:00 last night, or that Mrs. Robbins--out of ajob with
four mouths to feed--is now three months late with her rent, or that
the property taxes, which exceed current net income, are due
tomorrow. Since you earlier asked questions to determine his
problems, and since you listed the problems in an orderly fashion in
your notes, you should now point out the solutions that you are
providing to each of these problems. By bringing them back into
appropriate focus—-perhaps by adding a factor for the time and
expense necessary to adequately deal with them--you are
sweetening your ded in away that appedsto the "human factor" as
well asto the purse. These few sentences may be the extras that
ultimately tip the balance of the negatiationsin your favor.

When Dan provided for the emotiona and financid needs of
Wilma, he was able to structure a completely win/win transaction on
the eight-unit apartment building. The approved purchase offer was
finaly sgned because of the apped to both the "human factor" and
the "financid incentive”

RULE 10: EXPLORE "STAB-IN-THE-DARK" OFFERS

At thispoint, if the sdller is il "in the game’ but hestant to
commit, there is atechnique that can be particularly effective if the
sdler's expressed value is tied to other than pure market conditions.

An introductory step would be to remind the seller that you
are interested in the part of the property that he owns--the equity
portion. Once an acceptable range of value for that portion is
established, you as buyer might propose a dozen or more "stalo-in-

.
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the-dark” swaps of property for property, listening carefully to each
response in order to narrow down true needs and true val uation.

"Would you take my new Buick as down payment?' does
more than assess the sdller's affection for Buicks or need for an
automobile. If the possibility is admitted, you have just established
an acceptable level of down payment--one that may differ from that
originaly expressed.

If free-and-clear raw land, vaued at or in excess of the sdler's
equity, isof interest, it may signd that absence of management
headaches is of greater importance to the sdller than cash at this
time.

If "Would you take a note as down payment, payable in two
years a& athird over face vaue, with this property as security?"
sounds like a pretty good deal for your sdler, you may have before
you atransaction in which the sdler will lend you the money to buy
his own property, a certain-enough indicator of the degree of
flexibility you're dedling with.

In your preparations for the negotiating session, determine
what it is about the sdller that you wish to find out, and structure
your "stab-in-the-dark” questions accordingly. Y ou might determine
he doesn't want any management properties at al, because he's
been trangferred by his company. Traditiondly, that places a certain
time pressure on him to sl the property he dready owns. If no
non-cash proposals gpped to him, he may need a specific amount of
cash to purchase afamily home in another city. Perhgps that
gpecific amount would satisfy his down payment requirements. And
S0 on.

By providing the sdller with redl, or hypothetical, examples on
which to base his value, you are able to assemble a set of facts that
he may have been reluctant to provide if asked directly. You can
then use those facts to congtruct your forma offer.

AsDan S. negotiated the purchase of the apartment building
with Wilma M., he asked her such questions as, "Would you take an
offer that didn't require you to ever visit the property again? Would
you accept an offer that provided you with $2,011.56 per month for

.
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the next thirty years?'

When the questions were phrased in this manner, Wilma
accepted and Dan was able to purchase the eight-unit apartment
building for nothing down and a contract for $250,000 over thirty
years a nine percent interest.

RULE 11: PERSIST AND PERSIST AGAIN

As awin/win negotiator, you will be congructing formd offers
alot lessfrequently than will "ordinary" investors. Firgt of dl, you
will likely be deding only with truly flexible sdllers-alimited
population. Y ou will have very carefully assessed your own
objectives and the way this property fitsinto those objectives. You
will have spent congderable time locating the correct property,
interviewing its owner, and getting background for the pre-offer
negotiaing sesson.

Y ou will have, in other words, invested subgtantialy of your
time and expertise in coming to the point of offer. In addition to the
vaue of the property, thisinvestment of sdf must leed you to the
conclugon that if a firgt you fail, you mugt try and try again. And
again, and again. It isnot the attempt that separates those who win
from those who do not. It isthe success. And few, indeed, are
those who attain success on the first try.

By their persond nature, and the fact that they may be
cancelled with aword from ether party, negotiations are dways on
the verge of collgpse. Any single dement, or the manner in which it
presented, may trigger an emotional response that appears to end
the discussions on the spot. Overlooked in such an assessment,
however, isthe fact

that there are probably dozens of other points on which the
parties have dready agreed. The point in contention is often merely
aburr under the saddle of one of the negotiating parties, with a
smooth ride assured once you find away to remove the burr.

Don't giveup! The skills and the attitude that brought you to

this point are probably quite sufficient to enable you to "find away
out." After al, that iswhat you're thereto do. If it wasto be a cut-

.
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and-dried, "rubber samp" mesting, you could have sent an assgtant.
It was your tenaciousness and creativity that got you successfully to
this point; the same will get you successfully through it.

Examine your offer. Ligentoitsregection. What part of itis
insufficient? Do the sdler's remarks suggest something other than
what isbeing said? Does the sdler indicate awillingness to continue
discussons? Would concessions in another dement of your offer
permit you to retain those terms that appear unsatisfactory to the
sdler? Kegp digging. Thereisawill. You will find away.

"No" frequently means "l don't understand.” Have you made
the terms on which you will sgn quite clear? Clear to the sdler?
Often, averba review will provide asdler who isreluctant to
acknowledge hislack of understanding with an opportunity to
"confirm™ his perception of your offer.

"Mr. Sdler," you might suggest, "1 understand that we're apart
on some aspects of my offer, but permit me to run through those I've
suggested so far. That way we can separate those that thereisa
question on." Where possible, usetermslike it gppears’, and |
suggest”--terms cal culated to provide an opening for the sdler when
you review an aspect that's bothersome to him. Keep in mind that
the creetive offer is not the typicd offer, and that the concepts you
are proposing may be so new to the sdller that he amogt indtinctively
reacts defensvely. Don't be afraid to illustrate as you go dong. A
few graphs or columns of figures computed on a note pad can often
do wondersto dlarify both your intent and the mutual benefit they
demongtrate.

Congder again the case of Dan and Wilma negatiating the
purchase of the eight-unit apartment building. When Dan asked
Wilmaif she would accept an offer that paid her $2,011.56 per
month, he did something smple, yet origind. He made a monthly
chart for the next thirty years, with the monthly payment to be
received. In thisway Wilmawas able to visudize the benefits she
would recelve from the creative offer.

Just as"NoO" can mean "l don't understand,” "It can't be done"
can mean "l've never doneit" or "I don't know how to do it."
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Lisen! How many times have you said, ™Y ou look wonderful,
dear," when what you were redly saying--by inflection, or tone, or
glance--was something quite different. 'Y ou are more than an equa
participant in these talks. Y ou convened them. You arethe hodt. It
isyour respongbility to guide both parties successtully through them.
If you have ever been accused of "hanging on every word," now is
the time to do so without fear of recrimination. Listen. Interpret.
Confirm your response. If necessary, illudtrate again.

Y ou are awin/win negotiator. Y ou know that what you are
proposing is good for both parties. If your counterpart fails to
agree, it must be because he doesn't understand. Cause him to
understand.

Dan knew that the offer for Wilmas eight-unit gpartment
building was awin/win situation. It alowed him to own the property
with a break-even cash flow right from the start, and yet it would
provide Wilmawith aregular income for the next thirty years, a an
interest rate that was higher than she could get on bank certificates
of deposit. When he was able to put the offer in terms that Wilma
could understand, she was willing to accept the proposal on a
winwir/ basis.

Persistence does not have to mean, or appear to mean,
stubbornness. "Stubborn™ usudly gpplies to the immovable adoption
of aposition, and the unwillingness to be swayed from it--regardiess
of thefacts. "Persstence,” on the other hand, is stubbornness
gpplied to the result, not the process or position. The persigtent
person is convinced of the value and the achievability of the god, but
he will try avariety of approaches toward its redization.

Hanniba was persistent about crossing the Alps. That
persstence eventudly caused him to choose a means of mountain-
crossing conveyance never before used. Like many other
unconventiond, but crestive, solutions, it worked perfectly.

True, ingrained persstence cannot be faked. 1t must be literd,
red, internd. It is not an independent attitude, but an offshoot of
equdly red confidence and optimiam.

Unlike higher philosophies, the nothing down, win/win method
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of red edtate investing does not ask that you adopt its principles on
fath. Itstenets have been, and continue to be, proven on adaily
bassin virtudly every mgor city in the United States (and many
gamaler onesaswell). It has worked, it does work, and it will work
for you. Onceyou know thet, the attitude of enlightened persstence
necessary to broaden your spectrum of opportunities will
automatically be yours. With each success, with each satisfied
sler, your confidence, your skills, and your net worth will continue
to grow.

RULE 12: TAKE TIME--TIME LESSENS TENSIONS

Do you remember your first date? Your firg job interview?
Y our first meeting with the in-laws? If you're like most of us, they
were mestings involving some tenson. And the grestest degree of
tenson probably occurred at the beginning of those meetings.

Once again, we run into a common human characterigtic.

Anthropol ogists judge humans to be arace of gregarious,
socid animals, forming families, living in bands, seeking out one
another's company. What anthropologists usudly don't dwell on are
the beginnings of those social rel ationships--often periods of tension,
suspicion, and even outright hogtility. Wandering tribes of old liked
to be able to meet strangers with their backs up against awall. The
handshake has evolved from a practice of showing the pam to
demondtrate that no weapons were hidden there.

Higoricdly, the earliest moments of relationships are "on-
guard" times, periods of assessment and fedling out. "Hello,
Madam, My nameis Fred. May | engage in atorrid romance with
you in fifteen minutes?' may be the suff of off-color fiction, but most
agpiring Lotharios, anxious to avoid public humiliation, exhibit more
restraint in their introductions.

Business rdationships, too, begin on amore formd note. The
lawyers even have aterm for it--"arm's length.” Condder the initia
buyer/sdler meeting in ared edtate transaction, if the buyer wereto
be perfectly candid:

.
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"Mr.Smith, my nameis Fred Norman. | redlize that you don't
know if I am honest, have any money, know anything about regl
edtate, appreciate your property's value, or beat my wife, but | am
here to come into ownership of that property without demonstrating
any of those things or giving you any of my own money. I'll want to
offer you thousands of dollars less than what you think the property
isworth, and perhaps ask you to lend me the money to do so. My
persond financid statement is none of your affair, and, for al you
know, | may want to return your property to you after mismanaging
it for severa years and draining its bank account. Now, may we
chat?'

An exaggeration? Not if you're the sdler and you've heard of
any of those things happening in the past. Only in court are you held
innocent until proven guilty. Inred life, economic life, the reverse
frequently holds true.

Theinitid moments of your meeting, then, should be used to
establish rgpport with the sdler--almost exactly the same way you
do with anyone ese. It should not be a period of tension for you
because, as awin/win negotiator--a"believer,” asit were--you
literdly do observe this new acquaintance as a potentia friend. You
are there not to take advantage or to "hoodwink™ him, but to
examine his needs and determine whether they might dovetall into
yoursin amutudly beneficid way.

Do not be rushed in this very important meeting. Y ou never
get a second chance to make agood first impression. Arrive afew
minutes early. Schedule nothing immediately following. Takethe
time to do what you're there to do--review hisneeds. By exhibiting
atrueinterest in finding solutions to those needs, you will be
figuratively opening your pam and helping to ease whatever tensons
he may have brought to the meseting.

Frank M. was a beginning investor who found a three-unit
gpartment building that passed his preliminary requirements. He
made an gppointment to meet the saller at the rental property to
ingpect the property and to begin serious negotiations.
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When Frank met Stewart A., the sdller, at the property, he
tried to make afavorable first impression. He was prompt, he
dressed properly, and he drove up in an immaculate and recently
washed car. Frank looked and acted professional. He had factual
data about the property and had even gone to the courthouse and
purchased a survey plat on the property itself.

Stewart was responsive to this professona approach. He
was receptive to Frank's questions and truly believed that Frank
was trying to solve Stewart's problem with the property, while till
purchasing the property as a good investment for himsdlf.

Remember: you represent aVIT ( Very Important
Transaction) to the sdler, involving his past judgments, his present
cash flow, perhaps the very welfare of hisfamily. At the very less,
asubgtantiad portion of hisegoisinvolved. Treet it with the patience
and respect it desarves, and you will have gone avery long way
toward refining "arm's-length negotiations' into thoughtful discussons
with afriend.

It's much more pleasant that way. And more productive.

RULE 13: BE HLEXIBLE, BE CREATIVE, BE READY WITH
ALTERNATIVES

Severd years ago, ayoung woman, awriter by trade, applied
for apogtion in the public relaions department of amgor
midwestern utility. She successfully passed her first battery of
interviews and finaly reached the spacious offices of the regiona
vice-president for her find test.

During the discussions, the executive acknowledged that the
job for which she was applying required a great ded of credivity,
and expressed admiration for anyone who possessed thetrait. "I'm
just not cregtive at dl," he said.

"I'm sorry, but | disagree,” my friend said. With some fedling,
she went on to dispute the notion that crestivity was the exclusve
domain of writers, artists, and others traditionaly tabbed with that
labd.

.
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She pointed out that there was no "manud™ for deding with
the myriad of responsbilities the executive handled each day, but
that individual solutions had to be formulated--or created--as
stuations arose. The fact that the executive had achieved an
advanced position with the company, she noted, proved that he had
demonstrated abilities as a creative manager, and was able to "build"
solutions from a broad, but uncataloged, array of resources.

"In the find analyss, that'sdl we do,” shesad.

The interview not only got her the job, but it demonstrated a
unique leve of perception on her part.

Her well-taken view gpplies equally to the fidld of red edtate
invetment. Red edtate investing, in fact, provides one of the most
fertile fields for the application of persond creativity. It isincredibly
broad. While customs rdating to the transfer of ownership of its
various "products' do exigt, they are largdly just that--customs.
Deding in red edtateis often alargely ungtructured process. The
variety of solutionsto identified problemsis admog endless. For
example, mathematica science showsthet if each of the five
elements of negotiation (price, rate, down payment, payments, and
dates) had only five aternatives available, there would be more than
fourteen thousand offer combinations that could be presented in a
snglered edate transaction. While such an exhaustive process will
certainly never take place, it does prove that the successful, credtive
negotiator is equaly unlikely to run out of aternatives to propose
when putting a dedl together.

Your task in dl of thisistwo-fold: you must remember that
this awesome bank of optionsis avallable for "withdrawads' a any
time, and you must unloose the reins of your own imagination to
determine when, whether, and how to bring them into play.

RULE 14: STEP BACK AND GIVE YOURSELF A CHANCE
TOTHINK

When you have gathered dl of the information you fed youll
need to exercise good business judgment, don't exercise it--not then
and there, at least. Take the information, leave the sdller, and retire

.
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to aplace of privacy. Then take as much time as you need to
check, and double-check, the information you have received againgt
your own objectives. Be sure that they fit. Play "devil's advocate’
with yoursdf, and try to find flawsin your own arguments.

One effective way of evauating the ded isto draw aline
down the center of apiece of paper. On theleft, write dl of the
advantages of owning this piece of property. Match those
advantages againgt your writtenlist of objectives. Throw out those
that do not support one or more of your objectives.

On the right side of your paper, write dl of the negatives you
can think of--and there are avariety that come with the ownership
of any property. |s management going to be a problem? How
much deferred maintenance is there? How about zoning, neighbors,
vacancy rates, negative cash flows, interest rate?

When you're done, bring your lists to a presumably neutral
friend or adviser you respect. Ask himto try to talk you out of your
pending dedl. If you have done your work, and your friend cannot
mount effective arguments againg the transaction, you can pretty
safely assume that your investment is sound and will help you meet
the redligtic objectives you require fromiit.

Now go back to your sdller, and present your offer to him.
To the extent possible, adopt the public speaker's credo: tell him
what you're going to tdl him, tell him, then tell him what you told
him. Lead him not only into the what of your offer, but the why.
Present your case as honestly and thoroughly as you can, usng
whatever illudrations you may need to highlight your points. I
appropriate, inform your sdller that you are looking at other
properties and that you will conclude whichever transaction meets
your financid gods.

While indicating that timelinessis of value to you, leave the
offer, if necessary, for the sdler's consderation. Remember, asa
don't-carer buyer you must not exhibit too much eagernessto tie up

the property.

Then, wait. 'Y ou have accomplished your negotiating tasks.
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The sdller need only sign to complete the dedl. He must take an
overt action, returning your earnest money and contract, to regject it.
The transaction is now in his hands.

4.8 NEGOTIATING CHECKLIST

Asyou negotiate the many varigblesin ared estate purchase
transaction, you may find the sdler responding to your initia
proposasin anegative manner. In order to help you respond to the
maost common objections to cregtive financing proposals, we have
included this Negotiating Checklist. It doesn't provide a specific
response to individua objections, but it does provide many
generalized responses that can be adapted to meet most probable
sler objections. Review it carefully and visudize yoursdf
conducting face-to-face negotiations with a seller who voices the
following objections:

"I NEED MORE MONEY ."

A. I'mred estate conscious. I'm going to buy additiond property
with my proceeds, o | need cash down.

Y ou respond with ideas such as:

1. I'll raise the purchase price by the amount of your down payment.
Y ou can have your asset, the contract, and borrow againgt it for
your investment needs.

2. My credit isgood. I'll give you anote against which you can
secure aloan for your down payment.

3. I'll make you an equity participant in this property when it is sold.

4. I'll put you in touch with a syndicator who uses investor's trust
deeds in place of cash.

5. I'll refinance this property and make advance paymentsto you in
the amount of the down payment.
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6. I'll buy back my note and trust deed from you, at a discount.

7. 1'll find you a property for no money down.

B. I'm debt conscious.

Y ou respond with ideas such as:

1. I'll assume your debts.

2. I'll guarantee aloan to pay off your debts.

3. I'll lend you money mysdf.

4. I'll make advance payments.

5. I'll assign collected rents to you in the amount of the debt.
C. I'm security conscious. Why should | sdl with nothing down?
Y ou could run my property into the ground.

Y ou respond with ideas such as:

1. I'll give you a blanket mortgage on another property.

2. I'll give you aone-year option to rescind in the event of improper
maintenance.

3. Let'sgo see other properties | own (or have owned).

4. I'll permit you to Stay in as part-owner. Y ou can oversee
maintenance yoursdf.

5. We can escrow rent payments, and pay a management company
of your choice to run the property.

6. I'll pay you to manage this property.
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D. I'm investment conscious. | need an income stream. I'm going to
invest the down payment and collect interest.

Y ou respond with ideas such as:

1. I'll raisethe interest rate, and my payments, to equa what you
would receive by investing the down payment.

2. I'll guarantee resdle within five years. Y ou'll have your cash
baloon to invest by then.

3. I'll pay you to manage this property. That way you can have
money coming in.

E. I'm tax conscious. If | sdll this property, taxes will eat me dive.

Y ou respond with ideas such as:

1. You're taxed only on money actudly received. No down, no tax.

2. I'll send you a CPA who can fully explain the tax ramifications of
thissde.

3. We can delay closing until January 1 of next year.
4. | have acopy of the Tax Reform Act right here, and it says....
5. We can st up atrust for your children.
6. We can set up atax-free exchange for another (smaller or larger)
property.
"I NEED MONTHLY PAYMENTS."
A. That'sjust the way it's done.
Y ou respond with ideas such as:

Most mgjor investments pay quarterly or annualy. Stocks are an

.
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example. Redl estate syndications may take years to pay off.

B. | need the monthly income.
Y ou respond with ideas such as:

1. Theless you draw, the more interest accumulation you'll have at
baloon time.

2. My payments to you will be a percentage of the property's net
income. The better the price to me, the better the payments to you.

3. Part of your need for income was to feed this property. I'll be
doing that now. And the time you'l have available by not managing
the property can be used to generate an income elsewhere.

4. | can get you ajob.

5. I'll hire you to manage this property, and others as well, if you
wigh.

4.9 REASONSFOR FLEXIBILITY: AND HOW TO TURN
THEM TO YOUR ADVANTAGE

In addition to the financid reasons outlined above, there may
be other clues used by sdlersthat can give you the upper hand in the
negotiations. For example, if the seller complains about property
management, jump on this theme by tressing your experitisein
management and your tolerance for management detail. If he
mentions the fact that his depreciation is used up, show him how you
can solve his problem. Offer to help negotiate a tax-free exchange
into a newly depreciable property, with your services as down
payment. Negotiate with a knowledgesble professona--usudly a
CCIM (Certified Commercid Investment Member) Redtor--to
provide expertise and be compensated over time. With hishelp,
compute the actua financid impact of the loss of depreciation on the
owner, and use that knowledge in your discussions.

If the seller appears "cash poor,” find the reasons for his
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problems and offer to step in with solutions; e.g., assuming his debts
to relieve pressure, providing him with persona property that he
needs (to preclude his having to come up with pocket money),
increase monthly payments at firgt, etc. Keep probing until heis
stisfied.

If the sHller isin atime bind (divorce settlement isimpending,
atransfer isin the works, etc.), offer to close quickly. Expressa
willingness to put yoursdlf into atight contract where your lack of
performance will trigger heavy pendtiesfor you. Build trust.

Then again, if the sdler islooking more for an income stream
than a heavy down payment, structure your offer to provide the
exact benefits wanted, and then present it with confidence and in the
context of what the owner wants.

Once again, the vaue of fact-finding becomes apparent.
You are aprofessiond, just like alawyer, doctor, or accountant.
Y our own experience with these professonas should confirm that
none of them begins interviews by offering solutions  Instead, each
follows a carefully structured process of questioning aimed at
determining needs, symptoms, and goads. Y ou must not do less.
Y ou cannot offer mutudly beneficia "cures’ unless and until you
know dl of the facts.

The first one to mention a number may indeed lose, but so
will the last one to know that number.

410 THREETACTICSTO TRY WHEN ALL ELSE FAILS

Youvedoneit al. You've researched the market, the
property, the individua. 'Y ou've backed into a corner with your
own offer, giving as much as you possbly can. You like the sdler.
The sler likes, and respects, you. But nothing is happening!

What to do? Firgt, do not do nothing. That may take you to
the successful conclusion of alose/lose transaction. That's not what
youretherefor! Try thesethreetacticswhen al dsefails
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THE LAY-THE-CARDS-ON-THE-TABLE APPROACH

This approach gppedls to emotions rather than to drict logic;
its success depends to a significant degree on your rapport with the
sler. It requires not only honesty, which you've exhibited
throughout, but full-disc osure honesty--the kind that literaly lays on
the table any and al negotiating "chips' you may have been
withholding for the last momert.

Thisis the last moment.

Say something like, "Mr. Sdler, let'sfaceit. I'm sufficiently
attracted to your property that | probably would come up with your
down payment if | had it. | don't. And the cash-flow situation here
won't alow me to make payments on both a down payment loan
and your contract. Heréswhat | cando."  Then proceed to
review the problems you will assume, the payments--perhaps dightly
larger--you can make, and whatever concessions you may have
been saving.

There are endless concessions. Hire him, or afamily
member, as manager. Move the baloon up ayear (but only if you
can handleit). Show him apersond statement that illustrates both
your substance and your inability to stretch any further. Review the
concessons you had made earlier as an indication of your Sncere
interest in his property, dways keeping within the financid
framework you had established. Show him your calculations. Ask
himif he would enter into the transaction if he werein your shoes.

Do nat, in other words, hold back at this point. Remember,
though, that you are not attempting to persuade him to sdll you the
property smply for no money down, but within specific financid
parameters. Since you've revealed to him what those parameters
are, and how they were derived, you can now be perfectly open
with him. Knowing that he's reached the breaking point with you, he
may indeed be mativated to lay his own negotiating hold-outs on the
table.

Tom and Helen P. located a single-family home that was for

sdeby atruly flexible sdler. The sdler was disposing of the
property in order to raise cash to invest in afast food franchise.

.

Unit Four, Page 53




-

When Tom and Helen made contact with the sdller, they told him
that they were interested in making the best investment they could,
while a the same time providing the cash necessary to mest the
sler'sneeds. They laid dl their cards on the table. Once the sdller
understood the facts, he was receptive to their offer to buy the
property for asubstantia discount for cash.

Tom and Helen were able to bring in a partner who loaned
them the money to buy the property, and the sdller raised the
necessary cash to purchase the fast food franchise. The entire
negotiation process worked because dl the parties were willing to
openly discuss their needs and their objectives.

STUDENT-TEACHER APPROACH

"Mr. Sdler, you've been in thisfor longer than | have. 1'd
like to own your property. I'vetried everything | know to
accomplish that god. Nothing has
worked. What would you do if you werein my place?"

Frequently, where relative age or experience in property
ownership might qudify the seller for aguiding role, smply
requesting help can bring forth an dmost paterna (or maternd)
response.

Vicki H. tried this gpproach when negotiations broke down
on a property she was particularly interested in. The sdler didn't
especidly view hersdf as an expert, but she was delighted to share
what she knew. The sdller showed Vicki exactly how to structure a
dedl that was attractive to both parties—-all because Vicki had dared
to ask for help! Vicki ended up with a choice property, a new
friend, and some invauable redl estate information she otherwise
would have been unable to get.

Y our seller may aso be someone whose expertise is seldom
acknowledged. Acknowledgeit. Request it. Y ou may be
pleasantly surprised at the result.

SHARE-THE-PROBLEM APPROACH

.
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As awin/win negotiator, you have spent a healthy amount of
time helping the sdler to solve the problems that induced him to s
inthefirst place. You have asked appropriate questions, and you
have listened attentively to the answers. Y ou have charted and
reviewed the financid ramifications of the purchase. Y ou have
proposed dternative solutions, and then revised those proposalsto
better suit the needs of the sler.

At thisfind stage of the negatiations, it is now time for the
sler to help solve your problem. Y our problem, of course, isthe
gap in the purchase terms between what makes economic sense for
you and what the sdller fed's makes economic sense for him.

Thefirgt gep in soliciting the sdler's help isto share your
problem with him. Identify it asaproblem. Show why you cannot
exceed the offer you have findly made. Ask for his agreement step-
by-step as you review the "number-crunching” process that led to
your offer.

"Did | dothat right?" "If | understood you correctly, you sad
such-and-such. Isthat right?" "If | extend the monthly negative cash
flow over the term of theloan, I'll be out X dollarsin cash. Do you
seehow | got that?' If the seller logically agrees with you on each of
the steps that contributed to your find offer, it becomes somewhat
indefengble for him to rgect the summary of those contributions.

Share your problem. Don't just say "no” to his price and
terms. Show him why you must say no, and directly request his
persond help in legping this one find hurdle on the way to a
transaction that will permit both parties to place their problemsin

perspective, aswdl asin the past.

411 APPLYING THE WIN/WIN PHILOSOPHY IN
NEGOTIATION

"Win/win" is not amply a catch-phrase or amord theme; it is
atested and proven operational philosophy for generating
extraordinary financid returns from a particular method of red estate
invesment. In order for those returns to be maximized, it is

.
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necessary that both parties do, in fact, come out as winners when
the negotiations are concluded.

Win/win transactions appeal to both parties. Hodtile fedings
and defengveness are neutralized. The probability of acting hastily--
out of emotion--is greatly reduced when the greed-related decision-
making of awin/lose transaction is eiminated.

Win/win negotiating istension-free. It isa process of mutua
invedtigation, not confrontation.

Congder the case of Tom and Helen P. as they were
negotiating the purchase of the sngle-family rentd. When the
negotiating process took place, dl three of the parties sat down at a
table and attempted to solve each of the other's problems. Asa
result, the negotiation process was one of cooperation and not
confrontation.

Win/win negotiating does involve preparation, however, and
it carries with it the necessity of predetermining what winning and
losng mean. It dso involves negotiating with atruly flexible sdler.
"Winning" isardativeterm. Whileit is necessary for both you and
your negotiating counterpart to emerge as victors, "victory” for a
legitimate flexible sdler is usudly proportionately less than "victory"
for an unmotivated, at-the-market sdller.

When you find a property that fits your objectives, and it
gppears that awin/win transaction isared possbility, approach the
opportunity with purpose and enthusiasm.

"Every man takes care that his neighbor shal not cheat him,"
sad Raph Wado Emerson. "But aday comes when he beginsto
care that he not cheat his neighbor. Then dl goeswell. He has
changed his market-cart into a chariot of the sun.”

As you move forward with your win/win strategy,
remember these indispensable keys: deal only with a flexible
seller, enter the negotiations in the role of problem solver who
has the ability to deal with the seller's needs and anxieties, find
out exactly what the seller's problems are, and then select those

.
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alternative solutions that will cause both you and the seller to
win.

Itsasmply formula, but it can work miracles.

412 HOW WELL HAVE YOU LEARNED?

The better you have learned the information and concepts in
this unit, the more successfully you will be able to gpply them. Test
your learning by answering the following questions. Do not skip this
step--the best way to help the information stay in your head isto
reprocessit through your fingertips!

(NOTE: If you are uncertain of a particular answer, look
back through the unit. The answersto dl the questions can be found
in the preceding pages of the unit.)

1. Whom should you authorize to negotiate in your behdf? Why?
2. Name the five variables in negotiation.

3. What isthe key characterigtic you must find in a buyer in order to
conclude a successful transaction? Why?

4. Who should do mogt of the talking during negotigtion? Why?
5. How do you determine which questions to ask during
negotiation?

6. Why isa"don't-carer™ buyer asimportant asa"flexible’ sdler?
7. Why should you work so hard to protect the sdller'sinterests?
8. Why isit important to establish a powerful persond reaionship
with the sdler?

9. Why do you need to quantify your investment return?

10. Whét role does sillence play in negotiation?

11. Isit wise to use complex terminology in negatiation? Why?
12. At what point(s) in the negotiation process should you remind
the seller of his problems (his reasons for sdlling)? Why?

13. How can it benefit the negotiation processto caculate figuresin
front of the seler?

14. Name afew non-threatening strategies you can useto help a
sdler understand your terms.

15. By what method can you clearly evaduate a ded, Sarting by
drawing aline down the center of a piece of paper? Explain the
process step by step.

.
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16. List three ways you can negotiate with ared estate-conscious
sler.

17. List three ways you can negotiate with a debt-conscious sl er.
18. Ligt three ways you can negotiate with a security-conscious
sler.

19. Lig three ways you can negotiate with an investment-conscious
sler.

20. Ligt three ways you can negotiate with a tax-conscious seller.
21. How can you respond successtully to a seller who needs
monthly income?

22. Lig five common reasons for seller flexibility, and explain how to
turn each to your advantage.

23. What three tactics can you use when al esefails?

24. Why isit sad that the most creetive part of win/win negotiating
occurs after you finish your research on a property or a buyer?

25. Make up asample ligt of goas from which to negotiate on an
older, angle-family resdence on a dreet that's turning commercia in
character.

413 PUTTING IT ALL INTO PRACTICE

When the book learning is over and dl is said and done, the
surgeon mugt gtill perform hisfirst appendectomy, the barber hisfirgt
haircut. And you must conduct your first negotiating sesson. On-
the-job training is dill the best, and your turn has come.

How can you learn to negotiate without taking the risk of
moving ahead before you know the entire cregtive-financing
gpproach? The answer isincredibly smple. Do the following
assignments, and do nothing more. We are not asking you to
actudly buy red estate. We are asking you to go through afew
negotiating sessons, just to see how the process works. Those of
you who are aready experienced red estate investors can use the
opportunity to polish your skillsand add to your arsend of
techniques.

What if you happen to find that once-in-alifetime ded while
you're practicing? Don' let it dip between your fingers--but don't
do something you're not ready for! Find alocd investment group
and get an experienced person to help you andyze the property and

.
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the outcome of the negatiations. Better till, call High Touch and
speak with an expert about your concerns. If it redly isahot buy,
get an experienced partner to purchase it with you as ajoint venture.
Or, you might offer the property to someone e, in exchange for a
finder'sfee.

In the meantime, go ahead with your assgnments. Y ou need
not do al the assgnments listed; select those that will be most helpful
to you in your own circumstances. But don't skimp on your efforts.
Youll only be hurting yoursdf.

1. Getacopy of your loca dassfied advertissments and
find some prospects. With ared fdt-tip pen, circle dl the single-
family homes or smdl commercid buildings thet are for sde by
owner, paticularly if the ad indicates that the sdler is anxiousto sl.
Wetch for "low down,” "fix-up specid,” or "leaving town"; there are
many other phrases that should dert you to possible sdler flexibility.
Virtudly every ad that specifies adown payment of $2,000 or less
will be agood prospect.

2. Choose the five most promising ads. Himinate dl but five
of the properties, based on your own criteria. Maybe you don't
want to own aformer laundromat, or perhaps the south side of town
isnot what you have in mind. Made alist of your criteria, and use
your own ligt to eiminate dl but five of the ads.

3. Invedtigate the properties. Begin by driving by the five
properties. Arethey appeding? What is the neighborhood like?
What kind of people live in the neighborhood? What's the current
zoning? Does the town have an area plan that may change that
zoning in the near future? Would the change be to your advantage?
Find out enough about each property to intelligently decide whether
you want to keep pursuing it.

4. Narrow your choiceto two properties. Keep asking
questions, and don't be afraid to get into detail. Interview neighbors,
officids at city hdl, and area Redtors to uncover everything you can
about the properties. Narrow your choice to two of the properties.

5. Arrangefor aninterview with the owner of each
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property. Cal the owner of each property and explain that you are
interested in talking to him about the property. Set a specific time
and date; remember to dlow yoursdf plenty of time for the
interview.

6. Do your homework. The day before the scheduled
interview, read through this unit again, using ayelow marker to
highlight information that's important to you. Then make a checklist
of everything you want to find out about the property. Clamp it
boldly to a clipboard and approach the interview with confidence.
Remember, the sdller invited you to come by virtue of hisad in the

paper!

7. Conduct theinterview. Y ou are awelcome guest, but
remember: your sdler will probably be alittle nervous. Start out by
establishing arapport and putting him at ease. Take your time;
thereés no hurry. Ask the questions about the property directly from
your checklig; if the sdler seems impatient, gpologize for the time
you are taking but point out that each property has unique
characterigtics, and you want to be certain you make the right
choice.

Find out why the sdler is selling--and try to get to the real
reasons. |f you have atruly flexible sdler on your hands, he will
probably have some very definite problems that he hopesto solve
by sdling his property. Make note of them in writing at the bottom
of your checklist.

Conduct this same interview with the owner of the second
property you have selected. Do not make any offers; remember,
you are just practicing for now. If the owner seems anxious, tell him
you are looking at anumber of properties, and are in the process of
assessing each for potentia purchase.

8. ldentify solutionsto the sdllers problems. In the privacy
of your own home of office, go over the questions you asked and
review your assessment of each owner's problems. Using a
separate sheet of paper for each property, draw aline down the
center of the piece of paper. On the left side, write each problem
the sdller has. On theright Side, list three or four ways you could
solve that problem. Use this unit to spark your imagination, and

.
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think of your own creative solutions in addition.

9. Conduct an imaginary negotiation. With your
problermy/solution sheet in hand, begin an imaginary negatiation
session--gtarring you as your own "devil's advocate!" First, write
what you would offer the sdler. Next, jot down what you think his
objectionswould be. Then come up with new terms or perspectives
that would soothe his objections. Continue this process until you
can't think of any more reasons why a seller would bak at your
offer. Congratul ations--you're on your way!

4.14 THE TEN MOST ASKED QUESTIONSABOUT
NEGOTIATION

The following questions are among those most frequently
asked by dients of High Touch. If you have additiond questions,
don't hesitate to call your mentor.

1. "Thinking about negotiation reglly makes me nervous. I'm afraid
| won't be quick enough to come up with the next line in what must
be rapid-fire succession. How can | prepare for negotiation?”

The kind of negatiation that is most successful in red edtaeis
not the kind of rapid-fire exchange that you see between seasoned
attorneys in exaggerated televison dramas. In fact, it's best to take
your time. Why? The sdller will come into the negotiation feding a
little nervous and anxious. Y ou'll be miles ahead if you do whatever
you can to ease that tens on--including establishing some persond
rapport. You may find that the best use of your first sesson isto get
acquainted and become friends--and save the negotiation for alater
sesson.

2. "You mention saving the negotiation for 'alater sesson.’
Shouldn't al of the negotiation take place in one sesson to avoid
losing geam?"

Not at al. Unlessyou're looking at a once-in-a-century dedl,
you want to take your time and let the sdller take his. If you fed it
appropriate to propose an offer and then et the sdller take some
time to consider it, go ahead. No rule saysyou have to sart and

.
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finish in the same session.

3. "It'sdifficult for me to imagine making friends with a progpective
sdler that | scarcdy know. Why isit so important to make friends?”

The success of your negotiation processis going to depend on
how well you can solve the sdller's problems. He will hesitate to
share those problems with you unless he feds that you are his friend.
There's another reason why it'simportant to be friendly: aseller
would much rather ded with someone who is genuine, likable, and
essy-going than with someone who is arupt and harsh.

4. "I'vetried negotiating beforebut the sdllers I've worked with
don't seem to want to negotiate. What am | doing wrong?"

Y ou may not be taking the time to find truly flexible selers. A
flexible sdler is extremdy anxiousto sl his property, and heis
willing to do whatever it takes to get it sold--including going through
negotiations. Someone who is not aflexible saler can afford to stay
firm on price and terms--and he probably isn't interested in hearing
any other offers.

5. "How can | identify aflexible sdller so that my negotiation will
have the greatest chance at success?"

Sart out by asking the obvious. "Why are you sdling your
property?' Go from there. Probe. A sdller who is casudly
interested in getting rid of his property so he can use the money to
invest in another property won't be nearly as motivated as a seller
who is facing bankruptcy unless he comes up with some immediate
cash. Review the unit on finding properties for complete ingtructions
on identifying flexible sHlers.

6. "I'm terrified of the progpect of lengthy silences--I'm afraid |
won't be able to keep things moving. How can | preparein advance
50 | can avoid those slences?’

Dont! Silences can--and do--work to your advantage in
negotiation. By staying slent, you force the sdler to keep talking--
and the more he talks, the more you learn and the closer you get to
CONCessons.

.
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7. I've aways been taught that | should come out ahead in
negotiationsif 1 want to be a success. The win/win philosophy
seemsto be at odds with that. Which isright?”

According to the win/win philosophy, both parties come out
ahead. How isthat possble? Y ou achieve your goa (you acquire a
desirable property), and the sdller achieves his (he achieves afair
and effective solution to his problems). Nothing could be more
successful than that! It is possible for both parties in negotiation to
come out ahead at the same time.

8. "What if I've done everything | can think of and the sdller il
won't budge? What then?”"

There are two different answersto that. There are severa
tactics you can use as alast resort; to learn more about those
tactics, review this unit carefully. But there's something ese: you
don't have to buy this particular property. It may be appealing to
you, and you may be convinced that it will fit perfectly into your
portfolio, but if you cannot negotiate awin/win ded, wak away. It's
assdmpleasthat. If asdler isn't automaticaly flexible, no amount of
negotiaion will turn him into one.

9. "I'vefound that when | negotiate with sdllers who are not
experienced in real estate, the negotiation isn't as successful. What
am | doing wrong?'

There's probably avery smple answer: the sdller probably
doesn't understand you. Y ou may be using termsthat are foreign to
him; you may be proposing solutions he has never heard of before.
Takeyour time. Go dowly. Stop often to ask, "Am | making
mysdf clear? It might be eesier if | sketched out an illugtration of
what I'm proposing, because it can get very confusing.” Don't be
patronizing--but redize that you need to communicate with great
clarity if you are to be successful & negotiating. Take time to teach-
-but don't talk down.

10. "Why is negotiation so important?”
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It is probably the single most important step in buying
investment properties. Why? When you approach a sdler, there is
awide gap between your desiresand his. Y ou want aproperty a a
great price and at great terms, and so does he--only on the opposite
end of the spectrum! Negotiation is the process by which you
narrow that gap until the two of you meet in amutualy beneficid
dedl. You get your great price and terms, and the seller gets more
than he bargained for--he gets a solution to his problems. Everyone
wind
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UNIT FIVE

CREATIVE FINANCE

5.1 GENERAL CONSIDERATIONS

What redly separates the sheep from the goats in red
edate investing is the skill of putting financid deds together in
cregtive ways. The nickname for this skill is "creative finance.”

The term "crestive finance" has been used so often in o
many different contexts that it has taken on the aura of acliché.
Our purpose here is to attempt to define the term in practical,
down-to-earth ways that will demystify whet is, after dl, avery
learnable skill, i.e., putting profitable deds together so that
everyone wins.
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Ask the man on the street what " cregtive finance”
means and you will get avariety of answers:

M clever ways of coming up with cash
M innovetive solutions for bridging the gap in making dedls

M "cookie cutter” formulas that can be repeated over and over
againin order to buy and sdll assets successfully

M sneaky dedls alaDonad Trump, etc.

Let usteke avery different approach to defining
"credtive finance," i.e., not as afixed action or thing, but rather
in terms of ranges, or rather a series of points moving dong a
range of options that relate to certain financing issues.

AN ILLUSTRATION

Let ustake one of those issuesin order to illugrate
what we mean. If we want to purchase an asset or a property
using the time-honored gpproach of "cash on the barrdl," then
we sttle on a price with the sdller and reach into our pocket
and give him/her the agreed-upon vaue in the form of currency.
That enables usto walk away with the property or asset and
cdl it our own. We are happy, assuming the thing we have
purchased is what the owner has represented it to be; and the
owner is happy because he has his money.

Credtive finance? Not in the least. Thisisthe most
ordinary, maingream, garden-variety financing in the world.

However, what happensif we don't have the money it
will take to buy the property or asst, but Hill redlly want it?
Then we must turn to our cregtivity in order to consummete the
ded. Where will we get the money from? Suppose we have a
friend with plenty of money and awillingness to share with us
the thing we want to buy. If we now bring our friend to the
negotiations and say to the sdler:
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"Mr. Sdler, | want to purchase your property for the
price we have agreed upon, and | have afriend here
who will put up the money."

Will the sdller object to that? Not if the money isbona
fide currency. Thus you and your friend can walk off with the
property or asset, share it according to your arrangement, and

everyone is happy.

Especidly you, because you didn't put up a dime--and
gtill get to use the property. Y ou have just used creative
finance to close adedl.

Theissue hereis one of severd that go to define
"creative finance" In this case we are asking, "Who will put up
the finances?"' In our example, your partner put up al the
financid resources. But it is possible that you could have put up
some and he/she could have put up some--a combination of
shared investment.

Maybe you put up half and your partner puts up half.
Or maybe you put up afourth and your partner puts up three-
fourths. Or maybe you put up 37.681 per cent and your
partner puts up 62.319 per cent. Whatever! It's a matter of
mutual agreement. That kind of arrangement makes it clear that
we are talking about arange of options dl rdaing the issue of
who puts up the finances to close the deal.

From your perspective, the range covers dl the
possihilities from your putting up dl the consderation (hardly
credtive) to your putting up none of the congderation (highly
cregtive)--plus every possible combination in between.

Let'slook at this range in graphic form:

Issue: "Who puts up the finances?'

170 U I SOMEONE ELSE
(COMBINATIONS)
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Think of the answer to the question about the source of
financing as a dot that ranges dong this line. The further the dot
moves aong the ling, the higher theleve of creative finance; the
more the dot tends to Stay close to the beginning point, the
lower the dot fdls dong thisline the lower the levd of credtive
finance.

Thus, in the case of thisilludrative issue, we can define
"credive finance" as a financing arrangement in which the
maximum share of the invested finances comes from other
people rather than from yourself. The more you can induce
othersto pay, the more creative the deal. The better you are at
gructuring financid arrangements in which your input is
minimized and the use of other peoples money is maximized, in
the context of everyone winning, the more "cregtive" you are &
finanang.

52 THE MAJOR FACTORS OF CREATIVE
FINANCE

There are at least seven other mgjor factors that figure
into the process of credtive financing. Hereisalisting of these
issues, including the issue of OPM (Other People's Money) that
we have just discussed. Each of these issues generates arange
of options that can serve to define more fully the nature of
creative finance from the standpoint of the resultsit brings

M 1. AT WHAT PRICE?

Range: from high above the market to high below the
market

Commentary: dl other things being equd, you are going
to be looking for a price as far below the market as
possible. It doesn't take alot of additiona creativity in a
ded if you can get it at 30% or 40% below the market.
That may well be "cregtive' enough, because you pick
up abig chunk of equity asthe outset, before anything
€l se happens.
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M 2. USING WHOSE FINANCIAL RESOURCESTO
BUY?

Range: from our own resources to other people's
resources

Commentary: as we have dready explained, if there
must be money put into aded, then let it be someone
edsgsmoney. Thisis epecidly trueif you don't have
any money! Sometimes circumstances congtrain you to
be credtive in this sense. A lot of dedls are cregtive
because they have to bel

M 3. HOW SOFT OR HARD ARE THE "OTHER
PEOPLE" INVOLVED?

Range: from bankersto partnersto sdlers, i.e, from
hard to soft

Commentary: it's one thing to depend on other people's
money; it's another to make sure you are dealing with
the right kind of "other people." The terms "hard" and
"soft" are ways to characterize "other people”’ by how
tough they are with the terms of the dedl. Typicdly
bankers and inditutiona |enders are more conservative
and demanding when it comes to the terms of their
involvement. They want to check you out and force you
to pass through their fine quaifications filter before they
will let you have their money. They want to charge you
as high an interest rate as possible (especidly the
"finance inditutions' of the type thet specidizein
second-mortgages), and they watch you like a hawk to
make sure that you pay every penny back on time.
That's why they are characterized as "hard money"
lenders.

Alternately, sdllers can be "soft,” i.e., they might be
willing to play banker for you without any scrutiny,
credit checks, or behind-the-scenes detective work.
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The more anxious the sler isto s, the more willing
he/she might be to carry back a portion of the equity in
the form of anote. That'swhy sdlersare a the high
end of the creativity scde. Generdly the more cregtive
the investor, the more he/she will push for sdller
involvement with the financing.

Partners occupy a somewhat intermediate position on
this scale. They have to be courted, like the hard-
money people, but they may be more flexible and
willing to dedl by qudifying the dedl more than the
person. Still, they are not as soft as the sdller, because
they are going to want their pound of flesh in atimely
manner. They are going to watch the pot boil to make
sure they get their just dues.

M 4. WITH WHAT SIZE OF DOWN PAYMENT?
Range: from 100% of the vaue up to 0% of the value

Commentary: with creetive finance you throw out the
traditional down-payment rules and negotiate what will
get the ded donein awin-win fashion. Naturaly, you
have to do this in the context of the numbers, since
"nothing down" deds are adime adozen if you are
willing to buy into "dligators" with high negative cash
flows. Thetrick isto get away with the minimum input
of capital and still have postive cash flow.

Some people with unlimited resources or well-heded
partners will argue that the best way isto pay al cash
and force high front-end discounts. They give up down-
payment creetivity in favor of discount crestivity. You
can't argue with them--unless you are broke and have
to fall back on low-down dedlsin order to survive.
Well have more to say about this below.

M 5. WHEN ISTHE DOWN PAYMENT DUE?

Range: from way before the dedl is closed to way after
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theded isclosd

Commentary: dl other things being equd, you may
want to put off the inevitable aslong as possible. You
may even want to take the down payment and spread it
out over the initid period after the dedl isclosed so
that it never bites you too hard--assuming the sdler will
let you get away with it. Cregtive dedl's sometimes have
to be structured around down-payment flexibility. The
trick isto redlize that there can be flexibility in such
cases. Sometimes al you need to do is ask. Inthe
"asking" isthe credtive energy!

M 6. IN WHAT FORM OF CONSIDERATION?

Range: from cash to property to secured paper to
unsecured paper

Commentary: the further away from cash, the more
creative. What if your sdler iswilling to take some
persond property in lieu of cash? What if he/she won't
take property but will take a note secured by property
(such asred estate)? What if the seller doesn't insist on
the note being secured, and just takes a piece of paper
with your promise on it (i.e., an unsecured note)? All of
these possibilities form a sequence from less credtive to
more cregtive. If you don't ask, the assumption is"Give
me cash." But if you ask creatively, you can sometimes
get away with "murder” and Hill have awin-win dedl.

M 7. AT WHAT RATE OF INTEREST ON THE
UNPAID BALANCE?

Range: from way above the market to way below the
market

Commentary: often this factor istied in with other
cregtivity factorsin the dedl. If you don't get your way
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with one of the other factors, you might insgst on forcing
the interest rate down (and hence the "creativity" up).
Alternatdly, if you want to force your hand with one of
the other factors, you might chooseto yield on the
interest-rate factor. This may make you seen to be less
cregtive with respect to it, but you will get even on one
or more of the others! More of this|ater.

M 8. FOR WHAT REPAYMENT TERM?

Range: from long-term to short-term

Commentary: dl other things being equd, the longer
you can postpone the repayment, the better. The
reason for this has to do with the time vaue of money.
Thelonger you have your money in your own clutches,
the more you can put it to work for you. The moment
you passit on to the sdller, you lose the option of
putting it to work for you. Naturaly, this hasto be
counterbal anced againgt the cost of borrowing it from
the sdler.

In each of these eight ranges, creative finance can be

defined as apoint dong the line defining the range: the further
the point moves dong the line, the more "cregtive” the ded you
have put together.

5.3 CREATIVE FINANCE SCORE CARD

Let's put our findingsin the form of a chart summarizing

the eight scales we have used. Let us give our ranges a span of
five points for the sake of relative comparison. What we are
doing is separating "creative finance" into its condituent partsin
order to gain a better understanding in how dedls are put
together. Thisis called the analytical approach. Later on we
will talk about creative finance in terms of a synthetic approach
where we see how combinations of factors add up to optimum

results.

.
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Each ded isalittle different, with different sets of
demands and needs. We are attempting to set up away to

"keep score” in the game of crestive finance, to measure the
degree of creativity needed in order to put dedls together.

A HYPOTHETICAL CASE STUDY

Let us suppose, for example, that you want to purchase
avauable painting and are able to structure an arrangement
according to the criteria listed above, with the following details.
How cregtive is your ded?

M 1. AT WHAT PRICE?

Y ou are able to negotiate a price that is 50% below the
market for the painting in question. Thus, whatever
financing source you come up with, you are dready
50% ahead of the game. Since 50% below the market
can be considered a very unusua opportunity, your
credtivity shoots to the top of therange in this case.

M 2. USING WHOSE FINANCIAL RESOURCESTO
BUY?

You are able to set up an arrangement where little or
none of your own resources are to be put into the dedl,
hence your creetivity dong thisscaledsorisesto a
point close to the top.

M 3. HOW HARD OR SOFT ARE THE "OTHER
PEOPLE" INVOLVED?

Now, who your participaing partner isin the ded is
very important from the standpoint of cregtivity. Let us
take the position that the most desirable partner isthe
sler himsdf; the next most desirable partner would be
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one or more non-ingtitutional investors or participants
within your circle of acquaintance; and the least
desirable source would consigt of the hard-money
lenders. The reasons for this judgment are fairly
obvious: selerswho serve as bankers usudly don't
require involved credit checks or approvals by august
high-level committees; non-inditutional partners, while
usudly requiring agood piece of the action are il
easer to work with than the hard-money lenders.

Let us supposein our illudtration that you are able to
induce the sdler himself to finance the purchase of the
painting. Thus your "creativity" stock rises upward
aong the verticd line toward the top, since thiskind of
financid arrangement is perhaps the least "maingream”
option you have.

M 4. WITH WHAT SZE OF DOWN PAYMENT?

Let us suppose your sdler ingsts on at least 5% down,
despite dl of your creative badgering. Y our creativity in
this regard does not go completely to the top, but at
least it gpproaches maximum.

M 5. WHEN ISTHE DOWN PAYMENT DUE?

The good news is that you ask your sdller to dlow you
to delay payment of your 5% down payment for six
months--and much to your surprise he agrees! Thisis
not "much later," asindicated on the payment-due
scale, but at least it carries you upward toward the top.

M 6. IN WHAT FORM OF CONSIDERATION?

You tak your sdler into letting you take care of your
payment obligation in the form of an unsecured note
that provides for monthly payments. Thus your
"credtivity” in thisregard is high.
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M 7. AT WHAT RATE OF INTEREST ON THE
UNPAID BALANCE?

Y ou work hard to come to terms on this issue, but find
that your sdller amply won't go lower than market rete.
Y our creativity in this regard is only moderate, but at
least you got him to come off hisinitid ingstence that
you pay him severd points above the market due to the
fact that you were giving him an unsecured note.

M 8. FOR WHAT REPAYMENT TERM?

When it came to thisissue, you were somewhat
embarrassed to

ask your sdller for ten years to service the note. Much
to your amazement, he accepted. Thus your cregtivity
on this scale rises to the top.

Now, if we take our hypothetica example and assign a
score for each of these eight ranges of credtivity, you can come
up with a chart

From your chart it is apparent that your deal was, on
the whole, very crestive indeed. Y ou bought a vauable asset at
50% below the market (1) without adime of your own money
(2). Infact your "banker" was the sdller himsdlf (3), who was
satisfied with only a modest down payment (4) ddayed for a
full ax months (5). Y our payment was to bein the form of an
unsecured note (6) no higher than market rates (7), with along
term for fulfillment (8).

Not bad! If we assigned an actua comparative score to
this transaction, then you would have scored 5, 5, 5, 4.5, 4, 5,
3, 5for atotal of 36.5 out of a possible 40 points. Thisworks
out to 91.3%--which would give you an "A" in a cregtive
financing course at college.

Compare this with the fellow who might have walked in
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with a pocket full of money and smply plunked down the
equivaent of the full market price for the painting. He would
flunk our course outright!

54 TRICKSOF THE TRADE

"But," you say, "is there not something missng? Where
are the neet little tricks and innovative twists that | often
associate with so-called 'creative financing? Where are the
brilliant flashes of intuition that get over the hurdles and around
the obstacles?"

Good paint. Our little illugtration gives only the highlights and
doesn't let usin on any of the behind-the-scenes intrigue that
we like to imagine as the fabric of creetive finance. Okay, have
it your way. Let usfantasize alittle and hypothesize what might
have contributed to the crestive facilitation of this dedl.

What will surprise you isthat you redly only need one
major "trick" to make cregtive finance work in your favor, the
trick of tradeoff. In other words, most of your bargaining
power comes from within our range in the form of yieding on
some issues in order to gain on others that may be more
important to you. Your sdler isredly not fully aware of your
tolerance levels with respect to the eight issues included in our
lineup. Hefshe does not know which of theissuesis criticaly
important to you on the basis of your circumstances.

For example, what if you are flat broke and therefore
you must have your way with respect to the second issue
(OPM). Y ou smply have no choice but to look to the
resources of others to swing the deal. Furthermore, what if you
have poor credit and no partnersto step in from behind the
scenes, and thus the OPM you mugt turn to isthe seller himself.
How can you assure yoursdf that the sdller will finance the
dedl?

Easy. You give up something in one of the other

categories of less importance to you than that. For example,
you might yield on price, even giving the sdller above-market

.
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consderation for the assat you are purchasing. Or you might
give the sdler ahigher interest rate that you would normaly
tolerate.

Alternatdy, you might yield on the form of payment.
For example, if the sdller demands some form of down
payment so that your neck is on the line, but you don't have
cash to give him/her, then you might consider property, i.e.,
persond property instead. Y ou could give up acar, boat,
horse, or whatever ese you might have that would satisfy the
need. Moreover, if you are offering a secured note as the
ingrument of payment for the obligetion, you could increase
the security on the note in exchange for the OPM/Sdller
Finance issue.

For example, if it isred estate you are purchasing, you
could secure the note not only with the subject property as
collatera, but with other properties you might aready own. The
technical term for this crestive techniqueis "the blanket
mortgage,” because it covers two or more properties at once
and thus increased the collaterd of the sdller and therefore the
trust and tolerance factor.

To use afurther example, suppose you have plenty of
your own money to usein aded, or at least access to plenty of
money through partners, but you are very keen on price. In that
case, you might yield on the second and third categories and
focus on what is more important to you: price. Your hot button
isto acquire the asset at a price that isfar below the market so
that you will be picking up great amounts of equity right from
the start. Here you can yield on some other issue, such asthe
form of payment, in order to get what you want.

The name of thisgameis " cash taks" Rather than
exerting your cregtive muscle to pay in the form of non-cash
resources, carry-back notes, etc., you smply reach in your
pocket (or your partner's pocket) and pull out cash. But you
ingst on lowering the price in exchange for giving up that cashin
the dedl.
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55 THE BIG SECRET

By now you know the big secret about cregtive finance:
i.e, thereisno big secret. It redly amountsto mixing and
meatching your options within the range grid we have outlined.
Crestive finance means being creetive in how you mix these
optionsin keeping with your own circumstances.

Y our motto is ™Y ou win some battles and you lose
some battles, but you always win the war." In other words, you
are purposely uncregtive in some categories in order to be
cregtive over dl and bring home the bacon.

Does that make sense?

5.6 CREATIVE FOOTNOTES

Now, having covered that point, we hasten to add that
the whole world of cretive finance is not covered by our
smple chart. There is much room for your own cregtive
thoughts and strategies outside this chart. Y ou will learn how to
add other categories and tricks that harmonize with your own
style and needs.

For example, what if your interest in not to acquire an
asset immediately but only to get control of it for atime. Then
your cregtivity will suggest to you getting an "option” on the
ast. Inred estate or business acquistion, itispossbleto tie
up an asset with an option that gives you a chance ether to find
another buyer who will give you consderation for your option,
or to find the financing to buy the property outright. In any case,
the proper ingtrument in this case is the option instrument, or the
lease-option. Y ou don't purchase for the time being, you just
control.

Furthermore, you will become very adept at facilitating
cregtive dedls by offering things that are out of the ordinary. If
security isabig thing with a given sdler whom you are
gpproaching on a sdler-carry-back basis, then it might occur to
you to take out an insurance policy in the name of the sdler in

.
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order to add security to the dedl. If you are short on cash and
persona property to put into aded, then you might use your
credit to buy something on time that the seller wants as part of
the consideration. Or you might take over an obligation of the
sdler on another of his assets and shift the credit back to the
ast you are interested in buying. If you don't want to refinance
atarget property as part of apurchase, you can use a"wrap-
around” mortgage or contract instrument to purchase it, etc.

Where do such facilitetive ideas come from? Y our
cregtive brain--encouraged by the circumstances you find
yoursdf in. Often the choice of trade-off is dictated by your
circumstances--thus there is no crestivity about such choices.
Y ou take a certain approach because you must tekeit. The
cregtivity comesin mixing and maiching the trade-off
parameters.

Infact, virtualy dl of the so-cdled "cookie cutter"
techniques are rooted in our crestive finance grid, sweetened
by small creative gestures aong the way to grease the skids. In
our next section, well turn to some of those cookie cutter
techniques to show you how they can be used.

5.7 SIX UNIVERSAL CREATIVE FINANCE
COOKIE CUTTERS

Let usdiscuss Six of the "classc” crestive finance
techniques that everyone needs to have in hishher arsena of
drategies. As we discuss these techniques, we will refer to our
creative finance chart to see where a given techniquefitsin.

571 THE ULTIMATE PAPER OUT

Every investor has a secret desire to trot into adeal and
trot out with a vauable asset without putting anything down.
Naturdly, in the case of an income-producing asset, this desire
includes no negetive cash flow
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Are such deds possble? Yes. All thetime. Ak any
veteran who has used his benefits to purchase a house for
nothing down (here the "negative" cash flow istolerable
because it amounts to rent).

Such dedls are even possible for the redl etate
investor--if he/she iswilling to look around to find the ultimately
flexible Hler.

Let's suppose we can find aflexible seller who iswilling
to carry back paper on a property in order to facilitate the sale.
He is not willing to discount the price, SO we cannot be cregtive
in that regard. But heiswilling to take on the role of banker.

Why would asdler be flexible in this regard? Perhaps
his property has been on the market for along timeand heis
weary of the hasde of trying to get it sold. Perhaps he hasa
large portfolio and needs to reduce atax burden. Perhaps heis
just a philanthropic old gentlemen who wants to help us out!
For whatever reason, he iswilling to carry back.

If the carry-back is for 100% of the sdller's equity, then
we have a so-cdled classic "Ultimate Paper Out.” Very likdy
the sdler will demand and get his full price. Possbly he will dso
ingst on afarly high interest rate. And perhgps he will want a
balloon payment in the short term (three to five years).

Y ou may even have to "sweeten” the ded by offering a
blanket mortgage to increase the security for atime. Perhaps
you will have to purchase an insurance policy on your own life,
with the seller as beneficiary, in order to get the dedl closed.

All of these inducements and sweeteners don't redlly
matter to you. You do what it takes to close the dedl and take
advantage of the one creative factor that reslly maitersto you:
nothing down.

Naturdly, you will have done your homework by
assembling good evidence that the property will likely hold its
vaue or even gppreciate in time to come in and solve the
baloon problem. Naturaly you will have looked into the

.
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bottom line to assure yourself that you will have positive cash
flow despite the 100% financing on the property.

Onyour crestivity chart for the Ultimate Paper Out, we
will note that the price may be at the market level or even
somewhat above (score 3 or lower). Who pays will be OPM
(other peopl€'s money--score 1). Hard or soft will be the seller
(score 1). How much down will be zero (score 1). When due
will be amoot point in this case (there isno day of reckoning--
score 1)!. Form of pay will be secured note (score 4). The
interest rate will probably be at market levels or somewhat
higher (score 3). And the term will likely be intermediate and
perhaps somewhat shorter (score 3).

5.72BLANKET MORTGAGE

In the "Ultimate Paper Out” we mentioned the
possibility of cementing the dedl with a"Blanket Mortgage.”
Let's go back and analyze what that means in terms of our
cregtivity grid. The Blanket Mortgege is redly an inducement
technique that fals under the "Form Of Payment” column in our
credtivity chart. Thelogic of it is quite Smple, especidly ina
nothing down ded.

The sdler in a100% carry-back stuation will say to
himsdf: "Why should | let this investor take over my property
with nothing down? If his head is not on the block, then he may
not follow through. With nothing invested, he has nothing to
lose.”

Thereisacompdling logic to this condusion. A nothing
down investor may redlly not have much to losein just walking
away from aded that isn't going hisway. Hence security
becomes an issue for the sler.

How can you increase the sdller's security and il take
advantage of a nothing down dedl? The answer hasto do with
the nature of a secured
note. A mortgage is redly a combination of two interlocking
ingruments: a promissory note and a collatera agreement. In

.
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essence, the note memorializes your promise to pay acertain
sum of money according to agreed-upon terms. The collatera
agreement pledges something of vaue to back up your
promise. If you don't perform on the note as

promised, then you alow the holder of the note to take over the
property (collatera) you have pledged.

In most red estate transactions, the collaterd isin fact
the subject property itsdf that is being purchased. If the seller
turns over a property to you then you give back atrust deed
note (or mortgage note) plus a security agreement pledging the
subject property as collateral.

But what if you pledged mor e than the subject
property? What if you secured your note with the subject
property plus something else of value, such as another property
you own? If you offer more security in this way then you are
setting up a"Blanket Mortgage” or "Blanket Trust Deed”
gtugion.

Why would you want to do this? To help the sdller
overcome his security doubts in a nothing-down Stugtion. The
Blanket Mortgage is a financing technique that is analogousto a
"security blanket” for the sler. You say to him: "I'll giveyou a
security blanket if you give me anothing down ded."

Naturaly you will want to include in your Blanket
Mortgage Agreement a provision to release the second
property as collaterd in the event you perform on your
agreement for a specified period of time. Let's say if you make
al of your payments for ayear in atimely way and keep the
property in good condition then the additional collateral can be
released. In ayear'stime, the value of the subject property may
well have increased in vaue anyway, thusincreasing the sdler's
security.

The "Blanket Mortgage' creetivity chart will look just
like the chart for the "Ultimate Paper Out." The variation is that
you will be usng an additiond property as collaterd for the
secured note.

.
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5.73 SECOND MORTGAGE CRANK

Theterm "crank™ isan old creetive finance term that
implies pulling money out of a property at closing, or "cranking”
money out of a property in order to close aded.

In order to crank money in thisway, there must be
consderable equity in aproperty. In fact, the " Second
Mortgage Crank™ can only work wdll if the financing on a
property is 25% or less. Where there is 75% equity in a
property, the parties to a transaction can use their credtivity to
arange awin-win ded.

How does it work?

What isimportant to the sdller isto get alot of his
equity converted to cash. What isimportant to the buyer isto
get into the ded with little or none of his own money. Thusthe
buyer will probably have to yield on price and terms in order to
get "cregtive" with the source of the funds to buy the property.

There are two variations,

A. SELLER REFINANCE

In this case, the sdller, in order to facilitate the sde,
agrees to refinance the property himself with around a 75% -
80% new loan, pay off the exigting loan (which should not
exceed 25% of the value of the property), and take the balance
of the refinance proceeds in the form of cash. The buyer then
gives the sdller a second trust deed (or second mortgage in
some gtates) for the remaining portion of the equity. Thusthe
buyer getsin for nothing down.

Again, there may need to be inducementslike a
"Blanket Mortgage” for the carry back portion of the dedl, or
an insurance policy with the sdller as beneficiary. Or the price
of the property or the interest rate on the second may need to
be generous for the sdller.

.
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Thekey isfor the buyer to cregtive where it counts

Why would a sdller go to the trouble to refinance the
property himsdf and "cranking" out his own proceeds? Perhaps
he has had difficulty sdlling the property and needs to do
something specia to get rid of it. Perhgps he istempted by a
price that is generous, or perhaps the buyer pays back a bonus
when the second is paid off. With some clever negotiating, such
dedls can be put together.

B. THE"CLASSIC" SECOND MORTGAGE CRANK

With this variation, the buyer takes out a new loan on
the property, pays off the existing loan, and gives the proceeds
to the sdller. The down payment (which is dways essentid ina
new hard-money loan that is part of apurchase) comesin the
form of anote that the buyer executesin favor of the sdler,
using another property as collaterd. In other words, thereis no
second trust deed (or second mortgage) on the subject
property; rather, the buyer has paid for the remaining equity in
the form of a note--which doesindeed have vadue.

The sdller does indeed receive congderation for his
remaining equity, but it is not in the form of cash. It isinthe
form of a note secured by another property. Thusthereisno
secondary financing on the subject property--just the new first
trust deed (or mortgage).

What is the catch? No catch. Just the need to find a
lender that will be willing to arrange for such atransaction.
What if the lender wants proof that the down payment part of
the transaction has reglly come out of the buyer's pocket. In
that case, the lender may require the seller to Sgn a"verification
of deposit” dtating that the seller has received consderation for
his equity in the form of an exchange. If the lender is aware of
the kind of congderation involved, perhaps he will require that
the note by appraised in order to demondtrate that the requisite
vauein there. It stands to reason that lenders will be more
amenable to this kind of creetive financing in times when capitd
is plentiful.

.
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In any case, the money needed to complete the deal
has been "cranked" out of the property (in the form of the
proceeds of the new loan less the payoff for the old loan).
Actudly, the remaining proceeds to complete the ded have

aso been "cranked" out of the secondary property in the form
of the exchange. It's like adouble crank.

Thisisthe classc form of the Second Mortgage Crank
because the sdller does not need to do anything except agree to
ahighly creative dedl.

Once more, the buyer islikely to yield on the factors of
price, interest rates, terms, etc., in order to get the advantage
concerning the source of the capital. Thus the credtivity is
selective

If you do achart on, the " Second Mortgage Crank"
you will note that the price will probably be at market level or
higher (score 3). Who pays will be OPM (score 5). Hard or
soft isamixed bag: hard for the bank (score 1) and soft for the
sdler (score 5). The average will fal in the middle, so score 3
for thisfactor. How much down will hopefully be zero (score
1). When due--score 1 again because without any down
payment, this point is moot. Form of pay is a secured note
(mortgage or trust deed--score 4). Interest rate will probably
be at market level or higher (score 3). The term will probably
be intermediate or longer (score 3).

5.74 WRAP-AROUND MORTGAGE

What happens during tight-money times when the poor
old buyer cannot qudify for aloan in order to buy a property?

Thereis a powerful variation on the sdller-carry back
that works well when the underlying loan has ardaively low
interest rate and when that loan is assumable.

Let's say the sdller has a$100,000 property with a
$60,000 mortgage at 8%. The sdller's equity istherefore

.
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$40,000. Y ou want to buy this property but cannot qudify for a
new loan to buy the sdler out. What can you do?

Y ou can give the seller a new mortgage that
incorporates the old and alarge part of the sdler's equity. Let's
say you can come up with $10,000 down in cash and give the
sdler anew mortgage for $90,000 at 10% interest. This new
mortgage "wrgps' around the old underlying mortgage of
$50,000. Thereis a $40,000 portion of the new mortgage that
coversthe rest of the sdller's equity. We refer to this financing
ingrument as a"Wrap-Around Mortgage' or "All-Inclusive
Trust Deed (AITD)."

Why would asdler carry back such a mortgage? One
reason isthat heis getting 10% interest not only on the $40,000
portion, but aso on the underlying $50,000 portion as well.
Thus he gets a 2% "spread” on the underlying portion--which
he can put into his pocket until that underlying mortgage has
been paid off. Alternately, you may perhaps agree to terms that
will require you to pay off the new mortgage before the
underlying mortgage comes due. In that case, the proceeds you
deliver will pay off the new mortgage and old mortgage a the
sametime

Thus you have yielded concerning the interest rate, and
possibly the time span, but have gained in the area that is
important to you: who comes up with the money. True, you
probably have to come up with adown payment, but the rest of
the equity is financed by the sdler himsdlf. And perhaps you
can negotiate a price that is below the market. These factors
make this dedl cregtive.

How do we score this technique on your cregtivity
chart? Hopefully the price can be somewhat below the market
(score 4). Who Pays? Essentidly the sdller carries back for
much of the equity, so score 4 for this part. However, you may
have to put something down (score 1). The average will be
around 2.5 on the chart for his factor. Hard or soft (score 5).
How much down (score perhaps 4 since you may have to put
some money down on the deal). When due? Probably at close
(score 3). Form of pay? Thisisablend of cash for the down

.
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payment (score 1) and secured carry back (score 4). The
average will be around 2.5 for this factor. The interest rate will
likely be a the market level (maybe somewhat higher to induce
the sale--score at least 3). The term will likely be intermediate
(score 3).

5.75 CREATING PAPER

Few people redize that things can be bought with
"paper,” but it istrue. If you start to build up a portfolio of red
edtate properties with growing equities, you can begin to take
advantage of these assets by using them in cash-less dedls.

It works like this: if you find a property that you would
like to acquire, you can offer the seller anote as down
payment, in lieu of cash. The note can be secured by the equity
in one of your other properties.

How do you create paper? You St down at a
typewriter and write out a promissory note. Then you back it
up with a security agreement that pledges your red edtate as
collaterd. If you prefer, atitle company or attorney can whip
thiskind of insrument up in no time.

Then you take your note over to the sdler and say: "l
want your property, and here is a note as down payment.”
Naturaly, the terms of the payments on the note will haveto be
worked out, just as with any note. And you will have to
perform on the note, or esethe sHller is entitled to take over
the collaterd for the note.

But the beauty of creating and using paper in thisway is
that it permits you to buy property without cash (or with less
cash). And you can put your portfolio to work while your
equities are growing. Furthermore, the subject property is not
encumbered with any carry-back financing, thus leaving you
free, if you choose, to refinance it, and pull out money for other
pUrposes.
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Why would a sdller accept anote in lieu of cash? Not
al slerswill do this. But an anxious sdler, or onewho is used
to credtive financing techniques, might be most willing to engege
inthiskind of ded-making. It is better to pick up a performing
note than not to sdll the property at dl.

Now you may have to be generous with the price and
termsin a paper ded. But you will have your way concerning
the form of payment. Thusyour crestivity is sel ective where it
counts.

How will you score this technique? Y our price will
likely be around the market level (score 3). Who pays? In this
case you do (score 1); however, you are the softest form of
revenue (hence score 5 for hard or soft). Score 4 for down
payment. When due? At closing, hence score 3. The form of
payment is a secured note (score 4). Theinterest rate will likely
be around the market rate or higher (score at best 3). The term
will likely be intermediate (score 3).

5.76 LEASE OPTION

A powerful way to have your cake and et it, too, iSto
get control of a property through a Lease With An Option To
Purchase.

Thisisusng your "credtivity" without even purchasing
anything except the right to purchase. With the Lease Option
you can make use of the subject property under the terms
specified in the agreement, plus you have the right to buy the
property at a certain price within a certain time frame.

Typicaly you must pay something for the option
(anywhere from afew hundred to afew thousand dallars);
however, a portion of the monthly renta fee can be applied to
the eventua down payment or purchase price. Thus alease
option isamogt like a purchase where the down payment is
paid over time. Moreover, the progpective buyer will want to
lock in aprice that will be advantageous & the time the option

.
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isdue. It isagamble, of course, but by locking in the price for
one, two, or three years (whatever the term of the option is), he
might just be able to get the property at a good discount when
the time comes. This would be analogous to a "below market"
dedl when the purchase goes through.

Why would an owner agree to a Lease Option? It
could be that he has had trouble sdlling it and thus wants to
attract alarger prospective audience. Certainly alease option
will make his management burden lighter since the tenant will
want to treet the property with the respect due to afuture
acquisition. The sdler aso retains the tax advantages of
ownership until the option is exercised and the title passesto
the new owner. Plus the option money is not taxable until the
option is exercised.

All indl, the Lease Option can be good for both
parties involved.

Naturaly the greatest advantage for the prospective

buyer isthat he can control the property without having to
come up with much cash.

5.8 ASSIGNMENTS

1. Define "Cresative Finance."
2. What isthe "secret” to Creative Finance?

3. Using your own Crestive Finance Score Card, chart out the
following techniques:

Ultimate Paper Out
Second Mortgage Crank
Wrap Around Mortgage

Creating Paper

3. What isa"Blanket Mortgage' and when isit useful to include

.
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inaded?

4. Inwhich kinds of situationsisthe "Second Mortgage Crank”
mogt viable?

5. What are the benefits to the "L ease Option™ technique for
both buyer and sdller?

6. Whet is the greatest lighility with a pure "nothing down'
technique?

PRACTICUM

Contact at least ten sdllers and negotiate a financing
solution for each property being offered. Use the mix and
match approach to arrive a aviable solution.

The"Situation Analysis Matrix" Chart included on the
next page may asss you to identify the creetive finance
techniques that relate mogt to the circumstances at hand.
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SITUATION ANALYSISMATRIX

SIX UNIVERSAL CREATIVE FINANCE COOKIE CUTTERS
AND WHEN TO USE THEM

1. The Ultimate Paper Out
2. Blanket Mortgege
3. The Second Mortgage Crank
4. Wrap-Around Mortgage
5. Creating Paper
6. Lease Option
CATEGORIES SITUATION AT HAND Pro mar
per ket
BUYER You have good credit (or access to it) but no cash right now. ty © 1
Y ou have poor credit. is Cop 1
You wish to avoid credit checks, qualifying, and closing costs. list yrig 1
Y ou wish to put down little or no money of your own. ed ht 1
You have absolutely no money to put down. wit 1994 1
You have cash or inheritances to invest. h Robe
Y ou need more a little more down payment to make it work. red ntG.
Y ou own property and want to generate cash down payments. est Alle
You have no property but wish to generate down payments. ate n 1
Y ou need to solve a negative cash flow problem. age
Y ou need to buy a home to live in but have no cash. nt.
Y ou have no equity at all. Pro 1
Y ou have aweak financial statement. per
Y ou have dead equities that you want to put to use. ty
You have real estate equities to use in transactions. is
Y ou want to use your equities without selling or refinancing. off
Y ou want to pyramid your assets into bigger properties. ae
You want to sell without incurring tax liabilities now. d
Y ou have an especially keen market sense. duri
ng
SELLER Seller needs cash down at closing. "lo
Seller with low mortgage needs much of equity in cash. ose
Seller mostly interested in monthly payments. " 1
Seller doesn't need alot of cash but wants more yield. ma
Seller will use second-trust note in transaction. rke 1
Seller is security conscious and suspicious of cregtive deals. t.
Seller is approaching retirement. Pro 1
Seller must close quickly. per 1
Seller would like to avoid closing costs. ty 1
Seller would like to avoid immediate tax liability. is 1
of
PROPERTY Property lends itself to fix up. ere
Property is free and clear. d
Property has low mortgage, high equity. duri
Property is assumable (VA, FHA, contracts, etc.). ng 1
Property is under market, discounted "tig
Property rents are below market. ht"
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UNIT SIX

MAKING
RISK-FREE OFFERS

6.1 THE FIVE MAJOR BENEFITSOF THE
WRITTEN OFFER

The written offer is the backbone of red estate investing.
Mos beginners either stand in awe of its "findity” or gandin
fear of its complexity. Actudly, alittle sudy will completdy
demydtify the offer and reved it to be afarly sraightforward
means of "saving your bacon" if done correctly. Initsfina
vergon, it is nothing more or less than the cryddlization in
written form of your best "ded.” Through its essentid
documentation, awritten offer gives you five mgor benefits:

Unit Six, Page 2

.




M PRACTICE. The process of making offersisto the
red estate entrepreneur what the "internship” isto the medica
professond. It isthe "dinicd" part of your training. Thereisno
better way to come to grips with theins and outs of red edtate
investing than to make many, many written offers-especialy
under scrutiny of more experienced associates who can coach
you forward.

M PERSUASIVE POWER. Used properly, the
written offer is one of your most powerful negotiating tools, and
(with the proper contingency clauses) should inaugurate rather
than terminate your "dedl making." The offer begins the serious
negotiating process and may go through severd generations
before both parties put their signatures to the find word.

M PROTECTION. The written offer memoridizesina
legdly binding way what you and the sdller have agreed to, and
thus serves as the foundation for getting mutualy acceptable
results. The offer aso summarizes for you the wisdom of tens of
thousands of dedls before you and serves as the accumulation
of dozens of sgnificant clauses that have been invented
precisely to redress problems in the past and are now included
in the "boiler plate" to prevent your going through the misery
that other less prudent predecessors have suffered.

M PERFORMANCE. Once sgned, the written offer
serves to open "escrow” and starts the clock ticking inexorably
toward the close. Thus it becomes the agenda for getting the
dedl done--period. If things were left to ora agreements, most
dedls would never get done.

M POSSESSION. A signed offer, correctly structured,
isinitself avauable assat, a possession that can even be
brought to market. Y ou are, of course, bound by the terms of
the agreement; but in effect it gives you control over vauable
property, and this "interest” can itself be sold or traded.

A PREVIEW OF THE UNIT

Thisunit will give you severd vauable keys. It will show:
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M What kind of documentation must accompany the offer to
purchase.

M How to make the documentation fit the negotiated terms of
the agreement.

M Which purchase terms must be documented.
M How to use a documentation checklist.

M How to provide for unexpected contingencies.
M How to use a counteroffer effectively.

M How to use options and lease options.

As you proceed through this unit, imagine yourself
negotiating with the owners of investiment property. Ficture
yoursdf and the owner completing the purchase agreement
form according to the methods taught in thisunit. Asyou
become more familiar with the ideas, and as you gpply them in
arisk-free amosphere (which you can do with the exercises at
the end of this unit), you will find thet the actud purchase
agreements won't frighten you into making invesiment mistakes.

Y ou can earn Sgnificant real estate profits through proper
negotiation and documentation. This unit will show you how!

6.2 AFEW TERMSYOU SHOULD KNOW

Accderdion Clause: A clausein adeed of trust or
mortgage document that speeds the time when the debt
becomes due. It may specify that the entire debt will become
due upon the sde or trandfer of title to the land, or when the
borrower defaults on the payment of ether principa or interest.
The accderation clause benefits the sdler, not the buyer.

Assumption of Mortgage: The respongihility of the buyer
for payment of the original debt. In the event of foreclosure,

.
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the buyer assumes responsibility for satisfaction of the entire
amount owed.

Bill of Sde A document that transferstitle to al persond
property. Inared estate transaction, the persond property
should be transferred by abill of sale.

Breach: Violation of alegd contract. When both the
buyer and the seller agree on the terms of sdle, and one of them
falsto abide by those terms, heisin breach of contract. Itis
imperative that al terms be documented in the agreement to
purchase and, subsequently, in the closing documents.

Closing Statement: The document outlining al costs and
credits for both the buyer and the seller of property. The
closing statement is drafted according to the terms of the
negotiated purchase agreement, so it is crucia that al agreed-
upon terms be included in the purchase agreement.

Closing thelL oan: The actud execution of the loan
agreement. If you purchase an owner-financed property, you
will dosetheloan a the closing settlement. In this case, the
terms of the loan must be stated in the purchase agreement.

Cdllaterd: In mortgage lending, the red property or
assets pledged to protect the loan. If your negotiated purchase
termsinclude collatera other than the redl estate being
purchased, you must document thet collateral.

Contract: A voluntary agreement between legdly
competent parties to do or refrain from doing some legd act,
supported by legal consideration. When you enter into a
purchase agreement, the contract becomes alegally binding
document upon the payment of consideration to the sdller.

Deed of Reconveyance: The document by which the lien
holder releases dl lien interest in the redl estate. When
documenting your purchase agreement, you should provide for
the escrow of a deed of reconveyance.
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Exculpatory Clause: A clause that limits the borrower's
or buyer's persond liability exclusively to the property thet is
pledged as collaterd. 1f documentation of the clauseis done
correctly, you wont involve other assetsif you default on the
loan obligation.

Negatiation Range: The upper and lower purchase limits
the buyer should establish before negotiation. Each term that
the buyer negotiates with the sdller should then fal within the
gppropriate negotiation range. Fail to keep within range, and it
will come back to haunt you!

Subject to Mortgage: A Stuation in which the buyer
purchases a property but does not agree to be responsible for
paying the origind mortgage debt. He does recognize that the
sdler must pay the debt, or the property can be lost through
foreclosure. In the event of foreclosure, though, the purchaser
isnot held responsible for the payment of any deficiency. In
purchasing real estate subject to mortgage, the borrower should
be aware of any accelerated payments that might be required.

"Timeis of the Essence": A dause meaning that the
contract must be executed within the time limits Sated. If thisis
not done, the party who failed to perform is guilty of abreach
of contract.

Vaid Contract: An agreement that complieswith dl the
essentias of acontract and is binding and enforceable on both
the buyer and the sdller of a property.

Vauable Consderation: Congderation upon which a
promise may be based. It entitles the promisee (the one
receiving the promise) to enforce his dlaims againgt an unwilling
promisor (the one making the promise). In red etate
purchases, vauable consideration may consst of cash, persond
property, or promises.

Void Contract: A contract with no legd force or effect
because it does not meet essentia contract requirements. In
red estate, proper documentation must include the essentia
requirements for any contract.

.
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Voidable Contract: An agreement that seemsvdid on the
surface, but may be rgjected or disaffirmed by one of the
parties. A minor who executes a contract is usualy able to
disaffirm within a reasonable period of time after reaching legd

age.

Without Persona Recourse: A phrase meaning thet the
holder of a defaulted note cannot hold the other party
persondly responsible for payment of the note.

6.3 KEY POINTSABOUT OFFERS AND
DOCUMENTATION

Asyou read this unit, keep the following key pointsin
mind. They will guide your thinking and will help you keep
proper perspective on the information.

M All purchase terms can and must be documented.

M Documentation is as important as negotiation in red estate
invesments.

M The more you understand about the legd requirements for
documentation, the more profitable your red estate investments
will be.

M If a purchase term is worth negotiating, it isworth
documenting. Make certain that your documentation spells out
exactly what you negotiated.

M Problems dmost dways result from purchase agreements
that imply, but do not state, the exact terms of purchase.

M When the seller makes you a counteroffer, it is consdered
an entirdly new offer, and dl the terms must be documented if
yOU expect SUCCess.

M Asared edtae investor, you are a professona. When you

negotiate purchase terms, be professonad in the way that you
document those terms.

.
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6.4 HOW TO DOCUMENT REAL ESTATE OFFERS

Which Steps in the Real Edtate Purchase Transactions
Require Documentation?

A redl estate purchase transaction conssts of more than
samply sgning an agreement and taking possession of the
property. As apotentia rea estate investor, you will need to
document your totd transaction. As you become familiar with
the concepts taught in this unit, you will learn that
documentation al relates to one essentid document: the earnest
money receipt and offer to purchase. (It isdso known asthe
"earnest money agreement,” "offer to purchase," "purchase
money receipt,” or "deposit receipt,” "red estate purchase
contract and receipt for deposit,” and by various other names,
depending on the area of the country in which it isused.)

A CASE STUDY

Harold R. was looking for a2 or 3 unit apartment
building. He found a duplex for sde within one and a hdf
miles of his home. When he went to see the property, the
owner offered to sdll the duplex for $58,500, with a
$1,500 down payment and the balance to be paid over a
period of twenty yearsat 10 1/2 percent interest.

Harold asked the owner if the rents were current and
iIf the property needed any repairs. The owner assured
Harold that the property wasin top condition and that the
tenants were aways prompt in paying the rent. After
reviewing the property, Harold asked to see the operating
statement on the property and asked to talk to the
tenants. The owner said that he didn't have the financid
history with him, and told Harold the tenants had asked
not to be disturbed.

The owner then pulled out an earnest money offer and
began to fill in the blanks. He wrote in the down payment
of $1,500, and told Harold he would need to pay the
total amount as earnest money on the property. He put in
no contingency clauses, but assured Harold that they
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wouldn't be necessary since the property was in excellent
condition. When he got to the section of the document
that referred to closing, he said that his accountant would
dose the sde the following morning. Harold felt uneasy
about the whole transaction, but he believed that the seller
was an honest man and that the purchase was a good
one.

Thefollowing morning Harold closed the sale of the
property with the owner, and he regretted it within only a
few hours. What did helearn after he closed on the sale?

Q Only one of the two gpartment units was rented, and
the exigting tenant was more than two months behind on
the rent.

Q No proration for past rent was included on the closing
Statement.

Q Harold, as owner, was respongible for the entire utility
payment--even though the seller had told Harold that the
tenants paid utilities. (The seler later claimed he was
referring to the telephone bill.)

Q The water heater in one of the units had been repaired
three times in the previous year, and the repair people
said that it would need to be replaced if it broke again. It
was not working when the property was closed.

Q Harold learned that the seller owed more than $72,500
on the property to a short-term, high-interest loan
company, and that he was behind on payments.

Q The taxes on the property were four years delinquent,
and the property was scheduled to be sold for back taxes
within three months

Q The accountant who closed the sdle was the sdler's
brother-in-law.
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Needless to say, Harold was extremdly disillusioned.
Hetried to get out of the sde, but the sdler said Harold
was now the owner and was responsible for the
payments associated with ownership. Harold asked the
sler about his verbal assurances, and the sdler smply
referred him back to the earnest money agreement.
Harold threstened to consult alawyer, which he did. The
lawyer's solemn response? Harold was stuck!

Harold then offered to deed the property back to the
sdler and forfeit his $1,500 down payment. The seler
wouldn't accept the deed, and said the only way he
would take the property back would be through
foreclosure. Desperate, Harold went through foreclosure
and logt the property to the sdller. Unfortunately, that
wasn't the end of it. The seller had purchased the
property back for much less than the loan amount. Harold
owed $18,750 in the form of a deficiency judgment.

This entire episode could have been avoided if Harold
hed ingsted on proper documentation, beginning with his
earnest money offer to purchase.

In any red estate transaction, you should follow these

steps to make sure that the documentation protects your
interests:

6.5 STEPSFOR REAL ESTATE DOCUMENTATION

M 1. Purchaser makes offer to purchase.

Documentation: Deposit receipt or earnest money offer,
including reference to dl terms and contingencies.

M 2. Purchaser and sdller sign offer to purchase or
counteroffer.

Documentation Earnest money offer or counteroffer
containing al sgnatures and negotiated terms.
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M 3. Purchaser and sdller authorize independent party to
handle dosing of sae.

Documentation: Escrow ingructions thet relate to sgned
offer to purchase.

M 4. Purchaser obtains funds through lender or sdller.

Documentation: Notes, deeds of trust, and/or owner-
financing agreements.

M 5. Sdller proves ownership of property to be conveyed.
Documentation: Title abstract and title insurance policies.

6. Purchaser becomes owner of property subject to purchase
money liens.

Documentation: Deed and closing statement.

7. Purchaser becomes owner of property free and clear of
purchase money liens.

Documentation Deed of reconveyance.
6.6 SEVEN COMMON MISTAKESOFTEN MADE
BY BEGINNING INVESTORS

Asyou review the above steps, you can easily seethe
mistakes Harold made in hisfirst red estate purchase. Each of
these common mistakes could have been avoided with the
proper documentation:

Q Offer to purchase was drafted by the sdller, not the buyer.

Q Earnest money receipt or offer did not contain reference to
al negotiated terms.

Q Qudified, independent party did not handle the closing.
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Q Financing agreements did not contain non-recourse or
exculpatory clauses.

Q Closing of the sale took place without a proper title search
and title insurance palicy.

Q Closing satements did not properly reflect proration of dl
negotiated items.

Q Deed of reconveyance was not placed in escrow.
Mistake #1:

Offer to purchase was drafted by the sdller, not the
buyer. When you are purchasing any real estate property, you,
as the buyer, should be making the offer to the sdller, not the
other way around. When Harold was purchasing the duplex,
the sdller drafted the earnest money offer to himsdlf and had
Harold sgnit. This process diminates the negotiating ranges
that are essential to your success (negotiating ranges will be
discussed later in this unit).

If the sdller drafts the earnest money offer, he certainly is
not going to include reference to any item thet is not expresdy
in his best interest. Harold's first mistake was to alow the seller
to draft the earnest money offer. Mogt of his other mistakes
occurred because of thisfirst error.

Mistake #2:

Earnest money receipt or offer did not contain reference
to al negotiated terms. Harold signed the earnest money offer
without including reference to the expenses and rents the owner
represented as fact. But that's not al. Harold failed to negotiate
most of the terms of the sdle a proper closing date, the
payment of proration items, title insurance, an independent
escrow closing agent, and contingency and exculpatory clauses.

Asyou begin investing in red etate properties, you will
find that a proper earnest money form that you fill out will insure
that you include dl necessary documentation.

.
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Mistake #3:

Qualified independent party did not handle the closing.
Note two important words. "qualified" and "independent.” If
you dlow ared estate closing to take place without either of
these two necessary ingredients, you are tegtering on a
tightrope over an investment disaster. When Harold alowed the
owner's accountant and brother-in-law to close the sde, he
immediatdly violated the requirement for an independent
relaionship. When he used an accountant rather than a
professona escrow service or legal attorney, he forfeited the
quaified nature of aclosng.

Obvioudy, an accountant is a professond, but an
accountant is not usualy aqualified red estate closing agent.

Mistake #4:

Financing agreements did not contain non-recourse or
exculpatory clauses. These clauses limit your loss through
foreclosure to the property or asset pledged as security (your
collatera). It may not be possible to get thiskind of an
agreement when negotiating aloan with abank or lending
indtitution, but it should be a part of any agreement that
specifies owner financing.

When Harold agreed to pay the owner $57,000 over
twenty years, he should have spelled that out in the earnest
money offer. Hisfailure to do so alowed the owner to
foreclose on the property and require Harold to pay $18,750 in
the form of a deficiency judgment.

Mistake #5:

Closing of the sale took place without a proper title
search and title insurance policy. We strongly recommend that
you ddlay the closing of sde until you have reviewed dl
necessary property information, including dl expense and
income information and the actud title and encumbrances of the

property.
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When Harold closed on the purchase of the duplex the
morning following the offer, he didn't have time to review the
necessary information. Harold later learned that a short-term
note was due on the property for more than its actua purchase
price. Never buy a property when the encumbrances total more
than you are financing!

When the title company does atitle search on the
property, you will discover the total amount of encumbrances
againg the property, including back taxes. In many detes, the
property can be sold through atax sale when the property
taxes become five years in arrears. (Remember that the taxes
were more than four years delinquent on Harold's duplex.)

Mistake #6:

Closing statements did not properly reflect proration of all
negotiated items. Once again, Harold'sinitid problem was the
earnest money offer to purchase--it wasfilled out by the sdler,
and no reference was made to the proration of taxes, rents, and
30 on. Harold should never have closed on a purchase without
proper proration. An independent and qudified closing would
have specified the proration.

It is possible to prorate an item according to terms agreed
to by both the buyer and the sdller. If you wish to prorate the
items in a separate manner, make sure that such areferenceis
included in the purchase agreemern.

Mistake #7:

Deed of reconveyance was not placed in escrow. Harold
never got to the point of receiving a deed of reconveyance
because he lost the property through foreclosure. If he had paid
the origind $57,000 in full, then he would have received a deed
of reconveyance from the sdler that would have released dl lien
interest in the property. Because the financing agreement
extends for along period of time, you should have the seller
sgn adeed of reconveyance and place it in escrow; then, when
you findly pay off the property, you can immediady receive
freeand clear titleto it.

.
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When dedling with commercid lending inditutions, a deed
of reconveyance does not need to be placed in escrow.

Asyou prepare any earnest money offer to purchase,
make sure that you follow the steps for real estate
documentation and avoid the common documentation mistakes.
Knowing whet to include in your offer isamgor part of the
investment process.

6.7 NEGOTIATING THE RANGES

In the previous section of this unit you learned the
importance of documenting every term thet is agreed upon by
you (the buyer) and the sdller. It stands to reason, then, that
you aso need to negotiate each and every term. Before
negotiation occurs, you need to establish upper and lower limits
for each of these items; the area between the two extremesis
cdled the "negotiation range.” Your successin red edtate
investing will be tied directly to your ability to keep dl--or the
majority-- of your purchase terms within respective negotiation
ranges.

Once you have established your range, you can begin to
meake the offer. Thefirs and mogt important thing to learn is
that "cash" is an extremey vauable commodity and should be
conserved if a dl possble. When making an offer to purchase,
remember: cash conserved is the key to increased investment
opportunities! If you consstently conserve your cash on red
edtate purchases, you will have the resources to make
additiona purchases.

A CASE STUDY

Dean E. Began invedting in smdl renta properties that
he could purchase with little or nothing down. He made
offers only on properties that were excellent buys, could
be financed using "nothing down" techniques, and would
appreciate in value through inexpensive cosmetic repairs
and theraisng of rents.
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His program was based on pre-established
negotiation ranges, and he dways began his negotiation
process with the rule of cash conservation as apriority. If
the property required an excessive amount of cash from
his own resources, he refused it, even if the return was
excdlent. Why? If he used the mgjority --or al--of his
available cash to buy the property, he would limit his
ability to meet unexpected cash needs and to continue his
investment program.

Itiscrucid to your successin the art of negotiation to
include "non-price’ items as part of your negotiation. Used
correctly, they will dlow you some room for give and take and
will make your "caghprice" items easier to obtain. Some of the
possibilities under this category include the following:

M The sdler agrees to defer the date of settlement and closing
without changing the price.

M The sdler agreesto let the buyer do property improvements
prior to closing, and to notify tenants that the rental rates will be
increased immediatdy following the completion of those
improvements.

M The sdler agreesto finance dl or part of the debt at terms
better than the buyer could obtain through commercia sources.

M The sdler provides warranties that may be better than what
the buyer could ordinarily expect.

M The sdler accepts an exculpatory clause that minimizesthe
buyer'srisk.

M The sdller agrees to accept more than a prorated share of
the transaction costs and fees.

M The sdler agrees to improve the property to the buyer's
specifications.

1. The Hler agreesto defer the date of settlement and
closing without changing the price. If you can get the sdller to

.
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agreeto defer closing for an extended period, you are actudly
getting the sdller to absorb part of the interest costs and other
cash outlays. Thistactic is extremdy important if you are going
to do cosmetic repairs and raise the rents: you can't raise the
rents while the repair work is underway, and you may want to
do the repair work before you assume ownership. If you elect
thistactic, check with alega professond asto the vdidity of
your contract before you make any improvements on the

property.

A CASE STUDY

Dean E. wanted to invest in afour-plex apartment that
was being rented at below market rates. The price of the
property was directly related to the rentd income, and
Dean was able to buy the property at avery far price.
He aso knew that if he could raise the rents; he could
increase the value of the property.

When Dean first located the gpartment building, the
units were dl being rented for $225 per month. Why
were the rents so low? The building needed painting,
new carpets, and improved landscaping. When Dean
negotiated with the owner, he asked for a closing date of
120 days after acceptance of the offer by al parties. The
owner did not agree to 120 days, but did accept a 90-
day closing. (Dean had set a negatiation range on closing
of 30 to 120 days. he knew that he could do most of the
necessary renovation within 30 days, but he wanted to
give himsdf plenty of bresthing room. When he got 90
days from the sdller, he knew he could do the necessary
cosmetic repairs easly during thistime frame)

There were other items that Dean negotiated in the
purchase, but the ninety-day closing meant that he did not
have to absorb a negative cash flow during the fix-up
period. It dlowed him to complete cosmetic repairs that
resulted in arental increase from $225 to $295 per month
immediatdy after dosing. (As a matter of interest, only
two of the tenants moved out, and their units were rented
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a thefull rate within seven days &fter the dosing of the
sde)

2. The sdler agreesto let the buyer do property

improvements prior to closing and to notify tenants that the

rental rates will be increased immediately following the

completion of those improvements.

When Dean negotiated this item with the owner of the
gpartment building, he pointed out that he would do the
improvement work at his own expense and that there
would be no risk for the owner. The owner redized that
the cosmetic repairs would increase the vaue of the
property, boosting his own security in the property. The
range Dean had established prior to negotiation was that
the sdller would alow the improvements but would not
alow the natification of rental increase. When he
negotiated, however, Dean got both--so it definitely fell
within his negotigtion range.

3. The SAler agress to finance all or part of the debt at

terms better than the buyer could obtain through commercia

sources. It isimportant to contact local lendersin your areato
determine what financing is available, what the interest rates
are, and what |oan-to-vaue ratio they will 1oan. Once you
know this, you are prepared to negotiate these terms with the
ler. If you can get the sHller to finance you at a higher loan-
to-vaueratio and alower interest rate, you will improve your
investment in the property.

Dean st his negotiation range for financing as 100
percent financing at 3 percent below the interest the
banks were charging; his lower negatiating limit was the
commercid rate obtainable from local lending sources.
When he negotiated the purchase of the property, the
owner agreed to 97 percent financing a 10 percent
interest. The banks would loan only 80 percent at 12 1/2
percent interest. The seller agreed to aloan term of
twenty-five years, which is what the banks would have
agreed to. The owner financed $81,500, at a payment of
$740.59 per month. If he had used bank financing, he
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would have been able to borrow only $67,200, with a
payment of $732.72 at 12 1/2 percent interest. In other
words, he was able to borrow an additional $14,300
from the seller for only $7.87 per month.

4. The sdler provides warranties that may be better than
what the buyer could ordinarily expect. It isimportant to get as
many warranties from the sdler as possible. If the sdler tdlls
you that the expenses run only 28 percent of gross, then try to
get him to warranty this fact by accepting less on his financing
payment if expenses increase beyond the 28 percent figure.
Thismay not be possible, but it isworth atry. Other warranties
that you should ask for include awarranty or guarantee on the
appliances for aperiod of 90 to 180 days. Thisinsures that you
will be able to detect make-shift repair work done to sdll the

property.

When Dean made his offer to purchase the four-unit
gpartment building, he had seen verified expense
information and did not request an expense warranty. He
did, however, request the owner to warranty al
appliances, furnaces, water heaters, and swamp coolers
for one year. The owner agreed to warranty those items
for aperiod of 120 days after closing. Thisfdl within the
negotiation range that Dean had established. The owner
later had to pay for the repair of one furnace at a cost of
$158. If Dean had not negotiated the warranty
information, he would have had to pay this expense
himsdif.

5. The sdler accepts an exculpatory dause that minimizes
the buyer's liahility. No one expects that a property will be lost

to foreclosure, but it should be provided for.

Dean knew that none of the banksin hisareaused a
clause that limited risk to the property pledged as loan
collaterd, but he was unwilling to accept any owner
financing agreement that did not include such an
exculpatory clause. His negatiating was very inflexiblein
this matter. When he was negotiating with the owner, he
emphasized that if the property was worth the asking
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price, the owner had plenty of security, particularly with
the improvements that Dean was making at his own
expense. The owner agreed to this clause, which Dean
hoped he would never need. But Dean protected his
other assets from attachment or loss regardless of what

happened to the property.

6. The sdller agrees to accept more than a prorated share

of the transaction cods and fees.

Dean was willing to prorate the costs of the
transaction, but he tried to get the seller to pay a higher
portion of those costs if possible. He asked the sdller to
pay al closng costs that normally would be paid by the
buyer. The owner agreed, paying for atermite
ingpection, al escrow fees, and al recording fees of loan
and title documents, which saved Dean $325 at closing.

7. The Aler agrees to improve the proparty to the

.

buyer's specifications. Rather than negotiaing purely on price, it
is sometimes possible to get the sdller to pay for certain repairs
that you consder essentid.

When Dean negotiated with the sdler, he told the
sler that he was willing to do certain improvements to
make the property a better investment, but he wanted the
sler to resurface the parking lot. It had weeds coming
up through the asphat and contributed to the low rents
that the property generated. The sdller did not agree to
Dean's demand at firdt, but before the negotiations were
concluded he agreed to complete the resurfacing at his
expense prior to closing. The bill for the parking lot come
to $785 and was paid by the sdller not by Dean.

Obvioudy, it isimportant to negotiate within your range

for dl non-price items, but what about the actud price you are
willing to pay for the property? If you pay too much for apiece
of property, you will lose money from the first day. Many
investors believe thet if they get extremdy favorable financing,
they can afford to pay more for the property. That's true, but
only to acertain degree, but it is best to never pay more for the
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property than it isworth, regardless of the financing. If you
receive extremely favorable financing from the owner, then you
can afford to pay full market value. If financing isless than
favorable, you should pay less than market vaue.

6.8 ESTABLISHING THE VALUE OF A PROPERTY

How, then, do you establish the negotiation range for the
price of a property? When buying income property, you should
become familiar with al comparable rental properties sold in
your area. There are severa other techniques that can help you
st therange:

M Use cash-flow andysisto determine vaue.
M Compare saes price with market.

M Get an officid gpprad.

1. Use cashflow analysis to determine value. Y ou can
determine value for a property by dividing the net operating
income by the capitalization rate that is common to your area. If
you have questions about this, ask your mentor. (Smply stated,
to cdculate the N.O.1., obtain the total gross revenue for the
year, subtract total vacancy losses and operating expenses, and
arive a anet operating income prior to payment of debt
service)

When Dean was evauating the purchase of the
gpartment building, he was buying the property based on
the exigting operating history. He verified the expense
information and called severd professond red edtae
gppraisersto find out the accepted capitalization rate in
his area. He found that the expenses on the property
were $3,200 per year; the gross rentd income at $225
per unit was $10,800. This|eft a net operating income of
$7,600 per year. Two professiona appraisersin his area
told him that an acceptable capitaization rate was 8.75
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percent. By dividing the $7,600 by 8.75 percent, he
arrived at the upper limit of his negatiation range:

$7,600
= $86,857
.0875

By using a cash-flow andysis then, Dean s&t his upper
limit at $86,850 and his starting point at gpproximately 90
percent of value, or $78,000. The 90 percent figure was
an abitrary figure he felt comfortable with.

2. Compare sales price with market. Another method of
etting the price range for negotiation is comparing the property
with other properties that have been sold or are listed for sdein
the community. Thisis not an accurate method of determining
vaue, but it isagood yardstick for verifying the negotiation
range established through cash-flow anaysis.

When Dean was eva uating the four-unit apartment
building for possible purchase, he compared it to other
renta units of Smilar sze that had recently sold in the
area. He found that four-unit gpartment buildingsin his
areawere sdlling for $30,000 to $120,000. The rents
varied from $210 to $340 per month per unit. Since the
exigting rental income of the property was toward the
lower end of the scale, he estimated that the vaue of the
property should also be at the lower end of the scale.
Using the comparable saes price of other rental property,
he estimated his negotiation range to be from $30,000 to
$88,000.

3. Get an officid gppraisal. An officid or certified
gopraisa will give the most vadid information for establishing the
negotiation range. If you decide to get an gppraisd, have it
done by an appraiser who is recognized by conservative
lending indtitutions; then you'll be reasonably sure that the
estimated vaue is conservative. The sdler probably won't pay
for an gppraisal and then sdll the property for much less than
the gppraisa, so we recommend that you make your offer
subject to an gppraisa of the property. In thisway, the priceis

.
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set before the gppraisa of the property, and if the appraisal
comesin too low, you will be able to renegotiate with the sl er.
The cost of aqudified, independent gppraiser can save you a
possible loss of gppreciation if you have made amistake on
your figures. It also gives added reinforcement to the
negotiation range that you established.

When Dean reviewed dl the available information, he
et his negotiation range for a price between $78,000 and
$86,500. He initidly offered the sdller $78,000, and
finally accepted a counteroffer of $84,000 (subject to an
gppraisa of the property paid for by the buyer). When
the offer was completely accepted and signed by al
parties, he ordered an gppraisal on the property. The
officia gppraisad camein at $85,750 (according to the
present condition and rental history of the property).

After Dean completed the improvements, purchased
the property, and raised the rents, he paid for another
appraisa by the same appraiser. The gppraisal was based
largely on the added net operating income, so Dean was
not surprised when the final apprais camein a
$109,500. Thiswas at the upper end of the value for
four-unit gpartmentsin the area, but the added
improvements and renta income justified the price.

The cosmetic improvements cost only $4,750, and
the property vaue had jumped by more than $23,000.
This subgtantia increase was largely aresult of Dean
knowing what his negotiation range was for each separate
term in his purchase agreement.

6.6 WHICH ELEMENTSARE ESSENTIAL TO THE
REAL ESTATE OFFER?

Once the buyer and the sdller agree on the terms of
purchase and sign the earnest money offer or receipt, both
parties want to be confident that the document isalegd and
binding agreement. Why? That's the only way the parties can
rely on the promises and representations made in the

.
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agreement. Unfortunately, not dl agreements are vaid
contracts. If the agreement does not contain dl the eements
required by law, the document may not be avalid contract.

We are not giving you legd or professond advicein this
matter, but are only offering genera educationd materia that
you can use as a basis for questioning a contract. Once you
begin investing in red estate, we urge you to consult competent
legdl counsdl in determining the vaidity of any legdl agreement.

A red estate purchase agreement may be considered
either avaid contract, avoid contract, or a voidable contract.
A void contract is one that has no effect because it does not
meet the legal requirements of a contract. A voidable contract
is one that may become void if later circumstances negeate the
agreement or if the parties to the contract are shown to be not
competent. When you are purchasing ared estate property,
you want the contract to be valid and voidable on the part of
the buyer. If your real estate purchase includes contingency
items on the part of the buyer, then you as the buyer will be
able to void the contract if those contingencies are not met.

The essential elements of ared estate contract will vary
from state to sate and from time to time. The eements listed
below are those generdly required in most jurisdictions:

M Competent parties
M Offer and acceptance
M Consideration
M Legdity of object
M Agreement in writing and sgned
M Description of subject red estate
1. Competent parties. Both the buyer and the sdler must

be of lega age and must not be suffering from a menta
handicap that would make them incompetent. Most sates have

.
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lowered the lega voting age for national eectionsto eighteen
years of age, and, as aresult, most states accept eighteen asa
legal age to enter a contract. If either the buyer or the sdller of a
real estate property is acorporate officer or agent, he must
have express written permission, signed by the proper

authority, to act for that corporation.

A CASE STUDY

Sndl O. was interested in purchasing an eght-unit
gpartment building. He investigated the property and
found that it was owned by the Miles Corporation. When
he began negotiating for the purchase of the rentd
property, he requested from the individual awritten
document giving him permission to negotiate for and on
behalf of the Miles Corporation for that piece of
property. Dennis W., the agent, said that he was
authorized to sdll the property for the Miles Corporation
but that he didn't have a Sgned agreement authorizing that
action.

Sndll's reection? Sndll said he was extremdly
interested in negotiating the purchase of the eight-unit
rental property, but that he wasn't going to begin
negotiation until he was convinced that Denniswas in fact,
authorized to act for the corporation. Dennisfinaly
received the proper document from the Miles
Corporation. Snell then felt confident that he could
negotiate in good faith.

If either party isnot of lega age, the contract will be
considered void--or, at the least, voidable by the minor-aged
person. For thisreason, it isimperative to make sure that you
are dedling with someone of legd age.

Ancther ement you must congider when entering into a
red estate purchase agreement is menta illness or intoxication.
If one party is consdered to be incompetent, the real estate
contract could be considered vaid, but voidable once
incompetency is affirmed.

.
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A CASE STUDY

Mitchell A. was negatiating for the purchase of a
sngle-family rental property. The sdller agreed to al of
Mitchell'sterms at the lower end of his negotiation range.
Mitchell was dated, and thought he was on theroad to a
great investment.

Mitchdl's eation was short-lived. After the contract
was sgned, the sdller changed hismind and said he
wouldn't go through with the sdle as agreed to in the
earnest money offer to purchase. Why? On the day the
offer was negotiated, he had lost his job, had gone home,
and had gotten drunk. Several witnesses attested to the
fact that he had been drinking excessively just before
Mitchell arrived to negotiate the purchase of the property.
Mitchell thought that the sdller had acted somewhat
peculiar during the negotiation process. Under the
circumgtances, Mitchd redlized that the courts would
probably rule the owner incompetent &t the time the
agreement was signed. Mitchell accepted the refund of his
earnest money deposit and began looking for another

property.

2. Offer and acceptance. This requirement means that
there must be a"meseting of the minds™ All the terms of the
agreement must be expressed in language that is understood,
agreed on, and accepted by both parties. If the terms are not
clearly understood by both parties, then there would not be a
mesting of the minds.

When Snell was negotiating with the Miles
Corporation for the purchase of the eight-unit apartment
building, both parties understood the need for complete
agreement and acceptance on each term. Asthe earnest
money agreement was completed and filled out, no blank
paces were |eft; dl specia contingencies were spelled
out in smple language that was easy to understand. Snell
negotiated the right to review al the financid information
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concerning the rental property. A specid clause was
agreed to and included in the contract, stating:

"Sdler grants buyer the right to review and approve
al financid information concerning the subject property
prior to dosng. Such financid information includes
management information, tax returns, expense payments,
etc. If buyer does not gpprove the financia information,
the contract will become void, and al deposits will be
returned to the buyer."

3. Consideration. Congderation is, in effect, whet the
parties promise to give to each other. The courts have ruled
that consideration in ared estate purchase contract may consst
of money, property, or promises. The agreement must be
based on such good and vauable consideration.

Many red estate investors have used as consideration a
note that promises to pay a certain amount at a specified
interest rate and term of payment. This promiseto pay a certain
sum in the future is congdered good and vauable
congderation.

Y ou can offer many possible consderation dternativesin
the earnest money offer. Whatever form of consderation you
use must be agreed to by both the buyer and the seller.

If your offer is subject to certain contingencies that must
be satisfied before the offer isfinaized, try not to use agreat
ded of cash when making the offer. The amount of
consderation will show the sdller your earnest intention of
making the sde take place, but it will not increase the vdidity of
the contract.

Sndl wanted to take the eight-unit gpartment building off
the market while he finished hisinvestigation. He told Dennis
that he would be willing to pay additiond consderation when al
the contingencies in the offer were stisfied, but would give only
$100 earnest money until this happened. The offer was drafted
in such away that an additiona $900 earnest money was to be
paid to the seller as further consderation once dl the

.
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contingency clauses were fulfilled. This stisfied both Sndll (the
buyer) and the Miles Corporation (the sdller).

4. Legdlity of object. The law provides that no agreement
will be consdered alegdly binding contract if the purpose for
which the contract isintended isillegd or againgt public policy.
Redl edtate earnest money agreements are generally considered
to have alegd object, and would not be considered void
because of this eement. If the purpose of the earnest money
agreement or sale of the property was intended to defraud
someone, then the reverse would be true, and the contract
would be considered void.

5. Agreement in writing and Signed. Every state has
enacted a Satute of frauds that requires certain contractsto be
inwriting. Red edtate purchase or sdes contractsfal into that
category. These statutes require that the following elements be
included:

Q The signatures of both the buyer and the sdller are required.
The contract would not be vaid if only one of the parties has
given written consent while the other party has verbaly agreed
to the terms.

Q A spouse's sgnatureis required on the earnest money receipt
when partid rights are being rdleased. It isadwaysin the buyer's
best interests to get both spouses signatures on the earnest
money offer.

Q An agent may sgn for aprincipa only if the agent has written
authority to do so. A power of attorney or corporate resolution
authorizing the agent to act for the principa should be atached
to the earnest money offer. If the agent isdeding for a
corporation, a corporate seal must be attached to the
authorization. That's why Sndll required Dennis to get written
authorization from the Miles Corporation before he would

begin negotiations.

6. Description of subject real estate The property
covered by the purchase agreement must be adequately

described in accordance with a survey or adequate title

.
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evidence. Generdly, the lega description is required, and the
property is usudly aso identified by its street address.

When Sndll was writing the offer for the eght-unit
gpartment building, he included the street address and
then wrote the exact legal description as found on the tax
assessment natice. In thisway, Snell was positive that
both parties understood exactly which red estate was
covered by the agreement.

6.10 DOCUMENTING THE PURCHASE
AGREEMENT TERMS

The earnest money offer to purchaseisalega agreement
and must be documented properly. When we talk about
documenting the purchase agreement terms, we are expresdy
talking about the written explanation of the terms that will be
agreed to in the earnest money offer. Because of the complexity
of the purchase agreement and the need to cover dl the terms
of sde, we recommend very highly that you use printed forms.
These formswill not cover every contingency and purchase
term you agree on, but because most red edtate transactions
are 0 dmilar, the forms will serve asabasisfor the actud
agreement. These forms can usudly be purchased in any office
supply or stationary store.

The use of forms raises three issues:
M How the blanks should befilled in.
M Which printed matter is not gpplicable to your portfolio red
estate transaction and should be ruled out by drawing lines

through the unwanted words.

M Which additiond dauses or agreements (commonly called
"riders") are to be added.

1. How the blanks should befilled in. It isimportant to fill

in every blank on the contract. If the blank is not large enough
to clearly Sate the negotiated term, write the agreement in the

.
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margin or attach a separate agreement. If the lega description
of the property istoo long to writein the blank, write "See
attached Exhibit A," and then attach the legal description as
Exhibit A.

2. Which printed matter is not applicable to your
particular real estate transaction and should be ruled out by
drawing lines through the unwanted words. Because the printed
form isdesigned for generic redl estate transactions, certain
phrases or terms will not apply to the negotiated terms of your
specific red edtate transaction. These items should be lined out
and then initided by both the buyer and the sdler.

A CASE STUDY

Mark B. was purchasing arentd property for which the
sdler agreed to pay dl the closing codts, including recording
fees and dl the escrow fees. The printed form contained the
Satement:

"Buyer agreesto pay for recording fees....and one-
haf of the escrow fees.”

Because Mark and the seller had agreed that the seller would
pay al the cdlosing cogts, this entire sentence was lined out and
initided by both parties.

3. Which additiond clauses or agreements (commonly
cdled "riders’) are to be added. Asyou learn to include

contingencies and terms that apply to your specific red edtate
purchase and drategy, you will find that printed forms may not
include any reference to that particular item. If thisisthe case,
you must write in the additiond dause, and then both you and
the sdler must initid the change.

When Mark was negotiating the purchase of the rental
property with the sdler, he got the sdller to agree to substitute
other collaterd as security for the financing. There was no
reference to a subgtitution of collateral on the earnest money
form, so Mark wrote in the following:

.
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"Buyer has the right to subgtitute collatera of equa or
greater vaue on the trust deed executed in favor of the
sler a any time, with the sdler having the right of
gpprova, such gpprova not being unreasonably
withheld."

Inthisway, by adding a"rider" to the earnest money
agreement, Mark provided for the eventual substitution of
collaterd.

All printed earnest money offers to purchase are not
necessarily the same. We have included a sample earnest
money form that can be adapted for most redl edtate offers. If
you understand how to correctly fill thisform out and how to
document your negotiated terms, you should be able to adapt it
(and mogt other printed forms) to suit your needs. Y ou will note
that the different items are numbered. As we discuss each item
on the form, you will understand the necessity of filling the form
out completely.

In reviewing the form, you will note thet there are no
blank lines for contingency clauses. These clauses can be
inserted between the paragraphs listed on the document. If
there is not enough room to complete the entire rider, atach the
rider as an exhibit to the agreement. Remember that the
attached exhibits need to be initided by both partiesto the
agreement. Findly, if you wish to review dozens of red
examples of how to fill out earnest money forms, we
recommend the book How To Write A Nothing Down Offer
So That Everyone Wins by Dr. Richard J. Allen.

6.11 EARNEST MONEY AGREEMENT

We supply herewith a sample earnest money agreement,
aso referred to as "Red Estate Purchase Contract and Receipt
for Deposit.” Y ou may adapt this for your own use, or use one
of the many Smilar formsin circulation in the various Sates,
provided you attend carefully to the language and make sure it
reflects accurately the terms and conditions of your transaction.

.

Unit Six, Page 31




Unit Six, Page 32




-

REAL ESTATE PURCHASE CONTRACT AND RECEIPT FOR DEPOSIT

"Thisis alegally binding contract. If not understood, seek competent legal advice."

1. DATE AND LOCATION OF OFFER: , 199 .
2. THISCONTRACT ISMADE BY AND BETWEEN: hereafter referred to as
"BUYER," and (list names of all owners) hereafter referred to as

"SELLER," upon terms, provisions, and conditions set forth herein.

3.BUYER AGREESTO PURCHASE FROM SELLER AND SELLER AGREESTO CONVEY TO BUYER, that
certain real property located in , County of ___, State of , commonly known by the
street address of , and further described as
(attached legal description and tax parcel number if available), with a complete legal
description to follow in escrow; together with the following items, if any: permanently installed heating, air
conditioning, electrical, plumbing, security, fire detection, appliances including stove, oven, dishwasher, trash
compactor, water heater, water conditioner, garage door opener and controls, landscape and shrubbery, wall-to-wall
carpeting, custom window coverings, lighting fixtures, fans, television antennas, and other fixtures permanently
attached to property. All of the included items, together with the real property and improvements, shall be referred to
hereafter asthe " SUBJECT PROPERTY."

4. CONTRACT SALESPRICE AND FINANCING SUMMARY:
A. EARNEST MONEY DEPOSIT INCLUDED HEREWITH (Payable to: )
intheform of __ Check __ Promissory note __ Other (describe:) $

B. ADDITIONAL DOWN PAYMENT DUE ON OR BEFORE CLOSE OF ESCROW:

$
C. SUM OF ALL FINANCING DESCRIBED IN PARAGRAPH FIVE BELOW:

$
D. OTHER (describe:) $
E. TOTAL SELLING PRICE CONSIDERATION (A +B + C+D)

$

5. FINANCING (Note: The obtaining of BUYER'S financing is a contingency or condition of this agreement.):

A.$ BUYER to qualify for and obtain anew first loan in this approximate amount
from alender of BUY ER'S choice, payable at approximately $ per
month including interest (__ fixedrate ___ adjustable rate) not to exceed ___
__percent per annum, all due and payable ___years from close of escrow.
BUYERto pay amaximumof $___ as"points" (discount pointsin the
case of FHA or VA) or origination fees on behalf of BUYER. BUYER'S
signature on loan documents will be deemed as BUY ER'S having obtained
financing.

B.$ BUYER to___ assume/ ___taketitle "subject to" the existing first [oan of
record on SUBJECT PROPERTY, in the approximate balance of $
, in favor of , payable at approximately $ per month,
including interest and at __ % (___fixed rate __adjustable) with all
remaining principal and interestdue_____ ,199__ . Intheevent theloan
balance or payment differs substantially from that which isindicated above,
this contract may be terminated at BUY ER'S option and the earnest money
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shall be refunded to BUY ER without delay. BUY ER'S fees to take over the
existing loan not to exceed $

C.$ BUY ER to execute a note secured by a___ first __ second ___ third
(mortgage or deed of trust) in favor of SELLER, payable___ monthly ___
quarterly __ annually at $ or more, including __ principal and
interest ___interest only, the interest being__ % per annum, the remaining
balance of principal and interest all due_ yearsfrom the date of origination.
Other terms and conditions:

D.$ BUYER to__ assume/ ___taketitle "subject to" the existing ___second, ___
third loan of record on SUBJECT PROPERTY, in the approximate balance of
$ , infavor of , payable at approximately $

per month, including interest and at __ % (___fixed rate __adjustable) with
all remaining principal and interest due_____,199__ . Inthe event the loan
balance or payment differs substantially from that which isindicated above,
this contract may be terminated at BUY ER'S option and the earnest money
shall be refunded to BUY ER without delay. BUY ER'S fees to take over the
existing loan not to exceed $

E$ BUYER to qualify for and obtain a new second |oan in this approximate
amount from alender of BUY ER'S choice, payable at approximately $
___per month including interest (___fixed rate
___adjustable rate) not to exceed percent per annum, all
due and payable ___ years from close of escrow. BUYER to
pay amaximumof $_____ as"points" (discount pointsin the
case of FHA or VA) or origination fees on behalf of BUY ER.
BUY ER'S signature on loan documents will be deemed as
BUY ER'S having obtained financing.

F.$ OTHER (describe:)

$ TOTAL FINANCING

6. TITLE: SELLER shall furnish BUY ER with title that isfree and clear of liens, encumbrances, restrictions, rights, and
conditions other than property taxes not yet due and restrictive covenants, conditions and restrictions of record,
including public utility easements, if any, provided that same do not adversely affect the continued use of the
property for the purpose for which it is presently being used. BUY ER shall have days to reasonably
disapprove a preliminary title report furnished at expense. SELLER shall provide and pay for a standard
title policy or an abstract brought current on the SUBJECT PROPERTY .

7.ESCROW INSTRUCTIONS:. BUYER and SELLER shall open escrow with , the escrow holder, and
shall deliver signed instructions to escrow holder within___ calendar days of the acceptance of this offer, and shall
provide for closing within___ calendar days of this acceptance. Escrow fees to be paid as follows:

8. POSSESSI ON: Possession and occupancy shall be delivered to BUYER ___ on close of escrow, or not later
than ___ days after close of escrow. SELLER shall maintain the property in its present improved condition.
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9. PERSONAL PROPERTY: The following items of personal property, free of liens and without warranty of
condition, are included:

10. EXCEPTIONSWHICH DO NOT REMAIN WITH THE PROPERTY: BUY ER and SEL LER hereby agree that the
following items are not included with the sale of the property, and may be removed by SELLER:

11. SELLER TRANSFER/DISCLOSURE: SELLER agreesto provide BUY ER with a Transfer/Disclosure statement
(and to use the official form as may be required by state law). Said statement shall include the identification of
equipment and items contained in the residence and lot and whether such items are operational; any significant
defectsin structural components of the residence; information regarding the improvement and alterations made to
the property including compliance with building codes and issuance of building permits and any items of concern
regarding health, safety, regulation, violations, existing or potential lawsuits to the SUBJECT PROPERTY, nuisances
or neighborhood problems which may affect the BUY ER'S decision to purchase the SUBJECT PROPERTY . Upon
receipt of the transfer/disclosure statement, BUY ER shall have___ calendar days to review same and to disapprove
the property because of the disclosed conditions and defects, and to terminate the agreement by delivery of written
notice to the SELLER. Should BUY ER not disapprove the property within the prescribed limits of time, the conditions
described in the transfer/disclosure shall be deemed to have been approved by BUY ER.

12. TAX-WITHHOLDING (F.I.R.P.T.A.): Under the Foreign Investment in Real Property Tax Act (IRC 1445), every
buyer of real property must deduct and withhold from SELLER'S proceeds 10% of the gross sales price and to
deposit that amount to the Internal Revenue Service upon the close of escrow, unless an exemption applies. The
primary exemptions include, and no withholding isrequired, if any one of the following conditions exist:

__ A) BUYER purchases the property for use as a personal residence and the selling price is $300,000 or |ess and
the BUY ER or member of the BUY ER'S family has definite plans to reside in the property for at least 50% of the
number of daysit isin use during each of the first twelve month periods after the transfer.

or __ B) SELLER provides BUY ER with an affidavit under penalty of perjury that SELLER is not a"foreign person."

or __ C) SELLER provides BUY ER with a"qualifying statement” issued by the Internal Revenue Service that
SELLER is exempt from withholding.

13. SUPPLEMENTS: The following supplements are incorporated as part of this agreement:

14. INSPECTIONS: BUYER shall havetheright, at BUY ER'S expense, to select alicensed contractor and/or other
qualified professional (s) to make "inspections,” BUY ER shall keep the property free of liens, and indemnify and hold
SELLER harmless from all liability, claims, demands, damages, or costs, and repair all damages to the SUBJECT
PROPERTY arising from said inspections. All claimed defects concerning condition of SUBJECT PROPERTY which
adversely affect the continued use of the property for which it is presently being used shall bein writing,m and
delivered to SELLER along with written reports within___ calendar days. If SELLER is unable or unwilling to correct
the deficiencies within __calendar days of receiving notice or to agree in writing to escrow sufficient funds to correct
them, or BUYER and SELLER fail to stipulate in writing as to what defects are accepted "asis" and/or what
adjustment is to be made in the purchase price, then before close of escrow, or before any extension mutually agreed
upon by both BUY ER and SELLER, BUY ER shall have the exclusive right to terminate this agreement. SELLER shall
make the SUBJECT PROPERTY available for all inspections upon reasonable notice. BUY ER'S failure to notify

.
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SELLER inwriting of the defects which are unacceptable to BUY ER within the time limit indicated shall be deemed
approval.

15. PEST CONTROL INSPECTION: SELLER agrees, at SELLER'S expense, to provide within__calendar days a
written certificate from alicensed pest control operator that SUBJECT PROPERTY is free of wood-destroying
organisms. SELLER shall make necessary repairs as required for certification within___ calendar days, up to alimit of
$500.00. In the event the cost to repair exceeds $500.00, then BUY ER has the right to accept the property "asis" and
receive credit from SELLER, in escrow, or BUYER and SELLER shall, within said days, mutually stipulate in writing as
to what repairs SELLER will perform and pay for and what items BUY ER will accept "asis," or the BUY ER may
terminate this agreement.

16. OTHER TERM S AND CONDITIONS:

17. TIME LIMIT OF OFFER: The SELLER shall have until (__am/__ pm)on ,199_, to accept this offer
initsentirety by delivering a signed copy to the BUY ER. If the SELLER does not accept the offer as written within
the time limit prescribed, then SELLER shall immediately cause BUY ER'S deposit to be refunded to BUY ER.

18. BOTH BUYER AND SELLER RESERVE THEIR RIGHTSto assign their respective interests and agree to
cooperate in effecting an Internal Revenue Code 1031 exchange or similar tax-deferred arrangement prior to close of
escrow, provided, however, that such arrangement does not adversely affect the basic agreements contained in this
contract, and that said arrangement does not incur additional expense on the cooperating party. BUY ER'S obligation
under this agreement is further contingent upon and subject to BUY ER'Sfirst obtaining within___ calendar daysthe
following approvals:

19. REAL ESTATE COMMISSION: SELLER shall pay a__ % real estate commission on the total selling price as
follows: $ . is designated as BUY ER'S agent and shall receive _
_ % of all commissions paid. is designated as SELLER'S agent and shall receive __
% of all commissions paid.

20. GENERAL AGREEMENTS: Upon approval of this offer by the SELLER, this agreement shall become a contract
between BUY ER and SELLER, and shall inure to the benefit of the heirs, and administrators, executors, SUccessors,
personal representatives, and assigns of said parties. Timeis of the essence and an essential part of this agreement.
This contract constitutes the sole and entire agreement between the parties hereto and no modification of this
contract shall be binding unless attached hereto and initialed by all partiesto the contract. No representations,
promises, or inducements not included in this contract shall be binding on any party hereto.

21. BUYER'SSTATEMENT AND RECEIPT: "lI/We hereby agree to purchase the above SUBJECT PROPERTY in
accordance with the terms and conditions stated above, and acknowledge the receipt of a completed copy of this
agreement , which I/We have fully read and understand.”

Dated ,199__ Hour: , Social Security No.
Address: , City: , State: , Zip Code:
BUY ER'S signature:
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22. SELLER'SSTATEMENT AND RECEIPT: __"I/We approve the above offer, which I/We have fully read and
understand, and agree to the above terms and conditions this day and time." Or__"I/We approve the above offer
with the additional provisions and modifications set forth in the attached and signed counter offer."”

Dated: ,199__ Hour: , Social Security No.
Address: , City: , State: , Zip Code: .
SELLER'S signature:

23. BUYER'SRECEIPT FOR SIGNED OFFER: The BUY ER hereby acknowledges receipt of a copy of the above
agreement bearing the SELLER'S signature in acceptance of this offer.

Dated: ,199_ .  BUYER'Ssignature:
SELLER and BUY ER acknowledge areceipt of a copy of this agreement, which consists of atotal of __ pages.

SELLER'Sinitials

BUYER'Sinitials

6.12 DETAILED EXPLANATION OF THE EARNEST MONEY AGREEMENT

Now let us review the agreement clause by clause and provide action commentary for you to follow as
needed as you complete this form (or one similar to it) in the future.

REAL ESTATE PURCHASE CONTRACT AND RECEIPT FOR DEPOSIT

"This is a legally binding contract. If not understood, seek competent legal advice."

1. DATE AND LOCATION OF OFFER: , 199 .
COMMENTARY: To be valid, the agreement must be dated and signed. Use the date you present
the offer to the seller. This is the benchmark date from which all timed references in the offer are
measured. Write in the city and state where the offer is written (not the location of the subject
property); this will be the legal jurisdiction for any future legal action, if needed. Make this city
and state convenient for yourself!

2. THIS CONTRACT IS MADE BY AND BETWEEN:

hereafter referred to as "BUYER," and (list
names of all owners) hereafter referred to as "SELLER," upon terms, provisions, and conditions set
forth herein.

COMMENTARY: Add the phrase, after your name(s), "and/or Assigns.” This gives you the
right to allow another substitute buyer to step in and complete the purchase without the
need of establishing an additional escrow to transact the sale. Thus this earnest money
agreement really can be used as a short-term option agreement that gives you control of the
subject property during the period of the offer.

3. BUYER AGREES TO PURCHASE FROM SELLER AND SELLER AGREES TO CONVEY TO
BUYER, that certain real property located in , County of ,
State of , commonly known by the street address of
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, and further described as
(attached legal description and tax parcel number if available), with a complete legal description to
follow in escrow; together with the following items, if any: permanently installed heating, air
conditioning, electrical, plumbing, security, fire detection, appliances including stove, oven, dishwasher,
trash compactor, water heater, water conditioner, garage door opener and controls, landscape and
shrubbery, wall-to-wall carpeting, custom window coverings, lighting fixtures, fans, television antennas,
and other fixtures permanently attached to property. All of the included items, together with the real
property and improvements, shall be referred to hereafter as the "SUBJECT PROPERTY."

COMMENTARY: Since the street address is an inadequate description to use in a legal
document, a legal description (recorded lot and block number from a drawn plat map, or
technical measurements known as metes and bounds, or by government rectangular
survey) must appear here or be provided as part of the escrow in order that there not be
future confusion and boundary/easement problems. The description may be obtained from
the seller's agent, the county recorder's office, or from a capable title company (or attorney
handling the closing).

4. CONTRACT SALES PRICE AND FINANCING SUMMARY:
A. EARNEST MONEY DEPOSIT INCLUDED HEREWITH (Payable to: )
in the form of ___ Check ___ Promissory note ___ Other (describe:) $
COMMENTARY: In order of priority, the holder of the earnest money should be the buyer's agent,
next the institution handling the escrow (title company), next the lending institute (if it is the
owner of the property). It would be rare that the seller would personally hold the earnest money. If
the earnest money is in the form of a check, then it is important to include on the check a note
that the holder is not to deposit it until the offer has been signed and accepted, after which time
the check may be deposited in the holder's account pending close of escrow. If the seller quits the
transaction in violation of the terms of the agreement, the earnest money is returned to the buyer.
If the buyer quits the transaction in violation of the terms of the agreement, the earnest money is
dispersed to the seller.

The earnest money can be in the form of check, promissory note, personal property, etc. Many
seasoned investors prefer to use a personal note as earnest money consideration because this
allows them to enter into many offers without actually tying up large amounts of cash as offers
are accepted. The note can be activated upon acceptance, or can be displaced in favor of other
consideration outlined in the agreement. For example, the note can be set up to mature at closing
and cause the buyer to provide the indicated amount of cash as part of the deal.

How much earnest money is required? This is negotiable. The rule of thumb for a buyer is
"As little as possible.” Typically between $500 and several thousand dollars will suffice.
Usually the earnest money will not exceed 3% of the purchase price. Larger deals may
require more.

B. ADDITIONAL DOWN PAYMENT DUE ON OR BEFORE CLOSE OF ESCROW:
$
COMMENTARY: This is a negotiable item, and may be in effect zero.

C. SUM OF ALL FINANCING DESCRIBED IN PARAGRAPH FIVE BELOW:

$
COMMENTARY: Section five of the agreement will summarize the total financing package,
and will include any assumed loans, loans taken "subject to," new loans (firsts, seconds,
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etc.), seller "carry back" financing, or any other financing that is mutually agreed to under
the terms of the contract.

~

D. OTHER (describe:) $

E. TOTAL SELLING PRICE CONSIDERATION (A + B + C + D)
$

5. FINANCING (Note: The obtaining of BUYER'S financing is a contingency or condition of this
agreement.):

BUYER to qualify for and obtain a new first loan in
this approximate amount from a lender of BUYER'S
choice, payable at approximately $ per
month including interest (___ fixed rate

adjustable rate) not to exceed percent per
annum, all due and payable ___ years from close of
escrow. BUYER to pay a maximum of $ as
"points” (discount points in the case of FHA or VA) or
origination fees on behalf of BUYER. BUYER'S
signature on loan documents will be deemed as
BUYER'S having obtained financing.

COMMENTARY: Why specify the terms of the new loan? Because this clause will protect
the buyer. If the new loan cannot be obtained according to these specifications, then the
buyer can back out of the deal and get the earnest money back. As an incentive to sell a
property, the seller may agree to pay the points on the loan for the borrower. In some VA
transactions, the seller is obligated to pay some points to secure a loan for the borrower. In
the event the seller has not agreed to pay any of the borrower's loan points, enter N/A (not
applicable) into the appropriate space.

BUYER to ___ assume/ ___ take title "subject to" the

existing first loan of record on SUBJECT PROPERTY,
in the approximate balance of $ , in favor of

, payable at approximately $ per
month, including interest and at ___ % (___ fixed rate _
_adjustable) with all remaining principal and interest
due , 199 __. In the event the loan balance or
payment differs substantially from that which is
indicated above, this contract may be terminated at
BUYER'S option and the earnest money shall be
refunded to BUYER without delay. BUYER'S fees to
take over the existing loan not to exceed $

COMMENTARY: Many loans are "assumable" and the buyer can take them over by
applying to do so through the lender and complying with the assumption requirements.
Many loans are not assumable, thus forcing the buyer to pay them off (usually by
originating a new loan to retire the old). If a property is taken "subject to" the existing loan
it means that the buyer does not formally assume the loan through the lender, but simply
takes on the responsibility to make the payments for the seller, who retains legal liability
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for repaying the loan. Taking title "subject to" the existing loan(s) may be risky for the
buyer to do, since the lender may consider the action a violation of the loan agreement and
thus call the note due. If the seller cannot pay it off, the buyer may have to step in and do so
or lose all interest in the property. Competent legal advice is highly recommended in such
transactions.

Why is it necessary to state the upper limits of fees to assume the loan? This is a protection
for the buyer, who then has the right to back out of the agreement if the assumption fees
prove to be higher than the tolerable limits.

BUYER to execute a note secured by a __ first ____

second ___ third (mortgage or deed of trust) in favor of
SELLER, payable ___ monthly ___ quarterly ___
annually at $ or more, including ___
principal and interest ____interest only, the interest
being ___ % per annum, the remaining balance of
principal and interest all due __years from the date of
origination. Other terms and conditions:

COMMENTARY: This clause refers to seller "carry back™ financing, one of the major
strategies in the buyer's arsenal of creative financing techniques. This note will be a "first"
if the property is free and clear of liens. It will be a second if there is already a first lien on
the property, and a third if there are already two liens, etc.

The terms of this kind of financing are negotiable. The phrase "or more" allows the buyer to
repay the note off without any prepayment penalty. Notice that the interest rate on seller
financing is typically lower than the market rate. The buyer should try to extend the pay-
back period as long as possible and avoid short-term balloons like the plague. If there must
be a balloon payment, then make sure you add an additional condition in the space indicated
that permits you to "roll the balloon over" for an additional period of time at buyer's option
when the balloon comes due. Often a seller will demand some quid pro quo consideration for
this privilege (higher interest rate, for example, on the roll-over).

BUYER to ___ assume/ ___ take title "subject to" the

existing ___ second, ___ third loan of record on
SUBJECT PROPERTY, in the approximate balance of
$ , in favor of , payable at
approximately $ per month, including
interest and at ___ % (___ fixed rate ___adjustable)
with all remaining principal and interest due ,
199__ . In the event the loan balance or payment

differs substantially from that which is indicated
above, this contract may be terminated at BUYER'S
option and the earnest money shall be refunded to
BUYER without delay. BUYER'S fees to take over the
existing loan not to exceed $

BUYER to qualify for and obtain a new second loan in
this approximate amount from a lender of BUYER'S
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choice, payable at approximately $ per
month including interest (___ fixed rate
__adjustable rate) not to exceed percent per
annum, all due and payable ___ years from close of
escrow. BUYER to pay a maximum of $ as
"points" (discount points in the case of FHA or VA) or
origination fees on behalf of BUYER. BUYER'S
signature on loan documents will be deemed as
BUYER'S having obtained financing.

F.$ OTHER (describe:)

COMMENTARY: There is no limit to the variety of creative financing that can be part of a
transaction. It is possible that personal property is included in a deal or that real estate
paper is made part of the deal. This space can be used to indicate such additional financing
aspects.

$ TOTAL FINANCING

6. TITLE: SELLER shall furnish BUYER with title that is free and clear of liens, encumbrances,
restrictions, rights, and conditions other than property taxes not yet due and restrictive covenants,
conditions and restrictions of record, including public utility easements, if any, provided that same do
not adversely affect the continued use of the property for the purpose for which it is presently being
used. BUYER shall have days to reasonably disapprove a preliminary title report furnished at ___

expense. SELLER shall provide and pay for a standard title policy or an abstract brought
current on the SUBJECT PROPERTY.

COMMENTARY: Never accept a property without first having the seller provide a policy of
title insurance or at least an abstract of title brought up to date. The former is preferable,
since it will provide insurance to cover damages to the buyer if it is later discovered that the
title company (or attorney) failed to discover some real underlying defect in the title that the
buyer was not made aware of (e.g. judgments, easement or ownership disputes, etc.).

The time aspect of this clause protects the buyer, who can (within the time period)
disapprove the property if there are unacceptable title problems. Typically 10 to 15 days is
considered a reasonable time frame. Usually the seller will pay for the title report, although
this is a negotiable item.

7. ESCROW INSTRUCTIONS:. BUYER and SELLER shall open escrow with , the
escrow holder, and shall deliver signed instructions to escrow holder within ___ calendar days of the
acceptance of this offer, and shall provide for closing within ____ calendar days of this acceptance. Escrow

fees to be paid as follows:

COMMENTARY: The buyer should try to specify the escrow agent, since the buyer may
very well have cultivated a good relationship with certain closing agents and may have
discount privileges for obtaining title insurance when it comes to selling properties. Usually
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3 to 5 business days is sufficient for delivering escrow instructions. Buyer and seller can
split the escrow fees, although this is negotiable.

8. POSSESSION: Possession and occupancy shall be delivered to BUYER ___ on close of escrow, or ___
__not later than ___ days after close of escrow. SELLER shall maintain the property in its present
improved condition.

COMMENTARY. It is customary to allow the seller a reasonable period of time to vacate
after closing (usually not longer than three days). If the seller needs more time, then a
"Residential Lease Agreement After Sale" should be executed, providing for suitable
payment to the new owner.

9. PERSONAL PROPERTY: The following items of personal property, free of liens and without
warranty of condition, are included:

10. EXCEPTIONS WHICH DO NOT REMAIN WITH THE PROPERTY: BUYER and SELLER
hereby agree that the following items are not included with the sale of the property, and may be
removed by SELLER:

11. SELLER TRANSFER/DISCLOSURE: SELLER agrees to provide BUYER with a
Transfer/Disclosure statement (and to use the official form as may be required by state law). Said
statement shall include the identification of equipment and items contained in the residence and lot and
whether such items are operational; any significant defects in structural components of the residence;
information regarding the improvement and alterations made to the property including compliance with
building codes and issuance of building permits and any items of concern regarding health, safety,
regulation, violations, existing or potential lawsuits to the SUBJECT PROPERTY, nuisances or
neighborhood problems which may affect the BUYER'S decision to purchase the SUBJECT PROPERTY.
Upon receipt of the transfer/disclosure statement, BUYER shall have ____ calendar days to review same
and to disapprove the property because of the disclosed conditions and defects, and to terminate the
agreement by delivery of written notice to the SELLER. Should BUYER not disapprove the property
within the prescribed limits of time, the conditions described in the transfer/disclosure shall be deemed
to have been approved by BUYER.

COMMENTARY: This clause is an important protection for the buyer, since the seller must
disclose here information that could adversely affect the use of the property after transfer.

12. TAX-WITHHOLDING (F.1.R.P.T.A)): Under the Foreign Investment in Real Property Tax Act

(IRC 1445), every buyer of real property must deduct and withhold from SELLER'S proceeds 10% of the
gross sales price and to deposit that amount to the Internal Revenue Service upon the close of escrow,
unless an exemption applies. Check current rules.The primary exemptions include, and no withholding
is required, if any one of the following conditions exist:

__ A) BUYER purchases the property for use as a personal residence and the selling price is
$300,000 or less and the BUYER or member of the BUYER'S family has definite plans to reside in the
property for at least 50% of the number of days it is in use during each of the first twelve month periods
after the transfer.

or ___ B) SELLER provides BUYER with an affidavit under penalty of perjury that SELLER is not a
"foreign person.”

.
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or __ C) SELLER provides BUYER with a "qualifying statement” issued by the Internal Revenue
Service that SELLER is exempt from withholding.

13. SUPPLEMENTS: The following supplements are incorporated as part of this agreement:

COMMENTARY: Supplements could include a partner's approval, an attorney's approval, a
statement by an accountant, etc.

14. INSPECTIONS: BUYER shall have the right, at BUYER'S expense, to select a licensed contractor
and/or other qualified professional(s) to make "inspections,” BUYER shall keep the property free of liens,
and indemnify and hold SELLER harmless from all liability, claims, demands, damages, or costs, and
repair all damages to the SUBJECT PROPERTY arising from said inspections. All claimed defects
concerning condition of SUBJECT PROPERTY which adversely affect the continued use of the property
for which it is presently being used shall be in writing,m and delivered to SELLER along with written
reports within ___ calendar days. If SELLER is unable or unwilling to correct the deficiencies within __
calendar days of receiving notice or to agree in writing to escrow sufficient funds to correct them, or
BUYER and SELLER fail to stipulate in writing as to what defects are accepted "as is" and/or what
adjustment is to be made in the purchase price, then before close of escrow, or before any extension
mutually agreed upon by both BUYER and SELLER, BUYER shall have the exclusive right to
terminate this agreement. SELLER shall make the SUBJECT PROPERTY available for all inspections
upon reasonable notice. BUYER'S failure to notify SELLER in writing of the defects which are
unacceptable to BUYER within the time limit indicated shall be deemed approval.

15. PEST CONTROL INSPECTION: SELLER agrees, at SELLER'S expense, to provide within __
calendar days a written certificate from a licensed pest control operator that SUBJECT PROPERTY is
free of wood-destroying organisms. SELLER shall make necessary repairs as required for certification
within ___ calendar days, up to a limit of $500.00. In the event the cost to repair exceeds $500.00, then
BUYER has the right to accept the property "as is" and receive credit from SELLER, in escrow, or
BUYER and SELLER shall, within said days, mutually stipulate in writing as to what repairs SELLER
will perform and pay for and what items BUYER will accept "as is,” or the BUYER may terminate this
agreement.

COMMENTARY: The report is generally provided within fifteen days of acceptance, or when
buyer contingencies have been removed.

16. OTHER TERMS AND CONDITIONS:

COMMENTARY: This space can be used to record any contingencies the buyer wishes to
make expressly manifest as part of the agreement as a protective element of the agreement,
for example:

"Buyer may at any time and without penalty pay in full all amounts owing to the seller
under the terms and conditions of this agreement."
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"Buyer shall have the right to extend the balloon payment due July 1, 1995, for one
additional year, provided buyer pays seller a principal payment of $5,000.00 on or before the
original due date of the balloon. If buyer extends the balloon payment, he will continue to
make the payment of $442.54 on the first day of each month until the balloon payment is
paid in full."

"Seller agrees that the note and trust deed referenced in this agreement will be fully
assumable, with no due-on-sale clause."”

"Buyer and seller agree that the liability on the part of the buyer to satisfy the terms and
conditions of the note and trust deed executed in favor of the seller shall be limited to the
property securing said note and trust deed and shall not extend beyond this."

"Seller shall deliver all financial and tax records concerning subject property within three days to
the buyer. Buyer shall have seven additional working days to review said documents and approve
same. If approval is not given, this contract will become void."”

"Both buyer and seller agree that the purchase of this property is subject to the inspection by
buyer's business partner within ten working days. Buyer's business partner must approve sale in
writing, or contract will become void."

"Seller shall deliver to buyer original lease agreements signed with the existing tenants of the
property. Said documents will be delivered to buyer within three working days and must be
approved in writing by buyer within an additional seven working days, or this contract will
become void."”

"Buyer and seller agree that buyer has the right to review and approve the title record and
preliminary title report prior to closing. This approval can be given anytime prior to closing, but
approval must be in writing. In the event that the buyer does not approve the title record or
preliminary report, the buyer has the option of having the seller correct any problems, or buyer
can void this contract.”

"In the seller carry-back financing, buyer reserves the right to substitute collateral that is
equal in value to, or greater in value than, the subject property, provided the seller first
approves the substitution.”

[Note, this may be a great advantage to the buyer, who can then "definance" the

subject property by wiping off the seller-related liens and thus use the subject
property as a free and clear asset, or at least one free of seller financing.]

17. TIME LIMIT OF OFFER: The SELLER shall have until (__am/___pm)on , 199
, to accept this offer in its entirety by delivering a signed copy to the BUYER. If the SELLER does not
accept the offer as written within the time limit prescribed, then SELLER shall immediately cause
BUYER'S deposit to be refunded to BUYER.

COMMENTARY: The ideal time frame for the buyer is "upon presentation." However, as a
courtesy, it is not unusual to allow 24 to 48 hours to respond.

18. BOTH BUYER AND SELLER RESERVE THEIR RIGHTS to assign their respective interests

and agree to cooperate in effecting an Internal Revenue Code 1031 exchange or similar tax-deferred
arrangement prior to close of escrow, provided, however, that such arrangement does not adversely

.
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affect the basic agreements contained in this contract, and that said arrangement does not incur
additional expense on the cooperating party. BUYER'S obligation under this agreement is further
contingent upon and subject to BUYER'S first obtaining within ___ calendar days the following

approvals:

~

COMMENTARY: The approvals referred to here might include such language as "Subject to
the inspection and approval of the subject property by my partner."”

19. REAL ESTATE COMMISSION: SELLER shall pay a ___ % real estate commission on the total

selling price as follows: $ . is designated
as BUYER'S agent and shall receive ___ % of all commissions paid.
___is designated as SELLER'S agent and shall receive ___ % of all commissions paid.

20. GENERAL AGREEMENTS: Upon approval of this offer by the SELLER, this agreement shall
become a contract between BUYER and SELLER, and shall inure to the benefit of the heirs, and
administrators, executors, successors, personal representatives, and assigns of said parties. Time is of
the essence and an essential part of this agreement. This contract constitutes the sole and entire
agreement between the parties hereto and no modification of this contract shall be binding unless
attached hereto and initialed by all parties to the contract. No representations, promises, or
inducements not included in this contract shall be binding on any party hereto.

COMMENTARY: This is essentially legal boiler plate, but it provided added clarity and
protection for the parties.

21. BUYER'S STATEMENT AND RECEIPT: "lI/We hereby agree to purchase the above SUBJECT
PROPERTY in accordance with the terms and conditions stated above, and acknowledge the receipt of a
completed copy of this agreement , which I/We have fully read and understand.”

Dated , 199 Hour: , Social Security No.
Address: , City: , State: , Zip Code:

BUYER'S signature:
22. SELLER'S STATEMENT AND RECEIPT: __ "lI/We approve the above offer, which I/We have

fully read and understand, and agree to the above terms and conditions this day and time." Or___ "l/We
approve the above offer with the additional provisions and modifications set forth in the attached and
signed counter offer."”

Dated: , 199 Hour: , Social Security No.
Address: , City: , State: , Zip Code:

SELLER'S signature:
23. BUYER'S RECEIPT FOR SIGNED OFFER: The BUYER hereby acknowledges receipt of a copy
of the above agreement bearing the SELLER'S signature in acceptance of this offer.

Dated: , 199 . BUYER'S signature:
SELLER and BUYER acknowledge a receipt of a copy of this agreement, which consists of a total of ____
pages.

SELLER'S initials

.
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BUYER'S initials

COMMENTARY: Ideally, each page of the agreement should be initialed by both parties to
avoid any claim, later on, that parts of the agreement were missing.
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6.12 USING A DOCUMENTATION CHECKLIST

Once you complete the earnest money offer, you should
review the document to make surethat dl linesarefilled in
correctly, that al changes are initided, and that the terms of the
agreement spdll out exactly what you are offering the sdler.
Many find it hepful to review an earnest money agreement in
the form of achecklist. Thefollowing checkligt isgivenasa
sample. Asyou become more experienced in your investment
program, you will be able to adapt a checklist that reflects your
own persond investment objectives.

EARNEST MONEY CHECKLIST

M 1. Have you conserved your cash by making the minimum
acceptable earnest money deposit?

M 2. Have you identified the property on the agreement using
both a street address and the legal description?

M 3. Arethe price and terms accurately described in the
agreement?

M 4. Isthe proposed sdler financing redigtic and
advantageous?

M 5. Have you included necessary subject-to clausesto
protect you in the event that you need to back out of the sdle,
ether because of problems associated with the property or with
you asinvestor?

M 6. Hasthe sdller agreed to warranty his representations? If
the appliances are represented to be in top condition, will the
sdler warranty the same?

M 7. Doesthe earnest money offer distinguish persona
property from real property? If you are receiving persond

.
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property as part of the purchase, will you receive title to same
through a bill of sde?

M 8. Have you adlowed for areview of thetitle?

M 9. Arethetime, location, and closing agent specified in the
agreement?

M 10. Do you fully understand dl parts of the agreement that
you are Sgning? Did you consult a professona attorney and/or
real estate expert about any parts that you don't understand?

M 11. Have you checked with High Touch concerning any
guestions you may have about the principles of making offers?

If you learn to use a checklist before submitting the signed
offer, you will diminate many potentia problems.

6.13 PROVIDING FOR CONTINGENCIES

In the previous sections of this unit, we have referred to
many contingencies that can increase your investiment success.
It isimportant to include any necessary contingencies when
making the offer to purchase. The sdller will want to remove as
many of the contingencies as possible, so you must set the
contingency clauses within your negotiation range.

What followsisalig of Stuationsthat can easly be
documented in the earnest money offer by using subject-to
clauses.

Q Purchaseis subject to buyer obtaining financing acceptable
to buyer. (It iswise to include the exact terms of financing that
you arelooking for.)

Q Purchase is subject to inspection and approva by another
party (specify). (Thisdlowsyou an "out” if you need to back
out of the sde)
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Q Purchaseis subject to review and approva of dl lease and
renta agreements by buyer. (If you don't approve of the
leases, you can void the contract.)

Q Purchaseis subject to ingpection and approva of dl financia
records. (Y ou are making an investment so you can increase
your financid freedom. If you fail to review the financid
records, you are making an investment mistake.)

Q Purchaseis subject to sdller providing asurvey of the
property, which survey isto be approved by buyer. (This
dlows you to examine the physcd sze and make sure it
corresponds to the legal description.)

Q Purchase is subject to review and approval of clear and
marketable title. (If the sdler has over financed the property or
isnot the lega owner, you need to know thisin advance.)

Q Purchaseis subject to dl gppliances, hegting and air
conditioning equipment, and related items being in good
working order as of the day of closing.

Q Purchase is subject to walk through ingpection and approva
by buyer 24 hours prior to closing.

If you use contingency clauses to provide for the
unexpected, your chance of investment success will be
increased dramaticdly.

A CASE STUDY

Tim H. made an offer for asingle-family renta property
that appeared to be a good investment. He included severa
contingency clauses that would alow him the right to back out
of the saleif the property or the investment didn't turn out to be
asit seemed. He dso wanted to give himself the option to
market the property on excdlent termsin the future, so he
included afew additiond clauses, especidly a clause stating that
the note and trust deed would be assumable by a new buyer.
He dso limited hisligbility by usng an exculpatory clause (see

.
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"A Few Terms Y ou Should Know," earlier in thisunit). In this
way Tim knew that he was protecting hisinvesment and
increasng his chances of sdling a sometime in the future,

6.14 HOW TO MAKE THE COUNTER OFFER
YOUR TOOL

We mentioned earlier that both the buyer and the seller
had to agree on the terms of the contract and sign the
agreement in order for the contract to be vaid. Asyou begin
your invesment program, you will be making offers on many
properties and many of your offers will not be accepted by the
sler when he reviews the terms of your offer. A sdller who
doesn't accept your origind offer will usualy make what is
cdled a"counter offer” and will submit it for your acceptance. If
you don't agree to the sdler's counter offer, you may submit a
counter counter offer. This process can go on without
restriction until both the buyer and the sdler come to a meeting
of theminds on al the terms of the contract.

Don't expect the sdller to accept your origina offer if you
are negotiating dl the terms of sde at the lower end of your
negotiation range. In most cases, the negotiation processis a
give-and-take Stuation. Asthe sdller agrees to some of your
terms, you may have to move up the scale on other termsto
make the offer more acceptable to him. This process can
become a profitable one if you keep your priorities sraight. If
your main objectiveisalow price and excdlent financing terms,
then you may have to sacrifice dightly on the amount of earnest
money deposit, the date of closing, or the proration of escrow
fees.

In order to make the counter offer atool in your
investment program, remember three things.

M 1. Don't start from scratch each time.

M 2. Always begin negotiations at the lower end of your
negotiation range.
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M 3. Don't dlow the saller excesstime.

1. Don't dart from scraich each time. When the sdller
makes a counter offer, negotiate only those items that are ill in
question. Those items that have been agreed to should remain
asthey are. Inthisway, you will narrow down the number of
terms that you are negotiating each time you make a counter
offer.

A CASE STUDY

Todd A. made an offer to purchase a Sx-unit apartment
building. The owner was asking $147,000 for the property, and
was willing to carry the mortgage a 11 percent for twenty
years. Todd had reviewed the property carefully and believed
that the price was an excellent one. Since the owner was willing
to take only $5,000 down on the property and the rents were
very high, Todd thought that he could get the property into a
positive cash-flow Situation in three to six months.

Todd wanted to make sure that he was alowed to have
an exculpatory clause, no prepayment, and the right to
subdtitute collateral, so he made an offer to the sdler than
included dl of these additional clauses. He offered only
$139,000, with $4,000 down and the balance at 10 percent for
thirty years.

When Todd got the counter offer, he found that the seller
had agreed to the three additiona clauses, the lower interest
rate, the lower down payment, and the extended time of
payment. But didn't accept the lower price. Todd made a
counter counter offer with dl the origind terms the same,
except he changed the price to $144,000. The seller accepted
the offer, and Todd made an excdlent purchase. The key to his
success was that he didn't add new negotiation items when he
got the counter offer.

2. Always begin negotiation &t the lower end of your

negoatiation range. When Todd made the offer on the Sx-unit
gpartment building, he started at the lower end of his

.
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negotiation range on each of histerms. By using that gpproach,
he could give on one or more items, if necessary, and il
purchase the property according to satisfactory terms and
conditions.

3. Don't dlow the sdller excesstime. If you dlow the
sHler agreat ded of timeto think about your offer, he will
usudly try to negotiate more items. If you want to make a
successful purchase, keep the negotiation process moving aong
with prompt and rapid offers and counter offers.

If Todd had alowed the seller aweek to think about all
of histerms, the sdller probably would not have agreed to the
lower interest rate and other terms.

6.15 A NOTE ON THE NEED FOR MAKING
OFFERS

A well-known redl estate professond once said that you
will never buy a property if you don't make alot of offers. It's
true! If you want to purchase good investment properties, you
will need to make many offers. We havefound that it is
necessary, on an average, to submit eight to ten separate offers
in order to get one offer accepted. If you are making those
offers according to the principles that you are learning in this
manud, you will be able to find those people who want to sl
their property with nothing-down techniques.

If you want to be successful, take the time to understand
the principles-—-and then start making offers As you begin,

don't be short-sighted by making offers that are not
documented with every term you believe to be important.

6.16 HOW WELL HAVE YOU LEARNED?

The better you've learned the information and conceptsin
this unit, the more you will be able to gpply then. Test your

.
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learning by answering the following questions. Do not skip this
step--the best way to learn isto reprocess what you've learned
in written form.

(NOTE: If you are uncertain of a particular answer, look
back through the unit. The answersto dl the questions can be
found in the preceding pages of the unit.)

1. What isthe purchase contract between abuyer and asdller
caled?

2. Name a least five common documentation mistakes make
by red edtate investors.

3. Why should the offer to purchase be drafted by the buyer
ingtead of the sdller?

4. Why isit important to use a closing (escrow) agent?
5. When should a deed of reconveyance be placed in escrow?

6. What is meant by the rule, "cash conserved is the key to
increased investment opportunities?”

7. Name at least Sx non-price negotiation terms that should be
documented in the earnest money offer

to purchase.

8. Why would a buyer of a property agree to make
improvements without closing on a piece of property?

9. What is an exculpatory clause, and when would it be used?
10. What is meant by the negotiation range?

11. What are the three techniques used to set the price
negotiation range?

12. Name the six essential elements of alegd red edtate
contract.
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13. What is meant by the buyer and the sdller having a"mesting
of theminds'?

14. When making an offer on a piece of property, how do you
describe the subject redl estate?

15. What are "riders’ in an earnest money offer to purchase?

16. How is persond property transferred in ared estate
purchase transaction?

17. What should you do when you can't write the total
description of the negotiated terms in the space on
the printed earnest money offer form?

18. If the printed earnest money form contains a phrase that
doesn't pertain to your purchase agreement, what should you
do?

19. Why would the buyer require the right to review and
gpprove any and al lease agreements?

20. When do you use an earnest money checklist?

21. Name at |least three contingency Stuations that can be
documented with proper "subject-to" clauses.

22. What are the three things you should remember in order to
meake the counter offer your tool?

23. Why should you continue to make more and more offers?
[End of Unit 6]
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UNIT SEVEN

CLOSING THE
REAL ESTATE
TRANSACTION

7.1 GENERAL CONSIDERATIONS

Y ou dready know many of the basics of making red
edate invesments, how to sat financid gods and use win/win

.
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principles, how to find redl estate bargains, how to write offers,
and how to negotiate.

But the red edtate transaction is ultimately made
through a process cdled "the closing.” Without a successful
closing, the property title does not pass from the sdller to the
buyer, and your vauable time and energy arelogt. So it isvitd
that you become familiar with the closing process.

In this unit, you will learn dl about the closing process,
including the many condderaionsinvolved before, during, and
after the actud dosing. Y ou will learn about the documents
involved in the transfer of property ownership. And you will
learn the language of closing, which will give you confidence in
dedling with the professonas who will asss you in the dosing
process and enable you to take an active role in protecting your
interests.

Asyou sudy this unit, imagine yoursdf asabuyer or a
sdler. Ask yoursdf how each document or step in the closing
process would apply to you. The make your own checklist of
items to consider when closing your red estate transactions.

7.2 A FEW TERMSYOU SHOULD KNOW

Abdtract: A written history of thetitle to a property.

Closing cogts The costs that buyer and seller pay at the time of
dosng.

Closng datement: A settlement sheet that show and
accounting of funds to the buyer and the sdler at the completion
of the transaction.

Deed: A document that transfers ownership of persond
property.

Escrow: The deposit of funds and documents with a neutral

third party, dong with ingtructions on how to conduct the
dodng.

.
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Escrow agent: The person in charge of an escrow.

Prorations: The divison of income and expenses between
buyer and sdler.

Settlement meeting: A mesting a which the buyer pays for the
property, the saller delivers a deed to the buyer, and al other
matters pertaining to the sale are concluded.

Survey: An examination of a property's boundaries and
improvements.

Title: The evidence of ownership.

Titledosng: The process that begins with signing the contract
of sde and ends with conveying and recording the title.

Titleinsurance: An insurance policy from atitle company that
protects againgt losses arigng from defects in thetitle.

Title search: A search of public records and documentsto
determine current ownership and the condition of the property
title.

7.3 KEY POINTSABOUT CLOSING REAL ESTATE
TRANSACTIONS

Asyou read this unit, remember the following key
points. They will hdp you put the information you will be
learning into a correct context.

* The closng process usudly involves @ther a
settlement meeting, where dl necessary
documents are sgned and adeed is ddivered
to the buyer, or an escrow arrangement
involving an escrow agent and ddivery of the
deed and other documents in escrow.

* Most of the documents and details of ared
edtate transaction are prepared and handled by
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professonds, red estate brokers, title company
officers, attorneys, escrow agents, loan officers,
insurance agents, and so forth.

Some important consderations before closing
include choosing abeneficid closing date,
ordering atitle search, examining the title
report, ingpecting the property, and obtaining
adequate hazard and liability insurance.

Important documents used in a closing include
affidavits, abgtracts or title insurance policies,
bills of sde, deeds, insurance palicies,
mortgages, reports, surveys, and warranties.

The actud dosng usudly involves examining
and executing the closing documents, accepting
the closing statements, paying the purchase
price and closing costs and ddlivering the deed.

Consderations after the closing include
recording the documents, changing utility billsto
the buyer's name, verifying the adequacy of
insurance, and keeping the closing documents
in asafe place.

74 CLOSING THE REAL ESTATE TRANSACTION

UNDERSTANDING THE CLOSING PROCESS

Congratulations! Y ou've found the right property,
presented an offer, and negotiated a win/win contract. Now
you can St back and wait for the day when you will taketitle
and possession. Right? Wrong! Unless you take care of severd
vital details now and on the day you receive the title, the most
brilliant transaction will fal flat.

For one thing, the title must be examined to verify that
the sdler redly owns the property and to identify any
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mortgages, liens, or other restrictions on the property.
Financing must be arranged, insurance and property taxes must
be prorated, and documents must be prepared. Findly, you
must pay for the property and receive the deed from the sdller.
This entire processis referred to as either the closing,
settlement, or escrow, depending on your area of the country.

The closing process varies from sate to state. In many
datesit is concluded at a meseting of the partiesto the
transaction, where a deed is delivered to the buyer. In other
dtates, it is conducted by an escrow agent, with the deed
delivered in escrow.

Most details of the closing will be handled by
professonds such as lawyers, red estate brokers, title officers,
escrow agents, loan officers, insurance agents, and inspectors.
But it is very important for you to understand the process of
closing, the documentation involved, and the lega
consderations that might arise.

741 ATYPICAL CLOSING OR SETTLEMENT
MEETING

In atypical meeting to close ared edtate transaction,
the buyer paysthe sdler for the property and the sdller ddlivers
the deed. Thered estate agents who brought the buyer and the
sdler together are usudly present, dong with the representative
of the firm that conducted the title search. If anew loan isbeing
made or an existing oneis being paid off, a representative of the
lender might be present. The buyer and seller might dso choose
to have an atorney present to see that everything is properly
carried out.

If there are questions or disagreements during the
closing, they are usudly resolved through negatiation. If
agreement cannot be reached during the meeting, the parties
may agree to adjourn the cloging until alater time. If there are
major problems, such as a problem with theftitle, it may be
necessary to cance the entire transaction.
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Consder thisexample of atypica cosng or settlement
meseting. JII M. (the buyer) and Ray S. (the sdller) arrive at
Integrity Title Company & 10:00 A.M. to close the transaction.
The meeting is conducted by the title officer for Integrity Title
Company. JilI's attorney is present at the meseting, asis the redl
edtate agent who listed and sold the house. Ray's attorney who
reviewed and gpproved the closing documents prior to the
mesting, is not present. In case of future dispute regarding
anything that transpires during the meeting, both Jil and Ray
make a ligt of those present.

The documents caled for by the contract of sale are
exchanged for ingpection by the parties involved in the closing.
JIl and her attorney ingpect the deed, the title report and title
policy, the mortgage papers, the bill of sdle, and any other
documents involved in the transaction. Then Jill and Ray sgn
their names in the gppropriate places.

Thetitle officer gives JIl and Ray settlement statements
that summarize the financid aspects of their transaction. The
Settlement statements are carefully reviewed and checked for
accuracy. Then Jll sgns the buyer's settlement statement and
Ray sgnsthe sdler's settlement statement.

After dl of the documents have been reviewed and
accepted, JlI pays the agreed upon amount to the title officer,
who will disperse the fundsto Ray, and any other'swho are
entitled to recelve payment. Thetitle officer then handsa
completed deed to Jill. (If alender had been involved, Jill
would have sgned a mortgage and note, and the lender would
have pad Sam.) Findly dl of the documents are sgned and
everyoneis paid. The deed and other documents are then
recorded and the transaction is complete.

742 CLOSING THROUGH ESCROW
Sometimes real edtate transactions are closed through a
neutral third party called an escrow agent. Insteed of ddlivering

the deed to the buyer at acosing meeting, the seller givesthe
deed to the escrow agent who ddlivers that deed to the buyer

.
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after the promises made in he sales contract. As part of closing,
the buyer gives the escrow agent the money for the property,
and the agent gives that money to the sdller after he has
completed dl of his promises. The buyer, in turn, receives the
deed once his promises are kept.

The escrow arrangement is convenient for both buyer
and sdller because they do not have to meet during the escrow
period or at the closing. The escrow agent accumulated al of
the documents, gpprovals, and funds prior to the closing date,
and does the closing done.

After Sgning the contract of sale, the buyer and sdller
select aneutral escrow agent to handle the closing. This agent
may be the escrow department of a bank or other lending
agency, an escrow company, an atorney, areal estate broker,
or atitle insurance company.

The escrow agent places the earnest money in atrust
account and prepares a set of escrow ingtructions based on the
contract of sdle. Theingtructions explain everything that each
party must do before payment is made to the seller and the
deed is ddivered to the buyer. Usually the escrow agent orders
atitle search and obtainstitle insurance. If an exigting loan
againgt the property isto be repaid, the escrow agent contacts
the lender to determine the amount of money necessary to
repay the loan and to ask for amortgage release. If an existing
loan is to be assumed, the escrow agent will ask the lender for
the current balance and any documents that the buyer must
sgn.

When thetitle search is completed, the escrow agent
sendsit to the buyer for his gpprova. A deed is prepared and
after it issigned by the sdler, it is given to the escrow agent.
The escrow agent collects insurance forms, tax papers, leases,
and other documents for proration and future delivery to the
buyer.

After dl of the escrow instructions have been carried

out, the closing can take place. The escrow agent usualy
orders alast-minute check on thetitle. If no changes have

.
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occurred since the preliminary title search, the deed, mortgage,
and other documents are recorded. After the recording, the
escrow agent pays each party who is to receive funds from the
escrow. The recorded documents and any other important
papers or information are then mailed to each party.

Thefollowing exampleillustrates a closing through
escrow. Rab L. (the buyer) and Elaine D. (the sdller) have
sgned a contract of sde for aduplex. The have agreed to have
Earl C. at Effective Escrow Company handle the closing. Earl
deposited the earnest money in his company's trust account and
prepared a set of escrow ingtructions based on the provisions
et forth in the contract of sdle. Earl then ordered atitle search
and title insurance from Integrity Title Company.

After thetitle search was completed, Earl sent atitle
report to Rob for hisingpection and approva. Elaine Sgned a
deed for future ddlivery to Rob. Earl aso collected insurance
forms, tax papers, leases, and other documents for proration
and future delivery. All of the necessary closing documents are
sgned by Rob and Elaine and held in escrow.

After dl of the documents were sgned and Rob
deposited the money to buy the property, Earl reviewed the
escrow ingructions to make sure that dl of the requirements
and conditions of the contract of sale had been met. Earl then
ordered alast-minute check on the title to make sure that no
changes had occurred since the preliminary title search.

After everything was completed, Earl recorded the
deed, mortgage, and other necessary documents. After the
documents were recorded, Earl paid Elaine and everyone else
who was to receive funds from the escrow. The recorded
documents and other important papers were then mailed to
Rob and Elaine.

7.5. HELP FROM PROFESSIONALS

Y ou have dready learned that most of the details of a
red estate closing are handled by experienced professonals.

.
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These experts work as a team to help you accomplish your
investment objectives. Y our team might include professonds
like the fallowing:

Redl estate agent or broker. Redl estate agents and
brokers can be very helpful in arranging and performing
different aspects of the closing process. In some areas aredl
edtate broker actualy conducts the closing.

Title company officer. Thetitle company officer isone
of the most important professonds available to you. He serves
asaneutrd third party and often prepares the lega paperwork
for the closing. The title company usudly issues apolicy of title
insurance.

Attorney. A good red estate attorney can advise you
on al the legal aspects of the red estate transaction. In some
areas closings are conducted by attorneys.

Escrow agent. If the transaction will be closed through
an escrow arrangement, an escrow agent will hold documents
and funds for you according to the escrow ingtructions.

Loan officer. When the transaction involves ingtitutional
financing, agood loan officer can be of great assstance.

Appraiser. An appraiser can provide ussful information
about the value of the property involved in the transaction.

Insurance agent. Every red edtate transaction involves
questions about property insurance. A good insurance agent
can answer those questions and help you get the best coverage
for the lowest price.

Other professonas. Other professonds that might be
involved in ared estate closng are:

Accountants. Red edtate transactions often involve
complex financia information and tax congderations,
accountants can provide needed expertise in these
aress.
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Architects. Larger properties may involve architectural
considerations that require the assistance of an
architect.

Building inspectors. Many transactions require

ingpection and gpprova of the property by an
authorized building inspector.

Engineers and surveyors. These professionals can
provide asurvey of the property if oneisrequired.

Property managers. Property managers often have
important information about specific properties, tenants,
lease agreements, deposits, and service contracts.

Public offidas. Certain public officids (such asthosein
planning and zoning departments) may aso become
involved in red edtate transactions.

Y our team of real estate professionals could be
compared to the members of a professond footba | team. Each
member of the team has been recruited and trained to perform
gpecific tasks. Y ou are the coach. Y ou design the strategies
and call the plays, and the professiona's execute their part of
the game plan.

Many red estate investors try to save money by doing
everything themsdves, but professond assstance is usualy well
worth the expense. Consider the case of Brad K. who signed a
contract to buy alarge fixer-upper house with the intention of
converting it into aduplex. He had noticed severd nice
duplexes just two blocks away form the house and assumed
that he could concert his house without any problems.

After the transaction was closed, Brad discovered that
his new property wasin an area zoned for sngle-family
dwellings only. Even though the dividing line between the two
zones was only ablock away, Brad could not legally convert
his house to aduplex. A good attorney or other red estate
professond would have advised Brad regarding zoning
redrictions. The cost of obtaining professond assstancein this

.
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case would have been small compared to the expense of not
knowing the zoning restrictions beforehand.

7.6 CONSIDERATIONS BEFORE CLOSING

Before closing, you will need to consider a number of
routine matters that can nevertheless have a significant effect on
the outcome of the transaction.

The gory of John Y. illustrates some of the problems
that may arise when these important consderations are
neglected. John signed a contract of saleto buy athree-
bedroom house. Although he ordered atitle search, he did not
examine thetile report very carefully. Asareault, hefaled to
notify the seller of adefect in thetitle and did not receive aclear
title to the property.

John agreed to assume the existing property insurance
policy without reviewing the coverage. He later found that much
of the premium went to cover personal property and that there
was no ligbility coverage. Since he planned to offer the house
for rent without furnishings, he would have been much better off
to obtain new insurance coverage.

John aso faled to make a careful ingpection of the
property. He later learned that the plumbing and dectrical
systems werein poor condition and that the house was infested
with termited

7.7 CHECKLIST OF KEY ACTION ITEMSIN THE
CLOSING PROCESS

Be sure to consder the following matters before the
closing takes place. Not al will be needed with al properties,
review thisinformation when you have a specific property in
mind.

1 Choosing the closing date.
2. Choosing a closing agent.

.
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Ordering the title search.
Examining the title report.
Notifying the sdller of title defects
Accepting or rgecting thetitle.
Obtaining asurvey.

I nspecting the property.

Obtaining a chettel lien search.

0. Examining exiding leases.

1.  Making bulk sales affidavits and notices.
12.  Obtaining property insurance.

13.  Checking on property maintenance

'—"—‘.@90.\‘.@.(”:5.00\

1. Choosing the Closing Date

The clogng date is usudly stated in the contract of sale.
If not, it is presumed that the transaction will be closed within a
reasonable time. The closing dateis generaly determined by the
time required to secure title insurance, the time needed to
arrange for financing, the time needed to draft the necessary
documents, and the convenience of the parties.

Since the date of closing affects the proration of
interest, taxes, insurance, and other expenses, aswell asthe
amount of depreciation and interest income, you should choose
aclosng date that will be most advantageous to you.

For example, if Kirk, the buyer, assumes an existing
loan from Betty, the seller, an interest proration will be
necessary. Interest isnormally paid in arrears. So if the loan
payments are due the first of each month, Kirk can save closing
costs by closing near the end of the month. Property taxes are
levied annudly, and the buyer and seller each pay their
proportionate shares. Insurance policies are paid for in
advance. If Kirk assumes Betty's policy, he must reimburse her
for the value of the remaining coverage on a prorated basis.
Kirk can caculate depreciation from the month that the
property isplaced in sarvice, even if the closing deteis near the
end of that month.

In some cases, the sdller will specify a certain closing
date to be sure that his holding period has been long enough to

.
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have his profit from the sde trested as a capital gain rather than
ordinary income.

If thetitle search is not yet completed or if the lending
ingtitution has not yet processed the loan, the closing may be
adjourned for a reasonable period of time. Whichever party is
not prepared on the date set for closing may request an
adjournment.

The other party in turn may specify that the prorations
be computed as of the original date or the adjourned date,
whichever is more favorable to him,

For example, if Betty requests the adjournment, and the
income form the property is greeter than the carrying charges, it
isto Kirk's advantage to have the prorating computed as of the
origind date. Kirk would receive the rents from the date
origindly fixed for closing, and Betty would be entitled to
interest on the unpaid balance of the purchase price from the
origind closing date.

If the contract fixes a closing date and provides that
"timeis of the essence,” then the party who isready to close on
the fixed date does not need to grant the request of the other
party for adjournment.

2. Choosing aClosing Agent

Cloging practices vary in different sections of the
country and even within the same gtate. In various arees,
closings may be conducted by title insurance companies,
escrow companies, lending ingtitutions, red estate brokers, or
atorneys. Find out what type of closing agent is commonly
used in your area, and develop a good working reationship
with that closing agent.

3. Ordering aTitle Search

After the contract of sale has been entered into, the
buyer should arrange to have atitle search made to determine
whether the sdler holds clear title. If the contract requires the
sler to furnish evidence of title, he should do so within the time
alowed by the contract. Most buyers are not qualified to do a

.
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comprehensive search of the public records. Also, each state
has different laws and recording procedures. For this reason, it
iswiseto have atitle company, professond abstractor, or an
attorney perform the title search.

The abgtract, or title history, isasummary of every
recorded document affecting the title to the property. It begins
with a description of the land and ligts dl deeds, mortgages,
wills, judgments, mechanic's liens, foreclosure proceedings, tax
sdes, and other matters affecting the title to the property.

After an abstract has been prepared, it is often
examined by an attorney who then issues a certificate of title.
This certificate is the attorney's opinion of title, based on his
examination of the public record.

Y ou cannot rely completely on the abstract or
certificate of title to guarantee a clean title, however. The
abgract or certificate of title will not disclose dl debtsin title;
forgery, fraud, or lack of delivery, for example. Suppose that
you own a house and someone forges your Sgnature on a deed
purporting to deed the house to him or even to some innocent
person. Or suppose that a recorded deed was never properly
ddivered. These defective deeds do not passtitle.

Because of these risks, most buyers buy atitle
insurance policy. Title insurance guarantess thetitle to the
property. The insurance company agrees to defend at its own
expense againgt any lawsuit based on atitle defect covered by

the palicy.

Once the buyer obtains atitle insurance palicy, it
remainsin force, without further payment, until the property is
sold again. At that time thetitle is examined to cover the period
of time since the issuance of the policy, and anew policy is
issued to the new buyer.

4. Examining the Title Report
When you, as abuyer, receive thetitle report you or
your attorney must review it for defects. Since most investors

Unit Seven, Page 15

.




-

do not have enough lega experience to discover dl the defects,
professond assstanceis crucid.

5. Natifying the Sdller of Title Defects

As soon as you or your attorney receive the abstract or
title report, notify the seller or the sdller's attorney promptly so
that any title defects mentioned in the report can be corrected.
Almogt every title examination will reveal some defects or
encumbrances.

6. Accepting or Regecting the Title

The sdler agreesto furnish you with good and
marketable title to the property, subject to any encumbrances
or exceptions mentioned in the contract of sde. After examining
the title report, you or your atorney may decide thet theftitleis
defective. If the sdler cannot or will not overcome the
objections, you can refuse to close the transaction.

If the sdller believes that the rgjection is unwarranted,
he may bring alawsuit for damages or specific performance.
Then the court will decide whether or not theftitle to the
property should have been accepted. When the contract of sde
does not specify the kind or quaity of title to be ddivered, it is
implied that the sdler must give a good and marketable title, or
one free from any reasonable doubt.

7. Obtaining a Survey

In many gates, lending ingtitutions require a survey
before lending money on a particular property. A survey shows
any encroachments on the property; for example, bay windows
or eavesthat extend over thelot lines, or such subsurface
encroachments as footings of a building that extend into
adjoining property. The survey may aso show a zoning
violation. If, for example, azoning ordinance states that no
building shal be built less than fifteen feet from the property
line, asurvey would show whether the buildings on the property
conform to that ordinance.

8. Inspecting the Property
Before making the offer, you should have carefully
ingpected the property. Now, before closing, you should once

.
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again thoroughly inspect the property for problems in structure,
sanitation facilities, drainage and mechanicd systems. This
examination should also disclose whether there are any
unrecorded easements.

Sometimes you will want certain professond to check
for violations of zoning or building ordinances and for recent
congtruction or repairs that might be subject to a mechanic's
lien. It might also be wise to have an ingpection for termites or
other pests. If income property is involved, you should aso
determine what furniture and appliances are owned by the
tenants.

Howard B. was buying asmall furnished apartment
building. By checking with the tenants, he learned thet they
owned mogt of the furniture. Not knowing this could have
caused serious problems when the tenants later moved out and
took their furniture with them.

9. Obtaining a Chattel Lien Search

If valuable chattds (fixtures, persond property, etc.)
areincluded in the sale, a search should be made for any
financing Statements affecting them. Furniture, stoves,
refrigerators, and other appliances found in homes are often
included in the contract of sale. Y ou will need to find out
whether such fixtures or persond property included in the
contract of sale are actually owned free and clear by the sdller.

10. Examining Exiging L eases

If you are buying an income property with exidting
leases, you or your atorney should examine those leases
carefully before closing. Find out the terms of the leases --
including the amount of rent received from each tenant and the
amount of deposits. It is aso agood ideato have the sdller
provide an affidavit Sating that no rent has been paid in
advance by the tenants.

11. Making Bulk Sdles Affidavits and Notices
If you are buying aretall establishment that includes a
stock of merchandise, comply with any state laws requiring you
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to give notice of the pending sale to the creditors of the
business so that their rights may be protected.

12. Obtaining Property Insurance

Review the coverage of the exigting insurance policy to
determine whether you will assume that policy or obtain new
insurance. An insurance agent can tell you about different kinds
of policies available so that you can make an informed decision.
If you choose to assume the existing policy, obtain consent
from the insurance company before closing. If you choose to
obtain new insurance, get an insurance binder before closing.

13. Checking on Property Maintenance

The sdler is responsible to maintain the property ina
reasonable manner from the date of the contract to the date of
clogng. If the seller dlows the property to deteriorate before
the title passes, the buyer may sue him for damages.

7.8 IMPORTANT DOCUMENTS

The actud closing process involves the execution and
exchange of various documents. It is somewhét like the process
of graduating from school. The student prepares and completes
various papers and projects and quizzes and exams. The
teachers complete various evauations and progress reports.
These could dl be considered preliminary documents. Then
when dl of the requirements for graduation have been met, the
gudent is given adiploma. This could be compared with the
deivery of the deed and bill of sdein ared edtate transaction.

Although mogt of these documents are prepared by
professonals, you need to have a basic understanding of the
documents form and purpose. The parties often exchange
copies of certain of these documents before the actual closing
so that any problems can beironed out in advance.

We will be considering the following documentsin this
section:

1. Affidavits

.

Unit Seven, Page 18




Bill of sdefor persond property
Certificates of compliance

'—‘090.\‘.@9":5.00!\’\

The deed
Indemnity agreement
Insurance policies
Satidaction of liens
Mortgages
: Pest control report
0.  Power of attorney
11.  Tax receipts
12.  Thesurvey
13. Waranties
14.  Water and other utility bills
15. Leases
16.  Service contracts
17.  Abdract of title or title insurance policy
18.  Escrow agreement
19. Minutes of dogng
1. Affidavits

Often the sdler mugt furnish certain effidavits at closing.
For example, he often provides an affidavit of title certifying
that, during the period between the completion of thetitle
search and the date of closing, there have been no judgments
againg him, no unrecorded deeds or encumbrances againgt the
property, and nothing else that would cause a defect in histitle,
The sdler might dso provide an affidavit stating that adl persond
property included in the sale has been fully paid for and thet the
sler isunaware of any zoning or building code violations
affecting the property.

Thefollowing is a sample affidavit from the sller:
AFFIDAVIT

State of

County of

(hereinafter referred to as
"Sdler™) being firgt duly sworn sates:
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SHler is sling the property
located at and describe
asfollows.

The above describe property is
being sold to
(hereinafter referred to as

"Buyer).

The above-described property
has been in Sdller's peaceable
and undisturbed possession
gnce____and Sdler'stitleand
possessory rights have never
been disputed, questioned, or
rejected.

No court of this Sate, or any
other state, or of the United
States has rendered a
judgment against Sdller that
remains unsatisfied as of the
meking of this affidavit, nor are
there any court proceedings
pending againgt Sdler affecting
the above-described premises.

The Sdler has no knowledge of
termites or rodent infestation of
the buildings

Present use of the property isno
in violaion of law.

Sdler has given no deed, grant,
contract, or encumbrance that is
not reflected in the public
records.

Sdler has no knowledge of any
violation of building or zoning
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ordinances affecting the
property.

0. All persond property included in
the sde has been fully paid for.

This afidavit is given to induce
Buyer to accept a deed to the
above described premises and
to pay the consideration
therefor, and it is Sdller's
intention that Buyer rely upon
this affidavit.

Sdler

Subscribed and Sworn
beforemethis___dayof __,19_.

Notary Public

2. Bill of Sdefor Personal Property

The bill of sde transfers ownership of that property. The
more precisaly the persond property isidentified in the bill of
sde, the better. The hill of sde should dso represent that the
sler hasthefull right to sell the property and that the property
isfully paid for and free of dl liens and encumbrances.

If any persond property isincluded with a property you are
buying, be sure to take an inventory of the premises shortly
before the closing and to make a spot-check on the day of
closing to make sure you are getting the persond property you
have bargained for. But problems may ill arise unlessthe
persona property to be transferred is specificaly identified both
in the contract and in a bill of sde.
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Steve N. purchased a house with a new stove and anew 22

cubic-foot Amanarefrigerator. Steve ingpected the house prior
to closing and found al the gppliancesin working order. After
the closing, Steve entered his new house and found that he no
longer had a new 22-cubic-foot Amanarefrigerator. In its place
was an old Kedvinator refrigerator only haf aslarge and in poor
condition. Steve's contract and bill of sale contained the word
refrigerator, but they did not specify what kind of refrigerator.

To avoid thistype of problem, the contract and bill of sdle

should list and specificaly describe dl the persona property to
be transferred. Appliances should be described by make,
moddl, and seria number. For example, "One 22-cubic-foot
Amanarefrigerator, model number 110, serid number
1234567."

Thefollowing isasample bill of e

BILL OF SALE

Know al men by these presents that Kurt
Jensen, the Sdller, for and in congideration of the sum
included in the purchase price, the receipt whereof is
hereby acknowledged, has bargained, sold, assigned
and trandferred unto Steve Nelson, the Buyer, that
certain persona property now at 35000 North Canyon
Road, Provo, Utah, particularly described as follows:

1. One 22-cubic-foot Amana refrigerator, model
number 110, serid number 1234567.

And the Sdller upon the consideration recited
above warrants ownership of and good title to said
property, the right to sl the same and that there are no
liens, encumbrances or charges thereon or againg the
same and to defend the title and possession transferred
to the Buyer againg dl lawful dams.

In witness whereof, | have hereunto set my hand
this___ day of ,19
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Kurt Jensen

Subscribe and Sworn
beforemethis___dayof __,19_.

Notary Public

3. Cetificates of Compliance

When you are buying commercia or income property, you
need to know that the property isin compliance with the
various laws and ordinances reating to its use, occupancy, and
condition. If you are buying a new building, the sdler will give
you a certificate showing that plumbing, heating, eectricd, and
other building standards have been met. Loca authorities will
often conduct and ingpection of the property, and then issue a
certificate of compliance ating that no violations of building
codes, zoning regulations, or other ordinances exis.

Thefollowing isasample of aletter certifying compliance:

July 29, 1985
City of Provo
P.O. Box 1849
Provo, Utah 84603
To Whom It May Concern:

On July 19, 1985, | made a special ingpection at 35000
North Canyon Road in Provo. It appears that everything has
been done according to the present code, and there are no
violations of any code requirements.

If 1 can be of further service to you, please let me know.

Sincerdy yours,
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Albert Alsop
Provo City Building
I nspector

4. The Deed

The deed is probably the most important document in the
entire transaction. The provisonsin the deed must agree with
those in the contract of sale. For example, if the contract of sde
requires awarranty deed with certain provisons, then that
warranty deed must be produced at closing. The deed sets out
the names of the parties, the amount of congderation, the
words of conveyance, and a description of the property.

There are many different kinds of deeds which convey title
to red estate. Some of the more common types of deeds are
listed below:

a. A bargain and sale deed conveys the property but does
not include any warranties of title.

b. A quitdaim deed conveys only the grantor's (the seller's)
present interest in the land. It contains no covenants,
warranties, or implications of the grantor's ownership.

c. In some states, a sheriff's deed isissued following a
foreclosure sde. It usualy givesthe grantee (the buyer) al of
the rights, title, and interest except those which were senior to
the foreclosed lien.

d. A specia warranty deed contains only one covenarn.
The grantor covenants that he has not encumbered the property
except as stated in the deed.

e. A tax deed isissued in some states when property is
purchased at atax sde.

f. A warranty deed contains certain covenants and
warranties by the grantor that the deed conveys a good and
unencumbered title. Some states such as Cdlifornia, 1daho, and
North Dakota use a grant deed instead of awarranty deed.
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5. Indemnity Agreement

The sdler is often required to provide an agreement to
indemnify you form any unpaid or unsatisfied clams due anyone
prior to the cloging.

6. Insurance Policies

It isimportant for the buyer to obtain adequate insurance
protection. If the exiting insurance policy is assigned to you,
the sHler is entitled to arefund for the amount of the premium
that applies to your ownership. If you acquire your own
insurance, the sdller'sinsuranceis canceled, and the seller
obtains arefund.

7. Saidfaction of Liens

If any liens have been imposed on the property, the seller
should furnish certificates showing that these liens have been
discharged.

8. Mortgages
In dmogt every red edtate transaction, you will be either

obtaining or releasng some type of mortgage. Many offers are
made subject to the buyer's ability to obtain suitable financing.
Review dl mortgage documents carefully. If thereis an exiging
mortgage on a property, you are buying and you do not intend
to assume the mortgage, the seller should furnish a satisfaction
of mortgage certificate. This certificate shows that the mortgage
obligation has been discharged.

A mortgage is a pledge of property to secure the payment
of adebt. A standard mortgage loan usudly involves a
promissory note dong with the mortgage itsdlf. The promissory
note names the lender and the borrower, the amount of the
debt, the interest rate, and the terms of repayment.

A trust deed, or deed of trugt, is afinancing instrument
smilar to amortgage. A regular mortgage involves only two
parties, the lender and the borrower. With atrust deed, the
borrower conveys the property to athird party known asa
trustee. The trustee holdstitle to the property until the debt is
paidin full, keeping it in trust for the benefit of the lender or
holder of the note.

.
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An ingalment contract; so known as aconditiond saes
contract, a contract for deed, or aland contract; is used when
the sdller does not wish to convey title to the property until the
purchase price has been paid by the buyer. The sdller would
usudly receive adown payment plus monthly payments until the
property is paid for. The sdller can either deliver adeed to the
buyer at closing and have the buyer pledge the property as
collatera for the balance owed, or the sdller can wait to ddliver
the title after the buyer has paid the debt in full.

Most states have printed forms for mortgages, trust deeds,
and ingalment contracts.

9. Pest Control

In some gates the sdler is required to furnish a certificate
showing the property to be free of termites and other pests.
The contract of sde usudly alows time for the report to be
obtained and often dlows time for the sdller to correct any
problems.

10. Power of Attorney

Occasiondly aparty isnot able to attend the closing or
participate in the execution of the documents. When this
happens, the documents may be signed by someone who holds
apower of atorney conveying authority to act in behdf of the
actua buyer or sdler.

Thefollowing is an example of agenerd power of atorney:

POWER OF ATTORNEY
STATE OF UTAH )
) ss
COUNTY OF WEBER )

KNOW ALL MEN BY THESE PRESENTS,
that I, JACK H. HOLMAN, the undersigned, of
Lyman, Wyoming, hereby make, condtitute and gppoint
CAROL W. HOLMAN, of Lyman, Wyoming, my
lawful atorney in fact for me and in my name, place and
stead, giving unto said atorney in fact full power to do
and perform dl and every act that | may legdly do
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through an attorney in fact, and every proper power
necessary to carry out the purposes for which this
power is granted, with full power of subgtitution and
revocation, hereby ratifying and affirming that which said
attorney in fact or her substitute shal lawfully do or
cause to be done by hersdf or her subgtitute lawfully
designated by virtue of the power herein conferred upon
her.

This power of attorney shdl not be affected by
my becoming disabled, incapacitated or incompetent,
but shal be terminated by my degth.

IN WITNESS WHEREOF, | have signed the
Power of Attorney at Ogden, Utah, this___day of ____
, 1985.

Jack H. Holman

Onthis___ day of , 1985, personally appeared
before me Jack H. Holman, the signer of this Power of
Attorney, who duly acknowledged to met that he

executed the same.
Notary Public
Resding a , Utah
My Commisson Expires,
11. Tax Receipts

The sdler usudly brings the most recent tax receiptsto the
clogng. If the seller has paid the taxesin advance, these
receipts are used to caculate the proration of the taxes. If
gpecid assessments have been impaosed on the property, the
sdler should dso furnish recaipts for their payment.

12. The Survey
Some contracts of sale require the seller to provide the

buyer with asurvey of the property. This survey will show if the
actua dimengons of the property conform to the legd
description. The survey will aso show whether there are any
encroachments on the property, whether the structures on the

.
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property encroach on adjacent properties, and whether the
setback and side line redtrictions are met.

13. Warranties
The sler conveys any existing warranties (for plumbing,
furnace, refrigerator, etc.) to the buyer at closing.

14. Water and Other Utility Bills

As buyer, you should receive evidence of payment of water
and other utility bills. If these bills have not been paid, weter
and utility service may be cut off.

15. Leases

If the property is rented, the sdller should furnish you with
copies of dl leases, induding any modifications and
amendments. The leases are usudly assgned to you at the
closng. The seler should aso write a letter ingruction the
tenants to pay rent to the new buyer. The seller should deliver
any deposits which he holds, and you should furnish areceipt.
The sdler should dso provide you with an affidavit sating thet
no rents have been paid in advance.

16. Service Contracts

The sdler should provide copies of any service contracts
that relate to the property, such as contracts for cleaning or
maintenance. The seller should either cance these contracts or
assign them to you.

17. Abdiract of Title or Title Insurance Policy

The abstract of title or the title insurance policy is another
important closing document. As adready discussed, an abstract
isawritten higtory of thetitle to aparticular property. A title
insurance policy usudly shows the name of the party insured
and the character of histitle, dong with a description of the
property. The policy lists mortgages, easements, liens, or
restrictions affecting the property and also contains printed
conditions and stipulations.

18. Escrow Agreement
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Many redl estate transactions involve an escrow agreement

that is prepared prior to the closing and executed by both
parties to the transaction.

Thefollowing is a sample escrow agreement:

ESCROW AGREEMENT
Whereas of hereinafter
referred to as sdller(s), have sold to
of hereinafter referred to as Buyer(s), the

following described property, to wit:

pursuant to that certain entered into
by the parties on the day of .19 ad
annexed hereto and incorporated by reference and
subject to the covenants and conditions therein, it is
agreed that Sdller(s) will execute and deliver into escrow

afull and sufficient , 0N even date,
which shdl be securely held in escrow by
of until the purchase price shal

have been fully paid to Sdler(s). Upon completion of
payment in full to the Sdler(s), Sdler(s) will furnish to
Buyer(s) an affidavit stating that the purchase price has
been paid in full and directing the escrow holder to
release any and dl documents held in escrow and to
deliver same to Buyer(s).

It isfurther agreed that in the event that Buyer(s)
shdl default in payment f the full purchase price, the
documents herein referred to shall be returned to
Sdler(s) and the property described herein shall revert
to Sdler(s) asif no agreement of sae had ever been
made, and any and al sums paid by Buyer(s) up to the
time of default shal be forfeited to Sdler(s) asliquidated
damages for the breach of this agreement. Anditis
agreed that in the event Sdller(s) do not perform the
duties herein agreed to, and Buyer(s) have fully
performed any and al duties herein agreed to, then the
documents held by the escrow holder, and the property
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herein referred to, shdl be forfeited to Buyer(s) as
liquidated damages for the breach of this agreement.

It is agreed that performance of the conditions
herein above stated shal be completed on or before the _
__dayof 19

All charges and expenses incurred in connection
with this escrow are to be shared equdly by the Seller(s)

and the Buyex(s).
Dated at , State, this day of

_,19
(Buyer)
(Seller)

Accepted by escrow holder this____ day of . 19_
(Escrow

holder)

19. Minutes of Closng

It is often wise to keep arecord of the events that occurred
a the dosing. The minutes should aso lig the full names,
addresses, and telephone numbers of the parties present.
Anyone present at the closing can prepare the minutes, which
the parties to the transaction should review and sign. These
minutes can be useful if legd disputes arise later.

7.9 MAKING THE CLOSING GO SMOOTHLY

If dl of the parties to the transaction have prepared will for
the doging, it will usualy go quite smoothly. For example,
Miriam B. agreed to buy alovely home in a good neighborhood
for $90,000. During the weeks before closing, Miriam carefully
reviewed and completed dl the important matters that need to
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be considered before closing. The closng meeting was
scheduled for 3:00 P.M. at the locd title company.

When Miriam arrived at the meeting, she spent afew
minutes examining the documents to make sure that they were
in proper form and that they complied with the terms of the
contract of sale. Next, she carefully reviewed the closing
statement to make sure that the prorations had been calculated
accuratdly. She aso reviewed her closing codisto verify that
they were correct.

After shewas satidfied that everything wasin order, Miriam
sgned the necessary documents and presented a certified
check to the title company for the amount specified in her
closing statement. The seller delivered the deed to the property
and gave Miriam the keys.

Here, then are the essentia components of the meeting:
1. Examining the documents

2. Recelving the closing statement

3. Paying closing debts

Paying the purchase price and ddivering the
eed

G-

Closing a mortgage loan

1. Examining the Documents

All parties check the documents to be exchanged & closing
to see that they are in proper form and comply with the
contract of sde. A find check should be made to make sure the
titleisdear.

2. Receving the Closng Statement

The closing statement or settlement sheet is one of the
primary documents of the real estate closing. It sets forth the
amount of money the buyer must pay at the closing and the
amount the sdler will receive a the closing. It dso setsforth the
divison of itemsto be prorated between the buyer and seller
when property ownership changes hands. These items include
property insurance premiums, property taxes, accrued interest,
utility bills, rents, and operating expenses.
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The buyer receives credit for the earnest money, existing
mortgages that are assumed, interest accrued and unpaid on
existing mortgages, unearned rents that have dready been
collected, and deposits from tenants.

The sdler usudly receives a credit for the full purchase
price. The sdler is aso entitled to credits for unearned
insurance premiums, fue on hand, and any items paid in
advance by the sdller, such as taxes and service contracts.

Some charges are dlocated to ether the buyer or the sdller,
depending upon loca custom and the terms of the contract of
se.

Examples of closng statements for both the buyer and sdller
are included on the adjacent page.

3. Paying Closing Codts

Both buyer and sdller must pay certain costs a closing. The
buyer typicdly paysfor the following items. the loan gpplication
feg, the title insurance policy for the mortgage, the premium for
hazard insurance, the credit report, the appraisd, the recording
feesfor the deed and mortgage, and his attorney's fee.

The Hler typicaly pays for the following items: the affidavit
of title, costs of removing clouds on thetitle, recording fees for
quit claim deeds, the owner'stitle insurance policy, the red
edtate broker's commission, and the attorney's fee.

Escrow fees are often divided between the buyer and sdler.
Certain transactions might also involve additiona closng costs.

4. Paying the Purchase Price and Ddlivering the Deed

After dl of the closing documents have been reviewed and
accepted, the buyer pays the sdller the balance of the purchase
price as shown on the dlosing gatement. Payment isusudly in
the form of cash or a cashier's check. The sdler then ddlivers
the deed and other necessary documents to the buyer. The
buyer aso receives the keys and the right to take possession of

the property.
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5. Closing aMortgage L oan
Closing procedures and the alocation of closing cogts vary

according to the type of closng. For example, if new mortgage
financing is required, there will be an actua closing of the loan.

A mortgage loan is closed by delivery of theloan
documents to the lender and disbursement of the fundsto the
borrower. Mortgage loan closing expenses are usudly paid by
the borrower. The expensesinclude the loan origination fee,
cogs for title examination and title insurance, the credit report,
the mortgage recording fee, the appraisa, and other processing
fees.

Asan investor, you should be aware of the Red Estate
Settlement Procedures Act (RESPA), which became effective
throughout the United States in 1975. The RESPA requires that
buyers and sdllers be given advanced disclosure of settlement
codts. This disclosure liminates kickbacks and fees for
services not performed during the closing process. The RESPA
covers dmogt every owner-occupied residentid loan,
conventiona aswell as FHA and VA. Lenders must comply
with RESPA regulations.

7.10 CONSIDERATIONSAFTER CLOSING

After clogng, the buyer should immediately record his deed,
aong with any other necessary documents. The sdller should
record any purchase money mortgage (a mortgage used as part
of the purchase consderation). The task of recording is usualy
carried out by the closing agent. If title insuranceisinvolved, a
policy should be issued in the name of the buyer as soon as
possible. The buyer should have weter, gas, and dectric bills
changed to his name. Any tenants should be notified of the
change in ownership. The buyer should dso verify that the
property is adequately insured.

Usudly the buyer's right to possess the property begins at
the point a which the deed is ddivered to him. The sdler
should turn over the keysto the buyer and give him any
necessary information, papers, and so forth. Any existing leases
should aso be turned over to the buyer at the time of closing.

.
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In some aress, after the transaction has been closed, the
buyer's attorney writes aclosing letter to the buyer. The letter
encloses and describes the various closng documents. The
letter dso reminds the buyer of any mattersthat il need to be
taken care of.

The buyer should keep the closing statement for income tax
records, and put the deed, title policy, and other important
documents in a safe place.

711 ATITLE CLOSING CHECKLIST

The following sample checkligt is not meant to be
comprehensive, and since the closing procedure varies from
date to Sate, many of the items on the sample checklist are not
necessary for certain transactions. It is aso comforting to
remember that most of the detalls of closing are carried out be
experienced professionds. Still, this checklist can help you
prepare for closing.

1. Consderations Before Closing:

Execute contract of sde.

Obtain lega description of the property.

Deposit earnest money.

Obtain abgtract of title or title insurance policy.

Review unrecorded instruments that may affect thetitle.

Obtain certificates showing satisfaction of mechanic's
liens, chattel liens, judgments, or mortgages.

Obtain sdler's affidavit of title.

Obtain survey.

I nspect the property.

Obtain evidence of compliance with fire, hedth, building
and zoning laws, ordinances, and restrictive covenants.

Obtain pest control report.

Obtain soil test report.

Obtain certificate of occupancy.

Review plans and specifications.

.
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Complete chattdl lien search.

Obtain indemnity agreement.

Obtain insurance policy assgnment, cancellation, or binder.
Obtain corporate resolutionsif seller is a corporation.
Obtain partnership agreement if seller isa partnership.
Obtain trust agreement if sdller isatrustee.

Prepare power of attorney.

Obtain bulk sdles affidavit.

Review tenant rogter, rent roll, outstanding leases, and
assignment of leases.

Obtain list of operating costs.

Obtain inventory of supplies.

Obtain evidence of fud on hand.

Obtain service contracts.

Obtain latest water, gas, and electric meter readings.
Obtain most recent tax bill.

Obtain recorded of any unpaid assessments.

Obtain receipt for broker's commission.

Obtain payoff statements on encumbrances to be paid at
dosng.

Obtain any subordination agreements.

Obtain credit approval.

Obtain gppraisal.

2. Condderationsa Closing

Execute escrow ingtructions.

Examine cosing documents.

Makefind title check.

Execute note.

Execute mortgage or trust deed.

Execute warranty deed.

Execute hill of sde for persond property.

Sign closing gatements.

Pay purchase price.

Pay escrow fees, closing costs, commissions, and atorney's
fees.

Obtain keys.

Obtain deposits from tenants.

Obtain exigting warranties (on roof, plumbing, appliances, €c.)
Prepare minutes of the closing mesting.

.
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3. Condderations after Closing

Record all necessary documents.

Change utility billsto buyer's name.

Notify tenants of change in ownership.
Verify adequacy of insurance.

Keep important documents in a safe place.

712 HOW WELL HAVE YOU LEARNED?

Test your learning by answering the following questions. If
you do not remember the answer to a specific question, you
can look back through the lesson to find it. Fed free to write
your answers in the space provided, or use a separate piece of
paper. Do not skip thisstep! Y ou will retain the information
learned from this lesson much longer if you write your answers
down.

1. Why does ared estate investor need to understand the
process of closing?

2. What isthe difference between a settlement meseting and
closing through escrow?

3. Who are some of the professionds that handle the details of
ared edate closng?

4. How isthe closing date determined?

5. Why is atitle search necessary?

6. What is the bendfit of having title insurance?

7. Name five important congderations before closing.

8. Name five important documentsinvolved in aclosng.
9. What isabill of sale? Whenisit used?

10. What information is st forth in the closng statement?

.
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11. Which closing costs are paid by the buyer, and which are
paid by the sdler?

12. What are some important cons derations after the closing?

7.13 PUTTING IT ALL INTO PRACTICE

The information contained in this unit will be more
meaningful if you take immediate action to gpply it to your
investment program. The following assgnments will help you
understand and expand upon the things you have learned.
Completing these assgnments will increase your confidence and
move you closer to your investment objectives. It may not be
necessary for you to do dl of these assgnments -- but skimping
on your effortswill limit your growth. The more aggressive you
arein expanding your understandings, the more successful you
will be

1. Getthefacts. Call ared estate broker or other real
edtate professond and get information about the most common
closing procedures in your aress. Are settlement meetings
common, or are closings usudly conducted through escrows?
Is the closing agent more commonly atitle company officer, an
escrow agent, aloan officer, ared estate broker, an atorney,
or some other person? What are the names of severd good
closing agents who could give you additiond information?

2. Ask the experts. Contact severd reputable closing
agents. Get to know them. Have them explain the process for
closng atypical red edtate transaction. Ask questions about
anything you do not understand. Find out how closing costs are
caculated. Obtain sample forms that would be used in atypical
closing. Choose a closing agent that you like and trust and
develop agood working relationship with him.

3. Vidt the recorder's office. Go the placein your area
where dl of the documents affecting title to property are
recorded. The information recorded thereis of public record.
Ask to see the books where the documents are recorded.
Have someone explain how to search the records to find the

.
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history of a specific property title. Y ou might use your home as
an example.

4. Vidt atitle company. Tak to someone who prepares
title reportsto learn how it is done. Have atitle officer or other
employee explain the use of title insurance. Ask for any free
literature thet will help you learn more about the role of atitle
company and the process of closing.

5. Contact alending inditution Talk to aloan officer about
red estate closngs that involve inditutiona financing. Ask about
the alocation of closng cogs. Obtain any free literature
avalable

6. Contact public officids. Cdl the public department in
your areathat is responsible for compliance with building
codes, zoning regulations, and other ordinances. Make alist of
public officids who might need to make ingpections or issue
permits when you buy or sdl a property.

7. Build ateam Contact other professonas who might be
of assstance in closing ared edtate transaction. Make alist of
reliable closing agents, red estate brokers, title company
officers, atorneys, escrow agents, loan officers, appraisers,
insurance agents, and public officids. Develop a good working
relationship with the ones you like and build ateam of qudified
professonas who can help you accomplish your investment
objectives.

8. Develop acheckligt. Develop your own checklist of
important considerations and documents that relate to atypica
closing processin your particular area.

9. Cdllect sample forms. Gather sample forms and
documents that would be used in atypical closng. Become
familiar with the different documents that you will sign at
closing. Be sure to ask questions about anything you do not
understand.
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10. Attend aclosing. Ask aclosng agent to let you observe
aclogng or settlement meeting. After the meeting, ask
questions about anything you did not understand.

7.14 THE TEN MOST ASKED QUESTIONSABOUT
CLOSINGS

1. "When doeslegd title to a property pass from the seller to
the buyer?'

Thetitle conveys the right to possession, ownership, and
control of property. In most cases the buyer has no right to
take possession of property he has contracted to purchase until
he secures legd title to the property. In atypica closng, the
title to the property passes when the deed is ddlivered and
recorded. If the closing involves an escrow, the title passesto
the buyer when al the conditions set forth in the escrow
ingtructions have been met.

2. "How can | choose the most beneficia closing date?”

The dosing date which is usudly st forth in the contract of
sdeisnegoatiable. Y ou will need to dlow enough time between
the execution of the contract of sde and the closing to obtain
title insurance, arrange for financing, and draft the necessary
documents. Prorations are usudly made as of the date of
closing, dthough the parties can mutualy agree to a different
proration date if they wish. Closing costs can often be reduced
by choosing a particular day or time of the month to close the
transaction. For example, a closing date near the end of the
month will usudly reduce closing cogts for the buyer. Consult
with your closng agent to find the specific date that will be most
beneficid to you.

3. "Whenisasurvey of the property necessary?'

Some contracts of sae require the sdller to provide a survey
to the buyer. Many lending ingtitutions aso require a survey

.
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before they will lend money on aparticular property. A survey
ismost useful in large-scale transactions, but it is aso becoming
quite common in residentid transactions. Generdly, a buyer
should request a survey whenever thereis aquestion
concerning boundaries, encroachment, or zoning violations,

4. "Does aftitle insurance policy provide any benefitsthat are
not available from an abgtract of title?"

An abgtract of title isa history of transactions affecting
property, as reflected in the public records. Title insurance
provides protection againg potentid title defects which the
public records do not disclose. Examples of hidden defects not
shown in the public records include forgery of documents,
documents that were never delivered to the public depository,
incapacity of a party, fraud, unprobated or logt wills,
undisclosed or missing heirs, mistakes in recording, deeds by
minors, irregularity of tax sales, lack of servicein legd
proceedings, and defects in powers of attorney. An owner's
title insurance policy protects the owner againg lossesif any
clams from these hidden defects are made againg his property.

5. "When should | seek the assstance of an attorney?"

In many sates, real estate closings are conducted by
attorneys. In other areas, attorneys are used to draft and review
documents and to provide counsel on avariety of legal issues.
Mo red estate transactions involve legd issues relating to one
or more of the following: proper execution of the contract of
sde examination of thetile; evaluation of any title defects;
possible refusa by one party or the other to comply with the
contract; various income, estate, and gift tax problems; zoning
regulaions; lega documents; closing statements; and proper
delivery and recording. Although many red edtate transactions
can be conducted without legal counsdl, you may need the
assistance of an atorney to protect your interests.

6. "How can | reduce the amount of closng costs?"

If you are askillful negatiator, you can often reduce the
amount of closing costs by having the other party pay certain

.
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cogts as a condition of closing the transaction. Since the
professonds involved in the closing process often charge for
their services a different rates, you can aso reduce your
closing costs by "shopping around.” Findly, you can reduce
your closing costs by sdecting the most beneficia closing dete.

7. "lIsit better to assume the existing hazard insurance policy or
to obtain a new policy?"

In some cases the buyer will want to assume the existing
insurance policy. The sdler will usudly agree to such an
arrangement if the buyer reimburses him for a prorated amount
of the premium. If the buyer chooses to assume an existing
palicy, the sdler should assign the policy to the buyer and
obtain confirmation from the insurance company that it accepts
this assgnmen.

Many insurance policies are tailored to meet individua
needs. A buyer might desire insurance that covers persona
property or protects againg ligbility. In this case, an assgnment
of existing coverage may not be satisfactory and the buyer
might need to have his own insurance agent prepare a new

policy.
8. "What documentswill | Sgn & cloang?"

Each red edtate transaction is unique and requires different
closing documents. The buyer will usualy sgn some type of
mortgage or note. The sHler will usudly sgn ahill of sdefor
personal property and some type of deed. Both parties will Sgn
aclosng statement and any other documents that are pertinent
to the transaction. Either party should fed free to ask questions
about anything that he does not understand. In some casesit is
wise to have an attorney review the documents before they are
executed at closing.

9. "Whoisliablefor any damage to the property until thetime
that title passes to buyer?

The sdler isresponsble to maintain the property ina
reasonabl e condition between the date of the contract of sde

.
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and the date of closing. He has an obligation to prevent decay,
not alow voluntary waste, and prevent damage to the premises.
If the seller dlows the property to deteriorate, the buyer may
sue for damages.

10. "What additiona precautions are necessary if the property |
am buying is currently rented or leased to someone else?"

If you are buying a property rented to someone dse, the
sdler should bring the leases to the closing and assign them to
you. The sdller should aso send a letter to the tenants naming
you as the new lessor, and giving indructions regarding the
payment of rent and other contractua matters. The sdller should
deliver any deposits to you and you should issue gppropriate
receipts. The sdler should aso give you an affidavit Sating that
no rents have been paid in advance and no specia concessions
have been granted to any of the tenants. Y ou should inspect the
property to verify that the tenants occupancies are consistent
with the terms and conditions of their leases, and to find out
whether the furniture and appliances belong to the tenants or go
with the property.

We wish you the best of success as you master the art and
science of surviving the closing process
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8.1 GENERAL CONSIDERATIONS

For the investor who chooses to "turn” properties rather than to
keep them for ongoing profits, this unit may be a didraction.
But sooner or later, every red edtate investor bumpsinto the

inevitable task of learning property management skills.

Good property management is the heart of a successful red
edtate investment program. Landlords who don't understand
this principle frequently find thet they have more problems than
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they want to handle. Their properties |ose money, drain their
energy, and turn the unskilled manager into aflexible sdler who
iseager to | at any price amply to get away from the
consequences of his poor business judgment.

Fortunately, good management is easy to learn and Smpleto
practice. It begins with preparation and forethought and

continues with firm adherence to a sound plan for contralling
your time and your tenants. This unit covers the best ways to

attract and rent to the best tenants for your investment program

and discusses how to ded with those tenants once they move

into your property. They will teach you how to be truly

successful asalandlord or landlady.

The agendafor Part A of this unit isto concentrate on learning
how to prepare a property for tenants, set renta policies,
advertise, and pre-screen prospective tenants.

A FEW TERMSYOU SHOULD KNOW

Tenant turnover: When one tenant moves out and another
movesin.

Tenant turnover rate: The frequency with which tenants move
in and out. For the type of houses discussed in this unit, an
average tenant turnover rate is about once every two years. A
low tenant turnover rate would be once in four or five years,
while a high turnover tenant rate would be more than once
ayear.

Vacancy loss. The amount of loss experienced by alandlord
while arental stands empty. Thisisthe sum of lost rent, cost of
refurbishing and repairs, sdaries for any workers hired to help
prepare the property for new tenants, advertisng, utilities paid
by the landlord during the vacancy, costs for checking out new
gpplicants (including telephone expense), and any other
expenses involved in placing new tenantsin the property.

Vacancy period: Thetime during which aproperty is

.
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unrented.

8.2 VITAL POINTSABOUT MANAGING REAL
ESTATE

Asyou read through this unit, keep the following key points
dearly in mind; they will guide your thinking and help you to
have a proper perspective on the materid.

M Learning the sKkills of good property management is as
important to redl estate success as learning the skills of finding
bargains and negotiating favorable terms.

M Buying property in agood location will help bring good
tenants to the property.

M Keeping your property in good condition will help bring
good tenants to the property.

M People with agood, solid work background usualy make
more religble tenants.

M It isvita to set your rentd policies before you rent the
house. Decide in advance whether you will alow children or
pets, for example, and make your policy clear to the potentia
tenant.

M Whenever possible, collect both the first and the last month's
rent in advance, plus a deposit. Do not confuse the deposit with
the last month's rent.

M Use avariety of ways of advertisng your renta to increase
your chances of finding tenants quickly.

M Before you show the rental to a prospective tenant, screen
him or her over the telephone.

M Remember that renting homes to tenantsis abusiness. It is
your approach to eventua financia independence. Approach all
challengesin the business as a wise businessperson would.
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8.3 KEYSFOR MANAGING REAL ESTATE

If you've thoroughly read and understood al the units up to
now, you've built a strong foundation of knowledge about
investment red estate. Now you're ready to enter that
wonderful dream castle of wedlth and power that dl this study
supports. But before you can enter your castle, you'll need a
key; in fact, youll need severa keysto ascend into higher and
higher levels of your red estate dream future,

"Keys," you say? "Wheredo | get them?”

The keys you need to unlock your future are dready in your
hand--the contents of this unit on real estate managemen.
Unfortunately, athough management is probably the single
biggest factor in the success or failure of an investment regl

edtate program, most people actudly pay it the least attention.

In away, thisis understandable. Learning to recognize a good
buy, hunting for desirable properties, and learning how to
negotiate the best price and terms are exciting. Most people
aso have abasic economic interest in learning the guiddines
that will make them knowledgeable buyers and good
bargainers. When it comes to the offers and documentation you
need to close a sde, you're motivated by the need to
understand dl the legd technicdities you have to hurdle before
you can reach your goa of property ownership.

Then, once thefirg flush of excitement wears off, when the
property isyours and you can truly cal yoursdlf an investor at
last, comes the moment of truth. Now that you own this
property, what will you do with it?

Unfortunatdy, large numbers of investors neglect to inform
themsdlves abouit this step until it'stoo late. Caught up in the
thrill of potentid success, they overlook (until it's unavoidable)
the day-to-day effort required to get them there. A surprising
number of people smply rush out and buy a house, a condo, or
an gpartment building without ever considering what will
happen after the closing.
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Granted, alandlord's job looks fairly smple from the outside:
He leases the unit to a good tenant who will pay the rent every
month. He then takes the rent money, pays the mortgage,
pockets anything that's left over, and sits back until next rent
collection day.

But appearances can be deceiving. The truth is that properties
bought to keep bring a profit only when they are carefully and
consstently managed.

From experience, both our own and that of others, we know
that the best way to avoid becoming an anxious sdller/landlord
isto know what it takes to become a successful property
manager. For every wrong move the failed property owner
makes, there is aright move we can choose instead, away to
increase our profitsinstead of our problems. These moves are
the keys to successful management that you'll be sudying in this
unit. To help manage your property and attract tenants you will
want to use the following five keys:

M 1. Prepare the property
M 2. Set your renta policies
M 3. Advertise
M 4. Show the property
M 5. Pre-screen your gpplicants

84 KEY 1. PREPARE THE PROPERTY
AN ILLUSTRATION

Heidi 1. bought a three-bedroom home in an older subdivision
just outsde a Midwestern town. The house needed much
attention both insde and out--the paint insde was so old Heidi
wasn't positive what its origind color had been, and the outside
paint was cracking and pedling. One of thetoiletsran
continualy, and the kitchen faucet emitted a constant stream of
water. The carpets were 0 filthy Heidi wondered if they had
ever been cleaned.

Heidi's cash flow was tight, and she needed to get atenant
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into the home immediatdly. But she knew it would be awaste
of time to show the property to prospective tenants. If anyone
was interested in such amess, it wouldn't be the kind of tenant
Heidi wanted, and they certainly wouldn't pay the $495 per
month she needed.

Her first order of business, she knew, was to get the property
prepared to show. She took three days off work to do some
basic cleaning and indde painting. At the sametime, she hired a
young man who lived next door--and who was temporarily out
of work--to correct the plumbing problems and to do the
outsde painting.

At the end of three long and tiring days their work was done,
and the house was ready to show. Less than aweek later the
rental was occupied by ayoung family who were thrilled to
have ahome that smelled so new and fresh. Heidi'swork paid
off even more as the months passed and her tenants took pains
to keep the home as nice asit was when they entered it.

Thefirg step in becoming agood manager is preparing your
property to appedl to the tenants you want to attract. Even
before you take possession, plan what you will do to make
your rentd attractive to the type of people you want to rent it
to. To do this, of course, you have to know who your potential
tenants are.

The best property for residentid renta isthe basic
bread-and-butter home which will apped to the broad
gpectrum of renting families. Y oull find the most success
investing in atwo or three bedroom house with one or two
bathrooms, ayard, and a garage or carport. The best property
for resdentia renta will bein aquiet neighborhood of smilar
homes that are mostly owner-occupied, near schools and
shopping, and convenient to transportation. It probably won't
be the nicest house on the street; in fact, it may be the most
run-down.

Now, who will livein this house? A lot of people will want to,
especidly after you've done whatever it takes to put it into
good shape. But the people you want to rent it to will be as
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close as possible to the ided tenants.

Many of today's good tenants are people who would have
been buying their own homes afew years ago. But today, high
prices and high interest rates have delayed their entry into the
housing market. (They don't understand that they could buy a
nice property for "nothing down," if they would only learn how.)
Meanwhile, they've started a family and want some
Sability. They want to live in aneighborhood of people like
themsalves, send their children to the local schools with their
young friends from down the block, and put down some roots.

Tenants like these usually aren't professiona, career-oriented,
college graduates. Y ou won't find many "yuppies' looking for a
rental house in the suburbs, and the few who do are Smply
looking for atemporary shelter until they move on to better
things. Don't get the mistaken idea that your ided tenantisa
highly-paid, ambitious attorney, doctor, or executive who can
afford to pay the highest rent.

8.41 BEWARE OF YUPPIES

Y uppies are more apt to rent a luxury townhouse with a pooal,
tennis courts, sauna, reception room, and a 24-hour
maintenance service. They are the most demanding tenants
you'll ever see. The ingant any smdl problem comes up--the
kitchen faucet drips, there are ants in the garage, the neighbor's
dog barks at night--they expect you or your handyman to come
right out, whether it's the middle of the night or your moth-
er-inlaw's birthday, and solve the problem immediately.

Some of these high-achiever tenants also make a hobby of
renter'srights. If they don't recelve the sort of service they've
decided they deserve, they're gpt to organize arent strike or
take their landlord to court. They're not so much concerned

with settling into astable life-style as they are about getting
everything they fed is coming to them, plus as much more as
they can maneuver you into giving them.

That's not to say that no one should ever rent to anyone with a
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college degree. But if you're concentrating on bread-and-butter
rentals, your unit is not what upwardly mobile professonds
want. Youll be doing both them and yoursdlf afavor if you
avoid renting to them.

8.42 LOOK FOR STABLE WORKERS

Of course, you don't want to rent to people at the other end
of the scale--the chronicaly unemployed or people whose
credit history includes poor payment records or skipping out on
debts and other obligations.

What you do want to look for in atenant is good, solid,
working-class gability. By and large, you find thisin blue-collar
and lower-middle-class families. These people want to maintain

adecent life-style for their families and improve it if possble,
but they don't expect anyone, including their landlord, to give
them afree ride through life. They know they have to work for
everything they want, and they're willing to do it.

People in this category often work in factories, on assembly
lines, or as mechanics. They may have atechnicd jobina
hospital or production plant. They may be enlisted members of
one of the armed forces, or they may even be immigrants from
aforeign country who are overjoyed at the opportunity to live
and work in America.

Manual labor doesn't scare people from these backgrounds
because they were raised on it. In fact, they take pride in ajob
well done. These people are most gpt to take over the
maintenance chores for your property. They easly assume that
snceit'stheir home, they're respongble for it, and they take
pride in keeping their home clean and attractive. There are
ways, too, that you can foster that attitude, which well go into
more thoroughly later in this unit.

8.43HOW TO FIND OUT WHAT TENANTSWANT
AND ARE WILLING TO PAY
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Now that you know who your ided tenants are, you need to
decide what will atract them to your rental. In some aress,
where housing is very tight, you may not have to think about
thisat dl. If your unit islocated near athriving industria center
where vacancies are hard to come by, smply letting people
know you have an empty house may bring aflood of excdlent
gpplicants.

Most rental property isn't quite that well located, however.
Usualy alandlord has to expect to put in afew days getting a
house (or apartment) ready to rent to new tenants. The smple
secret to success hereis to keep that time as short as possible

and the amount of money you spend to aminimum. Remember,
every day the house stands vacant isaday you don't receive
rent, while mortgage and insurance payments continue. Y ou
have to keep your vacancy loss down in order to manage real
estate profitably.

When you are buying rental property, try to convince the
sdlersto give you possession of the property before the
closng. That way, you can have the house ready to rent the day
you sign the mortgage papers. If the sellers have been living
there and are sdlling because of amove, this may not be
difficult. Or, if the houseis rented to tenants who will have to
move, they may be persuaded to leave afew days
early--perhaps by paying asmall bonus or offering to supply a
truck or traler if they move by acertain date.

Analyze the market now. What work has to be done to put
your rental in competition with others on the market? The best
way to answer that question is to andlyze the compstition. You

can get alot of information, of course, by talking to other
investors. Ask them which of their houses rents most quickly
and has the shortest vacancy periods. Ask them if tenants give
any particular reasons for liking those rentals better than
others. Ask if progpective tenants mention points they're
looking for in ahome.

Information from other investors will give you some
secondhand ideas of what tenants like, but there is no subgtitute
for personal experience. In order to thoroughly understand the
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renta market, you're going to have to become personaly
acquainted with it. Y ou must understand the rental market if
you intend to profit from it.

Thisiswhere you put yoursdlf into your future tenants shoes.
In effect, you're going to play ared-life game of "Let's
Pretend." For one weekend, become the kind of person you

will eventudly rent to.

On your firg day off, imagine that you're an average
working-class parent looking for a home for your
family. Suppose that your family income is about what atypicd
two-earner couple earnsin your area, and you can afford to
spend between a quarter and athird of your income on rent. (If
you have no ideawhat this amount might be, ask around. By
now you should know severd investors who can estimate what
their average tenant earns, or perhaps you can ask your
banker.

Your first step will beto read the "Homes for Rent" section of
your paper. Choose at least six houses that sound similar to
yours and that are as close as possible to the rent you've
decided you can "afford.” (If no rent amounts are listed, you'l
smply have to look at the houses whose descriptions sound
closest to the one you will be offering for rent.) Make
appointments to see them, pretending that you're a prospective
tenant. If most homes in your area seem to be rented through
rental services, vist one of these and purchase the current
ligings. It will be asmal investment for the amount of

knowledge you will gain.

Next, vist the homes you have chosen. Although you are
pretending that you might be living there, remember that you
redly won't. Just as you do when you choose houses to make
offers on, keep in mind that you are not looking for a place for
yourself. You are looking for the points that make agood or
bad rental property.

As you ingpect each of these houses, try to learn something
about its "tenant gpped.” AsK the person in charge of renting it
about the previous tenants. How long did they stay? Why did

Unit 8A, Page 11




they leave? Find out how long the house has been vacant, or
when it will be available for anew occupant.

Make your own observations as well. Is the house clean and
attractive? Isthe yard well kept? I's the neighborhood
convenient and desirable? How does it compare to the other
rentals you've seen?

Find out how firm the landlord is about the rent and deposit.
Y ou might hint that you've seen another house you like just as
well that rents for $25 or $50 less per month or that you'd be
ableto move in if only you could pay the security deposit a a

later date.

If you find one or two landlords who are flexible about rents
or deposits, you may have run into some cardess individuads
who are too anxious to fill avacancy. However, if dl the
landlords you contact are willing to bargain over the amount of
rent they will accept or how soon you must pay deposits, you
can be pretty sure that the renta market is currently soft in the
area. Either there are alot of vacanciesin proportion to the
number of tenantsin the market, or rents are just beginning to
rise but haven't been firmly established at a higher leve yet.

By the end of your tour, you will have agood idea of what the
available rentals ook like and what market rents are. Now
you'll be ready to decide what to do to make your unit
comptitive--assuming, of course, that your rental doesn't need
extensive fix-up work.

Were dl the houses you looked at sparkling clean and
neat? Then yours had better be, too. Were dl the roomsin
every house freshly painted? If so, you had better plan on

painting. Was every yard neat and well-trimmed? Remember
that the yard is the first thing people see when they drive up,
and if it'snot well cared for, it will make a poor impression
before they even see theinside of the house. In fact, an
unattractive yard will motivate some people to drive right on by
without even looking ingde.
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844 HOW TO OUTDO THE COMPETITION

Youll find that some landlords aren't too particular about how
an empty house looks. The way the previous tenants left it isthe
way the new tenants will receive it. More professiona landlords

may dap on acoat of paint and clean the carpets and perhaps

the stove. It doesn't take much to compete with these rentals,

and if the vacancy rateisfairly low, about al you will haveto

do to keep up with the competition isto get your unit into as
good shape as the best of the others.

Where tenants have more choice, you will have to be more
imaginative. Find ways to make your house the mogt attractive
one on the market. For instance, you might set your rent at the

low end of the locd range. Y ou could plant some attractive
bushes in the yard or arrange afew houseplantsinside. You
might ingtal a nice shower curtain and matching window
curtains in the bathroom. If your house is short on storage
space, add a couple of standing cupboards in the bedrooms,
put up some shelvesin the garage, or indal ameta storage
shed in the backyard. Y ou don't have to add alot of expensive
amenities, but think up some little touches that add "home
gpped” to your rentd and make it sand out from the
competition.

Make agmple checklist to go over as you findize your
property prior to putting it on the market. List each of the areas
of the house and itemize the eements you need to look for. For
example front hall: wals and floor; living room, dining area,

family room: walls, carpet/flooring, drapes; kitchen: wals,
floor, curtains, stove, oven, sink, cabinets, disposer; bathroom:
walls, floor, curtains, tub, toilet, snk; bedrooms walls,
carpet/flooring, curtains, closats, garage/basement: wals,
floor, shelving; other items fireplace, mirrors, windows,
outside: grass, shrubbery/trees.

This checkligt, which you can cal your "Move-In Ready
Checklist," will help you decide whether your house is ready to
put on the rental market. Remember, you may not have to do
al these things to be competitive in your individua market, but
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the more of them you do, the better chance you have of renting
your house quickly and & afair rent.

A word of warning: do not advertise your house for rent until
it's as ready as you can make it, unless your rental market is so
tight that people are lining up to move in before the previous
occupant has started packing. Thefirst impression a house
makes is the mogt lagting one, and most people have very little
imagination. If they see afilthy carpet, marred walls, and apile
of rubbish in the driveway, they smply will not be able to
visudize how the place will look when you're through cleaning
it. Y ou can tell them about the beautiful shrubs, fresh carpet,
and tagteful color scheme the house will have by next week, but
thelr judgment of the house will be that it'stoo dirty and
neglected.

Sometimes, though, even your best efforts will be inadequate
for some tenant. Robert J. recently advertised a single-family
home for rent in afairly new housing tract. A prospective tenant
phoned and asked detailed questions about the yard. Robert
replied, truthfully, that the house had been purchased
unlandscaped; grass and severa young trees had since been
planted, but the trees were till small. When the tenant
ingpected the house, she paid absolutely no attention to the
garkling clean aitractive interior of the house. Gazing wigtfully
out the patio door, she sighed, "'l guess not. Those little trees
just won't give any shade a dl!"

Asapractical matter, you should usudly expect to repair
holesin plagter, paint any rooms that need it, clean the carpet
and the stove, mow the lawn, remove any weeds and rubbish
from the premises, and remove or replace any dying shrubs.

When you'e doing these things, remember that you are not
doing this to make the sort of attractive home you want for
yourself. Y ou want to gpped to the largest possble number of
prospective tenants, and their tastes are likely to vary widdly.
That'swhy, if you plant anything, you should gtick to
low-maintenance, hardy shrubs. Don't plant your favorite
flowering shrub, the one that requires congtant feeding and
pruning, because the blossoms are so pretty for two weeks
every soring. Y our tenants may have no interest in or time for
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gardening.
DON'T GO TOO FAR, HOWEVER!

Don't get carried away with extravagant plans for redecorating
the interior of your rentd. There's no tdling what color your
tenants may like or think goes well with their furniture. If you
have the kind of flair that makes a purple wall and orange
carpet blend with scarlet drapes, the best place to display it is
in your own home. For arentd, off-white wals work well with
everything. In fact, a shade caled Navaho White will actualy
reflect adight tone of whatever dominant color isin the room
with it.

Carpets, too, should be toned down if you have to replace
them. An unpatterned combination of dark gold and brown
looks good with practically anything and doesn't show dirt and
sillseasily. If you supply drapes, white or gold go best with
this carpet and the off-white wals and make your rooms ook
light and bright.

8.45HOW TO GET OUT OF DOING THE WORK

Weve been saying that "you" will do al these things, but of
course you may choose to hire a handyman to do your painting,
yardwork, and repairs. This decision depends on the answers
to two questions. Firg, are you capable of doing the
work? Second, can you afford to hire someone eseto do it?

If itsa dl possble, the first couple of times you prepare a
house (or apartment) for rent do everything yourself, or &t least
as much of it as you reasonably can. Naturdly, it will save you

money, but doing this job yoursdlf has another advantege. It
gives you hands-on experience with the work that needs to be
done--how difficult it is (not very) and how long it takes. Y ou
can't get the experience any other way. Then in the future, when
you have other people do the work for you, it will be easy for
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you to tel when one of your workers isn't doing the job the
way it should be done, or better yet, when someone is doing an
outstanding job for you.

In time, of course, you will probably hire someone eseto
prepare your houses for rent. When that time comes, there are
afew smple guiddines that will make hiring the right person
eader. Firg of dl, look for someone who can do avariety of
things. Professond painters and plumbers may do terrific work,
but they're specididts, and they charge accordingly. All you
need is someone who can do the job about as well asyou can,
or alittle better, and who won't charge asmdl fortune. This
person should be able to paint, do Ssmple carpentry, yardwork,
and clean.

Second, get references. Talk to at least three other people
who have employed this person recently, and ask detailed
questions. What sort of work did they have done? Was the

work done nestly, to their specifications, and on schedule? Did
they have any complaints or problems after the work was
finished? Would they hire this person again? If you can, try to
visit these people and ook at the jobs your applicant did for
them.

Most importantly, look for someone who will be available on
reasonably short notice. Idedlly, of course, you should have a
month's notice before any tenants leave and your houseison

the rentd market again. But lifeisn't dwaysided. There may be

times when emergencies force tenants to leave on short notice,
or someone might just disgppear and you won't know they're
gone until you try to contact them to ask why rent is overdue.

At those times you need a handyman who can make time for

you with little or no notice, not someone whose scheduleis

filled up three months in advance.

Once your houseisinided shape to show, you want to keep
it that way until your new tenants have moved in. Someone
should weter the grass and plants regularly, pull weeds, and
mow the lawn. Thiswould be a good job for ateenager. If you
don't have one of your own, seeif you can find onein the
neighborhood of your rental. Thiswould be agood security
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measure as well, snce you could pay the youngster afew
dollars aweek to keep an eye on your house and pick up litter
aswell as keep the yard fresh. If there aren't any loca
teenagers, ask if one of the adult neighbors would agree to
keep an eye on your property when you aren't around.

85 KEY 20 SETTING YOUR RENTAL POLICIES

When you have your house ready to show, you'l naturaly
want to let people know about it. Y our thoughts will turn to
advertising. But before you take out any ads, you'd better make
some decisons about your renta policies. Thiswill make your
ads easer to write and will cut down on the time you might
otherwise waste showing the property to people you wouldn't
accept as tenants,

Lee and Nelda P. have been in the red estate investment
business for along time, and they have learned from sad
experience the importance of setting renta policies before they
even try to attract tenants.

One of ther first tenants was a nice older lady who had three
cats. Lee and Nelda had never set apolicy on pets, and they
sad nothing as the cats dowly began to multiply. She dways

paid her rent on time and never caused any trouble. In fact, she
seemed amost like the perfect tenant.

After three years of renting form Lee and Nelda, however,
she had a stroke and had to be placed in anursing home. Lee
and Nelda were gppalled to discover that the lady had a grand
total of eighteen cats in the gpartment. Cat hair was dl over the
place; the draperies had been torn; and the whole place had a
disgugting smdll.

It took considerable effort--al unreimbursed--for Lee and
Neldato clean the place up. They could have saved themsalves
alot of troubleif they had a policy on pets, on regular

ingpections of the gpartment, and on a cleaning deposit.
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8.51 Pets

One of thefirs mgor decisons you will have to mekeis
whether or not you will accept tenants with pets. Many
landlords smply refuse to consder renting to anyone who
keeps an animad of any kind, and they have good reasons for
this. Animals, especialy cats and dogs, can damage carpets
and drapes, mess up yards, annoy neighbors, and often leave
unpleasant odors behind them.

You will be wdl within your rights to adopt and enforce a
drict "no pets' policy. On the other hand, will that policy be
competitive where you rent? Do other landlords alow their

tenants to have animas? If they do, and you don't, you may be
letting yoursdlf in for longer vacancy periods. Remember, the
bread-and-butter house appedl s to families, and most of the

children in these families are interested in kegping afamily pet.

Many of them dready have awdl-loved cat or faithful dog and

won't consder moving somewhere where Rover or Huffy isn't

welcome. Think carefully before you cut yoursdf from alarge

pool of good potentia tenants.

Ancther factor to consder isthat if most landlords in your
arearefuse to rent to pet owners, you could cut your vacancy
time considerably by dlowing pets. An ad that says "cat or dog
ok" will draw al those people who have or want an animd and
can't rent from the other landlords.

Of course, if you dlow pets, you'll have to take some
measures to protect yoursdf. In thefirgt place, you should
aways demand an extra deposit, and perhaps higher rent to
cover any damage the animas might do. The range of pet
depositsis usualy between $100 and $200, dthough some
investorsindgst on an entire extra month's rent. Y ou may aso be
able to ask for $50 to $100 more on the monthly rent for each
pet.

Even with the extraincome, it iswise to limit the Size and
number of animals you'll accept. Y ou could limit your tenants to
two cats or one dog, and the dog shouldn't be more than two
feet high a the shoulder or weigh more than forty pounds.
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When you get into larger dogs, such as Great Danes and Saint
Bernards, there's redly no way to limit the amount of damage
they can do to your property, especidly the yard. Animals like
these need large areas to run in and can destroy an
average-sized yard in aweek or two.

Findly, ings on seaing the animd or animas yoursdlf. Write
the pet's name and description right into the rental agreement
and dso include a dause that says something likethis "The
above-described animd(s) igare the only anima(s) alowed to
reside on the above premises under the terms of this agreement.
No other animal(s) will be added to tenant's household or
substituted for any of the above-described animal(s), even
temporarily, without written permission from landlord.”

This may seem alittle stringent to those with no experience as
landlords, but consider this. Bonnie C. wrote an agreement that
smply alowed the tenants to keep a dog because they owned

aminiature dachshund when they moved in. But one month

later she learned that the dachshund has been replaced with a

huge Doberman! The tenant was eager to explain: "Thekids

were just heartbroken when Schatzie got run over, so we let
them pick out anew pet, and they fdl in love with Bruno."

Bonnie wanted to contest it, but she redly didn't have any say.
Their agreement alowed them one dog, and they had one dog.
So, specify which animd, how many, and the size of each, and
then make it plain that your permisson must be obtained before

any subgtitutions or additions are made to the menagerie.

8.52 Children

Asweve said many timesin this unit, we prefer
bread-and-butter homes because they apped to familieswith
children. These are the tenants who are most stable and most

prepared to settle down in a house and stay on for years.

But perhaps your stuation is different. Y ou may be buying
houses somewhere like S. Petersburg, Florida, and have
property in an areawhere al the residents are elderly retired
people. Y ou don't want to rent to someone whose noisy brood
will upset everyone on the street. Or perhaps you have an

Unit 8A, Page 19

.




-

gpartment building, and you know no one likesto live
downdtairs from the thudding of little feet.

Youll have to be careful, and be sure to check with your
attorney. Because of the housing shortage, many communities
and whole states now have legidation or court decisions that
meake it difficult to refuse to rent to families with children. You
may have no choice but to accept children, whether you
approve of them or not.

Children needn't be a problem in your rental, though. Most
children don't cause that much damage. Aslong asyou have a
strong rental agreement and a Sizable deposit, the children's
parents will be responsible for any damage that exceeds

reasonable wear and tear.

8.53 Number of Occupants

Thisis one areain which you can kegp some control over
whom you rent to. It's best to dlow no more than two tenants
for each bedroom in the house, and ing< that they must bein
some sort of familia reaionship to one another. Thisdlowsa

norma family to occupy your house and, a the sametime,
prevents them from renting out aroom to someone you don't
even know.

The limit of two tenants per bedroom is not an arbitrary
guiddine picked out of a hat. If you dlow more than this, youll
find that they will put more wear and tear on your property than
it can sustain. The appliances, carpet, doors, and yard get
heavier wear than they were designed to withstand when large

numbers of people are using them.

About three years ago, John L. noticed that a house next to
one of his properties was beginning to deteriorate much more
rapidly than any other house on the street. When John asked

his tenantsif there was a problem next door to them, they
explained that the house had recently been rented to afamily

with twelve children, ranging in age from about one to eighteen
years.
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The tenants said they believed the house had four bedrooms
and two bathrooms, and while the people living there were
nice, quiet and hardworking, they just didn't seem to ableto
keep any grass growing with so many children and their friends
running across the yard. In addition, teenage boys were
congtantly working on carsin the driveway and side yards.
There were never fewer than five cars on the property, and
often more, since the parents, the oldest daughter, and two or
three of the boys each had one.

Recently, John's tenants informed him that the large family had

moved out of the house next door to them, and the house was

going to be put up for sde. Thinking he might be dbleto get a
good price on it, John went over to take alook &t it.

What he saw immediately changed his mind about any
possibility of buying the house. A crew of four men was dreedy
working there, and they estimated that it would take them about
amonth to put the house in salable condition. Ceilings and walls

had to be replastered, floors had to be recarpeted and retiled,
and the kitchen cabinets had to be replaced. So much use, and
an occasiond accident multiplied by fourteen people, had
practicaly worn out everything in the house.

In addition, the entire structure had to be painted insde and
out and new shrubs and grass had to be ingaled. The main
bathroom had to be entirely gutted and rebuilt. So many
showers had been taken in it that it never had a chance to dry
out. The cabinets had warped, the linoleum had peded off the
floor, and the wallboard and ceiling were disntegrating from the
moigture. The flush mechanism on the toilet was worn out, and
the bathtub caulking was gone.

With the price of repairs and new landscaping, the owner of
that house would have had to sl it for top market pricein
order to bresk even. Even when dl the work had been done,
though, it till looked rough around the edges, and the owner
wan't able to get his money out of it. Unfortunately, he had
been an amateur landlord whose rental agreement did not
require the tenants to maintain or repair the property. Even
more effective would have been to limit the number of people
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he dlowed to live in the house in the firgt place.
8.54 Utilities

The next thing you must decide iswho will pay the utility bills
It's dways best to make your tenants responsible for these
snce they will be the ones using the water, gas, and dectricity.
Require that they subscribe to a garbage service, too, if thisis
not included in property taxes or other hills.

As dways, there are exceptions to the rule that tenants pay for
their own utilities. If you're dedling with alarge vacancy factor,
it may be worth it to you to pay utilitiesin order to fill your
rental. Also, if you have a multi-unit property with only one gas
or water meter for the whole building, it is more difficult to
alocate these expenses againg the various units. If you find
yoursdlf in a Stuaion where you must supply utilities when you
rent, look for atrade-off later on. For ingtance, you could tell
the tenants a the end of their first year with you that you won't

rasethar rent if they will take over their own utility bills.

8.55 Discrimination

This has been said many times before, but it bears repeeting
here. Y ou cannot legdly refuse to rent to anyone on the basis
of their sex, maritd status, race, color, ethnic descent, or
religion. In addition, various parts of the country prohibit
discriminating on the basis of age, sexud preference, and
political activities. (Thislast isthe result of alawsuit brought by
arenter who was refused an gpartment because he was a
leading activist in atenants drive to force rent control on local
gpartment owners.)

Y ou may refuse to rent to someone because he or she:

M 1. Does not have an income that meets the minimum
standards you have established. A safe standard isthat the
prospective tenant'sincome must be &t least three to four times
the amount of your rent.

M 2. Has a poor credit record. Thisincludes being late with
rent payments at a previous residence.
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M 3. Has ahistory of eviction from other rentals.
M 4. Does not have the money to pay the full deposit.
M 5. Appears unable to control children.
M 6. Lieswhen filling out the gpplication.

M 7. Has a hobby or occupation that could be annoying or
dangerous to your property or the neighborhood at large. For
example, arock musician who practices at home with full
amplifierswould normaly be consdered annoying to the
neighborhood. A heavy-equipment driver who owns his own
caterpillar and parksit at home could damage the pavement or
yard, while a house painter who stores paint and remover in the
garage could create afire hazard.

M 8. Did not keep previous residence neat and clean.

M 9. Is persondly ungppealing to you. If you smply dont like
an individua, you can refuse to rent to that person aslong as
your didike doesn't extend to every member of a particular
minority group to which that person belongs. For example, you
can turn away awhite mae Anglo-Saxon Protestant if he rubs
you the wrong way, as long as you would rent to most other
white male Protestant Anglo-Saxons and your reason for
refusng him is not based in any way on his being aman, white
Anglo-Saxon, or Protestant. Check current laws.

M 10. Has not held ajob steadily enough or for along enough
time. How steadily or how long needs to be up to you, aslong
asyou edtablish afar standard thet is applied to every
applicant. It would be unreasonable, as wdll asfoolish, to ingst
that every tenant you accept must have worked at the same job
for the last ten years. But it is entirely acceptable to require
tenants to be able to show an unbroken employment record for
three years, unlessthey are just out of school. That doesn't
mean that it must be the same job, but smply that the person
has been working somewhere, without any long unexplained
gaps, during the past three years. Y ou could also put some sort
of limit on the number of jobs, such as no more than three
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employersin the last three years.

Once you have established al your rentd policies, write them
down. Then show your list to your attorney to be sure you
haven't accidentally violated any local landlord-tenant
regulations. Make severd copies of your policy list, and keep
them in afile folder because you will be usng them later on

when you check out your applicants for your rentd.

8.56 S Your Rent

Y ou're amost ready to advertise your renta now, but first you
must do onefind and very important task. Y ou must decide
how much rent to charge.

The survey you took of the competition should have given you
the mogt vital piece of information you need for this: the amount
for which smilar properties are renting. Unless your houseis
exceptiond, or there is an acute housing shortage in your area,
you'll have avery hard time getting anyone to pay more rent for
your house than they would for other comparable rentals.

Even if there is ahousing shortage and you believe you can
easly charge $50 to $100 more per month than other landlords
are getting, proceed with caution. Tenants may rent from you as
alagt resort after they have checked out every other possibility,

which means you will have alonger vacancy period. Also,

when they do rent from you they may resent your higher rent so

much that they become bad tenants. Findly, the tenants who
rent from you as alast resort will probably be looking for a
chesgper place to live from the moment they movein. A high
tenant turnover rate coupled with longer vacancies can easly

wipe out any profit you expect from the higher rent, while
adding to the amount of time and work you have to put into

your property.

Houses in one Indiana town rent for $500 a month. Since
there are very few vacancies, Gus R. decided to charge $600 a
month for his renta. Prospective tenants typically looked at
every other house in town, considered renting an apartment or
daying with friends or rdaives awhile longer, and even
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discussed moving to another town where rents are lower or
sdaries higher, before some of them became desperate enough
to accept Guss terms. As soon as afamily did movein, they
put their name on waiting lists with Frank Z. and Sdly D., who
both charge $500 rent for the properties they own.

At the same time, the tenants started thinking that if they had
to pay such ahigh rent, they'd redly be better off buying a
house, and they started exploring their chances for borrowing a
down payment from Grandpa. They began talking to everyone
they knew about their desire to buy a home so they could get
away from their rent-gouging landlord. They aso bought a copy
of Nothing Down to find out how to buy red estate without
cash.

At the end of the year, each of Frank's and Sally's houses had
brought in $6,000. Each of them lost only one tenant, both
because of job trandfers, and the vacancies werefilled
immediately from the waiting ligts, which meant no advertisng
costs. The new tenants were so happy to find affordable
housing that they didn't mind cleaning up after the previous
tenants themsalves.

In the same year, Gus had three families of tenants move out,
one into their own home and two to houses that rented for
$500. Hisrental stood empty for atota of six weeks. Each
time it was vacant, Gus experienced alonger vacancy period
caused by his higher rents. He dso had to thoroughly clean the
house each time, shampooing carpets and reseeding the lawn,
to make his house look attractive enough to be worth the higher
rent. Once he had to hire someone to do al the cleaning and
yard work because he was too busy to do it himsdf.

Gus took in $6,300 for his house that year because of his
higher rents. But his advertisng costs and his cleaning and
mai ntenance costs came to $400. On top of that, Gus had to
gpend time showing the house, doing some of the cleaning
himsdlf, and interviewing and checking out tenants.
Conservatively, he put in fifty to Sxty hours on these chores
during the year. That's alot of work to do when you're losing
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money. Gus could probably have found and purchased at least
one more renta in those hours. If he had used that timeto buy a
$60,000 house at 10% below market value, he would have
increased his net worth by $6,000 in the hours he used to lose
$400.

8.57 AN ASIDE: CONSIDER THE LEASE OPTION

If you want to increase the amount of income you receive
from your renta property, a better way to do it isto offer the
house on alease option. Briefly, here's how it works: tenants
lease a house with an option to buy it under specified terms.

They pay a higher rent, with dl or most of the excess being
credited toward their down payment. For instance, if market
rents are $500, your tenants might pay $700, and $200 a
month is credited toward their down payment. At the end of the
option period, the tenants have three choices. They can renew
the option; they can pay alump sum to make up the rest of their
down payment, thereby buying the house from you; or they can
move out So that you can put new lease-option tenants into the
house. Whichever choice they make, the extra $200 a month
they paid in rent belongs to you, and you do not haveto give it
up.

There are many other ins and outs of lease options, and you
should study the principles carefully and discuss them with your
own atorney before you rent property on theseterms. But it is
not a difficult subject to understand or to explain to tenants, and

many invegtors rely on this techniques to bring them higher

rents. Oddly enough, very few tenants ever actudly exercise
their options and buy the houses they lease on these terms.
That's unfortunate for them, snceit issuch asmpleand
relatively inexpensive means of buying afirs home. However,
that shouldn't stop you from offering them the opportunity, and
you will recelve a better return on your investment property by
doing so.

8.58 Don't Forget the Deposits
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Whether or not you use alease option, you gtill have to decide
how much rent to charge. If your property isin good shape and
thereisn't alarge loca vacancy problem, there's no reason why
you can't set your rent at or near the top of the range for smilar
houses. Y ou should aso plan on charging a deposit that's at
least equd to an additional month's rent. That means before
people can move in they have to pay you an amount equd to
two months' rent.

The deposit is commonly caled "firg and last months rent in
advance," but it isn't. The second monthly rental amount isa
security deposit to protect you againgt loss and damagesto
your property. Think of it as a damage deposit, and refer to it
that way. If you and your tenants get into the habit of calling the
deposit the last month's rent, your tenants will assume they
don't have to pay rent for their last month in your house. Y ou
may think the same way. Then when they do move out, youll
end up paying for any damages out of your own pocket and
trying to collect from people who fed no further obligation
toward you or your property. Also, in some parts of the
country, if adepost iscdled "last month's rent” or arent
deposit, that's dl it can be used for.

Recently, in order to avoid this sort of confusion, anumber of
investors have started charging two deposits. One, equd to a
month's rent, is the rent deposit and may be used to make the
tenant's fina payment. A second, separate damage deposit is
charged to cover any damages caused by tenants or excessive
cleaning needed &fter they leave. This usudly ranges from
one-haf to one month's rent.

In addition, you will have to decide how much extra you want
to charge for pet rent and depoditsif any. Thisisusudly
between one-tenth and one-fifth extra on the monthly rent and
anywhere from $100 to a full month's rent for the damage
deposit. Deciding what figure to set this a will dependto a
large extent on what practices are common in your rental
market. If very few landlords rent to pet owners, you can go
for the higher figures. But if most rental houses accept animds,
you may have to settle for alower amount from your renters, or

nothing extraat dl.
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8.6 KEY 3: ADVERTISING

Wallace O. bought a nice duplex in agrowing area of town.
The red edtate agent was extremely enthusiagtic about the
property. "You'll be able to rent this place out immediately,” the
agent said. "People will be knocking down your door to get a
chanceto live here.”

Walace took the agent's word for it. He placed asmall "For
Rent" sgn in the window of each Sde of the duplex and sat
back and waited. Nothing happened. A week went by, then
two, then three. Walace got worried, then dmost sick.

Findly, in the fourth week, Walace got acal. He was
ecddic. "I'm caling about the duplex you have for rent,” a
voice said on the phone. "Would you be willing to let my family
of thirteen live in both sdes for the price of one Sde?’

Wallace was amogt tempted. After al, he hadn't received any
better offers. But he knew such an arrangement would ruin him
and probably ruin the duplex. Instead, he did what he should
have done from the beginning: He began to aggressvely
advertise.

Once you decide on your rental policies and your rental
amount you can confidently advertise your property. Investors
who own renta property in tight rental markets may not need a

great dedl of help in attracting tenants, but advertisng

techniques are helpful to know, since red estate markets do
change. And who wants to get caught in the trap Wallace was
in? The following approaches have proven effective a keeping
vacanciesfilled.

8.61 Newspaper

Probably the most obvious place to advertiseisin the
classfied section of the locd daily paper. It'ssmple. All you
have to do is cdl a phone number that's normdly listed right at
the beginning of the section, and ahdpful derk will guide you in
wording your ad and deciding how many daysit should run.
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Most people try to keep their ad as short as possible and run
it the minimum number of daysin order to hold down cogts. If
you share that concern, smply list the main festures of the
house and your rentd policies. "3 bdrm., 1-1/2 ba,, fence, gar.,
nr. sch., shop, sm. pet ok, $500 + dep., 555-0000 after 6
p.m." The best daysto advertise are Fridays, Saturdays, and
Sundays, snce mogt familieslook for homes during the
weekends.

However, doing what everyone else does could be afase
economy. Prospective tenants quickly learn that traipsing from
one rentd to another looking for a place to live can be pretty
tiring. If your ad isone of along list of Smilar notices, many
prospects will give up before they even seeit. Y ou want people
to be motivated to see your house first and get a deposit down
before someone else can snatch it up. To attract attention,
consder running amore creative ad, and let it run al week o
that you can pick up those people who have days off in the
middle of the week.

For a short course in cregtive ad writing, study the "Homes for
Sde' section of the classifieds, and see what redl estate brokers
do to attract buyersto their offices. Some of those ads sound
like everyone's dream home, and Realtors wouldn't spend time
writing them and money running them if they didn't work. You
probably won't want to compose anything as eaborate and
flowery as some of those ads get, but reading them will give
you an idea of what appedlsto people in ahome.

When you st down to write your own advertisement, focus on
the desirable points of your property. Isyour suburb near a
large city and your house close to public trangportation? " Easy
commute’ might attract tenants. Are there schools, recregationa
fadilities, and various children's activities within waking
distance? "No more carpools’ could apped to harried parents.
A house out on the edge of town could offer "a breath of
country living," one set back from the road behind trees
features "peace and privacy,” and onein the middle of a
bustling development might be in "friendly neighborhood
surroundings.
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Don't make mideading statements. They'll be disproved as
S00N as anyone sees your rental anyway. But ther€'s certainly
no harm in wording your ad so that it stands out from the
crowd and entices people to come to you before they end their
search.

8.62 Sagns

Many landlords like to put a"Home for Rent" sign right on the
property o that people driving through the neighborhood will
seeit. Thismay or may not attract renters and could cause
trouble. If the house is empty, such asign can be an open
invitation to vandas and trangents in some communities.

Besides, people looking for ahome are not very likely to
cruise the stregts trying to spot a house with asign oniit. You
may attract an occasiona family checking out a neighborhood
to seeif they would like to live there, but that doesn't happen

very often. However, asmdl sgn cogts very little, so if your
rental isin an extremey low-crime area, you may want to try it.
Y ou might just be lucky and find a very good tenant that way.

Signswork better for apartment houses, especialy those with
resdent managers. Very often gpartment hunters will go from
building to building looking for vacancies.

8.63 Word of Mouth

More effective than asign istelling the people who live on the
dreet that you're looking for a new tenant. They may have
friends, relatives, or co-workers who would like to live nearby.

DeeAnn J. hired a neighbor's teenager to mow the lawn or
shovd the walks and keep an eye on the place while her renta
was vacant. This gave her anatural opening to speak to severa
of the neighbors. She smply knocked on the doors and said,
"Hello, my name is DeeAnn Johnson, and | own the house at
1234 Sunny Lane. The Smith's son Bobby is looking after the
place for me until | find new tenants. I'd appreciaeiit, if you
notice anything wrong over there, if you'd tell Bobby about it.
Or you could cal me; heres my card. Incidentaly, if you know
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someone who might like to rent a home on this street, be sure
and have them get in touch with me."

Investors who like this technique but are too busy to wak up
and down talking to the neighbors every time they have a
vacancy use aform letter or postcard to accomplish the same
ends. You can get directories that list everyone's name by their
address from the telephone company. Or consult directoriesin
the library, copy out the information you want, and make up
mailing ligts for the streets your houses are on. If you're too
busy even for that and don't have anyone to help you, Smply
address your notes to "Resident,” and begin them with a generd
sdutation such as "Dear Neighbor.” Then smply repest much
the same information as above, dtering the form dightly. Y our
letter might look like this:

Dear Neighbor:

My name is DeeAnn Johnson and | own the house near you at
1234 Sunny Lane. Thisletter isto inform you that my property
is vacant and being cared for by Bobby Smith at 1236 Sunny
Lane until | find new tenants. If you notice anything wrong with
my empty property, | would appreciate it if you would ether
tell Bobby or contact me directly. My telephone number is on
the enclosed card, and you may reach me a any time between
9am. and 10 p.m. If you know of anyone who would be
interested in renting this property from me, please don't hesitate
to give them my number. Thank you for your time and atention.

Sincerdy,

DeeAnn Johnson

Of course, some investors don't want the people who live
near their rentals to know who owns the property. These
people don't want angry neighbors calling them about their
tenant's barking dogs, loud parties, or unruly children. If you
fed thisway, don't use this technique.
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However, the landlord who cares about his property and his
reputation in the community should be in touch with the people
who live near hisrentas. These people can be vauable linksin

your information network. Those who own their own homes,
especidly, have an interest in keegping their neighborhood
attractive, and so should you, since this directly affectsthe
desirability and vaue of your own property. Such people will
usudly let you know if your tenants are neglecting the lawn,
letting their dog tunnel under the fence, or kegping amotorcycle
in the living room. Y ou may have to fend off afew calsfrom
the loca busybody who complains every time a child's ball
landsin her prize tulips, on the other hand, if you treat people
like this cdmly and courteoudy, they are dso the firgt to let you
know about tenants who load dl their belongings into a truck
and disappear in the middle of the night.

Whether or not you choose to include the people who live
near your rental in your information network, don't hesitate to
inform the rest of the members of the network when you're
looking for new tenants. Tell everyone you mest in the course
of the day. Y ou never know when your supermarket checker
or florig's assgtant is looking for a house or knows someone
edsewhois. Don't forget, too, to tdl the tenants of your other
properties that you have avacancy. If you're the kind of fair
landlord most tenants appreciate, they won't hesitate to tell their
own contacts when their nice landlord has another of his or her
neet little properties available.

8.64 Property Rental Firms

In most large urban areas, and some smdler cities, many
people now look for rental homes through property rentd firms.
These usudly have names like "Homefinders' or "Renta
Assgance Agency" and are listed in the Y dlow Pages of the
telephone book under "Red Estate Renta Services.

These companies generaly make their money by a

subscription fee they charge to progpective tenants who use
their services. People can go into their offices and buy aligt of

al the available properties handled by the service. The cost
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ranges from $5 or $10 for aweek's listings to $25 or $50 for a
three-month subscription. These rates and terms vary from one
part of the country to another and can go even higher in some
places like New Y ork City, where finding a decent renta can
be extremdy difficult and expengve. However, the bottom line
to you, the investor, is that it costs you nothing, or at most a
very minimd feg, to have your property listed with these
SEIViCes.

When you advertise through a property rentd firm you smply
supply them with the information on your vacancy, much asyou
do when running a classified ad in the newspaper. Since it costs
nothing to place the listing, however, you can give a much more

complete description of your property.

Y ou may have to go back to your studies of creative ad
composition to write a description that stlands out, but this
shouldn't be too difficult. Most of your competition will merely
date facts about their properties, without trying to apped to the
applicants imaginations. Where they go into details about their
al-dectric kitchen with built-in microwave or sate thet thereis
shop space in the garage, you smply supply a more colorful
description, such as "L abor-saving kitchen isworking mother's
dream” or "Handyman's delight hobby space.” Rather than
merely listing physica facts, such phrases apped to emotiona
needs which iswhat al good advertising does.

8.65 Bullgin Boards

Most communities have bulletin boards where people can
post public notices. If you've never noticed any, check around
in supermarkets, laundromats, bowling dleys, or amost any
place where people go regularly to spend some time. Use your
imaginetion.

For instance, most senior citizens centers have notice boards.
Y ou might think your houseistoo big for one or two retired
people, but you could be wrong. A lot of older people today
arejoining in groups to share housing so that they can save
money, and three widows or widowers who are having trouble
meeting the rent for three separate gpartments could turn out to

.
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be your best tenants. Also, remember this Even if none of the

senior citizens want to rent your property, some of them may

have children, grandchildren, nieces, nephews, or friends who
could become your tenants.

When you advertise on bulletin boards, some places will
restrict you to one card about the size of a3" x 5" filecard. On
that you can gtate as much information as your card will hold.
Remember, though, that people often browse the bulletin board
in ahurry, especidly if they're in the middle of their weekly
grocery shopping. Rather than fill your card with smdl writing
or typing that describes your property in detail, use something
more eye-catching, particularly if the board is crowded with
cards and messages. Y ou might try printing the words "House
for Rent" in large | etters with a colored marking pen. (Red is
usualy agood attention-getting color, unless haf the cards on
the board are written in red. If they are, try purple, orange, or
some other bright color that stands out.) Under that, you might
put aminimum of information in much smaller letters such as,
"Spacious 3 bdrm., beautiful yard, $500, Gorham School
Digtrict.”

A technique that makes bulletin board cards much more
effective enables people to Smply tear off your phone number.
Make a series of cuts up from the bottom of the card, or paste

on astrip of paper that has been cut in thisway. Then write
your phone number between each of the cuts. Thisway, if
someone isinterested but has no pen handy, he or she can ill
take your number. It also decreases the chance that someone
will take the whole card which would prevent others from
seaing it.

8.66 Chamber of Commerce

Many people check with the chamber of commerce as soon
as they move into town, or even before. Seeif you can't leave a
notice of your rental there. If you own severa properties, ask
to have your business cards or asmal flyer included in the
information packet distributed to people who inquire for
information about your town.
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8.67 Military Housng Offices

If you live near amilitary inddlation of any Sze, you can lig
your vacancy with the base housing referrd officer. Youll find
the number for the base in the U. S. government section of your
phone book, listed aphabeticdly by branch or service, and
there may be a separate liging for housing. If not, smply cal
the main base number and ask for the housing office.

When you reach the housing referrd office, explain that you
are alandlord with a vacant house you would like to rent.
Someone will take your name and address and explain the
procedures they use. Then the information on your renta will be
given to dl service members and civilian base personnd who
ask for information about rentalsin the community.

When you ligt your renta with military housing offices, they
have no jurisdiction over the amount of rent you charge or any
other normal tenant policies you establish. They do require you
to Sgn a statement of nondiscrimination, and failure to comply

with this policy will mean that your rentas will no longer be
listed with thet office.

The military aso requiresits personnd to be able to leave
housing on two weeks notice in the event of amilitary transfer.
This doesn't have to be a drawback. After dl, it's better to have
atenant who can leave with two weeks notice than it isto have
avacant renta property.

8.68 Red Edate Offices

Some real edtate offices handle both sdle and renta property.
If your agent works in an office that does this, you may be able
to have his office list your property and show it to prospective
tenants. However, they will probably charge you a management

fee, or at least a one-time commission, of up to 10% of a
month's rent for this service.

Most red edtate offices, remember, are in businessto sl
property, not to encourage house huntersto rent. When they
do handle rentd property, they usualy do so only asafavor to
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large clients or as a service to buyers who need a temporary
home while they are looking for a house to buy and waiting for
the sdleto close. Many of the rentas they do handle belong to
the broker who owns the office.

If you're exploring every possible way to rent out your
property, though, it never hurtsto ask red estate officesto help
you. Be prepared, however, for the agent who tries to talk you

into putting the property up for sde instead of renting it out.
This agent may smply be looking for alising or may bein the
market for apiece of investment for himself. Y ou should dso
be aware that when prospective tenants walk into ared estate
office looking for arenta, some agents will try to convince them
to buy a house rather than renting yours. The result can be that
three months after your tenants settle in, they inform you that
the nice agent who rented them the house has now found them
aplace they can afford to buy.

8.7 KEY 4 SHOWING THE PROPERTY

Once you've sttled on the ways to advertise, you have to be
prepared to show your property to prospective tenants. The
firg time you do this youre likely to be alittle anxious. Y our
first worry will probably be wondering if anyone will respond to
your advertising, and your second oneis gpt to be how many
times you'll have to show the house before you find a tenant
and can gart collecting some rent.

Don't et these worries get out of hand. If you've followed our
advice and bought, prepared, and advertised your rental
correctly, you will get results. The most important factor now is
not to get too impatient.

Juan R. was the proud new owner of athree-bedroom
investment homein alarge city in the Northwest. He did some
minor cosmetic repairs, set hisrenta policies, and advertised in

the weekend edition of the paper for tenants. His telephone
darted ringing dmogst immediately. "Tel me more about your
rental home. When can | come see it?!
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Juan set up appointment after gppointment. He was
disappointed when some of the people didn't come, but he
gave his best sdles pitch when he was able to take people
through. "Take alook at thisliving room! It's much larger than
normal--plenty of room to entertain guestsin here. And the
kitchen--look at al the counter space; and the appliances are
nearly new. Here in the first bedroom...”

He went on and on, pointing out al the best features of the
home. But the peopl€'s response was aways the same: "Well
get back to you,” or "I'll tel you what--well take it if you drop
the price by $100." Juan knew he was asking afair price. After
showing the house to eight people in two days, Juan began to
get discouraged.

Then amore experienced friend took him aside and gave him

sometips. "Maybe you should play alittle more hard to get,”

the friend said. "Dont follow them around selling the house to
them. Let the house sl itsdlf."

That sounded like good advice. But the friend wasn't through.
"One other thing: Y ou're abusy man. Y ou're going to wear
yoursdlf out running back and forth to

your rental. Just set atwo-hour block of time and have al the
prospects meet you then.”

Juan took his friend's advice. He was 4till friendly and
courteous, but he didn't push the home so much. He
encouraged al his prospective tenants to meet him in the same
evening. He found that was a much better use of his time--and
it created a little competition among the prospects. With his
new gpproach, he had the home rented out in less than aweek.

Impatient rental property owners like Juan are apt to make
mistakes. They push the house S0 eagerly that renters looking it
over begin to wonder if something iswrong with the house. Or
worse yet, progpects decide that if the landlord is so anxious to
get tenants, they can manipulate the Situation to their own
advantage.
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8.71 Take Contral from the Beginning

Thisiswhere your own ambition can be your worst enemy.
Of course you want to start that rental income flowing, and
naturaly you want to finish working on this house o you can
concentrate on buying the next one. But thisisthe timeto
remain cool, calm, and patient. Y our first contact with future
tenants will set the tone for your entire relaionship with them.
You mugt get off to the right start if you want to avoid
unpleasant, and possibly costly, developmentsin the future.

Thisis not to say that you should be rude, overbearing, or
nesty. Nothing is gained by dienating people before they even
move in, no matter how tight the rental market is. But you do

want to establish from the beginning that you are abusinesdike
person and that you manage your rentals as abusiness. The
best way to do thisisto maintain a professond image for
yoursdf and your renta business from the very beginning. You
want your tenants to redlize during their initia contact with you
that you are fair but firm in dl ways.

One way to establish thisisto makeit plain that you, not your
tenants, control your time. When you compose your
advertisement, don't include your home or office address or the
address of the property. Instead, give your telephone number
s0 that people will have to make an appointment to look at
your house.

When you give your telephone number, that doesn't mean that
you have to sit by the phone twenty-four hours aday. Instead,
you can either state the hours during which cals will be taken
when you write your ad, or you can use an answering machine.
Many investors get excellent results with a tape that says
something like this "Hélo, thisis Paul Stimpson. If youre
caling about the house for rent, please leave your name and a
number where | can reach you after five o'clock. | will answer
your questions and set up an appointment if you wish to seeit.”

If you do answer the cdls yoursdlf, you should sill set up
gppointments. Even if you have nothing eseto do dl day, it's
best to give the impresson that you are busy and have to
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schedule your time carefully. This keeps your tenants from
expecting you to be on cdl at dl times. If they think youre a
very busy person who handles many more important things than
one renta house, they may think twice about cdling you for
minor problems that they can take care of themselves.

Another gpproach isto schedule atime when you will be at
the property and will show it to everyone who comes. This
technique was first popularized by author and investor Dave
Glubetich, who cdlsit a"rental open house." In this case, your
answering machine message could say something like: "Hello,
thisis Sdly Stringham. If you're interested in the house | have
for rent, | will show it to anyone who arrives between 2 and 5
p.m. on Saturday, March 3rd. The house is located at 905

Homewood Drive, which is six blocks east of the stoplight at
Third Street and Midtown Avenue. Please leave your name and
the time of your cal if you plan to stop by."

This method usudly works best when thereis afair amount of
competition for rentals. Asking people to give their namesis
smply away to weed out the less serious prospects. Those
who leave a message at least intend to look at your house at the
time they make the cdl, and the number of nameswill let you
know about how many applicants to expect. If no one leaves a
name, you will know not to waste your time Stting at the
property al afternoon.

8.72 Let Prospects Show Themsdves Y our House

If you can't get away but want people to be able to see your
house at their own convenience, you could alow them to pick
up akey a your office. When you do this, make sure the
people leave a cash deposit of at least $25. This deposit will be
refunded to them if they return the key within one hour. It's not
safe to dlow strangersto handle your keys for any longer than

that.

People who do pay the deposit and go through the house on
their own must aso give you their present address, driver's
license number, and car license. Veify their identification and
license number, and keep thisinformation in the record file for
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that house for at least two years or until the locks are changed.

If you don't have an office, or if you work someplace where
vigitors can't come and go easily such asin afactory or a
classfied area, do business from a booth in your favorite

restaurant. Tell applicants, "I'll be at Perry's Cafe from 1 to 2,
and you can pick up the key from methen if you can have it
back to me before | leave. Just ask the hostess; shell know

where | am.” Then, of course, be sure the hostess knows who
you are and that you expect someone to ask for you. If your
progpective tenants can't make it back before your lunch hour
is up, have them leave the key with the restaurant hostess or
manager who can hold it for you until the next day. (Naturdly,
the person who does favors like this for you should be paid
accordingly, in tips, with an occasond gift, or with increased
business from you and your friends, whichever is gppropricte.)

Another gpproach that is sometimes used by investors without
an office isto name an important, well-known building in the
area. "Do you know where the Metropolitan Bank Building is?"
you might ask. "I'll meet you in the lobby a 3 o'dock.” It isthen
your choice whether you want to follow the applicantsin your
own car and show the house persondly or give them the key
and wait around the office building until they return.

8.73 Enlig aHdpful Hand

Findly, you can ask a neighbor who lives near your rentd to
show the property for you. Naturdly, you would want
to screen people yoursdf before telling them where the key i,
in order to avoid wasting your hepful neighbor'stime. This
neighbor might be paid $50 or so when the houseis rented,
depending on how much time he or she spends and how many
people look at the house before it isfindly rented. It would be
better to pay thisway than by the hour so that the person is
motivated to help you rent out your property and receive
payment as soon as possible.

8.8 KEY 5: PRE-SCREENING YOUR APPLICANTS

Asanoviceinvestor, Tracy C. was delighted to show her
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vacant rental to anyone who seemed to be the least bit
interested. She learned dl too quickly that that approach can

edt up alot of time without bringing many positive results--but
she wasn't sure what she could do instead.

Then she learned about pre-screening applicants over the
telephone. Instead of showing her renta home to anyone who
asked, shefound out first if they were even qudified to rent it.

To help her, she developed alist of questions that enabled her
to diminate anumber of prospective tenants without even
mesting them. For ingtance, her rental had only two bedrooms,
and she waan't intereted in renting to a family with more than
four people. So she asked, right up front, "How many people
arein your family?' If the answer was more than four, she said,
"I'm sorry, but the house is S0 smdll that as a matter of policy |
amply can't dlow more than four peopleto liveinit."

As she went down her ligt, she gradualy diminated a number
of prospects, thus saving her the time and trouble of showing
the house to people who didn't qudify anyway.

All landlords can learn from Tracy's example: When you talk
to prospects on the telephone, do some pre-screening so that
you don't waste your time, and theirs, showing your property to
people who aren't redly interested. Ask them the following
questions:

M 1. How many people are in your family?
M 2. Do you have any pets?
M 3. How many cars or other vehicles do you have?

(If there isn't enough parking for dl their vehicles, you must
discuss thiswith them. Some tenants will park their recreetiond
vehicles on your lawn if there's no driveway curb space, and
some cities prohibit large RV's from parking in the street. They
may be able to storetheir RV in aspecia renta lot, but these
arrangements must be made and understood before they move
in.)
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M 4. When do you want to move?
M 5. Where are you living now?
M 6. Why do you want to move from there?
M 7. How much are you currently paying for housng?

Write down these questions, plus any others you might want
to ask. Leave space beside each question and a space &t the
bottom for your own notes. Then make severa copies. Keep
these sheets, plus apen or pencil, near your telephone so that

you can jot down people's answers and any thoughts you have
during your initia conversation with them. These are you pre-
screening notes and will be auseful record later on.

The answers to these questions will give you some idea of the
kind of people you're talking to. They will probably have some
questions of their own, also, such as.

1. What schools are near the house?
2. How large are the rooms?
3. How big istheyard? Isit fenced?
4. What color are the walls, drapes, and carpets?
5. Isthe house air-conditioned?
6. How far isit from the nearest shopping center?
7. How closeisit to various large employers in the area, mgjor
highways, or certain recreation facilities?
8. Isthere much traffic on the street?
9. How much is the deposit?
10. Could we pay you part of the rent now and the rest later?

The answer to the last question, of course, must be no, unless
you have some very particular reason for changing your
policy. Well cover this later on.

Once you've concluded thisinitia interview, you will know
whether you want these people to examine the house (or
gpartment). Write down the results of your conversation on
your page of pre-screening notes and keep it for later
reference, whether or not you make an gppointment to show
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them the house. If one or the other of you has aready decided
not to rent the house, note why and file the sheet dphabeticaly
in afolder for turndowns.

Thismay sound like alot of trouble to go to for someone you
may never see again, but there are two magjor reasons to keep
these notes.

Firdt, the people may have revealed some informetion to you
that means you will never want to rent to them, such as they
are being evicted from their current home for nonpayment of

rent and excessive damage. Two years later they may apply to
rent from you again, and by that time you probably won't
remember their name. But when you double-check your
turndown file, there they are.

Second, keep your notes for your own protection. Perhaps
these people tell you that they have six children, and you are
renting a two-bedroom house for which you've set alimit of
four people. Y ou smply write down, "Size of family exceeds
limit for this house," dip it to acopy of your rentd policies, and
put it away.

Three months later, when these people assume they can't find
a home because they're being racidly discriminated againgt and
they sue every landlord they've talked to, you are called into
court. When it's your turn to testify, you have your written notes
to support your story that you never saw these peoplein
person and had no way to be sure of their race. Y our
evidence shows that your decision not to rent to them was
guided by your written policy on the number of people your
renta can reasonably house.

8.9 CONTROLLING THE APPOINTMENT

If the pre-screening conversation leads to an appointment to
see the property, ask that everyone who will be living
there come along. Most people do this anyway, but in some
cases you may spend an hour showing the house to a husband
or wife, for ingtance, and then be told, "Waell, | likeit, but | can't

.
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sgn anything until my spouse looks at it. Can we come back
tomorrow night?*

To avoid this, explain a the beginning that you have to

schedule your time, so you would prefer that the whole family

see the house together at once. Y ou don't want to entrust your

property to anyone you can't meet beforehand, anyway, and it's

agood ideato see how the entire family interacts when they're
together.

When you set gppointments to show your property, you know
that some of the people you'll be meeting in the next few days
are going to become very important to you. Somewhere among
them is the family that will become your tenants, live in your
house, and pay the rent that will cover your mortgage
payments. Y ou hope that this relationship will be smooth,
friendly, and profitable for al of you and that it will last for
severa years. By doing your best to prepare clean, reasonably
priced living quarters for these people, you have aready sarted
doing your part to meet this god. The ways you can continue to
do your part and encourage them to do theirs, so that al of you
will enjoy your new association, will be covered in the next
sections.

8.10 HOW WELL HAVE YOU LEARNED FROM
PART A?

How well have you learned the information in Part A of this

unit? Test yoursdlf by answering the following questions. Do not
skip this step--the best way to make sure you remember these

concepts is to repeat them in writing. If you are uncertain of a
particular answer, look back through this unit until you find it.

1. Why is property management important to your red estate
investment program?

2. From the following list choose the best tenant for your
property.
a A young assstant manager in an international corporation,
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married to a recently-graduated pediatrician, with no children.
b. A divorced landscape designer who has worked for seven
different firmsin the last two years, was previoudy unemployed
for eighteen months, and is living with arock singer. They have

four children, one of their own and three from previous
marriages.

¢. An auto mechanic married to a nurse. He was discharged

from the army and moved to your town eight months ago. They
have three children and a cocker spanidl.

3. What makes yuppies problem tenantsin the standard
bread-and-butter home?

4. Y our house needs interior paint and new drapes. Thereis
avocado carpeting throughout and oak pandling on some of the
walls. What colors will you choose for paint and drapes?
Explain your answer.

a. Different colorsfor every room.

b. Off-white paint in al the rooms, beige drgpesin the living
room, and beige window shades for the rest of the house.

c. Tel the tenants they can choose their own paint and window
coverings, and you will pay for it.

5. Your houseis vacant, but you have to work overtime at your
regular job. How can you get the house ready to be rented out?

6. Isit agood ideato dlow tenants to have pets? If you do,
what should you do to protect yoursdf financidly?

7. Can you refuse to rent your property out to someone you
disapprove of ? On what grounds?

8. Rents for houses similar to yours range from $450 a month
to $625. Y ou decide your house should bring in at least $600 a
month. What do you do to make your house attractive at that
rent?

9. You decide that the top rent in your areais il hot enough.
How can you bring in $150 a month more for your property?

10. When is alease option a good idea?
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11. Why are deposits so important?

12. Your houseis atractive ingde, but the front yard is nothing
but patchy grass with brown spots and bare places. Should you
plant afew shrubs and new grass seed or leaveit asit is? Why?

13. Y ou have been camping out in your renta for three days,
patching plagter and painting. The kitchen isfull of sandwich
wrappers and empty soda cans, there are flakes of old plaster
al over the dirty carpets, the bathrooms arefilthy, and al the
drapes are a the cleaners. Y our sister comes by and says she
has some friends who would just love to see the house today.
Do you agree to show it to them? Why, or why not?

14. There are over two dozen newspaper ads for houses
amilar to yours at about the same rent. What advertising
approaches can you use to increase your chances of attracting
the best tenants?

15. How can you show your property to prospective tenants
when you don't have timeto do it personaly?

16. Y our neighbor thinks he knows someone who might want
to rent your house. Do you wait for him to bring you the
applicant or continue with your own effortsto find a
tenant? Explain your answer.

17. The first people who look at your property offer you cash

for the full rent and deposit and want to movein right away. It

iseight o'dlock Friday night. Do you let them move in over the
weekend? Why, or why not?

18. People have been calling about your rental al week, you
aretired, and it's your daughter's birthday. What should you do
to take arest and till get the place rented out?

19. A man cdls and wants to see your house. While you are
talking to him on the phone, you learn that he has eight children
and hiswife has left him. While heis a work, his older children

arein charge of the younger ones. What do you do?
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20. What are some good questions to ask in pre-screening
your applicants?

21. Someone picks up the key to look at your house and
leaves you a $25 deposit. Three hours later they call and say
their wallet was solen with your key in it. Do you refund their
deposit, or use the money to have the lock changed? Explain
your answer.

8.11 PUTTING PART A INTO PRACTICE

Now that you have studied the first part of this unit, do the
following assgnments. They will help you put into practice the
concepts you have learned. Y ou need not do dl of these
assgnments--but the more you practice in this setting, the better
you will be gble to perform when it redly maiters with your
own property.

If you are already a seasoned property manager, you may wish
to use thismaterid to polish your skills or add afew new tricks
of the trade.

1. Ask an expert. Tak to someone who used to own rental
property but sold it. Ask this person why he or she got out of
red estate investing. After your conversation, make notes for
yourself on how these problems could have been avoided by

better management techniques.

2. Scout the competition Spend aweekend visiting houses for
rent as though you were looking for aplaceto live. After each
house you visit, jot down notes on the condition of the house,
things you liked and didn' like about it, and ways you think you
could make that house more attractive without spending alot of
money. Include the amount of the rent and deposits, whether
pets are accepted, why the previous tenants moved, why you
would or would not want to rent this house, and whether you
think the person who ownsit isagood landlord and why.

3. Create your own textbook. Clip advertisements from the
"Homes for Rent" and "Homes for Sd€" classified sections of
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your newspaper every day for aweek. Separate these into ads
that apped to you and ads that leave you cold. Then sit down
and study them. What do the good ads have in common?
What's wrong with the poor ads? Practice writing an ad that
you think would apped to alarge number of renters.

4. Look for bargains. Vidt loca paint and hardware stores.
Ask to speak to the managers, and explain that you are ared
estate investor who will regularly need paint, tools, and fixtures

for your renta properties. Find out if any of the stores will
arrange a specid discount for you. Next, check with loca dry
cleanersto seeif they have a"landlord's discount” policy for
drape cleaning. While you're there, ask if they ever have
unclaimed drapes that they might sdl chegply.

5. Compare buying to renting. Survey firms that rent seam
cleanersfor carpets, plumber's snakes, and any other large
tools you think you might need occasiondly. Learn what the
charges are for these items, and find out what it would cost you
to buy the same equipment. Remember, some of these things
you will need only once every year or two in the beginning, but
be aware that a some point it may become more economicd to
own them. Don't buy anything until you redly need it.

6. Set palicy. Write down the policies you will use for deciding

whether to accept or rgect tenants. Be specific. For example,

don't say, "Avoid too many people" but rather, "No more than
two family members per bedroom.”

7. Hleit. Create files for copies of your Move-in Ready
Checklist and Pre-screening Notes. Add any questions you
may want to ask to the Pre-screening Notes and find a place
for these near your telephone.

8. Make cdls. Contact severd rental servicesin your area.
Find out their requirement and success rates. Ask how much
time passes before the average home is rented out--and ask

how many rentas are pulled from the service without being

rented at al. Make notes of your findings and save them in your
file
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UNIT EIGHT

CREATIVE MANAGEMENT

PART B

A QUICK REVIEW
How important is effective property management?

Y ou got some cluesin Part A, but in case you haven't
captured the entire vison yet, let use restate that managing
your property effectively is one of the most critical things
you can do to reach your financial goals.

Why?
Y ou can go out and exercise dl the creative financing in

the world, and you can purchase a portfolio stuffed with the
most prime propertiesin town. But if you don't have excellent

.
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tenants in those properties, writing out a check to you each
month, your efforts won't mean much.

Think about why you are interested in investing in red
estate. Y ou want to make money, right? Will your prime
properties bring you money? Only if you have excdlent tenants
in each one.

Thereisared art--area business--to selecting good
tenants. Being alandlord involves much more than Smply
thrugting a set of keys upon the first person who comes along
expressing ainterest in renting your property. Being an effective
manager means taking the time to require each prospective
tenant to fill out an application form--and it means taking the
time to verify the information. It means making an intdligent
decison about which person you are going to trust with your
hard-won investment property. We will tel you how to do dl
that.

Being an effective manager means setting up agood
system for keeping track of your tenants and properties. You
won't make money if you shove your receipts and notes about
your properties into a shoe box that only sees the light of day
when your accountant arrives to do the taxes. Being an
effective manager means setting up an effective record-keeping
system that enables you to keep track of each property with
ess2. We will show you how.

Being an effective manager means knowing how to
conduct your relationship with your tenants. Y ou might be
surprised by the fact that you shouldn't be pals with your
tenants. keep your relaionship on abusinesslevel. Y ou must be
fair, but firm. Unit B tdls you how.

And, as carefully as you choose tenants, the day will
certainly arrive when your tenants need to leave--either
because they have chosen to move on, or because you need to
et rid of some bad apples. It's not easy, and it's certainly not
pleasant but we give you the keys to a systematic, smooth
departure.
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So gick with us. What youll learn in the next few pages
will mean the difference between your unmeasured success and
dismd failure

A FEW MORE TERMS YOU SHOULD KNOW

Deposit: A sum of money that you require from tenants
when they move in as atype of "insurance policy” on your
property. When tenants move out, you can use their deposit to
make necessary repairs on the property. Y ou can aso require
specia deposits, such as a pet deposit, to take care of
necessary cleaning, or akey deposit to pay for changing the
locks on your property if the tenants fail to return your keys.

Evictiont Thelegd process by which you force
undesirable tenants to leave.

Inspection The process of vigiting each property on a
regular basis to check on the condition of the property and to
find out how the tenants are maintaining the property. Many
landlords ingpect the property once each month when they
collect rent from the tenants, others ingpect once each year
when they ddliver anotice of rent increase.

Key Deposit: A depost you collect from tenants when
they move in to guarantee that they will return dl keysto you
when they vacate the property; the key deposit should be
enough to cover the cost of changing dl locks on the property.

Move-In Ready Checklist: A checklist that the landlord
and tenants use when the tenants are ready to movein to
record the exact condition of the property at the time the
tenants take possession. The Move-In Ready Checklist should
record any flaw or damage to any part of the property, insde
or out, and should be used when tenants move out to verify any
damage that has occurred during tenancy.

Rentd Agreement: The legd document that the tenants
sign when the agree to rent the property.
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Rental Application An gpplication form filled out by
prospective tenants, the Renta Application asks for credit
information, employment information, and information on past
residences. Each prospective tenant should complete a Renta
Application, and the landlord should use the completed Rentdl
Applications to verify information on prospective tenants and to
make a selection among the prospective tenants.

Renta Policy Checklid: A lig of criteriathe landlord
indsts on meeting in any tenant; tenants who do not meet the
criteriaon the Rental Policy Checklist are not considered for
tenancy.

Tenant Policies A list of rules provided by the landlord
that govern the tenant's behavior while renting the property.

Verification Permisson Forms: Forms alandlord usesto
get written informetion that verifies a progpective tenant's
employment and banking status.

MORE VITAL POINTSABOUT MANAGING
PROPERTIES

Asyou read this unit, keep the following key pointsin
mind as principles to guide your actionsin property
management.

M There is more to good property management than smply
attracting tenants to your rental properties.

M Intelligent landlords know that it is better to dlow a house to
gtand vacant for afew extra days than to rent to the wrong

people.

M Finding the right tenants is one of the most important aspects
of your investment program.

M The rdaionship you maintain with your renters throughout

their tenancy is asimportant asthe care you exercise in
s ecting them to begin with.

.
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M The more care you take in setting tenant ground rules in the
beginning, the fewer problems you will have later on.

M The more you reduce agreements and understandings to
writing, the fewer disagreements and misunderstandings you will
have down the road.

M Careful record keeping that enables you to keep track of
facts and figures concerning your property and tenantsis
essentia to your success as alandlord.

HOW TO BE AN EFFECTIVE PROPERTY MANAGER

In Part A of Creative Management, you learned how to
prepare your house for tenants, how to set rentd policies, how
to advertise your property, and how to prescreen tenants. The
next step? Y ou will need to begin meeting people--and, at this
point, you have no ideawhi of them will become your tenants
and what your relaionship with them will be like.

When you think abot it, that's alittle like telling someone
that her blind date is on the way, and leaving her to wonder
how it will work out. The thoughts that race through the minds
of the person waiting for a blind date and the person waiting to
meet progpective tenants are often smilar: What will he be
like? How will helook? Will | like him? Will he like me? Wiill
this develop into along, enjoyable rdationship? Or will it bea
brief, uncomfortable encounter that leads to nothing?

These are dl reasonable questions, even though you're
looking for someone to enter into a business relaionship with,
not a prospective mate. Y ou want to know if prospective
tenants are stable and dependable, neat and clean, people you
will like, and people who will like your house well enough to
want to rent from you. Y ou'll be wondering whether the next
prospects you meet will be the ones who will move into your
rental, pay their rent promptly, and take care of the property as
though it were their own.
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Worse yet, youll worry whether these people will seem
to be dl right--but, after moving in, will break your doors and
windows, stain your carpets, knock holesin your plaster, ruin
your appliances, destroy your yard, refuse to pay ther rent on
time, and then disgppear in the middle of the night with al the
draperies and the new hot water heater you ingtalled.

Naturaly, you want to protect yoursaf and your
investment from the worst tenants and dlow only the best ones
achanceto livein your rental. Just like the person who dates a
lot of people in search of that perfect match, you'll haveto be
prepared to go through plenty of gpplicants, and you'll need to
be prepared to turn down dl the margina ones. Remember the
T-shirt dogan that was popular afew years ago: "Y ou have to
kissalot of frogs before you find a handsome prince."

In Part A of Creative Management, we discussed various
way's to show your house to prospective renters. Y ou can host
an open house, alow people to pick up akey and vigt the
property done, or enlist a helpful neighbor to show your rental
for you. But one of the best waysis to persondly walk through
the house with your firgt few prospects. Why? Their comments
and atitudes will teach you agrest ded about your individud
property and how people react to it. And you'l find out plenty
about them during the walk through, too!

Ready to begin? In Part A we gave you five keysto
property management:

1. Prepare the property

2. Set your rentd policies

3. Advertise

4. Show the property

5. Prescreen your applicants

Throughout this rest of this unit, use the following additiond
keysasaguide.

89 KEY 6: WATCH FOR THE LITTLE THINGS
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When you visit the house with prospective tenants, don't
push. Be available for answering questions and maintain a
friendly, courteous attitude, but don't follow people around
chattering congtantly. Y ou might point out one or two of the
most attractive features of the property, but then drop back.
Y our main job now isto waich and listen.

Y ou can learn alot by watching people. Peter H., an
investor with a dozen sngle-family homes, says he cantdl alot
about a potentid tenant just by watching. "Oncein awhile |
make amigtake and bring in tenants who let me down," he
says, "but such mistakes are rare. By carefully waiching the
people as they go through the home, | can learn much about the
gability of the family and about how they will treet the home
when I'm not around. | may have turned down some “golden'
tenants over the years—-1'll never know. But by being careful |
can deegp much better knowing | have good tenants.”

8.91 IsAnyonein Charge Here?

Are the children well-behaved, and do the parents control
them? Do al the members of the family seem a ease and happy
with one another, or is there tenson and arguing? The way
children and parents interact can tell you volumes about how
they'll treat your property. Take notes-you may need them
later.

Kidswho show up looking grubby and ragged, who kick
doors, who trample candy into the rugs, and who wipe their
noses on dirty deeves aren't going to turn into spotless angdls
on moving day. Parents who ignore what the children are doing
especidly if the children are whining, probably don't pay much
attention to what the kids do most of the time. What does this
mean to you? It could mean that the kids are free to paint on
the carpet and st fire to the drapes while Dad watches footbdl
and Mom talks on the phone.

Parents who don't notice what the kids are doing until it's

too late and who then make a big scene (complete with yeling
or even hitting) are probably putting on a show for your benefit.

.
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Responsible people warn their children ahead of time that they
have to behave, and then keep a constant eye on them to keep
them from getting serioudy out of hand.

8.92 Happy Families Make Stable Tenants

At the same time, parents who fight in front of you, blame
each other for the children's behavior, or try to convince you
that one or the other spouseisirresponsible or difficult to live
with may be sgnding that ther marriageisin trouble. Thisiant
adwaystrue, of course, but if you're dert for warnings, you
could avoid thet phone call sx months later: "Charley/Charlene
waked out and left me with dl the bills, and | just can't pay the
rent by thefirg."

By the same token, people who have been married for
eleven years and who act like a couple of high-school
swesethearts may be on the verge of a separation. New
surroundings (including a new house) are frequently part of one
last attempt to renew a relationship that has become difficult for
one or both partners.

This makes it sound as though you can't take anyone a
face vaue--and unfortunately, that's often true. Y ou can't avoid
every bad stuation on the strength of a single hour with afamily
but if you learn to watch for danger sgnas with practice you
will soon be able to tell a surprising amount about people from
abrief encounter. With practice, too, you'l find that you
develop what dmost amounts to an ingtinct about tenants. It
won't be infalible--even the most experienced landlords
sometimes migudge rental applicants--but it will make your job
easer as you become accustomed to making these kinds of
judgments. That's one more reason to get some experiencein
handling your properties yourself.

8.10 KEY 7. A GOOD APPLICATION ISA MUST

Unit 8B, Page 9

.




Jason B.'s rentd had been vacant for nearly four weeks,
and he was getting increasingly anxious. It seemed as though his
every thought was focused on that negetive cash flow--and
flow was the right word for what he expected to happen to his
cash if the house remained vacant.

When he finaly snagged some good prospects through a
newspaper ad, he rushed over to show them the house. They
were ddighted. "Thisisjust what we've been looking for," they
sad. "Only one problem. Weve aready moved out of our
other place; our Stuff isjust stting in atruck. Could we give you
a cash advance and move in tonight?"

Jason should have seen the danger signdls, but he was too
busy enjoying adifferent vison in hismind: a negetive flow
sedled up, with anew postive flow coming in.

"Surething,”" he said. "Well take care of your renta
gpplication after you're al settled.”

The family did indeed move in that night. They moved out
three months later, when Jason findly forced them out. In the
interim they had paid nothing.

Needless to say, Jason learned quickly in his persona
school of hard knocks.

When you go out to show your property, take the correct
formswith you. After looking through the house, examining the
yard, and checking out the availahility of loca schools, some
people will say to you, "I'm sorry, it's just not for us” or "There
are acouple of other placeswed liketo look at before we
make adecison.”

Others, though, will say "Thisis exactly what we want.
Can we give you our depost now and move in over the
weekend?'

That's music to your ears! Findly--no more phone cdls,

showing the house, worrying about negative cash flow. But hold
on. Not so fast. No matter how long the house has been

.
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vacant, never let anyone movein until you firg take their
gpplication and check them out thoroughly.

That's hard to do when someone waves severd hundred
dollar bills under your nose and says, " See, we have the first
and last month's rent and the deposit money. Monday isthe
firgt of the month, and we have to be out of our other place
over the weekend." But don't be tempted. It may be the last
money you see from them!

8.10-1 Don't Be Too Anxious

Experienced landlords confirm that when an unchecked
applicant offers you cash to move in immediately, it may be the
last money you ever see from that tenant. They aso caution you
to be suspicious of the applicant who pays on a Friday evening
and moves in over the weekend. By the time banks and
busi nesses reopen on Monday morning and you can make a
few cdlsto find out who isin your housg, it may betoo late. It's
much harder to evict people who have moved in that it would
have been to refuse to rent to them in the firgt place.
Experienced landlords have a saying: " Checking out the
gpplication and turning down the worst gpplicantsisthe
chegpest eviction you'll ever do."

That's where the forms come in. When a prospective
tenant expresses interest in renting property, give him acopy of
your Rental Policy Checkligt. Tell him that whoever findly rents
your property will have to meet the criteria you have listed.
Then ask him to fill out a Renta Application. Each adult who
will be living in the house needs to provide complete
information. If a couple has been married for less than two
years, ask for the wife's previous name, address, occupation,
and the name of her ex-husband if she has been previoudy
married.

Don't forget to get information about the children. Y ou
deserve to know the names and ages of everyone who will be
living there. Make a point of asking about children from any
previous marriages who live with the other parent most of the

.
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year but who spend summers with your tenant. Some landlords
ask for additiona rent if anyone other than the approved
tenants stays in their rental for longer than fourteen days. Y ou
can decide whether you want to do this, and your decison
should depend at least in part on how many children are
involved.

For example, if acouple has two children and then has
custody of one more for the summer months, it would probably
not be a problem in your three-bedroom house. But if they
dready have four children living with them and then add five
more during the summer, you should receive additiond rent
(maybe $50 per extra child) for each month they livein your
house. Y our dternative, of course, is Smply to not rent to these
people at dl and to wait for a tenant whose family Stuation is
more suitable for your property.

While you are getting information on the children, you
should dso make a point of stating that you must be notified of
any changesin family arrangements. After dl, your decision that
not more than six people can livein your three-bedroom rental
was made on the basis of wear and tear on your property. If
your male tenant's ex-wife marries a man who doesn't like her
five children, you could suddenly find yoursdf with deven
people living in a house suited only for Six.

Y ou can say no. You are the one who will eventudly
have to replace carpets and appliances that receive more wear
and tear than they were designed for. If you do decide to rent
to alarger family, you certainly deserve to receive alarger
deposit and higher rent to cover the cost of increased damage
to your property. Work out an application form for your
prospects. (We have provided amode for your use at the end
of thisunit.) Have them ligt, besides names and previous
addresses, the names and telephone numbers of their two
previous landlords (the last oneis not enough, since he might be
willing to give agood reference just to get rid of them), the
names, addresses, and telephone numbers of current and
previous employers and supervising person (within the past
three years), and both character and financid references
(banks, credit unions, and other credit references, together with

.
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account numbers). Have them list dso their current income leve
and the amount of that income available for paying rent. Have
them aso Sgn a satement alowing you to access their credit
report and to verify bank baances and employment. A sample
of separate forms for thiskind of verification is given below.

VERIFICATION PERMISSION FORM S

Date

[/We hereby instruct Nameof bank  torelease
information about my/our account balances and/or payment
record to Lanny Lord for purposes of establishing my/our
financia pogition in connection with an gpplication to rent Mr.
Lord's property at 123 Hometown Drive.

Checking Account #
Date account opened
Average balance No. of returned checks ___
(Signature)
(Signature)
Date
| hereby indtruct Name of Company to release

information about my employment to Linda Lord for purposes
of establishing my job stahility in connection with an application
to rent Ms. Lord's property at 999 Comfy Corners.

Date Hired Current pogition

Presentsalary _ Prospects for continued employment __

(Signature)

8.10-2 Don't Take Anything for Granted

When the applicants have completed your application
form (plus the verification forms), ask to see some photo
identification, such as adriver's license or work badge, for each
adult. Check the license plate number of their car againg the
number they have given you. Y ou want to be sure these people
are who they say they are, and that they havent filled out the

.
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papersin the name of afriend or reative who has better credit
and references than they do.

Once you have the completed rental gpplication, ingst on
checking dl the information out. If the gpplicantstry to
persuade you to dlow them to move in firg, don't givein.
Explain courteoudy that you are a business person--and that
regardiess of how much you may trust these people, it would
be poor business practice to alow them to take possession of
your property before you have verified their credit and
references.

Then tel them that there will be a$10 charge to cover the
cost of obtaining their credit report. Y ou may want to refund it
if they are gpproved and rent the house. However, thisisa
amall fee to cover the time and expense of checking their
gpplication, and if they are the sort of people you want as
tenants, they won't object to this minimal expense.

Y ou can get some information by telephone when
checking bank references, but you may need proof of your
gpplicants permission before employers and financid
inditutionswill tell you everything you need to know.

Tdl| the progpective tenants that you expect to have the
results of their gpplication in three to five business days, and
thet you will bein touch with them if their application is
approved. This statement is a time-saving technique that
relieves you of the responsbility of trying to reech every sngle
gpplicant, whether approved or not. Most of them will
probably cal you anyway if they don't hear from you, but you
won't be obligated to try to contact half a dozen people who
are never home because they're out looking for anew place to
live

811 KEY 8 VERIFY THE FACTS
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John C. had the Wilson'sfill out an gpplication for
tenancy in hisrenta unit, then looked it over after they I€ft.
Everything on the gpplication seemed satisfactory. Mr. Wilson
had been employed at the same firm for nearly Six years. Mrs.
Wilson was anurse at the local hospitd. They had three
children and no unreasonable debts. They had been stablein
their resdence, too--four years in the same place. They were
moving now, they said, only because they wanted to be closer
to their kids junior high schooal.

After looking over the application, John decided to let the
Wilson's rent his home. It was dways a bother to verify the
facts on applications, and the Wilson's redlly did seem like nice
people. Besides, he was anxious to get someone into the home
immediately. Every day the place was vacant it was taking $18
out of his pocket. He cdled the Wilson'sto tell them they were
accepted, but no one was home.

The next day he decided to make one quick check with a
friend & a bank, smply to confirm this feding. The bank officer
called back with shocking news. "Avoid those people & dl
cogd" he sad. "Mr. Wilson had a business on the Sde, and it
went belly up not too long ago. They have judgments against
them that you wouldn't believe!™

John heaved asign of rdief that he had been unable to
contact the Wilson's the night before. And he vowed never
again to violate the rule that good businessmen in amost dl
busnessesuse: verify the facts of someone's gpplication before
giving him credit or trugting him with something particularly
vauable.

Verifying the information progpective tenants give you is
the single most important thing you can do in renting out your
property. In fact, it is one of the mogt vitd stepsin your
investment success. Never skip this step or give it less than
your best effort. Your rental house or gpartment is an asset
worth thousands of dollars, countless hours of time, and
subgtantial amounts of energy. Are you going to hand over
something this valugble to the firgt strangers who come aong,
and then hope they'll take care of it for you?

.
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Of course you won't. That would be like a banker
handing the combination for the main vault to loan gpplicants.

Remember, your rentd isyour property. In order to
receive the profits you deserve from it, you must alow only
they best, most hones, most responsible people you can fineto
liveinit and take care of it for you.

8.11-1 TurntothePro's

How? Mogt towns of any size at dl have at least one
credit bureau. Y ou can find these ligted in the yellow Pages
under "Credit Reporting Services." These companies will verify
job higtories and check credit references for you. However,
they do charge for this service. Many require an annua
membership, which may cost anywhere from $50 to $500 a
year. When you're amember of the credit bureau, you can
request credit reports on anyone. There is often an additional
fee for each report, usualy ranging from $5 to $25, depending
on how extensive areport you need and how quickly you need
it.

If you'd rather not pay the bureau's required fee, consider
joining alocd association for landlords or gpartment owners.
They often hold amembership in a credit bureau and dlow
membersto use it for asmdl charge per application. Y ou might
aso ask some of the members of your investment team for
help; your accountant, real estate agent, banker, or title officer
might be willing to send your gpplications through their credit
bureau if you pay the charge for each report.

If none of these dternatives is available, you'll have to do
your own investigation. Mogt of it can be handled with afew
phone cdls and aletter or two, and isredly fairly smple.

8.11-2 How to Check Out a Tenant

The first step, of course, isto verify income. When you
cdl the employer, however, don't use the phone number
supplied by the applicant. Look in the telephone directory and
verify that there actudly is a busness liged with the name and

.
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address the gpplicant has given you. Some people will clam
they work at companies that don't exist and will giveyou a
phone number of afriend who has promised to give your
gpplicant agood reference as a highly paid employee.

If the phone number listed is different from the one on
your form, your gpplicant may have given you a department
number ingtead of the central number. Call the centra number
liged in the directory firg; tell whoever answersthat you'd like
to verify employment on one of their workers.

Some companies will tel you thet they give this
information only by mail. Sometimes you can get around this by
saying, "Oh, that's too bad. He has applied to rent a home from
me, and said held like to move thisweekend. If | tdll you what
he put on his gpplication, could you just tell me whether the
information is correct?’ If this tactic doesn't work and you want
to avoid the ddlay of sending for verification, cal your applicant
at work and ask him to spesk to the personnd office. If the
company isnt too large, it will often be lenient about its "mail-
only" policy if the employee asksit to.

On the application, your prosgpect listed his or her job title
and asupervisor's name. Y ou can cal the main telephone
number and ask, "Can you connect me with (supervisor's
name) in (department)?* Thiswill a leest hdp you find out if the
person named as your applicant's supervisor works there.
However, you can't be sure that anything the supervisor tells
you is the absolute truth. Many people have friendly bosses
who will stretch the truth alittle--or even alot--to help the
people they work with qualify for homes and credit. Ask your
gpplicant to show you some recent payroll stubs.

Once you've verified the employment of dl adult
gpplicants, you may want to check with previous employersif
the gpplicant has not been with his present employer very long.
Use the same technique.

Next, talk to the gpplicant's present landlord. This doesn't

have to be along conversation. Ask whether the applicants pay
their rent on time, how long they've lived there, and why they're

.

Unit 8B, Page 17




-

moving. Also try to find out how well they keep their home, and
whether the present landlord has any complaints about them.
Be cautious about the response, though, if the landlord has had
problems with them or asked them to move he may represent
them to you as good tenants so he can get rid of them.

The next place to check iswith the previous landlord.
Even if thisinvolves an expensve long-disance cdl, it'sworth
it. Why? He may tell you what the present landlord won't. Ask
the same questions you asked of the present landlord, but dig a
little deeper and listen more closaly. Since the previous landlord
no longer has a persond stake in getting rid of your applicants,
heismorelikey to leve with you.

Finally, of course, you want to check on bank accounts
and charge account references. Since records on national
charge accounts and credit cards are often kept in central
processing bureaus, it will make this job smpler if you can
check accounts with locdl firms. If thisian't possible, however,
you can cdl the local branch of an issuing bank or department
dore and ask where to cdl or write for a credit rating.

Perhaps dl this checking seems cynicd and distrustful.
Most people are indeed honest and reliable--but what if that
one bad apple seeks to become your tenant? Y ou will be glad
when you find out beforehand who islikely to be a good
tenant and who is not.

8.12 KEY 9: CHOOSING THE RIGHT TENANT

Y ou have only one applicant who comes through your
tenant-checking process with high enough marks to be
accepted as your renter. But you'll probably find that two,
three, or even more look like good prospects. How do you
decide which one family will move into your house?

Y our Rentd Policy Checklist can help you make this
decision. When a prospect firgt fills out your application, you
should take one of these checklists and clip or stapleit to the
gpplication. On the back of the checklist, note anything you

.
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may have noticed about the gpplicant. For indtance, you might
write, "Children clean, quiet, well-behaved. Parents friendly and
reserved. Car old but runs smoothly.” Or, your notes might
read "Baby had wet digper, runny nose, dirty face. Other
children egting ice cream that dripped on floor. Parents paid no
atention, too busy arguing with each other." When thetime
comes to make a decison, these reminders can help you.

8.12-1 Do All the Facts Add Up?

Look at the prescreening notes you made during your
initid telephone conversation with this gpplicant (as discussed in
Part A of Creative Management). Check for any discrepancies.
Did hetdl you over the telephone that he had two children, and
did he arrive with five? Or did gpplicants ask over the phone
about distances or bus service to the junior high, high schooal,
and auto plant--and then put on their gpplication that they have
only two grade-school children and that the adults work at the
post office and the supermarket? Y ou have aright to be
suspicious. They may be planning to rent your house and then
share it with someone you don't know.

Few people will deliberatdy midead you; most people
are just what they appear to be. But for your own protection,
you must be dert to those few who regard landlords as fair
game for any tricks they can get away with. A few gpplicants
will make honest mistakes that can be easily explained. If you
decide to turn down atenant but have no better applicant in
sght, then, you can dways discuss your reasons and consider
their explanation before making afind decison.

Asyou check out the actual application, make notes
about how well the prospective tenants meet your other
requirements. Does their income enable them to afford your
rent? Isther credit good? Do they have stable histories with
former landlords and on the job? If you find something in
someone's background that immediately eiminates them, write
it down, put their application aside, and concentrate on the
others.
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To befair to your gpplicants and yoursdf, don't smply
rent your property to the first person who checks out well.
Someone ese may be better. Remember, too, that your first
choice may have put in applications with severa landlords and
could decide to rent from someone ese. Check out everyone
whose information meets your criteria and whose references
support the information on their gpplication.

8.12-2 Contrast and Compare

Once you have dl the information you can get on the best
gpplicants, compare everything you've learned about each of
them. Usudly one or two will stand out as the people you most
want living in your house. But if for some reason this doesnt
happen, think carefully about everything you've learned about
al of them. Does one appear more stable than the others-has
he held the same job for, say, four years, while the others
change employers frequently? Does one have a larger income,
and would he therefore be more likely to be able to afford the
rent? Does one have very few credit cards and money in the
bank?

If everything appearsto befairly equa among al your
best applicants, then there is onefind, very smple way to
choose among them. Cal the one who contacted you firg.
Introduce yoursdf and say something like, "I'm happy to tell
you that everything on your gpplication to rent form me has
been approved. If you'll meet with me a noon tomorrow we
can sign the papers.”

Aswe mentioned earlier, there is dways the possibility
that your first-choice tenant has applied e sewhere and will
decide not to rent from you. If that's the case, Smply cdl the
second person who contacted you; if necessary, go on to the
third. But never go so far down your list that you end up renting
to margina applicants or those you've previoudy diminated for
serious problems. It's better to leave your house vacant for a
few more days than to end up with bad renters.

8.13 KEY 10: FINALIZING THE RENTAL

.
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When you meet with your new tenants to formally award
them your rentd, you should bring severa things with you. You
will need two copies of your Move-In Ready Checkligt, two
copies of your Tenant Policies, two copies of your Rental
Agreement, receipt forms, carbon paper, two pens (in case one
gives out on you), aclipboard, and afull set of keysto the
house that you can give to the new tenants.

Y ou must aso ask the tenants to bring something. If they
are planning to move in right away, they should bring cash, a
certified check, or amoney order for the entire first month's
rent and all deposits--for last month's rent, security, cleaning,
pets, or whatever you have decided to charge. If they will not
be moving in for afew days, you may accept a persond check
from them, but don't give them the keys until their check has
cleared the bank. As an extra precaution, you can aso write on
the sgned Rentd Agreement, "This agreement not in effect until
tenant'scheck # _intheamountof $__, dated ___, 19_, clears
landlord's bank. In the event check does not clear, this
agreement is canceled.”

8.13-1 Be Sure You Get Everything That's Coming to You

If the tenants plan to move in on some date other than the
firgt of the month (or the beginning of the week, if you charge
weekly rent), you will need to make some adjustment o that
the tenants don't pay for a period when they don't have access
to your rental. Thisis called a proration and is very easy to do.
Simply divide the amount of the rent by the number of daysin
the rental period (the month or the week) to arrive a adaily
rent rate. Then charge rent only for the daysthe tenant is
actudly renting the property during that time period.

However, prorations are better done during the second
month of tenancy. When people firs move in, you should get an
entire first month's rent. The you can prorate their second
month's rent to cover the amount of time they were actudly in
possession of your property during the first month. Why? When
people first move in, you want to be sure that they are able to
afford your rental and deposits. Y ou aso want to reinforce the

.
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fact that you are in control and that you expect them to abide
by your rules. Let them know that you expect to receive full
vaue for the service you are providing and that your policies
aren't open to negotiation.

Egtablish right from the start that dl tenants must pay full
rent on thefirg of the month. This Smplifies your rent collection
and record keeping chores, since you don't have to remember
adifferent due date for every property.

8.13-2 One Reasonable Exception For Deposits

Asmentioned in Part A of Creative Management, there
may be times when you want to make exceptions to your
deposit policy. When you do, it will be because it is your
choice, and you should make this clear by suggesting it to the
tenants yourself.

Don Gibson, an investor and lecturer who owns a great
many inner-city rentals, outlines Stuations where this might
come up. Don rents mainly to people who are on welfare and
to older people whose income is derived from smdl pensions
and Socia Security payments. He finds that these people often
make very good tenants, but they smply don't have the
resources to pay large depositsin alump sum. In those cases,
he alows tenants to pay their depositsin four monthly
ingtallments during the firgt four months of their tenancy. He
makes out a separate agreement and receipt form, which says
something like this

Deposit in the amount of $ __ for the property at
(address) will be paid in four monthly ingtalment, in
the amount of $ __each. Thefirst such ingtdlment
shal be paid on (date the tenant Sgns the
agreement), and each of the three following
ingalments shdl be paid on thefirg day of the
three months following this date. Failure to make
any such inddlment payment within ten days of the
date it isdue shal be considered a breach of the
Rental Agreement between tenant and landlord,
and shdl be grounds for eviction.
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Below this include lines where you can record the date
and amount of each ingtalment, and spacesfor dl partiesto
sgn. You and the tenant should each have a copy of this
agreement, and you should initid the tenant's copy when each
ingalment is paid. When the full deposit has been paid, mark
both copies "Paid in full." Give the tenant one and keep the
other in your filefor that property.

8.13-3 Before Taking Their Money

Before you collect any rents or deposits, go through these
steps with your new renters:

M 1. Establish the condition of the property

Take two blank copies of your Move-In Ready
Checkligt, put apiece of carbon paper between them, and clip
them to your clipboard. Then inspect the property with your
gpplicants. Go through every room and around the outside of
the house, marking the condition of everything. Make sure that
everyone is in agreement about the state of repair and
cleanliness of everything, both insde and out. When you've
finished thisingpection tour, Sgn your name a the bottom of the
checkligt, and have your new renters Sgn theirs.

M 2. Makeyour policies clear

Next, give the applicants a copy of your Tenant Policies.
Explain to them that these written guiddines make clear the sort
of behavior you expect from them as tenants. Y ou'll probably
have some ideas of your own on what these should be, but
weve included alist of suggestions below to help you get
started.

Read through the Tenant Policies with your gpplicants.
Make sure they understand every point, and make sure that
they are aware that they may be evicted from your house if they
do not abide by your palicies. When you are finished, take both
copies, put carbon paper between them, and have the tenants
sgn the acknowledgment statement at the bottom. Keep the
origind in your files for later reference.
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1.  All rents must be paid no later than 5 p.m. on the first day
of the month in order to qualify for the discount rent
program. If rents are not paid by the fifth day of the
month, you may be ligble for legd action.

TENANT POLICIES (SAMPLE)

2. Noguests may stay longer than fourteen days, and no
animas may live on the premises without written
permission from the owner or owner's representative.

3.  If you have permisson to keep a pet, no other animals
may be added to or substituted for this pet without
written permission from the owner or owner's
representative.

4.  Tenantswill not erect permanent or semi-permanent
sructures on the property or make excavations on the
property without written permission from the owner or
owner's representative.

5. Any sarious structurd damage to the property must be
reported to the owner or owner's representative within 24
hours of its occurrence. Thisincludes fire, water damage,
and plumbing fallures.

6. Tenantswill subscribeto the city trash remova
sarvice.

7.  Tenantswill keep the premises clean of trash and debris.
All trash will be stored in closed metd or plastic
containers which are no visible from the street until
regularly scheduled trash pickup dates. Trash containers
will be removed from the curb and returned to their
proper place within 12 hours after scheduled trash

pickups.

8.  Tenantswill not disturb other resdents of the area. This
includes.
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*  Guestswill not be entertained in the front yard or
driveway.

* Abandoned vehicles will not be stored on the
property.

*  Animas must be kept under control &t al times.

*  Mudcd indruments, televisions, stereos, and
power tools will not be used at such timesor in
such manner asto disturb neighbors. No such items
should be used where they can be heard outside
the walls of your own residence earlier than 8 am.
or later than 10 p.m.

*  Parties or other gatherings must be confined to
areas and noise levels which do not intrude on your
neighbors rights to peace and privacy.

9. Vehides, ether your own or your guests, may be parked
only in your assgned parking aress. Vehicles may not be
parked on the lawn.

10. Children'stoys must be removed from the front of the
house and stored out of sSight &t night.

We have read and understand the above policies and agree to
abide by them. We understand thet failure to follow any or dl
of the above guidelines may be grounds for eviction.

Date

(Signed)

Date

(Signed)

M 3. Explain your Rental Agreement

Finaly, give the renters a copy of your Renta Agreemen.
Read through the entire Rental Agreement and explain any
clauses your tenant does not understand before signing. Y ou

.
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may wish to use the sample we've included, or you can make
up one of your own. ASyou gain experience, you can tailor-
make your own basic agreement to suit your specific needs and
adapt it from time to time to each new dtuation.

The sample Rental Agreement we've included here can
be used either as alease or as a short-term agreement. Y ou
can adapt it to your needs by writing in the appropriate terms
and have dl partiesto the agreement initid the change. You
may prefer to use leases because of the security of having the
tenants stay for a set period, especidly during times when there
are alot of rentals available. On the other hand, along-term
lease may lock you into an undesirable arrangement; it ismore
difficult to get rid of bad tenants when they have alease
guaranteeing them the use of the property for ayear. The
decisonis up to you. Consder the loca market and your own
preferences when you decide whether to give tenants alease or
a month-to-month tenancy.

On the linesfor deposits, youll find roomto ligt all
charges the tenants must pay when they rent your house. There
is even room for akey deposit, which many landlords
recommend. This should be an amount equa to what it would
cost to have dl the locks on the property changed. Refund the
key deposit to the tenants only after they have returned al the
keys you give them.

Under the "Rent” portion of the agreement, you will notice
a paragraph that describes the discount rent policy. Thisisa
smple technique used to motivate tenants to pay promptly. The
amount of the discount is up to you, but it should be enough to
mean something to the tenants. If rents for properties like yours
arein the range of $250 and $300 a month, a discount of $20
may be generous enough to encourage your tenants to pay you
by thefirst of the month. If, however, you own property in an
areawhere rents run $300 a month or more you'll probably
have to reduce the rent by $50 or even more to convince
renters that they're getting ared bargain when they pay on time.

Discount rents are used as aform of motivation by many
experts. We recommend that you use the discount rent policy

.
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to encourage tenants themselves to take care of al minor
repairsto your property. A policy like this can save you the
aggravation of being cdled frequently to make smple repairs
the tenants ought to be able to handle themsdlves. Some
managers suggest that you insert a sentence under
"Maintenance, Repairs or Alterations' that states something like
this

Tenant agrees to be responsible for dl repairs and
maintenance for which the cost isless than $50. If
Tenant contacts Owner to request such repairs or
maintenance be made by Owner, Tenant forfeits
discount rent for that month and will pay the full
rental amount on the following month's rent
payment.

M 4. Get All Sgnatures

Once your applicants understand your Rental Agreement,
have dl adults who will beliving in the house sgn the
agreement. Y ou don't want to be left in an undefined situation if
only one person sgns and then later moves out, leaving in your
house a spouse or roommate who never signed your
agreement. Make sure everyone understands that al adults
living in your property are equaly responsible for paying your
rent and abiding by your rules. If one leaves, those who are | eft
will have to take care of the rent and maintenance without that
person's contribution.

After everyone Sgns, have the tenants pay you the rent
and depodits. Give them areceipt and their signed copies of the
Move-In Ready Checklist, Tenant Policies, and Renta
Agreement. You keep the originds. If they have paid you in
cash, by money order, or by other certified funds, give them
thelr set of keys, if they have given you a check, tell them you
will let them pick up the keys after their check has cleared your
bank. Be firm about this. Remember, it is easier to keep them
from moving in then it would be to get them out again if ther
check isn't good.

Once you've turned over the keys, pat yourself on the
back; you're now an officia landlord!

k Unit 8B, Page 27




-

8.14 KEY 11: YOU ARE RUNNING A BUSINESS

Rickie F. had a hard time keeping records. The discipline
of record keeping was boring to her. "'l got into real estate to
become free, not to shackle mysdf with logs and ledgers,” she
sad. Unfortunately, she didn't redlize that the road to financia
independence is paved with hard work.

Because of her attitude, when she had income from her
rental, she smply put it in her regular checkbook. When she
had expensesto pay, she smply wrote a check from that same
checkbook. But she failed to note where the income originated;
and she didn't indicate what the expenditures were for.

After a scant three months, she could tdll that she had a
serious negative cash flow problem on her hands—-but did it
come from the rentd property or from her life-gtyle itsdf? She
had no idea. Only when she changed her approach to record
keeping (findly) did she get a grasp on where her money was.
And only then was she able to make the changes necessary to
correct the cash flow problem.

Landlord (or landlady) isn't merely aword used to
describe a person who owns a house that someone dse livesin.
It'saso the job title of an independent business person. Asthe
owner of your own business, you have the right to set your own
policies and hours, the opportunity to seeasmdl initid
investment grow into alarge fortune, and the privilege of
enjoying your profitsin any way you please.

Don't forget, though, that the quickest way to lose your
busnessisto handle it poorly. Mismanagement can set you on
the road to the poorhouse fagter than you can say, "Incomplete
paperwork and poor tenant reations.” The following business
practices will help you stay on top of things.

8.14-1 Keep Careful Records
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Let's tackle the paperwork first. According to the Smal
Business Adminigtration, 80 percent of business failures are due
to poor record keeping. To those lucky people who were born
with the souls of accountants, neglecting your paperwork
probably sounds like the result of doppy habits, loose mords,
and blind stupidity. But to the rest of us, it'savery red
problem, and one that needs a quick solution.

Writing down numbers is fun when you're adding up your
profits. But in order to have profits to add up, you must keep
careful track of what's going on in every facet of your business,
When you own rental homes, you need to know who has paid
rent and who hasn't, what payments are due on your property
and when, which property is vacant, which tenants have given
notice, which tenants are due for arent raise, whose lease
option is about to expire, which houseis due for a paint job,
and whether you owe money to any workers or suppliers.

That sounds like alot to keep track of. It is, especidly if
you own dozens of properties. That's why you must begin a
the beginning, when you firg start investing, to set up asmple,
eadly updated record system. Form the habit of recording
everything for your first house or apartment; add each new
purchase to the record system immediatdly. That way, youll
aways know what's going on in your business,

How Important is this? Y ou may think thet if you own
only one rentd, it will be easy to keep track of everything in
your heed, or that you can throw al your receipts and notes
into a shoe box and let your accountant straighten it out at tax
time. That may be trueif you rent your property to the first
gpplicant and everything goes smoothly al year.

But what if you rent to someone in November who
moves out the following July, and you then show the house to
severd people, one of whom rentsit sometime in August?

Y oull probably need something to remind you if the house was
vacant for two weeks or three, how much paint you bought in
July, and what your advertisng costs were. Did the handyman's
charge for the broken window come out of the previous
tenant's deposit, or did you pay if yoursdf? Did you get your

.
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temporary deposit back for the short time you had the
electricity in your name so you could show the house at night?
How much milesge are you entitled to for trips you made
connected with your red estate business?

In addition, as mentioned in Part A of Crestive
Management, atime may come when you need to prove that
you didnt discriminate illegdly when you reected an applicant.
Or someone who applied to rent one of your houses may
someday apply to you again. Why was it the Joneses didn't
move into your house three years ago?

Thefirg time you rent out a house, the Stuation may be
S0 new to you that youll think details like thiswill say in your
mind forever. Y oull be surprised, though, a how quickly you'l
forget even the names of former tenants, let aone people who
just looked at your property buy didn't rent. Worse yet is when
you can't recal which property has along-term note coming
due, and you need to decide whether to sl or refinance. If you
do know which property it is, do you have the facts and figures
that will tdll you which course would be more profitable? The
more houses you have, the harder it gets to keep dl the details
draight.

8.14-2 What Sysem Do You Redly Need?

There are alot of good property management systems on
the market that will help you keep track of al pertinent facts.
Y ou can even find some excellent programs you can use on a
computer. It's not necessary in the beginning to invest severd
hundred dollars in a management system, however. Youll
probably experiment and find the system that's most
comfortable for you as you gain experience. To sart, you can
set up asmple but perfectly adequate system using afew file
folders, a cardboard box or smadl filing cabinet, afew ledger
sheets, a checkbook, and a pocket-sized notebook. Y ou can
pick up mogt of these things for afew dollars at any office
supply store.

You'l need a separate file folder for each property. Put
al the paperwork for that property into the folder. Y ou may

.
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prefer to keep lega papers, such asthe origina of the deed and
any notes you've signed on that house, in a safety deposit box
or a your atorney's office. But you should keep copies of the
mortgage and any other notesin your folder. Include the
payment book, and receipts for any expenses against that
property (such as advertisng costs and repair bills), and the
papers that relate to the current tenants. No matter what, you
must put dl these papersinto their proper files as soon asyou
receive them.

When you come back from renting your house, you will
have your copies of the forms you used during the initia
telephone interview, the tenant's application (along with the
notes you made while checking it out), the Move-In Ready
Checklist sgned by the tenants, and your copy of the signed
Renta Agreement. Staple them together and put them into the
folder for that property.

Y ou will need a separate folder for unused copies of each
of the forms you use, afolder for rgjected tenants, afolder for
tenants who applied and were approved but then decided not
to rent the house after dl, and, eventudly, afile for former
tenants. It'saso agood ideato start afile for ads you have
used and ads written by others that you've seen and liked.

For your first house, you'll probably set up fewer than ten
files, and each one will have only afew itemsin it (or sometimes
none a dl). All your files can probably be kept in onefiling
cabinet drawer or asmal box. Later on, of course, depending
on how much property you buy, you may find that just one set
of folders, such asthose for each house, takes up an entire
drawer in afull-szed filing cabinet.

8.14-3 Ledoers Keep Track of Your Money

The ledger sheets can be loose, individua pages or can
be bound into a book, depending on your preference. Some
landlords like to keep the ledger sheet in the property folder,

.
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while others keep their ledger as a separate book. If you keep
the ledgersin a book, set asde afull page for each property.

Head the ledger sheet with the address of the property,
and add the unit number if you have an gpartment building.
(Naturdly, if you own gpartments, you will have a separate
ledger sheet for each unit, as well as onefor the entire building.)
At the top of the ledger sheet write down any important
information, such as " Interest-only note expires 8/12/91" or
"L ease-option expires 3/17/91." Use red ink to make sure
these notes catch your eye every time you look at the record.

Then use the ledger sheet to record income and expenses
for that rental. If you cannot do thisevery day, do it at least
once amonth, no later than the third day of the month. Y ou will
find that with discipline, it soon becomes habit to record your
rental income, mortgage payments, and expenses. Remind
yoursdf that the only way to know how well you're doing, and
the only way you can increase your wedlth, is to keep track of
it every single month.

When you record the first income from a new tenant,
don't forget to note down any and al deposits, including any
option consideration. Since the deposit is not considered
income to you unless you keep it after the tenant moves out,
don't record it in the income column. Do record it on your
ledger, though, so you don't overlook it when a tenant gives
notice or exercises an option.

Y our checkbook is also arecord. Some investors keep a
separate checkbook for each property, but that could become
cumbersome; it's much smpler in most cases to have one
account for dl your properties. Since you are running a
business, this account can be in your business name; if you
haven't created a separate business name, of course, you can
smply open a separate account under your own name. Use
your business account to deposit your rents and pay the
expenses for dl your investment red estate, but do not useiit for
your persond real estate, such as your home,
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If it's necessary to occasondly transfer fundsinto this
account from another account, always make a notation in your
deposit record of where the money came from. For instance,
you might have a deposit of $20,000 with the notation,
"Persond loan from Uncle Stephen Alsop,” or a $300 deposit
from "persond savings,”" or $200 from "tenant security deposit,
J. Doe, 123 Main."

Y oull notice that we mentioned atransfer of fundsfrom a
tenant security deposit. Some areas require landlords to hold
tenant depodits in a separate savings account until the tenant
moves and al charges are settled. In other places, a property
owner can smply put that money into a business account and
useit for any purpose, aslong as dl monies dueto atenant are
repaid within a specified number of days before deposits must
be settled.

Many banks and savings and |oans now offer
checkbooks that make carbon copies of every check you
write. These are very handy if you don't have time to note every
expensein the ledger on adaily basis. You can smply write the
necessary checks and then transfer them to your ledger when
you do your monthly accounts. Make a notation regarding the
transaction on the line that says "Memo" (usudly at the lower
left hand corner of the check), so that you will remember the
transaction when you make your permanent record. Three
checks to Johnson's Paint in one month may be confusing
unless they are identified by the property addresses each order

appliesto.

Astime goes on, of course, you will probably buy such
itemsas paint in large lots and use it on severad properties over
the course of ayear. In the beginning, though, you need to
itemize expenses and apply them directly to individua
properties. This helps you learn where your money isgoing and
what kind of expenses you incur for each of your rentas. With
experience, you will learn to recognize what charges are norma
and when your spending is getting out of line.

8.14-4 Use Your Notebook Every Day
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Thefind item you will need is a pocket-sized notebook to
help you keep track of daily details such as mileage or auto
expenses, chores that need to be done, and appointments to
keep. Some investors use one car olely for their investment
business, which makes this form of record keeping somewnhat
smpler. Mot of us, though, Sart out by using the family car or
truck for everything. That makes a daily record of business
expenses doubly important at tax time.

Every time you use your car to go anywhere related to
your red estate investments, note the date, the mileage on your
gpeedometer when you gtart, any other driving expenses, and
the ending mileage. Make a note of why you took the trip and
what you did. An example would be, "Oct. 23. Start for home,
52,811. Money S&L 52,817. 999 Maple, 52,822. 111 Oak,
52,827. Post office, 52,830. Bank, 52,831. Home, 52,833."
Under that you might note, "Turnpike tall, 75 cents. Maona
Bridge tall, 40 cents. Postage, 22 cents. Parking, Money S&L,
35 cents" Your record of the day's business might read,
"Money S&L, discussed loan on 555 Parker. Need financia
dtatement. Visited tenants at 999 Maple, ingpected property, all
in order. Showed 111 Oak to Smiths and Bakers. Mailed
payment and deposited rent on 999 Maple."

Asyou can see, thisdaily record can aso be used to
record small expenses for which you might not receive a
receipt. If you make copies of a document, pay a parking
meter, or buy your red estate agent a cup of coffee from a
vending mechine, note dl theseitems and use them as
deductions on your taxes. It may sound petty, but when tax
timerolls around, you'd be surprised how much these smal
daily expenditures can add up. Y ou smply need some sort of
written record to back you up.

Writing down these daily transactions can help you in
other ways, too. Periodicaly sit down and review where you
go, what you do, and how much it costs you. Have you been
driving to another town to show property, then coming back for
ameeting with your broker, going back to show the property
again, then using the copy machine a the drug store, driving ten
milesin ancther direction to meet with aloan officer, then going

.
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back to your vacancy yet again? Maybe theresamore
efficient way to use your time. If you find a steadily increasing
need to vist your loca copy center, perhgpsit'stimeto invest
in your own copy machine. When the time you spend ingpecting
and cleaning up properties could be better spent finding and
negotiating new purchases, you should consider hiring a
handyman or an assitant. If you're spending most of your time
dedling with tenants, it may be time to turn to a professiona
property management service. But be careful not to buy nor
hire prematurdly.

8.15 KEY 122 TENANT RELATIONS

When Troy V. began hisinvestment program, he found it
nearly impossible to separate himsdf from the troubles of his
tenants--and troubles were something they had continualy. One
month the Robey's came to him with ared problem: Mrs.
Robey's mother had passed away and had had no insurance.
The Robey's had to pay the huge costs of funerd, casket, plat,
and burid out of their limited income. Could they misstheir
renta payment for the month and make it up the following
month? Troy said they could--but he never saw the money.

Anacther month the Mehta family approached him with
another problem: Mr. Mehta had been temporarily laid off.
Could they bejust ten days late with their rent? Troy agreed--
but they were twenty-five days late, which threw ther finances
S0 out of whack that they were nearly a month late with their
rent for four months running.

When the Toccdinos asked for aloan of $100 for a
family emergency, Troy was o soft-hearted that he couldn't
say no. They are paying it back at the rate of $10 per month,
but Troy can ill afford to pretend he's a bank.

When Mrs. Ddl's brother lost hisjob, she asked Troy if
her brother and his family could temporarily move in with her
and her family. Troy agreed. "But only for a couple of weeks,"
Troy said. Mrs. Dall was very grateful--but her brother stayed

.
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for nine weeks, rent free, putting alot of unnecessary wear and
tear on the rental unit.

Sowly but surdly Troy learned hislesson. As he tdlied up
hisincome and outgo for that year, he saw that his generosity
was quickly putting him into the poorhouse. And he redlized
that if he didn't gart acting like a bona-fide busnessman, he
would lose everything he had worked so hard for.

Once you've accepted tenants, the papers have been
sgned, you've received the first month's rent and deposits, and
they've moved in, your job isn't over. You've just begun! For
better or for worse, you and your tenants have entered into a
long-term relationship. Whether it will be better or worseis
largely up to you.

In dedling with tenants, the best ruleisto be firm but fair.
Many firg-time landlords are so happy to have red live tenants
that they are inclined to go alittle overboard. Don't fed bad if
your inginct tells you to be lenient with your firgt tenants. Just
remember that thisis one time you can't afford to follow your
naturaly friendly tendencies. On the other hand, afew property
owners are gpt to be overbearing and suspicious with their first
renters. Thisis aso understandable--after dl, you've handed
over an important asset worth many thousands of dollarsto
comparative strangers, and you're worried about whether
they're going to take good care of your property.

Y ou don't want to be downright nasty to new tenants.
This can backfire in a hurry--either by driving people away or
by creating an adversary rdaionship right from the beginning.
Regardless of how you treat them, some tenants see any
landlord as a natural enemy no matter what. If you make it easy
for them to hate you, they may convince themsdlves that they're
judtified in taking advantage of you in any way possible.

The secret of to being a successful landlord is smilar to
the secret of being a good schoolteacher. Establish that you
have the upper hand in the beginning; later, you can relax and
be more friendly. Never cross over into the area where you're
S0 friendly that your tenants lose respect for you.

.
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8.15-1 Your Tenant IsNot Your Pa

Avoid becoming socid friends with your tenants,
Regardless of what you've seen on old | Love Lucy shows,
that sort of relaionship rarely works. If you play cards or go
bowling with your renters, your tenant friends are apt to expect
you to do them favors. Letting the rent dide "just this once’ can
get to be aregular habit. Requests for extrarepairs,
unnecessary paint jobs, or special amenities (such as new
carpet or drapes) are likely to crop up.

If you say yesto these friendly favors, you can put your
business at risk. On the other hand, if you say no, you may
dienate your friends. Y ou know the choice you have to make,
but it'salot smpler if you don't put yoursef in this postion to
begin with.

You'l adso avoid the unpleasant consequences that can
occur when such afriendship goes off the rails, whether for
persond or business reason. A dispute over agolf score, a
politica campaign, or araised rent can al lead to quarrels, and
the more friendly you've been in the padt, the more bitter the
breakup of your friendship can be. When the person you're
arguing with isliving in your property, the consequences can be
especidly unplessant. Y our tenant may decide to get even or
"show you'" by withholding rent, forcing you to go to court with
an eviction procedure, or trashing your house and then
disgppearing in the middle of the night.

8.15-2 Keep Romance Out Of |t

Onething isfor sure: love and landlording don't mix. The
advice about your socid life goestriple for romantic
entanglements. It doesn't matter if one of your tenantsis the
best thing you've ever seen off amovie screen: carrying on with
atenant can be the quickest route to landlord's lament.

If either or both of you are married, you aready
understand that aromance is off-limits. The mora

.
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consderaions are up to you, of course, but you have to redize
that scanda and divorce are bad for business. If you get an
unsavory reputation, some of your tenants will become
suspicious of you, epecialy those who think you might have an
eye on their spouses. Unexpected vacancies will crop up.
When word gets around, some people won't even apply to rent
your property. And your own spouse could initiate a divorce
that leaves you wondering how you could have been so foolish
asto throw away your whole life so chesply.

What if both you and your tenant are Sngle? It's il a
dangerous game. In the firg flush of passion, you may offer the
loved one dl sorts of vauable gifts, including free rent, unlimited
use of your handyman, new appliances, and a free redecorating
job. If the romance cools, what does that leave you? A messy
financid problem to complicate your emaotiond upheavd, that's
what.

If your ex-love moves out, you have only avacancy to
cope with. It's what may happen before you reach the vacancy
stage that can be dangerous. Y ou could find yoursdf with a
tenant who won't pay rent for months and who refusesto
move--ether in hopes that the romance will revive, or as away
of getting even for a broken heart.

If it was a bitter breakup, your property could be
damaged. An angry former sweetheart might very well decide
to get back at you by vandaizing your rentd. Unhappy lovers
have splashed paint on walls, broken mirrors and windows,
pulled fixtures from cellings, dashed drapes, and poured
chemicals on carpets. One even burned out an oven.

8.16 KEY 13: THE RESPONSBILITY FOR PROFITS
ISALL YOURS

Maintaining the proper tenant relaionship is more

involved than kegping afirm, friendly, but nonsocid atitude. In
al your dedlings, remember that your primary motive asan

.
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investor isto collect current income from your rental while
increasing its future potentid. This future potentia must be in the
form of higher rentsin years to come and increased market
vaue when you decide to refinance or sdll your property.

Obvioudy, natura market forces will take care of some
increase in vaue. If you have followed investment guiddines
and used good judgment, your property will continue to
appreciate--but only if it iskept in good condition. If you alow
your investment to deteriorate, it won't gppreciate at the same
rate as Smilar nearby properties-and it could even depreciate.

Morris A. owned asix-plex in aquiet Texas town near
Ddlas. It gave him asmal positive cash flow, which he used to
help pay old debts from a business gone sour. But the more he
kept abreast of his debt obligations, the more he let the six-plex
go. Instead of putting any money back into the property for
maintenance and repairs, he milked the six-plex dry to feed his
other needs. When atenant notified him of a building problem,
he ignored them or put them off. And he was so busy with
other concernsthat he amost never ingpected the property; he
rarely even drove by.

Gradudly the qudity of the building diminished, then the
qudlity of his tenants went down. And when he findly found
himsdf in a position where he had to sall, he discovered to his
horror that the property had depreciated in value, rather than
growing. He ended up taking a heartbreaking loss, smply
because he had failed to keep the property nice from month to
month and year to year.

Repairs and maintenance must be an ongoing priority and
will be one of your primary responsibilities for aslong as you
own the property. Y ou don't have to persondly do each and
every repair job. But you do have to seeto it that someone
does required repairs promptly and wl; if you don't, minor
maintenance chores will mushroom into mgjor rehabilitation
projects.

8.16-1 You Can Share Your Responshility
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Here's where your relaionship with your tenants becomes
important. As gated in your Rental Agreement, tenants are
responsible for repairing al damage caused by them, their
children, and their guests. If any of these people bresk a
window, pull the towel racks off the bathroom wall or back a
car into the garage door and crack it, they must get it fixed or
pay to have someone dsefix it.

Furthermore, you must require that the work be done
within areasonable length of time and in a professona manner.
How can you guarantee that? Make all work subject to your
ingpection and gpprova. Another option isto persondly hire
someone to make repairs, and then bill the cost of repairsto the
tenants.

Y ou will also want to take care of norma wear and tear
before it gets out of hand. To do this, you must know when
problems arise that are your respongibility. It's essentid that you
set up agood information system. Y our tenants will have to be
part of this systemn, and you will need to either take aregular
persond rolein it or delegate some of your information duties
to someone e se. Whichever method you choose, you must be
the one respongible for seeing that this system exists and that it
works.

8.16-2 Be Receptiveto All Information

Make it easy for your tenants to notify you when they
have a problem. Y ou don't need to be congtantly available, but
your tenants must be able to |eave messages for you. A
telephone answering machine can be an invaluable aid in you
business; it enables you to screen messages and decide whether
asgtuaion is an emergency that demands your immediate
attention or whether it can wait until amore convenient time.

When your tenants do notify you of problems, don't

ignore them. Let them know that you are paying attention to
them and to the condition of your property. Depending on the

.
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type and extent of the problem, this may mean no more than a
phone cal the next day to remind tenants that the problem is
their respongbility and to suggest a business or workman that
might help them. Or it could mean an immediate vigt to your
rental to personally ingpect the damage. The important point is
that tenants know you keep control of your business at al
times.

When you do respond to tenant complaints, don't lose
your temper. It's sometimes difficult to be objective about
damage or expensive repairs to your property, but try to
remember that most people aren't deliberately destructive. If
the damage was the result of accident or carelessness on the
part of your tenants, they are responsible for getting it fixed. If it
wasn't their fault, theré's nothing they could have don't to
prevent it. Either way, taking out your anger or disgppointment
on them won't solve anything. Y our priority should beto
identify the problem and make arrangements to correct it, not
to assgn blame or vent your emotions on your tenants. After
al, you don't want to make them so afraid of how you'l react
thet they hegtate to inform you when something ese a your
property needs to be fixed.

8.16-3 Regular Inspections Are a Must

Y our next sep in your information system is a program of
regular inspection. One easy way to accomplish thet isto
smply collect the monthly rentsin person. Let your tenants
know that when you collect the rent, you will dso make a brief
walk-through ingpection of their home. This should mativate
them to have the premisesin good condition for your vist, and
a the same time give you an opportunity to seeif anything has
come up that demands your attention.

If you see something the tenants should take care of,
mention it to them then, and make a note to follow up on it
later. Keep this note in the property file for that rental so that
you won' forget on your next vigt to verify that the problem
has been corrected.
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Monthly rent collection and ingpection is dso agood way
to encourage your tenants to pay their rent on time. If you have
impressed them with the fact that you're avery busy person,
but that you make a specid point of setting aside the first day of
the month to collect rents and inspect your properties, they will
make an effort to have the money ready and waiting for you
when you arrive. What happensiif the tenant doesn't have the
rent on the day of your vist? Without losing your temper,
explain to the tenants thet they have forfeited their discount for
that month and that you expect the money to be ddivered to
you no later than the fifth of the month. Then proceed with your
ingpection. Some landlords at this point become extremely hard
to please. They point out every minor flaw they can find--the
tenants housekeeping, the way the children keep their rooms,
or the fact that there are danddionsin the lawn. They may not
say anything directly, but they leave the unmistakable
impression that when the rent isn't paid on time, they become
very hard to ded with. Y ou may not be comfortable with such
an approach, but do take care that your tenants don't mistake

you for a patsy.

Asyour business grows and you acquire more properties,
you will probably need to hire an assstant to take over this
monthly rent collection and ingpection. Or you may prefer to
have your tenants mail their rent or arrange for an autometic
deposit into your bank account.

8.16-4 You Can't Delegate All Your Duties

Even if no one collects the rents personally, someone
should il see your property every month. Once you hirea
regular handyman, have him vist each property, ask if thereis
anything that needs to be taken care of, and take an
independent look around. He can write any comments about
the unit in adaily log book and report them to you later.

Even though you have employees taking care of these
details for you, never forget that these are your properties and
that you are ultimatdly responsible. Y ou should till meke a
persona tour of every renta you own &t least once each year,
in order to be sure that each is being maintained to your

.
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dandards. If you use ayearly lease, you could visit when the
lease is to be renewed. Or you could personaly deliver the
notices of the annua rent increase and take the opportunity to

ingpect the property then.

Asyou initiate this system, you may find that some tenants
don't make repairs they're reponsible for due to alack of time,
money, or knowledge. If you find that maintenance has been
neglected for two consecutive months, ask what the problem is
and suggest asolution. If you find--or suspect--that the tenant
can't afford the charges for [abor or materids, offer to pay
these charges and dlow the tenant to pay you back in monthly
ingtalments that will be added to the rent. Tdl him thet if the
work isn't done by the next monthly ingpection, you will hire
someone to do the work and bill it to the tenant.

If the problem isalack of tools, aSmply rent them some of
yours. Many landlords keep a supply of basic toolsaswell asa
couple of extralawn mowers and vacuum cleaners that they
rent out to tenants who need them. Y ou can often pick up
inexpensve items like this a yard sales or flea markets--or
gtore your old mode instead of getting rid of it when you buy a
new one for yoursdf.

8.17 KEY 14: YOUR TENANTSHAVE
RESPONSIBILITIES, TOO

Y our basic respongbility isto supply decent, affordable
housing and keep it in good repair. Y our tenants dso have a
basic responsbility: to pay the rent on time, with no excuses
and no regquests for extensons. Don't be shy about reminding
them of this. Y ou've worked long and hard for that money, and
you deserve it.

After Troy V. discovered how important it wasto run his
business like a business, he turned his approach around
completely. It wasn't easy, but he found that his tenants were
generally able to adapt to alandlord who required prompt rent
payments. Those who were not able to adapt moved away and
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were replaced by people who were quickly taught what to
expect.

Not that Troy became a grouch, never amiling, never
caring. He il cared deeply. But he knew that his bills would
come due every month, just as the tenant's bills did, and thet if
he didn't pay he would lose his properties.

He came to redize that he was performing an important
sarviceto let histenants say in hisrentals. They paid him for
that service by giving him the rent every month. But his business
could be no different from that of any other: if the payment did
not come, the service had to be discontinued.

When atenant tells a hard-luck story about unexpected
expenses, it can be difficult to tell them you won't wait aweek
or two for the rent. However, you have an agreement with your
tenants. Y ou agreed to supply them with a place to live, and
they agreed to pay you rent on thefirst of the month. Y ou don't
impose on that agreement by asking them to let your brother-
in-law move in with them because he can't find an gpartmernt,
do you? Of course not. Why, then, should they impose on your
agreement with their persond troubles?

Imagine cdling the bank that holds the mortgage on your
rental and explaining to a collections officer that your tenants
had to spend the rent money on denta surgery. What do you
suppose the banker will say? Probably not, "That's dl right. We
can wait for our payment until your tenants have the money."

When it comes to financid matters, you hold the same
position with your tenants regarding their rent that your lender
holds with you regarding the mortgage payments. That money is
due when the agreement saysit is due, and failure to pay as
agreed automatically invokes pendties. Thisis exactly the sort
of stuation where you would have problemsiif you were on too
friendly terms with your renters. Y ou must impress on them that
in the matter of rents, you cannot be swayed by emotiona
gppedls. It isabusiness matter, and it will be handled in a
businesdike manner.
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8.17-1 Act Firmly to Head off Problems

Firdt, say no if atenant asks for an extenson. The second
sep? Refuse to adlow the tenant to pay the discount rent if the
payment is even one day late; ingst on recaiving the full rent
amount. If the tenant is buying the property from you on a
lease-option, canced the option immediately. If the rent isn't paid
by the fifth of the month, serve the tenants with a Three-day
Notice to Quit.

A Three-day Notice to Quit informs the tenants that they
have three daysto either pay the rent in full or move out--that
is, to quit the premises. It will either motivate late payersto
come up with the rent within three days, or it will be the firgt
gep in ther eviction. Well discuss eviction in more detail later
in this unit, but for now, know that you should never accept any
partid payment of the money owed to you if you think you may
go through with an eviction. If you do accept any money, it will
negate everything you have done up to that point, and you will
have to gtart the eviction process over again the next time a
payment is late.

8.17-2 YouDessrve aRaise

In addition to receiving your rent on time, you should aso
oet regular raises. Landlords with negative cash flows are
usudly keenly aware of this, but no owner should neglect this
important aspect of management. After dl, financid
independence is the whole point of your persond investment
program. Increased rents are what bring you profits, to be used
ether on additiond investments or on amore enjoyable
gtandard of living. Y ou should raise your rents regularly, at least
once ayesr.

Don't worry that your tenants will resent thisincrease.
Their own wages increase, dl other costs go up, and people
expect that their rent will occasionally increase, too. Y ou can
make the increase less painful for them, however, if you give
them a ample explanation with the increase notice; you might
mention that taxes and insurance costs have gone up and that
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you need to charge a higher rent to cover dl the costs of the
property.

Many investors recommend that you increase rents in odd
increments. If a house rents for $400 a month, for example,
don't smply raise the rent by $40--that's obvioudy a 10
percent increase, and looks completely arbitrary. If you raise
the rent by $43, though, the odd amount leaves the impression
that you must have added up costs to arrive at such an uneven
sum.

If you are carrying a negative cash flow, you'll naturdly
want to bring your rental income closer to the bresk-even
figure. In deciding how much to increase rents, consder what
local market rates are and what your tenants have been paying.
Don' hit them with such abig increase that they decide to move
out unless you want them to. It's best not to increase rents more
that about $10 above what Smilar properties are being
advertised for. If you increase rents more than that, your
tenants will begin to think it might pay them to look for anew
home.

Once you've chosen afigure, smply compose a letter for
each of your tenants. Send or deliver it to them &t least thirty
days before the increase goes into effect. Y our letter might say
something like this

January 25,19

Dear John and June Olsen:

Dueto risng costs, including property taxes

and insurance, | find that | must raise the rent you

are paying on 123 Hometown Drive by $43 a

month. Thiswill bring your total monthly rent to

$443.

Thisincrease will go into effect on March
fird. If you have any questions or problems about
this, please contact me a your earliest convenience.

Sincerdy,
Lawrence Marcus

Either deliver these notices personally or send them by
Certified Mail. As mentioned earlier, persond ddivery gives

.
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you a perfect chance to look over the property and see how
the tenants have been taking care of it.

Although it seemslogica to schedule these rent increases
for the tenants one-year anniversary in your house and to
continue to raise their rent every year in that month, that's not
aways the best idea. That means you have to keep track of
when each tenant moved into each house. It's much more
efficient for you to raise dl the rents during the same month

every yedr.

Which month? Well, theré's a certain psychology to that.
Y ou want to raise rent during a month when people won't want
to move--when they would rather pay alittle more rent than
pull up stakes. Mogt families with children prefer to do their
moving during school vacations so that the children's educeation
isn't disrupted. Very few people like to move during the worst
westher months. Even fewer want to move at Chrismeastime,
of course, but you don't want to be a complete Scrooge about
it--"Merry Chrismas, your rent is going up!" Many landlords
prefer to wait until about the end of January. That givesthe
tenants the month of February to either decide to move or get
used to paying more rent. The children till have about four
months of school before the next long vacation, and the
wesether isusudly at itsworst point of the year.

Unless your increaseistotally beyond the reach of your
tenants, they'll usudly adjust to the higher rent and decide to
gtay on. If your increase is reasonable and fair, therés no
reason you shouldn't get the higher rent. If your tenants decide
they can't afford it, it's time to rent the property to someone
who can pay you what it's actualy worth.

8.17-3 Beware of Rent Controls
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If you have the misfortune of living in an areawhere rent
controls prevail, you will need to comply with loca reguletions
concerning raising rents. Well-meaning policy-makers often
impaose rent controls on property ownersin the interest of
protecting the well-being of rentersin their jurisdictions (or
voting digricts). Usualy just the opposite effect is brought
about. Rent controls dmost dways result in depressing the
income red estate market, which in turn lowers the qudity of
shelter avallable.

If your areais governed in this way, you will haveto
make the bet of it. Be sure to sharpen your pencil when
investing in redl estatein such aress.

8.18 KEY 15: DON'T FORGET TO SAY THANK YOU

Omal. likes people. Shelikes the tenantsin her renta
homes. And she especidly likes them when they take good
care of therental and pay their rent on time!

Oma has worked out several creative waysto reward
good tenants. At Chrigmas time she will send a basket of fruit
or abox of candy with a card attached. "Thank you," the card
will say, "for being such agood tenant! Rent on time, every
time! Clean house! Attractive yard! Merry Chrisgmas and a
prosperous new year to you and your family!"

On every anniversary of the tenant's arrival, Oma does
something nice for them. Often the nice gesture will directly
improve the house, which upgrades its value and makes the
tenants fed good at the same time. One year she will paint the
interior. Another year she will buy new carpets, or clean the old
ones. She will plant new trees or shrubs. On rare occasions, for
long-term tenants, she will even knock off haf the rental fee on
the anniversary month.

Omals tenant rdlations are terrific. And her rentals are
looking better year after year!
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When your tenants stay with you, pay their rent on time,
and do their best to maintain your renta without causing you
unnecessary problems, you have idedl renters. Y ou want to
keep these people, and they deserve a solid indication of your
appreciation.

Like OmalL., many investors give tenants presents every
year to mark thelr "anniversary” months. These can be gifts that
please the tenants and that improve the rentd & the same time.
For ingtance, one expert gives his best tenants free use of the
handyman for an entire day to do any chores or cleaning the
tenants choose.

Look around the house and natice little things that need
doing, and then use those things as a gift. For instance, you
might have dl the carpets and drapes cleaned for them, or
ingtdl a new Formicatop on the kitchen counters. One year
your present might be afresh paint job; another year, anew
vanity cabinet in the bathroom.

Naturaly, youll have to give the tenants notice when
you're going to do something like thisto their home. A week or
two aheed of time, sent them alittle note worded something like
this

Dear Charles and Rhonda Orvick,
On October first it will be three years since

you moved into your home at 999 Comfy Drive,
Y ou've been excedllent tenants. To thank you for
keeping the property up so well and dways paying
your rent promptly, I'd like to mark our third
anniversary together by giving you your choice of a
free carpet cleaning or painting your living room and
kitchen. Please cal me any time between 9 am.
and 7 p.m. to tell me your choice and to arrange a
convenient time for the work to be done,

Sincerdy,

Lawrence Marcus

Giving the tenants a choice, when possible, increases their
feding that your houseistruly their home, and that you take

.
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their wishes into consideration as much as you can. After dl,
they won't be too thrilled over having the carpets cleaned if they
just spent the entire past weekend struggling with arental steam
cleaner to do the whole house themsalves.

Y ou can give tenants a certain amount of choice even
when you've made afairly firm decison on what your house
needs and what you can afford. If the bathroom vanity needs
replacing, for example, you can go to aloca store and choose
samples of the mode's you would be willing to buy within your
price range. Then let your tenants go to the same store and pick
from those you selected.

8.18-1 You Can Be aNice Guy--Within Reason

Another way to keep your tenants happy isto be
cooperative, as much as possible when they want to make a
few changes around your house. Everyone likes to redecorate
fromtimeto time, S0 if your tenantstdll you they'd like to
repaint their walls, offer to pay for the paint--but let them know
that the choice of colorsis subject to your agpprova (you don't
want anyone turning the living room into a purple grotto with
orange trim).

If they want to landscape the backyard, lend them some
garden tools and open a smdll account for them at aloca
garden supply store. Y ou might tell them that they can charge
$100 or $200 worth of seeds and plants and that you will pay,
as long as you can see their plans and approve of the work they
want to do. Thisway you can keep them from trying to turn the
yard into a mid-western cactus garden that will die in the first
frog, or from training ivy up the back of the house where it will
damage thewalls.

When your tenants do jobs like this, you get the benefit of
their free labor on improvements that enhance the vaue of your
property. There's a psychologica benefit, too, when you
cooperate with good tenants on projects that they want to do.
They begin to fed that your rentd isredly their home when they
can fix it up the way they likeit. The more time and energy they
invest in your property, and the closer it isto the way they want

.
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their home to be, the longer they will stay and the more effort
they will put into maintaining it. And if you've helped them,
they'll see you asagood, kind landlord who triesto keep the
tenants happy.

When they think of you this way, tenants are much less
likely to resent the rules you do enforce and the rent raises you
ask for. There are two ways tenants react to arent increase
notice. The may say, "Darn that Linda, she can't spend a penny
onthisplace! It'sturning into adum, and now she wants even
more money for this dump. Maybe we should look for a better
place" Or they may say, "Well, Lindas so nice, and she does a
lot for us. | guess she wouldn't ask for more rent if she didn't
redly need it. Besides, I'd hate to move just when we've got the
house so nice." It'sup to you. Which reaction would you rather
have?

8.19 KEY 16: HELP YOUR TENANTSLEAVE

The day will come when even your most stable tenants
give you notice. Y ou can expect an average family of rentersto
move every two to three years. This average will change where
housing is hard to find and in some smdl towns where there are
very few rentds, families often stay in the same house for years.
Under norma circumstances, though, you should be prepared
for vacancies in about one-third to one-haf of your properties

every yedr.

If you hate vacancies and can afford to charge lower-
than-market rents, you can tilt the odds more in your favor, of
course. When the average house rents for $500 a month and
you'e asking only $425 you give tenants a powerful incentive
to stay with you. But why would you want to do this? If you
bring your rents up closer to market leve, the extraincome will
cover the cost of having someone ese manage your property
and handle the vacancies for you, and give you a better positive
cash flow besides.

When tenants do give notice, make sure they do it in the
right way. Y ou must have afull month's written notice before

.
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they move out, not acasud initia phone call saying they might
move out in afew weeks followed by a second cdl telling you
that they're definitely leaving next week. Thefird time they
bring up the subject of moving, remind them that if they areto
receive afull deposit refund, they must give you definite notice,
in writing, an entire month prior to the exact date they will
vacate your house.

The subject of the last month's rent deposit will dmost
certainly come up at this point. The tenants are dmost sureto
say, "Well, our deposit included our last month's rent, so, sSince
we're moving at the end of May, we've dready paid our May
rent.”

No. They haven't. They have paid an amount equal to an
extramonth's rent as a security deposit. That's why so many
landlords charge a deposit that's a different amount than a
month's rent and why they cal it something other than "last
month's rent"--cleaning deposit for example.

Explain to the tenants that you expect to receive the
regular rent payment for their last month. Tell them that after
they have moved out and returned the keys, any money coming
to them will be refunded in full, dong with a written Satement of
any changes you deducted from their deposit.

8.19-1 Paperwork Makes Moving Easier

As s00n as you receive the formd notice to move, give
your tenants a copy of your Move-Out Checklist (a sample
found on the next page). Thiswill tell them what you expect
them to do and in what condition they must |leave the property
in order to receive afull refund of al their deposits. Send them
the Move-Out Checklist with aletter smilar to this one:

Dear ;
| have received your notice to vacate (address)
by _(date) .Inorder to recaive arefund of your full
deposit, you must leave the property in asgood a
condition as you found it, aside from norma wear and
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tear. The enclosed checklist will show you whet is
expected. | hope thiswill help you prepare for your
move.

As soon as you return the keys, the house will be
ingpected. If any further work needs to be done, charges
will be computed and deducted form your deposit. An
itemized list will be sent to you, ong with any refund you
have coming, no later than ___ days after dl keys have
been returned.

Y ou have been good tenants, and | wish you
happiness in your new home.

Sincerdy,

Lawrence Marcus

Locd laws vary; you will have to check with your
attorney on how many days you have before you must refund
any remaining balance on a deposit. Some areas dlow afull
month, and others dlow as few as seven days, you can usudly
expect to have at least two weeks.

As s00n as your tenants notify you that the houseis
empty, make an gppointment with them to go through the house
together. Take your copy of the Move-out Checklist included
bel ow, together with the record you mad when the tenants
moved in, and ingpect to determine the current condition of the

property.

MOVE-OUT CHECKLIST

WALLS, CEILINGS, BASEBOARDS, DOORS, AND
DOOR FRAMES--To be cleaned of al dirt and other
marks. Nails and hooks removed and al holesfilled or
patched with amaterid that matches the color of the

surface.

Entrance_ Kitchen__ Livingrm.____ Dining rm.
____ Family rm. Hall Bdm.#1 _ Bdrm.
#2  Bdm.#3 _ Bath#1  Bath#2
Other
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.

CLOSETS, CUPBOARDS, MEDICINE CABINETS-To be
completely deared of dl items and wiped clean, indluding
shelves. Siding door tracks to be cleaned out and any

debris remove.

Hdl  Bdm#l_  Bdm#2___ Bdm #3
___ Linen___

Bah#1  Bah#2  Kitchen

Garage

Basement  Other

BATHROOMS--Tubs, shower gtalls, toilets, and washbowls
to be free of any dirt, scum, or water rings. Shower
doors, soap racks, and door tracks to be cleaned and
free of debris. Mirrors wiped clean.

BATH #1: Tub or shower _ Shower door

Toilet Sink Mirror_

BATH #2: Tub or shower _ Shower door

Toilet Sink Mirror
KITCHEN--AIl drawersto be cleared of dl items and wiped

clean. All appliancesto be clean, insde and out, and
empty. Counters, work surfaces, and sink to be clean
and clear of debris. Cupboard and drawer faces to be
wiped clean.

Stovetop  Stoveburners _~ Oven

Broiler  Refrigerator  Dishwasher
Drawers  Counters

Work Surfaces Sink Cupboard and

drawer faces

WINDOWS--All windows, window sills, and window frames

to be washed. Windows are to be left closed and
locked. Screens or storm window, as appropriate, to be
washed and placed on the correct windows.

Frontdoor ~ Backdoor  Sidedoor

Kitchen Living rm. Dining rm.
Family rm. Bdm. #1

Bdrm. #2 Bdrm. #3 Bath #1
Bath #2 Garage Basement
Other

LIGHT FIXTURES--AII light fixtures to be clean and in place.

Front porch Back porch Entrance
Kitchen Living rm. Dining rm. Family
rm. Hall Bdrm. #1 Bdrm. #2
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Bdm.#3 _ Bah#1 Bah#2  Garage
___ Basement  Other
FLOORS--Carpets to be steam cleaned, al spots removed.
Linoleum floors to be stripped of wax and cleaned.
Cement and wooden floors to be swept clean and hosed
down or mopped, as appropriate.

Frontporch__ Backporch__ Entrance
Kitchen  Livingrm.___ Diningrm. ____ Family
rm. Hal Bdm.#1  Gaage
Basement  Other

GENERAL--The premises, including the yard, must be free of
trash, garbage, holes, or pet droppings. Y ou will be charged for
the remova of these and of any furniture, clothing, or other
items |eft after you move out.

Be prepared for the fact that the walls will probably need
painting, the carpets will most likdly show signs of traffic, and
the woodwork may be alittle scuffed. These are unavoidable
facts of life, and shouldn't count againgt your tenants unless
there are obvious signs of negligence. Make notes of any work
that you think should be charged to the tenants, and show them
why by pointing out the difference between the condition of the
house when they moved in and the way it is now. At the end of
this ingpection they should hand over dl keys, including any
copies they have had made.

If for some reason your tenants can't accompany you on
this ingpection, you should still make awritten record of any
items that need to be replaced or repaired at their cost. When
they return the keys to you, give or send them a copy of this
lig.

When your departing tenants return their keys, be sure
they have returned as many keys as you gave them. If they
don't, keep their entire key depogt to pay for changing al the
locks.

Even if your tenants return as many keys asyou gave

them, you should dill change dl the locks and it should be your
first order of business. There is no way for you to know how

.

Unit 8B, Page 55




-

many copies they might have given to friends or rdeives. One
landlady paying an evening visit to her newly vacated property
interrupted an embarrassingly intimate scene: her former
tenant's teenager had given akey to a boyfriend, who was now
using the empty house to entertain his latest conquest!

8.19-2 Clean Vacant Houses

As soon asthe house is empty and you have completed
your ingpection, take care of any necessary cleaning, painting,
or repairs. Remember: the house or gpartment is not ready to
be shown to prospective tenants until it is ready for occupancy.
Every day it ands empty costs you money in logt rents, o it is
important to immediately get everything done and be reedy to
interview new agpplicants.

When you've taken care of any work that will be charged
to the old tenants, immediately itemize the costs, deduct them
from the depodts, and refund any balance remaining. If you
can't get the work done in the time allowed by local law, make
your best estimate and deduct that. Remember to alow a
charge for your own labor if you're doing the work yoursdif.
Charge the going rate for generd handymen, or whatever you
think isfair, but don't cheat yoursdlf. Y our timeisworth money,
and you deserve to be fairly paid for your efforts.

8.20 KEY 17: WHEN YOU INVITE TENANTSTO
LEAVE

If you follow the screening procedures and management
techniques outlined in both parts of Cregtive Management and
couple them with your good judgment, you'l be able to greetly
lower your risk of getting undesirable tenants. But just as the
most perfect-looking apple might reved arotten spot after you
bite into it, the most seemingly desirable tenants might have
hidden flaws.
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When your shiny apple of atenant becomes rotten, what
do you do? Mogt people immediatdy think of eviction, but
there may be another solution. After al, evictionisalegd
process that may drag out for months and involve costly and
time-consuming legd action. Meanwhile, your rotten tenant is
living in your property without paying rent, or is causing o
much trouble that the neighbors are threatening to sue you for
maintaining a public nuisance.

8.20-1 Tak Before You Act

Y our firgt reaction to a tenant gone bad should aways be
attempt at reasonable problem-solving. Vigit the tenant at the
property and try to find out what the problem is. Remind the
tenant that he signed alega contract to pay the rent and abide
by your rules and regulations, and ask why thisisn't being done.
Listen to what he says, and see whether you can cometo an
understanding. Just make sure the "understanding” doesn't
involve you losing your rent or alowing the tenants to destroy
your house.

When the problem isfinancid some managers
recommend putting the problem right back in the tenant's Iap.
Look very concerned, express sorrow and sympathy, and then
say something like, "Gee, that'sterrible.” If you don't pay the
rent by Friday, I'm not going to be able to pay the bank. If we
can't come up with that mortgage payment, they're likely to
dart aforeclosure action, and then well both lose the house.
Wheat do you think we ought to do?'

If the tenants can't come up with asolution, the next step
issmply to get them out of the house. Serve them with a
Three-day Notice to Quit as soon asthe rent isfive days past
due. If they don't seem to be planning to move, try giving them
some encouragement before you start forma eviction
procedures. Explain that if you have to proceed with the
eviction, it will go on their credit record and you won't be able
to give them areference for another rentd. Tel them if they'll
move right away, however, they can avoid these unpleasant
CONSequUENCES.
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If your tenants refuse to move because they can't afford
to, it might be chegper in the long run for you to offer them
some assistance. Landlording expert Leigh Robinson suggests
you offer them $100 to move. Vist the tenants with aone
hundred dollar bill and a pair of scissors. Cut the bill in two
right before their eyes, give them hdf, and tdl them they can
have the other half when they vacate your property. Less
dramatic, but equdly effective, measures might include offering
to store their possessions for them until they have aplaceto
move to or offering to pay the price of arenta truck or trailer
for them on moving day.

8.20-2 Control Y our Temper

Whatever you do, don't adlow your emotionsto rule. It
can be exasperating to have tenants who refuse to pay, who are
trashing your property, or who are ruining your good
relationship with their neighbors. But don't let your temper and
frustration get the upper hand the way Sonny U's did.

Sonny, afarmer, inherited his parents house in town. He
divided it into apartments and rented the upper story to a
woman who stopped paying rent after her second month in
residence. This upper story could be reached only by an
outsde saircase. After five months of receiving no rent, Sonny
drove his tractor into town and parked it in the aley behind the
house. He waited until his non-paying tenant went out, and then
he drove the tractor into her access stairway, totaly destroying
it. She couldn't get in and couldn't reach her clothes, food, or,
as she later told the court, her checkbook. Sonny ended up
paying ajudgment for causing his tenant unnecessary
inconvenience and menta anguish.

Don't let yoursdf be drawn into this sort of retdiation
againg tenants. Removing the doors from the tenants house or
gpartment, changing their locks, removing their possessions
while they are gone, shuitting off their utilities, and threatening or
causing bodily harm to them, their guests, or their pets are dll
illegd activities. Harassment or atacks of any sort from you will
only make a bad situation worse. It can aso cause the tenants

Unit 8B, Page 58

.




-

to strike back, either at you or your property, and can lead to
major |osses.

If your peaceful efforts to remove your tenants don't
work and/or drive you close to your bresking point, remove
yoursdf from the Stuation. Y ou don't have to suffer undue
dran. After dl, there are other thingsin your life besdesthis
one unpleasant matter--even though, at the time, it's difficult to
think of anything dse

Youll need to work closdly with your attorney dl through
the eviction process, S0 let your atorney handle the unpleasant
details. He or she is more detached and can be more objective
than you can in this situation, and will represent you better than
you can if you're under an emationd grain. Y our atorney will
be able to help you with such intimidating tactics asfinding a
sheriff, marshal or deputy who will serve the necessary papers
in full uniform. Many peace officers earn afew extra dollars by
performing such choresin their off-duty hours, and your lawyer
will know who they are.

Remember, too, that once you start an eviction process,
you can't accept any money from the tenants you're trying to
get rid of. If they offer you aslittle asadollar, and you take t, it
can automatically cancel the notice you have dreedy filed and
you will have to start again from the beginning.

8.20-3 Prepare Y oursdf for Court Appearances

Occasiondly, redly bad tenants will refuse to move out
until you take them to court and get ajudge's eviction order.
The courts are run by people, and regardless of how laws are
written, the human factor affects every lega hearing.
Unfortunately, some people regard landlords as greedy,
heartless monsters who stop at nothing to take advantage of
poor, defensaess renters who can't afford to own their own
homes. To keep that kind of a perception from influencing your
case, you must present yourself and your eviction in the best
possible light. Here are four things you should keep in mind to
make your case stronger.
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M 1. Never lose your temper or become abusive toward
your tenantsin court. Y ou want to be dignified and business
like about this; don't give anyone reason for thinking that you
are pursuing the eviction out of any persond grudge or
prejudice. Y our position must be firm but unemotiona: You
have a mortgage to pay. Y our tenant signed a contract agreeing
to pay a certain amount of rent. Y our tenant's failure to live up
to that agreement leaves you no option but to ask the tenant to
leave so that you can rent the property to someone who will
make regular payments. Y ou smply cannot afford to let the
tenant live in your house for free, no matter how persondly
sympathetic you fed toward him and his Situation.

If the reason for the eviction is the tenant's failure to abide
by the written rules of the tenancy, your approach must be
much the same. The tenant knew the rules, agreed to follow
them, and has not done so. The result has been unpleasant for
the neighbors, damaging to your property, or a combination of
the two. The tenant was warned, failed to change, and has | eft
you no dternative but to ask for eviction.

M 2. Use some subtle courtroom psychology. Y ou don't
want to present yoursdf as abillionaire dum-lord riding
roughshod over a pitiful, penniless renter. An eviction hearing is
not the place to show up in a custom-tailored silk suit,
handmade shoes, and your heaviest gold and diamond jewelry.
If you do, you'l look like a stereotypica greedy landlord
bleeding your tenants so you can pay for your persond yacht
and Jamaican vacation hideaway. On the other hand, you can
do yoursdlf just as much damage by going too far in the other
direction. Don't show up in court wearing gressy old work
clothes and paint-splattered shoes with holesin the soles. Most
people have enough respect for the courts to appear & their
best when they're called before a judge--and most judges

expect it.

Dress nicdly, then, but not too nicely! Y ou want to
present yourself as an average person who isworking alittle
harder than average to try to get ahead in the world--and one
to whom a couple of months lost rent could mean financid
disaster.

.
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M 3. Show respect for everyone involved in the hearing.
If the tenant has alegd representative, don't be drawninto a
heated argument with him. He's just doing his job of making the
tenant's case look better--even if he makes outrageous
accusations and distorts facts. Remain cam and answer
factualy, backing up your statements with your written records,
and the truth of your position will become gpparent.

M 4. Thefind and mogt important item to remember is
that you must have solid evidence to support your case.
Keeping good records will pay off for you if you ever haveto
take atenant to court. Whenever you think you might be
heading for a problem with atenant, Sart collecting evidence in
the property file for that rental. Make detailed notes regarding
every aspect of your problem, including dates and places of
discussons you've had with the tenants or their neighbors, and
copies of any warning letters or legd documents you sent the
tenant. Keep track of every excuse or promise the tenant gives
you, and follow it up with awritten confirmetion of your
understanding. Send the origind to the tenant, and keep the
copy onfile. It doesn't have to be anything eaborate; you might
use anote Smilar to thisone:

Dear Tim and Tina Baxter:

After our conversation thismorning, | was left
with the understanding that Tim has been
temporaily laid off from his job with Smith
Machinery, but will be going back to work in two
weeks. Meanwhile, you are trying to borrow some
money from Tina's parents and expect to have the
rent for me by the fifth of this month. | will expect
payment no later than that date, and if you cannot
meke it, notify me immediatdly.

Sincerdy,

Lawrence Marcus
With evidence like this, you will build the strongest
possible case for your side. Once you've gone through the

eviction hearing and gotten your tenant out, put it behind you.
Y ou may be awarded ajudgment, but don't make collecting it

.
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the crusade of you life. The important thing now isto put your
property back into rentable condition and find a good, stable
tenant who will make regular payments before you lose any
more money.

8.21 KEY 18: STOP MANAGING

Travis N. had twelve rental homes, two duplexes, afour-
plex, and two sx-plexes. He was a good manager, utilizing the
techniques weve talked about in this unit, but the management
of dl those properties was running him ragged. He il
maintained a full-time job, and he was il trying to expand his
portfolio. But it seemed he never had time to do more than run
in place. Rather than improve his Stuation--and rather than
enjoy hislife-hefdt hewasfdling far short of hislong-term
gods.

A friend suggested that Travis hire a professiond
management firm to relieve him of some of the hasdes, but
Travis just did not want to let go. "No one knows these
propertiestheway | do," he said. "No one can do it theway |

He may have been right, of course. But he was dso right
that he was not making any progress toward his broader goals.
And he hated to get out of bed in the morning.

Findly he rdaxed his hold on the management of his
properties. He got severa referrals for good management firms,
interviewed officers of those firms, talked to a number of their
customer, and signed on the one that seemed best.

The result has been exhilarating. "The monkey is off my
back," hesaid. "I don't know how in the world | managed all
those properties for so long." Now he has been able to quit his
job and focus even more clearly on buying more excdllent
properties. He is clearly on the road to financid independence.

Odd asit may sound, the findl step in managing your

rental property successfully isto give up management. By the
time you've handled severd sets of tenants on your own, you'l

.
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be thoroughly familiar with whet it takes to go through the entire
process. The experience you'll get is an important part of the
knowledge you'll use in judging whether someone eseis doing
agood job of managing your properties for you, and in
understanding and helping that person when problems occur.
But once you have the experience, doing your own
management is Smply awaste of time that can be better spent
adding to your portfolio. As soon as you have the experience
under your own belt, and as soon as your cash flow alows, hire
a good management company to take some of the load off your
back.

They will charge you for the service, of course--
anywhere from 5% to 10% of the grossincome. But if you
have prepared your bottom line well, it will be abargain--
because it will liberate you from the tasks of management and

leave you in a supervisory capacity.

After you've selected a management company, you il
need to take care of certain details regarding your properties.
Go over the monthly and yearly renta income and expense
satements, and question any items you don't understand. Keep
track of everything the management company does in your
name. And don' forget to make regular inspections of your
property, paying particular attention to the kinds of tenants the
company is putting into your houses.

Aside from these few chores, you will instead be able to
forget about management most of the time, and concentrate
ingead on your primary god: finding and negotiating enough
good property buys to make you independently wedthy. And
that, after dl, iswhy you are involved in rentd red edtate!

A NOTE ON EFFECTIVE MANAGEMENT

Investing in income red edtate is a proven system. It
works. It isn't some collection of questionable methods
contrived by an intellectua who has never tried to put them to
work. Many thousands of people have used investment redl
edtate to redize their dreams of financia freedom.
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That's what we want for you. And that's why weve
included such comprehensive materia on managemen.
Because you'll never reach your financia goals, regardless of
how many properties you buy, if you don't know how to
manage them properly. Here are some key pointsto keep in
mind:

M Y ou need to do your homework. Find out everything you
can about the neighborhood where your property islocated.

you might need about your tenants.

M Do your homework, too, when it comes time to choose
tenants. No matter how long your house or rental unit has been
vacant, don't lunge &t the first person who come aong
expressing interest. No matter how desperate you are to get
your house rented, take the time to check the information on
the gpplication form your tenantsfill out! I1t's much better to
have your house vacant for another week than to rent to
tenants who turn out to be adisaster.

M Remember that you are running a business. The methods of
effective management might seem alittle rough to you, but

you're not purchasing and managing properties for the socia
aspect of it, are you? No. Y ou're purchasing properties to

make money. Y ou need to choose tenants who will help you
make money, and you need to ded with them in away that will
protect your investment. It's as smple as that.

M At the same time, you can manage in awin/win way. Y oull
win because tenants will pay you to maintain your red estate
investment. The tenants will win because you're providing them
with a home they can enjoy for aprice they fed comfortable
with. But when atenant seeksto play awin/lose game with

play the game that way, itstimeto ded him out.
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822 HOW WELL HAVE YOU LEARNED FROM
PART B?

The better you've learned the information and conceptsin
this unit, the more you will be able to gpply them. Test your
learning by answering the following questions. Do not skip this
step--the best way to help the information stay in your head is
to reprocessiit through your fingertips! (NOTE: If you are
uncertain of an answer, check back through thisunit. Answers
can be found in the preceding pages.)

1. Why is sdlecting good tenants such a crucid ement in your
invesment program?

2. Two men with three children come to look at your rentd.
They explain that one of the men will rent the house, and that
until he goes back to his wife, the second man will stay with the
first man. Do you rent the house to the first man under these
conditions? Why, or why not?

3. Two women and a child ingpect your rentd. They are nice,
likable people with good jobs, and the child is very well-
behaved. The women tell you that they consder themselves
married to each other, and they will both sgn your lease. Do
you have any grounds to refuse them the house if they are your
best applicants? Why, or why not?

4. It isthe Friday night of Memoria Day weekend. Y our house
has been standing empty for three weeks, and your family
wants to go on acamping trip over the holiday. A family offers
you al cash for rent and deposits plus a $100 cash bonusiif you
will let them move in over the holiday weekend and check their
goplication later. Do you let them move in? Why, or why not?

5. Why isit essentid that you verify the information prospective
tenants give you on their gpplication forms?

6. You are verifying the information on an application. The
renters present landlady tells you they are excellent people who
adways pay their rent on time, keep their home beautifully clean,
and have outstandingly nice children. Then you spesk to their

.
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former landlord, he tells you they were constantly behind on
their rent, never cleaned the house, dlowed their children to
destroy the landscaping, and were finaly evicted owing three
months rent. Which one do you believe? Why?

7. You have two families that check out perfectly. Oneiswhite,
with two children; the hushand is a garage mechanic, the wifeis
a part-time secretary taking night courses in bookkeeping, and
both have held their jobs for four years. The other family is
black, with one child; the husband is assstant manager a a
locad bank, and the wife isin her second year of law school.
They have been in the area for Sxteen months. Which
gpplicants do you favor, and why?

8. In checking over an gpplication, you consult your file of
gpplicants you have turned down in the past. Y ou find that
these same people applied to you two years ago and that you
rejected them because of poor credit and aweak job history.
None of the information on their current gpplication agrees with
anything on their previous one. Do you continue checking them
out? Why?

9. How can you make certain that new tenants understand
exactly what's expected of them?

10. What are the main functions of the Move-In Ready
Checkligt?

11. What isthe discount rent program, and how does it work?

12. Y our best tenant phones with the news that he just got a
good promotion at work, and he wants you to cometo abig
party to celebrate. What do you do? Explain you answer.
a. Accept, and ask how to dress.
b. Tél him curtly that you don't have time for such
nonsense.
c. Congratulate him genuindy, and politely say that
you're sorry, but you have other plans that night.

13. You are amarried man; a gorgeous female tenant tells you
she doesn't have the rent money, but offers to make it up to you

.
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some other way. Which isthe wisest response? Explain you
answer.

a St down and ask her what she hasin mind.

b. Tel her you dont have time to discussit now, but
you'l come back when your schedule isn't S0
crowded.

C. Threaten to cdl the police and charge her with
liating.

d. Tdl her you must receive cash payment by the fifth
of the month. Then tell your wife what happened,
and ask her to collect from this tenant in the future.

14. How often should you or your representative inspect each
of your properties?

15. Y ou go to one of you houses and find the tenants have
ingtaled panding in the living room. It looks good, but they
didn't have your permisson. What do you tdll them? Explain
your answe.

a. Nothing.

b. They mugt tear the paneling down and restore the
wadl toitsorigind date.

c. Next time they do anything to the house, they must
ask you firgt, and you might even pay for some of
the materias.

d. You aregoing to serve them with an eviction notice
for bresking the terms of your Rental Agreement.

16. Every day you accumulate small pieces of paper containing
receipts, notes about properties, and lists of appointments.
What isthe best thing to do with these? Explain your answer.
a. Pilethem on the dresser when you empty your
pockets at night.
b. Leavethem in the bottom of your briefcase or
purse until you get around to sorting them out.
c. Sitdown at the end of each day and transfer them
to the appropriate file folder or ledger sheet.
d. Putthem dl into afolder labded "Miscelaneous'
and sort them out &t the end of the month.
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17. You send dl your tenants notice of arent increase, and
most of them accept it quietly. However, one cals you and
ingsts that an increase of $37 amonth over the $340 she pays
now istoo much, and she can't afford it. What is your

response?
18. How often should you consider making arent increase?

19. What is agood way to increase the rent amount without
making the increase seem arbitrary? When isthe best time to
rase the rent?

20. A very nicefamily haslived in one of your rentasfor the
past five years. In tha time they have been late with their rent
only twice, and both times paid before the fifth of the month.
When you offer them new kitchen countertops to mark their
fifth anniversary in your house, they say they would prefer that
you indal a swing set for their young children this year, and
wait until next year for the countertops. Which would be the
best solution? Explain your answer.
a. Tdl them they must accept the countertops or
nothing.
b. Givethem the swing st.
C. Present them with a"Good Tenant's Bonus' in cash
equd to the amount you would have paid for the
countertops, and let them buy what they want.

21. What are some good ways to thank tenants for being good
renters?

22. Y our excdlent tenants of four years move out and you
refund dl their deposits. Later, while painting the kitchen, your
handyman discovers that the dishwasher has been broken for
some time, and it looks as though the tenants were &t faullt.
What can you do?
a. Contact the tenants and ask them to pay for fixing
the dishwasher.
b. Cdl your insurance agent to seeif your policy
coversrepairs to the dishwasher.
c. Ask your atorney to file alawsuit againg the
former tenants.
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d. Rewrite your Move-Out Inspection Checklist to
remind you to look inside the appliances when
tenants move.

23. Give three reasons why good record keeping is so
important.

24. Y ou have to go to court to testify againgt a tenant who
stopped paying rent three months ago. What should you take
with you?

25. What isthe best way to handle a tenant who fdls behind in
paying rent?

26. Y ou now own twenty properties and have plansto buy ten
more this year. How much time should you put into property
management? Explain your answer.
a. Whatever it takes.
b. Five hoursaweek, and anything you can't get done
in that time will have to wait until next week.
¢. Two hours amonth to check the accounts from a

property management firm.
d. None.

8.23 PUTTING PART B INTO PRACTICE

Theinformation in this unit has given you a pretty
comprehensive guide to managing properties. But book learning
will take you only so far--you have to get out and practice what
you've learned if you want to make the information truly work
for you.

How can you "practice’ the details of landlording if you
don't actualy own properties you need to manage? The answer
isincredibly smple. Do the following assgnments, and do
nothing more. We don't expect you to go out and buy redl
edtate before you are ready just so you'll have something to
manage. We are asking that you do afew smple exercises just
for practice, just to see how some of the techniques associated
with good management work.

.
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Of course, if you dready own a property or two, you
should gtart practicing the techniques you've learned
immediately. Y ou may aready have tenants you shouldn't have-
-tenants you wouldn't have rented to if you had known how to
properly screen. Don't waste precious time worrying about
what "should have been." Start this minute to practice effective
management techniques, and vow to do better the next time!

In the meantime, go ahead with the following assgnments.
Y ou need not do dl of them; select those that will be most
helpful to you in your circumstances. But don't skimp in your
efforts. Youll be hurting only yoursdf.

1. Sharpen your eyes. When you are waiting
somewhere--a store, an office building, the local shopping mall-
-watch people around you. What can you tell about them and
their relationships with others from their clothes, posture,
words, or actions? Make notes of what you see, just for
practice.

2. Shop for credit help. Contact local credit bureaus and
ask them what their membership and reporting fees are. Get in
touch with apartment owner's or landlord associations and ask
them if they have a group membership in a credit bureau. Find
out how you can use the credit bureau membership. Tak to the
professonds on your investment team and seeif any of them
can help you get credit reports. Look for someone you know
who has worked in lending and credit--whether in abank, a
department store, afinance company, or a collection office--
and talk to him or her about what isinvolved in checking credit.
AsK for any tips or shortcuts, and examples of the most
common problems.

3. Ass=mble your tools. Go to an office supply store and
buy a dozen folders, areceipt book, two or three pens, some
carbon paper, and a smal notebook. Labe your file folders
with the names of the forms you will use, and find a suitable
container for them. A box works well, as does asingle drawer
in afiling cabinet.
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4. Create moretools. Study the sample forms provided
in this management unit, and decide on any changes or
additions you would make. Type up your individudized forms,
make two dozen copies of each, and file them in their
appropriate folders.

5. Learn the laws. Review Parts A and B of this unit and
jot down the local laws you will need to know, such as whether
alandlord isrequired to keep tenant depositsin a separate
bank account, how long you may keep deposits before
refunding them to tenants who have moved, and what the exact
deadlines and procedures are for evictionsin your state. Then
make an gppointment to discuss these matters with an attorney
or other quaified advisor.

6. Fill out the application form Get a copy of the Rental
Application Form and fill it out, using the Stuation of afriend or
family member to supply the detalls.

7. Figure proration. Suppose that you are renting out a
home for $525 a month and that new tenants are moving in on
the ninth of May. Prorate their rent to show what they owe for
May's rent. Or, if you are collecting afull month's rent for the
first month, prorate what they will owe for June.

8. Adapt tenant policies. Review the Tenant Policies
contained in this unit. Adapt them to your own needs and
desires.

9. Hill out an agreement. Get a copy of aLease-Renta
Agreement and fill it out. Carefully evaluate each line to make
sure you agree with it terms.

10. Fill out acheckligt. Get a copy of the Move-In Ready
Checkligt and fill it out on your own home. Become familiar
with the kinds of problemsto look for.

11. Makealig. Think of dl the ways you can say thank
you to good tenants. Put them down in alist, and file it away for
future reference.
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THE MOST FREQUENTLY ASKED QUESTIONS
ABOUT MANAGING PROPERTIES

The following questions are among those most frequently
asked concerning property management.

1. "The house | bought has no refrigerator, washer, or dryer.
Do | have to supply these appliances for my tenants?'

That depends. Make careful note of what other landlords
in your area supply when you do your survey of the
competition. You'l buy them. However, if you find out they
havent got something like this they need, you can dways offer
to rent them one until they can buy their own.

2."The carpetsin my new rentd are alittle worn in places. Do
| have to replace them al?’

That depends on the amount and extent of damage.
Again, check the competition. If your carpets are about
average compared with others, don't worry about it. However,
if they're worn down to the nap or have holesin them, youll
probably have to do something. Don't recarpet the entire house
unlessit redly needsit. Carpet stores and large department
gtores often have remnants available at bargain prices, and
many of these are pieces large enough to do an entire room.
Remember, there's nothing wrong with giving the living room a
different kind of carpet than that in the bedroom.

3."Do | haveto dlow animasin my rentas? I've heard red
horror stories from other landlords about this."

That's entirely up to you. The main reason we suggest you
do dlow them isthat it enlarges the pool of potentid tenants. If
you screen the pet and charge higher rent and an extra pet
deposit, and if you include in your rental agreement a clause
that makes the tenant responsible for dl damage caused by the
pet, you should be protected.

4."Do | have to supply things like vacuum cleaners and lawvn
mowers for my tenants?'

Y ou shouldn't have to. People who want to live in houses
with carpets and yards usualy expect to provide these tools for

.
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themsdves. If they don't own them dreedy, they should be
encouraged to buy them. However, if you find out they haven't
got something like this they need, you can dways offer to rent
them one until they can buy their own.

5. "The house | bought came with a set of play equipment in the
yard. Should | leave thisin place to make it more atractive to
families with children?"

No. Children often get hurt on such equipment, and if you
supply it, you could be held ligble for any injuries. Remove it
immediately. The same advice goes for tree houses, svimming
pools, and any other potentidly harmful "attractions.”

6. "There's some kind of plant disease in the shrubs around my
rental, and the only way to cure it isto remove dl the plants and
burn them. Should | do thisright away?'

Unless the disease is one that would spread rapidly to
every yard on the block, probably not. It would be better to
rent the house firgt, and then replace the shrubs. If you do it
while the house is vacant, it will decrease your chances of
attracting a tenant until the yard work is done, prolonging your
vacancy period.

7."All therentdlsin my arearent for about $500 a month, but |
think thisis unredigtically low compared to what house
payments would be for these people. Why shouldn't | be the
firg landlord to start atrend toward higher rents?'

There's no reason you cant try this, if you go about it
right. If you're successful, most of the landlords in your area will
probably follow your lead soon. Remember, though, that you're
going againgt the market trend, and you should proceed
carefully. Your house will have to offer more than those that
rent for less, whether it's a better location, a better kitchen, or
extraamenities, unless housing is very scarce. Start by charging
only alittle more than the others, perhgps $25 a month, and be
prepared to wait longer to find a tenant. Set yoursdlf a cutoff
date--a day when, if the houseis still vacant, you can drop your
rent back down to $500 and wait out the average vacancy
period without endangering your financial postion. If you can't
do this and redly need more than the market rent, why not try a
lease option?

.
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8. "Why should I rent to people with children? Don't children
cause property damage?"

Children don't necessarily cause any more property
damage than adults. In fact, children usudly do lessharm to
your property than some classes of older people. The reason
we recommend families with children isthat these people are
more likely to settle down and stay with you for longer periods,
causing you fewer vacancy problems. Adults without children
are more gpt to move on awhim, to split up and go their
separate way's, to quit their jobs without finding another
position fird, to invite other people to move in with them
without your knowledge, or to throw wild parties where
irresponsible strangers are inclined to cause damage far beyond
what most children are capable of. While some adults with
children dso behave in these ways, it happens less often. The
respongibility of taking care of the children and holding down
jobs to support them calms most people down considerably.

9. "How can | ensure that my renta will attract only the most
dable, solid citizens?!

Y ou can't. While following a solid management program
and practicing reasonable care will diminate most tenant
problems, there Smply are no guarantees that you will never get
abad renter. Every business has itsrisks, and thisis one of
them in red etate investment. The best that you can do isto
buy a property carefully, maintain it well, screen gpplicantsto
the best of your ability, and be prepared to act if anything goes
wrong. Thisis one of the few opportunities you have in today's
economy to exercise so much control over your own financia
well-being, and you must be prepared to accept the
respongbility aswel asthe profits.

10. "What if | take an ingtant didike to a prospective tenant?
Do | dill haveto rent to him if no one better applies?”

That depends on why you don't like the prospective
tenant and on how many other gpplicants are amogt as good. If
your didike is based on apersond preudice, such asrace or
religion, you have no legd grounds on which to refuse the
gpplicant. On the other hand, if you object to a tenant whose
persondity istotaly impossible for you to ded with, you may
be able to support arefusal on grounds of persona preference.

.
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Y ou should consder this very carefully, though: you will most
likely have very little contact with the tenant once the house is
rented. Y our rental decisons should be based on business
considerations, not the sort of persona tastes you would usein
choosing afriend.

11. "What should | do if people take arenta agpplication home
with them and send it back to me with some of the information
missng?'

Cdl them and find out why they didn't supply dl of the
information you asked for. Don't gart checking them out until
you either have dl the facts or areasonable, believable
explanation for why the application isincomplete.

12. "1 don't know anything about checking credit, and | don't
have an interest in learning, but | don't want to join aloca
credit bureau, ether. Isthere any other way | can get the credit
facts on applicants?'

Not redlly, unless you can afford to hire someoneto do it
for you. Congder asking an employment agency that provides
temporaries for someone with credit experience in a bank,
finance company, or collection agency.

13. "My sister and her husband just separated. He's agood
guy, and | have nathing againg him. He asked me if he could
day in one of my vacancies until he finds an apartment, and said
he would clean up the house and keep an eye on it for me until
| find atenant. Isthere any reason | shouldn't do this?"

Unfortunately, thereis. Y ou may have nothing againgt the
man, but are you sure he doesn't want to get back at your
entire family for his marital problems? People going through
separation and divorce often act inirrationa ways. Also, once
he has moved in, it may be difficult to get him to move out of
your renta until he's reedy.

If you're sure you can depend on him and redlly want to
help, draft awritten agreement that covers exactly what work
he intends to do, the quality of work that you will accept, and
the amount of notice that you will give him to leave. Also insert
aclause that will make him responsble for lossesto you if he
breaks the agreement or does damage to your property.
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14. "l was redlly impressed with acouple, and | dlowed them
to move in before | finished checking their gpplication. Now
I've completed my investigation, and | discovered some
unsettling facts. Although they've been good risks since they
moved to my town, they had alot of financia trouble in another
state about two years ago, were evicted, and skipped out on
their bills. Isthere anything | can do about this now?"

Yes. You have severd dterndives Oneisto tak to
them, tell them you just learned of their former financid
problems, and ask for their side of the story. Y ou may find that
they had temporary problemsthat are under control now. Then
keep aclose eye on them in the future to see that they stay in
control. If they made mideading statements on their application
in an atempt to hide their former difficulties and you don't want
to give them the benefit of the doubt, you may have grounds for
eviction. You could dso raise their rent by such alarge
percentage that they will decide on their own to leave.

15. "I rented a house to an ederly couple living on a pension,
and the hushand has since died. The widow doesn't want to
move, but wants to ask her son and daughter-in-law to movein
with her. Should | dlow this?*

Theré's no reason you shouldn't. Smply tell her that you'l
have to treet it as a new tenancy. Have the son and hiswifefill
out an gpplication, check it out as carefully as you would any
new gpplication, and have dl of them sign anew Rentd
Agreement. If the children don't meet the same requirements
you would apply to anyone else, you'll have to ask the widow
to continue living done or to come up with different roommeates
who meet your requirements.

16. "The people who live next door to one of my rentals cal me
three or four times aweek with complaints about my tenants. |
have talked to my tenants, and they claim they behave like
every other family on the street. They say the complaining
homeowners are overly fussy and nosey. What should | do?'

The firg thing you should do istalk to some of your
tenants other neighbors. Explain what's been going on, tell them
that you don't want your tenants doing anything they shouldn't,
and ask for outsde opinions. If you find that your tenants have
not redly been causing a problem, you will haveto tell the

.
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unhappy neighbors that your tenants have a right to conduct
ther livesin privacy. If you find that your tenants are  faullt,
warn them to change their ways and tell them that continued
disturbances may be grounds for eviction.

17. "My date law requires that al tenant deposits must be
accounted for and refunds made within seven days after the
tenants vacate. My handyman sometimes needs as much as two
weeks notice to schedule ajob. I've asked him to estimate the
cost of repairs o | can make the refunds, but he doesn't dways
day within the estimates he gives me. I've been losing money on
amogt every vacancy. How do you change a state law?"

Tak to your local state representative or state senator.
Join with other landlords and start a political campaign to get
the law changed. In the meantime, there are other things you
can do. Look for a new handyman, or give your old one more
notice. Review your handyman's previous bills for vacancy
repairs and maintenance; you may find that you can estimate
about how much the overruns average, and you can include that
in your esimate. For example, you might find that your
handyman's labor charges usually run about 15 percent above
the estimate. Add 15 percent when you make out the tenants
gatements, and put (est.) next to the charge. If the bill comesto
less than your estimate, you can smply forward the difference
to your former tenants.

18. "l went to ingpect some of my houses the other day, and
found that one of the tenants has painted his living room a
horrible shade of pink with red trim. it doesn't go with anything,
and I'm afraid it will take ten coats of paint to cover that red.
How can | get him to change it?'

Aslong as he lives there, you don't have to. Obvioudly,
he likes it, or he wouldn't have doneit. However, write him a
grong letter informing him that his paint job is againg the terms
of histenancy because he didn't get your permisson. Tdll him
that he must either change it immediately or guarantee in writing
that he will pay the expense and assume the responsibility of
restoring the premises to their origind condition--to your
satisfaction--when he moves. End you letter with astrong
warning that in the future he must get your written approvad for
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al changes (cosmetic or otherwise) to your property or you will
be forced to evict him for violation of your renta policies.

19. "l findly got rid of afamily that haan't paid rent for four
months. It burns me up every time | think of the money and
time | lost on these people. I'd like to get back a them and give
them alittle taste of the kind of trouble they caused me, but
they've moved out of gate. Can | hire a skip tracer to track
them down and then garnishee their wages to pay me back?

That depends on whether you can get alegd judgment
for damages and loss againgt them. Conault an attorney. In the
meantime, be glad that you've ended an unpleasant Stuation;
concentrate your energies on getting better tenants thistime.
Even if you find these people, thereés no guarantee you will be
paid back: many people with bad debts smply move on every
time one of their creditors catches up with them. If you continue
to pursue them, you may find yoursdlf involved in an endless
game of hide and seek, and they have the whole United States
to hidein. Thiskind of game will only cost you moretime,
money, and energy, with no way to know if you will ever be
able to collect the debt. If your initid efforts to collect from
them are unsuccessful, write them off as a bad debt and put the
whole business out of your mind. There are many more
pleasant and profitable ways to spend your time. Rather than
trying to get even, use the time and money you would spend
pursuing them to find and buy another property. That way youll
be independently wedlthy that much sooner, and they'll ill be
insecure renters hiding from their debts. As you relax on some
sunny tropical beach, you can compare your life to theirsand
fed smugly triumphant. Thisiswhet is meant by the saying,
"Living wdl isthe best revenge.”
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Pleasefill out dl information requested. The application will not be consdered unless completely filled
out. Date

RENTAL APPLICATION

Name Soc. Sec. No.
Address Driver's License No.:
(Street)
zip
(city) (dtate)
Phone numbers: work home

Names of otherswho will be living on premises (if gpplicable):

Co-Tenant: Soc. Sec. No.
License No.:

Name (relationship)

Name (relationship)

How long have you lived at current address? From to

Name of current landlord Phone

How long at previous address? From to

Name of previous landlord Phone

Car make Y ear model license plate no.

Occupation Information

In each case indicate name and nature of employment or business, address and phone number, starting
and ending dates, name of immediate supervisor and phone number, and ending monthly gross income:

Current:
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Previous:

Co-Tenant:

Credit References:

Banks (list names of banks, address and phone numbers, account
numbers):

Credit references (revolving accounts, credit cards--list business and account
numbers):

Character References (list at least two persons who can attest to your good character; give relationship
and phone numbers):

Higtory:

1. Have you ever filed a petition for bankruptcy?Y N
2. Have you ever been evicted from arenta property?Y N
3. Haveyou ever had aprisonrecord?Y __ N

4. Have you ever willfully withheld rent whendue?Y__ N

Dedlarations: | declare that the information given in this gpplication istrue, and that any
misrepresentations by me will be grounds for terminating any future rental agreement entered into on the
badis of thisinformation. | further give permission for the person or persons receiving this gpplication to
make contact with persons | have listed as references and verify any information herein provided. |
further give permission for a credit check to be made of my file in any credit bureau.

Applicant Co-Applicant
(signed) (signed)

Print names:

.
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Date signed:
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RESIDENTIAL RENTAL AGREEMENT

This Residential Rental Agreement entered into this day of 19
between hereinafter called Lessor,
and
of County of, State of , hereinafter
caled Lessee:
WITNESSETH

Lessor does hereby lease and rent unto Lessee, and Lessee does hereby take as tenant under Lessor,
the dwelling accommodations known as

Stuated at County of , State of , 1o
be used by Lessee asalawful private dwelling from the th day of 19 ,tothe  th
day of ,19 inclusve, aterm of three months more or less; thereafter from month to month

unless terminated by at least 30 days written notice from either party to the other. Said
accommodations are rented for occupancy of Adults and Children.

IN CONSIDERATION WHEREOF, and of the covenants hereinafter expressed, it is covenanted and
agreed asfollows.

1. Lessee agreesto pay to Lessor, or Lessor's agent, in advance, at the office of Lessor or said agent

or by mail to Lessor at , on thefirst day of each month
of said term, asrent for said premises, the sum of Doallars

63 ) per month; the time of payment of each monthly ingtalment is made the essence of this
agreement. Lessee may deduct twenty dollars ($20.00) per month discount if rent is paid on time (in no
cae later than the fifth of the month or with a posmark no later than the fifth of the month).

2. Lessee shdl not permit any unlawful and immora practice to be committed on premises, nor shdl he
permit them to be used as a boarding or lodging house, for rooming or school purposes, nor for any
purpose which will increase the insurance rate; nor shdl he permit to be kept or used on the premises
inflammable fluids or explosives without the consent of Lessor; nor permit them to be used for any
purpaose which will injure the reputation of the building or which will disturb the tenants of the building or
the inhabitants of the neighborhood.

3. Lessee has examined the premises and is satisfied with the physica condition and histaking
possession is conclusive evidence of receipt of them in good order and repair (any exceptions are to be
described by Lessee in writing and made part of this agreement), and the Lessee agrees to keep sad
premisesin aclean and satisfactory condition, and, upon termination of this tenancy, will leave sad
premises, equipment and furnishings in as good condition as when entered upon, except for reasonable

.
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wear and tear or damage by the elements or by fire; and in the event of damage or injury to said
premises, except as otherwise provided herein, said Lessee shdl pay for al such damages. Note that
Lessee will be responsible for each instance of repair or maintenance within the unit that costs less than
$20.00. Should any ingtance of ongoing repairs or maintenance in the unit exceed a cost of $20.00 or
more, the Lessor shall pay for same.

4. Lessee agreesto pay dl eectric power and light, gas and telephone charges; and for dry-cleaning of
drapes and professona cleaning of carpets during tenancy, and immediately prior to termination,
except as noted after this paragraph. In addition, Lessee agrees that the professional cleaning of the
carpets upon termination of the tenancy will be paid for out of the security depost paid to Lessor by
Lessee at the beginning of the tenancy. Lessee dso agrees to arrange for cleaning the premises upon
termination of the tenancy, including stove, oven, fridge, wals, Snks, toilets, floors, closets, window
ledges, etc., and to leave the yard free of debris or clutter of any kind. Should the Lessor determine,
upon inspection, that this cleaning has not been accomplished to the satisfaction of the Lessor, then
Lessee shall agree to pay for cleaning such premises by professona cleaners at the current reasonable

rate per day.

5. Lessee shall not have the right or power to sublet the premises or any part thereof, or to transfer or
assign thisrental agreement without the written consent of Lessor; nor shdl he offer any portion of the
premises for a sublease by placing on the same any "to rent,” "furnished room,” "roomsto let" or smilar
sgn or notice or by advertisng the same in any newspaper or place or manner whatsoever without the
consent in writing of the Lessor.

6. It is expresdy agreed and understood by the Lessor and Lessee that the Lessor shal not be liable for
any damage or injury by water or fire or any other cause which may be sustained by the Lessee or
other person or for any damage or injury resulting from carel essness, negligence or improper conduct
on the part of any other tenant or agents or employees. LESSOR STRONGLY ADVISES LESSEE
TO OBTAIN HISOWN RENTERS POLICY OF INSURANCE TO COVER THE POSSIBILITY
OF LOSS OF PERSONAL PROPERTY OR INJURY DURING THE TENANCY. Notethat it is
expressy agreed by Lessee that no waterbed(s) shal be brought onto the premises without the written
consent of the Lessor, which consent shal be given only upon presentation of written evidence that the
Lessee has taken out a policy of waterbed insurance covering any eventua damages to the premises.

7. Should the Lessee fall to pay the rent, or any part thereof, as the same becomes due, or violate any
other term or condition of this rental agreement, Lessor shdl then have the right, at his option, to
re-enter the leased premises and terminate the rental agreement; such re-entry shal not bar the right of
recovery of rent or damage for breach of covenant, nor shal the receipt of rent after conditions broken
be deemed awaiver or forfeiture. Rent unpaid after the fifth of the month shall be consdered late and
ghdll cause the Lessee to forfeit the right to the discount for prompt payment of rent. The full rent shall
then be immediately due and payable, and if it isnot paid by the fifth of the month, Lessor shdll issuea
three-day notice to pay or quit the premises. Note that rent may be paid by persond check, money

.
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order, cashiers check, or (in the case of payment in person) by cash. In the event rent is paid by
personal check and the check is bounced, Lessee shal incur a bad-check charge of $10.00 payable to
the Lessor, and Lessee shdl forfalt thereafter the right to pay rent with persona check. Note aso: in
the event of abounced rent check Lessee shdl pay rent immediately by cashier's check, money order,
or in the form of cash, and if the date of payment of such rent fdls after the fifth of the month in which
the rent in due, the Lessee shall forfeit the rental discount for that month.

8. Should the Lessor be compelled to commence or sustain an action at law to collect said rents or part
thereof, or for damages, or to dispossess Lessee or to recover possession of said premises, the Lessee
shdl pay dl costs in connection therewith, including reasonable atorney's fees.

9. It ismutualy understood and agreed that the Lessor and his agents shdl have access to the leased
premises at al reasonable times to ingpect and protect the same, to show the same to a prospective
purchaser, tenant, or mortgagee, and to make repairs. The Lessor agrees to show every courtesy to
Lesseein this regard by making every reasonable effort to reach Lessee for the purposes of setting up a
convenient appointment.

10. Lessee agrees not to keep or maintain adog, cat, or any other animal or pet on the leased premises
without the written consent of the Lessor.

11. Lessee shal comply with dl the reasonable rules and regulations now in force by Lessor, and
posted in or about the premises, or otherwise brought to the attention or notice of the Lessee, bothin
regard to the building as awhole and as the premises herein leased.

12. In the event the leased premises are furnished with furniture of the Lessor an inventory of the
furniture shdl be included after this paragrgph, and it is hereby agreed that al furnishings are received in
good condition, unless otherwise expresdy stated, and the L essee agrees to return the same at the
expiration hereof in like condition, reasonable wear and tear excepted. Note aso that where premises
are equipped with a disposer unit, the Lessee shdl be responsible to keep said unit in good working
order. Where Lessee causes said unit to become clogged or stuck, or where Lessee causes drainsin
premises to become clogged, it shal be the responsibility of the Lessee to arrange for professond
repairsto same at Lessee's expense.13. Lessee agrees, prior to occupancy, to pay Lessor a security
deposit of:

Dollars ($ ). Lessor may apply this deposit
againg any of the following obligations of the Lessee: (1) rent owed and past due; (2) damages done to
the premises by Lessee or by persons invited on the property by him, beyond ordinary wear and tear;
(3) reasonable codts of cleaning premises following termination of tenancy if not completed to the
satisfaction of the Lessor; (4) damages to the Lessor resulting from early termination of this agreement
by the Lessee; (5) the cost of having the carpets professondly cleaned. Within 45 days following first
written notice of intent to terminate this agreement by the Lessee, the Lessor shall refund to the Lessee
the security deposit, less any amount withheld therefrom as permitted herein, together with an itemized

.
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gatement of items withheld. NOTE: SECURITY DEPOSIT SHALL NOT BE CONSIDERED BY
LESSEE TO BE THE LAST MONTH'SRENT. RENT FOR THE LAST MONTH OF
TENANCY MUST BE PAID ACCORDING TO THE PROVISIONS OF THIS AGREEMENT.

14. L essee agrees to keep flower beds adjacent to premises free of weeds and debris. Note that it is
expresdy forbidden to keep blocked or unsightly vehicles on premises or to carry out
mechanica/overhaul work on premises.

15. It isexpresdy stipulated that there are no terms of this agreement different from any of the
preceding numbered paragraphs or in addition thereto, except the following:

16. All covenants and representations herein are binding and inure to the benefit of the heirs, executors,
adminigtrators and assigns of the Lessor and Lessee.

IN WITNESS WHEREOF, the parties hereto have hereunto set their sgnatures and sedls, the day and
year first above written.

(Lessee) (Lessor)
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PORTFOLIO BALANCE
AND CONTROL:

CREATIVE END GAMES

9.1 WHAT YOUWILL LEARNIN THISUNIT

Thered estate investor who seeks true financia
independence begins by building a portfolio of red estate

.
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properties and then contralling his investments through wise
management practices. Unfortunately, many novice investors
ether buy or sdll red estate without any organized plan to

ba ance their portfolio and contral its profits. Such investors will
likely never achieve ther ultimate objective of financid freedom.

The purpose of this unit isto teach you how to build a
balanced portfolio and control your properties for maximum
profit. 1t will show:

* What ared edtate portfoliois.

* What steps you must take in order to build a portfolio.

* Why divergfication of your portfolio will produce
optimum profits and minimum risks.

* Which persond and property risks can be controlled.

* How earning excdlent profits through your red estate
portfolio isrelated to your ability to control overal cash flow.
* How tax laws and regulations influence the growth of your

portfolio equity.
* How to use professiona advisersto increase your portfolio
profits.

* How to use options and development strategiesin red estate
investing.

Thefear of managing alarge invesment program can
keep an otherwise successful investor from financiad
independence. In sudying this unit, imagine yoursdf asthe
purchaser of the properties discussed. As you become more
familiar with the ideas, and as you gpply them in arisk-free
environment (which will be provided for you at the end of this
report), you will see your fear of portfolio management quickly
evaporating.

Financia independence is as close as the pages you are
reading. Study this materid well and you will be on your way to
financid freedom.

9.2 AFEW TERMSYOU SHOULD KNOW

Capital appreciation: The increased vaue of a capitd
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investment such as red estate. Red estate usudly increasesin
vaue astheinflation rate goes up. It dso increasesin vaue if
the potential economic profits from that asset improve. You
must learn to manage your portfolio in such away that the value
of the individua red estate properties increases, even when the
inflation rateis low.

Capital depreciation: In certain economic Stuations,
the value of areal estate property or other capital asset can
decrease in vadue. Thisdepreciation in vaue is generdly
associated with alower investment return on the property, a
declinein total neighborhood redl estate values, or a change for
the worse in the use of that redl estate.

Capitdl gainstax: When you sl a property and redize
agan, you are taxed on that gain asif it is ordinary income,
except that taxes from along-term capita gain (for properties
held at least one year) is capped a 28% (which helps only
those who are in an income tax bracket higher than thet).
Check current regulations.

Diverdficaion The process of including in your regl
edtate portfolio various properties of different size, character,
and location. Divergfication helps you minimizerisk and
maximize investment return.

Entrepreneuria profit: The profit earned from sdlling a
ghort-term investment without waiting for long-term
gppreciation. You should avoid building a portfolio of redl
estate properties exclusvely upon anticipated entrepreneuria
profits.

Feagbility researcht The process of determining the
profit potentia for a specific real estate property or project.
Y ou should conduct on al investment properties, regardless of
the length of time you expect to hold the asset in your portfolio.

Investment risk: The risk associated with real estate
property. If an asset is mismanaged, the profit on that property
can diminish rgpidly. When building, controlling, and managing
aportfolio of properties, you must balance the risk of any one

N
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property againgt your overal investment objectives.

Non-recourse debt: Debt that has recourse only upon
the investment equity in the event the investor defaults. When
building ared estate portfolio, you must use caution in
guaranteaing the payment of invesment obligations againgt
personal assets. The best way to insure the safety of the overal
portfolio isto use an exculpatory clause which (provides for
norn-recourse) in as many property financing arrangements as
possible.

Portfalio planning: The planning Sage in an investment
program, in which numerous investment properties are
consdered. Portfolio planning must be done before you buy or
sl asngle property.

Portfolio srategy: The decisions made to manage redl
edtate properties in such away that your financia godswill be
redized. Y our portfolio strategy must be adjusted on an
ongoing basisin response to individud property performance.

Property management: The process of managing the
ligbilities and assat of asngle property in order to achieve your
overdl portfolio investment objectives. Asyour red estate
portfolio increasesin size, you will need to devote moretimeto
portfolio strategy and lesstime to individua property
management. When this change begins to occur, you should
serioudy consider retaining a professona property
management firm.

Refinancing: Taking out a new loan on a property or
modifying the exiging one on it. Refinancing is used when an
exidting property loan is mostly paid off, or when the repayment
on terms on new financing are more atractive than the existing
terms. Asa portfolio increasesin size and isheld for an
extended period of time, refinancing may be used to generate
further investment capita to control portfolio growth.

Risk: The hazard of investment loss. Asyour property

portfolio increases in Size, the risk associated with any one
investment property should decrease through diversification.

N
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f Tax-free exchanging: Digposing of an individua
property by exchanging the property for an investment property
of like kind and increased market value. Exchanging properties
ingtead of sdlling them should aways be congdered in portfolio
drategy whenever possible sinceit may save you a
consderable amount in taxes.

9.3 KEY POINTSABOUT PORTFOLI0O BALANCE
AND CONTROL

Asyou read this unit, keep the following key points
clearly in mind. They will guide your thinking and help you to
keep a proper perspective on the information you will be
assmilaing.

* Red edate portfolio consists of a number of properties
purchased individualy.

* Managing your entire investment program through portfolio
control is asimportant as managing asingle rental investment
property.

*  The more you understand the risk of |oss associated with
an individud property, the easer it will be for you to control the
risk of losing your entire portfolio.

*  Cash flow from individud investment properties should be
funneed into building your red estate portfolio.

*  Diverdfication can be achieved through the purchase of
many smal investment properties.

*  Qutdde investment advisers and professionals can provide
va uable assstance as you try to maintain portfolio balance and
meet your overd| investment objectives.

*Your financid independence will be conditioned upon your
ability to balance a portfolio of properties and control their
growth.
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9.4 HOW TO BALANCE YOUR PORTFOLIO AND
CONTROL ITSPROFITS

WHAT ISA REAL ESTATE PORTFOLIO?

A portfolio of red estate properties conssts of dl the
red estate investments owned and controlled by an investor. It
may include development property, renta property, fix-up
properties, and properties held for long-term appreciation. The
portfolio with the safest risk is one that contains awell-
managed mixture of severd different kinds of properties.

The investor who atempts to achieve financid
independence without congidering the impact of an individua
investment upon histota investment program is setting himself
up for falure. Thisiswhy portfolio planning is so important.

Mark M. attended a short redl-estate investment
seminar and became excited about the prospect of gaining
financia freedom through the purchase of red estate properties.
He hoped to control alarge number of renta properties and
then use the equity in those propertiesto retire, travel, and
generdly enjoy life. This was the extent of Mark's portfolio

planning.

Being aggressive by nature, Mark had little trouble
buying more and more properties using nothing-down
techniques. Within nine months Mark owned a portfolio of eight
snge-family homes, one duplex, two four-plex gpartments, a
gx-unit renta property, a smdl office building, two pieces of
raw ground suitable for resdential development, and a
conversion office building. The six-unit rental property
generated a positive cash flow of $325 per month, and two of
the sngle-family rentals each showed a positive cash flow of
goproximately $50 per month. The office building broke even.
Unfortunately, dl of the other properties showed negative cash
flows. Because Mark had not used any system of control to
ba ance the kinds of properties, disaster was waiting in the
wings. He had owned the propertiestoo short atimeto
experience much equity growth through norma gppreciation.

N
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Mark had made some cosmetic repairs and earned some equity
that way, but histota investment equity wasin the early growth
stage. His cash flow is summarized on the adjacent page.

By the end of the ninth month, Mark was dated to find
that he controlled over $1,000,000 worth of real estate that
would appreciate a substantia amount each year.
Unfortunately, Mark had a mgjor problem. He could not pay
more than $350 to $400 each month to meet the negative cash
flow his properties generated. This required dramatic and
immediate action.

He decided to sdl some of his propertiesin order to
pay the monthly debt he had and to try diminating some of the
negative cash flows. Because he needed cash immediately,
Mark found that he had to sel properties at a discount and sl
firgt those properties with the best cash-flow.

It took Mark alittle over two monthsto sdll the Six-
plex gpartment property, the office building, and four of his
sngle-family rentals. The paper equity he had in those
properties was over $20,000, but due to the discounts he had
to offer on the properties he ended up with just under $5,000.
He aso ill had a negative cash flow of approximately $800
each month. He could afford to supplement the cash flow by
$400, so it took less than a year to deplete the cash reserve he
had. By thistime, he had to sall more of his properties, but was
able to raise less cash than the time before because he had
aready sold his best properties.

In just under two years, Mark had lost the entire equity
indl of his properties and ended up losng two of the properties
through foreclosure. One of these properties remained to haunt
him because it had been foreclosed with a deficiency judgment
agangt Mark persondly.

None of this would have happened if mark had
understood portfolio planning and portfolio management.

Investing in red estate can be agood way to achieve
financia freedom and independence, but it must be done

N
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wisdy. Making a single property purchase will not provide the
independence you hope to achieve, but neither will buying a
large number of properties, unlessyou do it in a systematic and
controlled way.

Before you buy a angle piece of property, you must
make some intelligent decisions about the kinds of property you
should buy to meet your financid objectives (Thisiscaled
portfolio planning.) Then, once you have purchased these
properties you must manage them with those objectivesin
mind. (Thisiscdl portfolio Srategy.)

Portfolio planning should congder nat only your
investment objectives, but aso your resources. When portfolio
planning is done properly, it will diminate the Stuation thet
Mark found himsdf in. If Mark had carefully planned his
portfalio to baance the growth of hisinvestment equity against
his investment resources, he would have saved a great dedl of
money and preserved his portfolio.

Once aportfalio is put together using portfolio Strategy,
you may change your investment objectives as you make
decisonsto hold, sdll, exchange, or refinance your properties.

Y our portfolio strategy may change as the number of
properties you own grows and the amount of equity in the
propertiesincreases. Later on in this unit, we will discuss
techniques that can be used to balance and control portfolio
sze and profits.

9.5 HOW TO DEFINE YOUR INVESTMENT
OBJECTIVES

Asyou evduate your investment gods, you should
place them in order of priority. Asyou do o, you will begin to

see what kind of goasyou need.

Most investors adopt one or more of four objectives
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for their investment program. They may want:

* Income through property cash flow,

* Tax savings,

* Equity growth through mortgage reduction, and/or
* Capitd gppreciation.

1. Income through property cash flow. James C.
began investing in red estate with the ultimate objective of
achieving financid independence. James had regular
employment that provided him with the resources to support a
smdl amount of negative cash flow -- no more than $200 a
month -- as his portfolio was increasing. This $200 would need
to cover dl the cash requirements of his portfolio of properties.
In the beginning stages of his portfolio growth, James decided
to use this $200 to supplement the cash needs of individua
properties. He decided, however, that within two years he
wanted to begin receiving a monthly cash benefits from his
portfolio that could be used for persona consumption without
disurbing the equiity in his portfolio.

Jamesfirst purchased a duplex rentd property that
required a cash input (negative cash flow) of just over $60 each
month. He did some cosmetic repairs, and within four months
he was able to raise the rent on the two units enough to break
even. At the same time, he made another purchase of asingle-
family renta property that broke even immediately. When he
improved the landscaping of the property, he was able to raise
the rent by $90. His third purchase was a four-plex apartment
property that had a negative cash flow of $140 each month. It
took James eleven monthsto turn the cash flow on this
property to a positive income of $205 a month.

Lessthan two years had dgpsed and James had a
positive cash flow from his three properties of $405 each
month. Following his previous investment decison, he began
using $200 for persona consumption and dlocated the
remaining $205 to help provide for the cash requirements of
future property purchases.

Because James based his investment decisons on his
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resources and on redigtic cash income objectives, he was able
to baance the growth of his portfolio with his resources and
achieve the cash benefit he desired.

2. Tax savings. One characteridtic of invesment
property isthat it provides atax break. When James began
purchasing investment properties, he decided to use the tax
benefits from property ownership to increase his take-home
pay from work. He could then use thistax savingsto build a
cash reserve to purchase larger investment properties that might
require a smal down payment. The three properties that James
owned at the end of two years showed atota tax loss of $800
each month. Since Jameswas in atax bracket of 35 percent
(combined gtate and federd), this $800 loss resulted in an
actua tax savings of $280 each month. James set aside these
funds for future usein his portfolio purchases. Be sure to check
current tax rates.

3. Equity growth through mortgage reduction As an
investor pays toward the principal amount of his debt each

month, he is creeting equity growth in hisred estate portfolio.
This growth is generdly smal when the loan required to
purchase the property is reatively new. But as more of the debt
on the property is paid off, the equity increases.

When James firgt purchased the firgt three propertiesin
hisred estate portfolio, most of the monthly amount he paid on
the loans went toward interest. But some of this payment
included asmal principa payment. By the end of the second
year, James was paying atota principa amount each month of
over $125. The equity on his properties thereby built & arate
of $125 a month.

4. Capita appreciation. It used to be that most
investors believed that the capital appreciation of the properties
intheir red estate portfolios would be the mgor source of long-
term profits. Today, most investors look to the current return
on investment as the chief factor. Still, in some areas of the
country there could be considerable appreciate of red
property. Moreover, through careful buying, investors can go
into dedls with a strong equity gain, admos asif the property

N
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had gppreciated ingtantly. In either case, investors might well
have an objective to control a portfolio that increasesin vaue
each month through capita gppreciation. At sometimein the
future, they plan to convert this equity gppreciation into more
and larger properties.

When James purchased hisfirst three properties, he
made sure that he bought each at or below market value. He
knew that if he paid more than the fair market price for the
properties, the appreciation of those propertieswould first go
to recover the excess purchase price. James also used wise
management techniques to lower expenses, do cosmetic
upgrading, and raise rents. This contributed to an immediate
increase in value. James paid $59,000 for the duplex when he
purchased it, $38,00 for the single-family rental, and $88,000
for the four-plex gpartments. He purchased dl three of these
properties with no cash of his own invested. By the end of the
second year, the capital appreciation of the three properties
showed the following:

Property Purchase Price Fair Market Vaue
Duplex $ 59,000 $ 73,000
SngleRentd  $ 38,000 $ 51,000
Four-plex $ 88,000

$119.000

Total $185,000

$243,000

Asyou can see, James was able to redize a capita
gppreciation profit of $58,000 during the first two years he
owned his portfolio. As vaue of Jamess portfolio continued to
appreciate at gpproximately 8 to 10 percent per year, histhree
properties experienced a capital gppreciation of gpproximately
$1,620 or more each month after the second year.

9.6 EXPANDED GOALSOF PORTFOLIO
OWNERSHIP

After you've looked at the basic investment objectives,
you'll want to consider alarger list of god's you hopeto achieve

N

Unit Nine, page 12




through ownership of your portfalio.

What specific gods do you want to achieve by
investing in redl estate? Do you want a retirement income?
How about money for college or charity? Whatever your goals
may be, achieving them will depend to alarge degree on how
you mix your portfolio. One property may best serve as atax
shdlter, another as a source of regular cash income, and il
another for long-term equity growth. et's discuss some of the
benefits a property investment might offer:

Protection of purchasing power
Diversfication

Tax shelter

Regular cash return

Capitd gain

Retirement income

Edtate building

Investment for use

Equity growth

Entrepreneurid profit

L T S T T T R B

Y ou may have a portfolio plan that includes the
selection of one or more propertiesto redize each of the above
benefits. Y our mgor objective may be for long-term estate
building and retirement income, with other benefits derived from
specific property purchases. Aslong as these purchases are
baanced againg your long-term investment objectives and
investment resources, you will atain your ultimate god of

financid independence.

9.61. Protection of purchasing power

Asyou put your portfolio together, make sure you buy
only those properties that will appreciate in value at least as
much asthe inflation rate. This ensures that you will be ableto
convert the equity in your portfolio into other investments or
assets or into persond use without suffering the negetive effects
of inflation. By using the principle of leverage learned in earlier
lessons, you can increase your equity even faster.
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f Greg and Carol A. decided that they wanted to build a
red estate portfolio that would provide for retirement within
fifteen years. Asthefirgt invesment in their portfolio they
purchased a three-unit gpartment building at dightly below
market value with no money down and atota purchase price of
$78,000. It was located in a growing area and was one of the
lower-priced properties there. They were confident thet the
property would continue to appreciate at arate that at least
equaed the normd inflation rate, preserving the purchasing
power of ther investment.

9.62. Diverdficaion

Diverdficaion (which we will discussin more detall
later) decreases the risk of owning anyone property and
increases the potentid yield or return on it. (Note: Unless you
are avery experienced investor, your diversification should be
limited to additiona purchases of the same type of property.)

Both Greg and Carol understood this principle and
edtablished a plan whereby they would diversfy their
investment holdings among properties of different Szesand in
severd locations. They fet that they could use this dtrategy to
convert their propertiesinto a retirement income.

Since the three-unit gpartment property didn't have a
negative cash flow, they immediately began looking for a
second property. They sdlected asingle-family renta located in
ardativey new neighborhood in acommunity some five miles
away from their first property. Most of the propertiesin that
areawere owner-occupied, and Greg and Caral felt the
gopreciation of the property would be excellent and thet their
investment was safe. This particular property required a cash
down payment of $1,100; the purchase price was $51,000.
They were able to rent the property for an amount that |eft them
with a negative cash flow of $65 per month, but they fet they
could afford this and believed thet the diversfication the
property provided in their investment program was worth it.

9.63. Tax shdter
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f One of the red benefits of ared estate portfolio isthat
the properties often provide a"tax loss' that can be used to
shelter other income. Part of the decision Greg and Carol made
to purchase the single-family rental with a negative cash flow
was based upon the tax savings they would receive from it and
their three-unit renta property. The loss attributed to the first
two propertiesin their portfolio was $375 per month. Since
Greg and Carol were at the time in a 38 percent tax bracket,
the actuad cash savings from the shelter benefit of the two
properties was caculated as follows. 38% x $375/month =
$142.50. That was $77.50 above the $65 negative cash flow.
Be sure to check current tax rates.

9.64. Regular cash return

Regular cash return isthe norma positive cash flow
from rental property. Thisreturn isin addition to the tax benefits
the red edtate provides. Mogt investors plan to include in their
portfolios some properties that will give them aregular cash
return. This cash return is then ether recycled into additiona
investments or used for persond financid needs.

Greg and Carol recognized a need for a positive cash
flow from their portfolio of $500 per month beginning four
years ater their investment program began. They were going to
need that money to pay the college expenses of their oldest
on.

They decided to purchase athird property, and located
agmadl office building in agrowing business community. It was
leased to subgtantid clients, and vacancy was rare. They were
able to purchase the property for nothing down, and with an
increasein rentd rates, the property would provide an
immediate cash flow of $85 each month. By raising the renta
rate each year, they redligticaly expected that this property
would have a cash flow in excess of $500 a month by the time
their son entered college.
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9.65. Capitd gain

Currently you will be taxed on capitd gains asif the
ganswere ordinary income, except that there isa 28% cap on
long-term capital gains. Over the years, the capital gains tax
rules have changed and varied consderably. Red estate
investors must watch these changes closely in order to take
advantage of the tax laws where possible (check current tax
rates).

Greg and Carol agreed that their investment program
was based on sdlling some of their smaller properties and usng
the funds both for reinvestment in larger properties and for
meeting persond financia obligations. Whenever they got ready
to sdl any property they looked at their length of ownership
and then evauated the impact of capita gains on the proposed
se.

9.66. Retirement income

Greg and Carol wanted to be able to retire by the time
they were 55 or 60. At that time, they wanted to own ahome
free and clear and have aregular income of at least $7,500 per
month to travel and enjoy ther life. With the proper growth of
their portfolio these goa's seemed attainable. They began
looking, therefore, to purchase afourth property. About a year
after they had started investing in red estate, Greg and Carol
found atwelve-unit rental property owned by an elderly couple.
They taked to the owner and found that he wanted to have a
house free and clear for the down payment on the property.
They were happy to tell him they had a house to trade. When
Greg and Carol had purchased the single-family rental property
they had included a subgtitution of collaterd clause. This
alowed them to transfer the collaterd for the loan on the renta
house to the twelve-unit gpartment building. In thisway, they
were able to purchase the twelve-plex for no money down, and
they exchanged their smdl equity in the single-family house for
the equity in the apartment building.

When the gpartment property was added to their
portfolio of properties, Greg and Carol had increased the

N

Unit Nine, page 16




-

positive cash flow they received by some $375 per month, and
they had a property that was appreciating at more than
$25,000 per year. They were well on their way to meeting their
retirement objectives.

9.67. Edate building

Y ou build an estate in much the same way you build a
retirement program. Y ou start by looking for substantia
property that will appreciate with time. Greg and Carol wanted
to provide an estate that would fund their retirement program
and a the same time provide for some of the financia need of
their children. Their selection of properties effectively
accomplished both goals.

9.68. |Invesment for use

Mogt investors want to use a portion of the cash return
form their portfolios for persond needs and desires. Aslong as
you make thisgod part of your portfolio planning, thisisa
legitimate use of funds.

When Greg and Carol decided to invest in properties
that would provide for the educationa needs of their children,
thelr investment decision was based on "investment for use.”
Later, after Greg and Carol had started their investment
program, they wanted to use a portion of the cash flow from
ther investments to buy a news luxury automobile. They didn't
want to disturb any cash flow being developed for other uses
(such as education), so they looked at the cash flow from thelr
twelve-unit apartment. They found that they had enough cash
flow from the property to buy the vehicle.

9.69. Equity growth

As an investment gppreciates in vaue the equity in the
investment aso increases, particularly if the investor uses

leveraged financing.

Greg and Carol continued their investment program by
adding asix-plex renta property that was priced well below
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market. It required a certain amount of money for repairs and
cosmetic upgrading before rents could be raised, but Greg and
Caral had the money because they had been leaving aszable
portion of their portfolio cash flow in the bank. They fdt the
expenditure was worth it because the increased rents generated
an immediate equity growth in the property and at the same
time turned adightly negetive cash flow property into a postive
cash flow Stuation.

9.6-10. Entrepreneurid profit

Sometimes an investor buys a property with the idea of
sling it immediatdy for aprofit. This area of red edae
investment carries some risks that must be minimized, but the
profits can be substantid. Unlessthe risks are very low and you
know what you are doing, it is best not to jeopardize your
portfolio through entrepreneuria profit enterprises that are too

risky.

Greg and Carol were not developers, but as they
increased their portfolio they gained some vauable experience
and knowledge. Asthey were looking for resdentia property,
they found a piece of property that could be sold for immediate
profit if they could get the zoning changed. They obtained an
option on the property and completed the pre-development
process taught e sewhere in these reports. Within four months,
they turned their $2,000 investment into $25,000. They
decided to use $20,000 of this money to purchase additional
renta properties, and $5,000 for personal enjoyment.

Asyou can seg, building an investment portfolio
involves a process of continualy defining and redefining your
investment objectives, usng portfolio planning and strategy to
achieve your godls.

9.7 BASIC INVESTMENT CRITERIA

Whatever gods and objectives you may set for a
property, you will want to make sure the property meets certain
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basic investment criteria. These criteria are liquidity,
profitability, and safety of principd.

9.71. Liquidity

As an investor, you must have the ahility to dter your
investment strategy, purchase additiona properties or convert a
portion of your equity into liquid assets. Thisis the reason why
al the propertiesin you portfolio must be wise purchases. If it
becomes necessary to liquidate any of these properties, you
can do it without aloss of equity. At the beginning of this
lesson, we reviewed a Stuation in which an investor -- Mark
M. -- acquired properties too quickly and without enough
planning, and when liquidity became crucid, helogt a
subgtantid portion of his equity.

Any decison to add a property to a portfolio must
congder itsliquidity. If Mark hed reviewed this investment
objective, he immediately would have seen the folly of his
investment purchases. When James purchased the duplex,
snglefamily renta, and four-plex, he was aware of the need
for liquidity. Thiswas one of the primary reasons why he
immediately lowered operating expenses and raise rents. In this
way, the property showed a positive cash flow with excdllent
long-term financing. He knew that if he needed to sdll these
properties he would be able to do so easlly.

9.72. Profitability

Profit in red estate is measured in terms of cash flow,
tax savings, equity buildup, and gppreciation.

When James purchased hisfirgt three properties, he
was looking to make a profit in al four ways. As Jamess
portfolio of properties increases, he will undoubtedly change his
objectives and place a higher emphasis on one or more of the
different types of profit. We remember that James wanted to
use a least $200 of the property cash flow for personal
consumption. Thus, he began by placing ahigher priority on
cash flow from the properties.
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Asyou make your own portfolio decisons, you must
make those decisons in terms of profitability.

9.73. Safety of principa

Keeping the principa safeinvolves, fird, the
preservation of the origina equity, and second, the preservation
of the equity earned in the property. One of the many mistakes
Mark made in purchasing his fifteen properties was failing to
consder the safety of his principa. No investor will achieve
financia independence who is not concerned with the safety of
his principd investmen.

James made sure his investment properties provided
liquidity, profitability, and safety of principa. He didn't purchase
as many properties as Mark, but the total benefit from his
investment portfolio was much gregter.

9.8 HOW TO BUILD A PORTFOLIO

A red estate portfolio must be build on asolid financid
foundation. Consequently, before building a portfolio, you need
to ask yoursdf three vitd questions:

M How much regular capitd can | contribute to building a
portfolio?

M Will persond emergencies endanger my portfolio?

M What effect will my current liabilities have on my
portfolio growth?

9.81. How much regular capitd can | contribute to building a

portfolio?

Toinvest in red edtate, you need capita for down
payments, to offset negative cash flow, for cosmetic repairs,
and for smilar expenses. If you have little or no immediate cash
or capital to meet these needs (either your own or a partner's),
you can gill build a portfolio, but you must do it a adower
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pace.

Y oung portfolios are like babies--they need to be
nourished until they can take care of themsdlves.

Portfolio planning should dlow for a period of time
when cash must be drawn from other sources to supplement
the cash requirements needed by the propertiesin the portfolio.
If thisis not possible, you must make certain that each
investment will generate a pogitive cash flow from the day it is
purchased.

9.82. Will persond emergencies endanger my portfolio?

Severd years ago, an investor by the name of William
O. began investing in small rental properties. Since he could not
afford to supplement the cash flow of those properties, he used
extreme caution in selecting hisinvestments. Shortly after he
began investing, however, his three-year old son was diagnosed
as having cancer. Luckily the disease was at a treatable stage,
and William had hedlth insurance that paid amgor portion of
the bills. Still, William wisdly delayed expanding his portfolio
until he was sure of the expenses he would have to pay for his
SONSsS treatment.

The odds against emergencies like this are low, but
gambling should be restricted to the casino; make sure you
have something to fal back on.

9.83. What effect will a current lighility have on my portfalio
growth?

If you have alarge amount of short-term credit
payments, your ability to add properties to your portfolio will
be limited. Furthermore, your increased debt will make new
loans very difficult to obtain and you will not be able to add any
capita to your portfolio. If you currently have a severe cash
drain, build your portfolio dowly, usng part of the portfolio
profits to retire the short-term debt.

Y ou should ask yourself these three questions each
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time you consider buying a property. Too many red estate
investors consder them when garting their investment program,
but set the questions aside as their portfolios grow. The result
can be disastrous.

Thereis probably no greater truth in portfolio, balance
and control than this:

A REAL ESTATE PORTFOLIO THAT

PRODUCES PROFITSISBUILT BY ADDING

ONE PROPERTY AT A TIME.

What you need, then, is a system you can adapt each
time you purchase a property. The ideas you have been
learning in this course comprise just such asystem. If you
follow these steps carefully and prudently, your chances for
achieving your godswith red estate are greetly enhanced.

9.9 CREATIVE ENDGAMES: STRATEGIESTO
INCREASE EARNINGS

We end this course with anumber of different drategies
that you can use in diversifying your gpproach to portfolio
development. We will condder, in turn, Six strategies:

Split and Double

Controlling Y our Portfolio Growth Through
Diversfication

Exercisng Risk Control

Using Teamsto Help You Control Y our Portfolio
Using Options

Developing Red Edate for Profit

<<

<L

9.91. SPLIT AND DOUBLE

In building your portfolio, you might want to try a
technique caled "split and double.” This technique could engble
you to convert the equity of asingle property into a property of
at least double the value,

Here's how the technique works. Dean P. purchased a
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smd| duplex for $58,000. Then, using the techniques taught in
this course, he increased the vaue of the property to $67,000
within nine months. At the end of nine months, Dean exchanged
his equity of $9,000 for the down-payment on a four-plex
vaued at more than $120,000. The four-plex was an excellent
investment and carried its own weight in hisinvestment
portfalio.

Now Dean had the same $9,000 equiity in the portfalio,
but the assets of the portfolio were valued at over $120,000
instead of $67,000. With an 8 percent appreciation rate, the
vaue of Dean's red estate portfolio wasincreasing a
approximately $300 per month, with the four-plex asthe sole
asst. (When the duplex was the sole asst, the portfolio was
appreciating at only $447 per month.)

Of course, this "split and doubl€’ technique should be
combined with balance and control in order to avoid the mgjor
problems that Mark (the first example in this report) met with
his fifteen properties. Each investor must build his portfolio of
properties around both short-term and long-term investment
gods.

If your short-term godls are equity growth and capitd
gppreciation, the properties you place in your portfolio will
generdly be highly leveraged, high-appreciation properties with
low cash flows. Asthe portfolio growsin Sze and maturesin
age, you will buy properties that have lower financing and
better cash flows.

9.92. CONTROLLING YOUR PORTFOL IO GROWTH
THROUGH DIVERSIFICATION

One of the best ways to protect yourself asaredl
edtate investor isto place in your portfolio properties of
different value, geographica location, and Sze. Diversifying
your portfolio in thisway aso increases your profits. Exactly
how you diversify --which properties you choose and when
you buy them--is based on your investment objectives. But
remember: specidizing isthe key to establishing yoursdlf asa
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successtul red edtate investor. Diversfying in the sense of
buying different kinds or properties (office buildings, shopping
centers, etc.) isfor experienced investors only.

There are two basic reasons why diversfication isin
your best interests financidly. Diversfication (1) decreases the
risk and (2) increases the yidld.

1. Decreased risk. The more properties you own, the
less dependent you are upon the performance of any one
property. Thus, the chance that you will lose your entire
portfolio because of one bad investment decreases with every
profitable new property you buy.

George R. began investing by first drawing up a
portfolio plan. Basing his decisons on this plan, he began
placing propertiesin his portfalio that to the best of his
knowledge, would bresk even immediately and within twelve
months generate a pogtive cash flow. George was a
knowledgeable investor, but he did make a mistake from time
to time. After George had placed six propertiesin his portfolio,
he bought a duplex that he believed he could improve through
cosmetic fix-up. However, he wasn't able to rent the duplex
until the cosmetic repairs were done, and once he got into the
project, he found that the needed repairs were more structural
than cosmetic. George had neither the cash nor the desire to do
the structura repairs, and so returned the property to the
previous owner (which he could do because the excul patory
clausein his purchase agreement alowed him to do that.)
Consequently, helost his origind investment of $1,800 and the
$1,692 he had paid on the mortgage during the three months he
held the property.

If George had only had the one property in his
portfalio, the $3,492 he lost might have destroyed his entire
investment program. But by the time that George made the
investment, the other Six properties were generating enough
cash to cover the monthly payment deficit. Furthermore, he had
saved the $1,800 down payment from earlier cash flows. He
dtill redlized aloss of dmost $3,500, but thanks to
diversfication, he only logt that one investment, not his entire
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portfalio.

In beginning, you should sdect smdl propertiesin
different geographicd locations. Then as your portfolio grows,
you can use the split-and-doubl e technique discussed earlier to
consolidate some properties while maintaining a diversified
portfalio.

2. Increased yidld. Diversfying your portfolio increases
your profitsin three important ways.

Firg, if you have purchased your properties usng
nothing-down or little-down techniques, you could enjoy
gppreciation on severd propertiesingtead of only one.

Second, the portfolio is more liquid. Y ou can s,
exchange, or refinance one or more of the properties while
leaving the other investments done to gppreciate or bring in
rents. For example, Jerry K. had build a portfolio of seven
different investment properties. Five of the properties were
sngle-family homes used as rentals, one was a duplex, and one
was an eight-unit gpartment building. One day, Jerry found an
additiond six-unit gpartment building that could be bought for
less than $5,000 down. He didn't want to disturb the equity in
hisinvesmentsif a al possble, 0 he decided to refinance one
of the first properties he had purchased.

With funds from the refinancing, he was able to
purchase the Six-unit gpartment building, and with the positive
cash flow from the rest of the portfolio, he was able to pay for
the $5,000 loan. Without his portfolio, Jerry would have had a
much more difficult time refinancing such alarge property and
the refinancing expense would have been much higher because
it would have been tied to the total mortgage price of the new
loan.

Third, diversfication alows you to meet more than one
investment objective. Mot investors have different objectives
to meet a different time. If the investor needs cash for
educetion, he doesn't need to sdll or refinance his entire
portfolio to get the money.
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Darlene S. had built a portfolio of five smal properties.
Asone of her investment gods, she had planned to eventudly
take out sufficient equity to fund aretirement trip for her
parents. Because she was diversified, she was ableto sell one
of her properties to pay for the trip when the time came. If she
had not diversfied her portfolio, she would have had to take
more dramatic and expensve steps to accomplish the same

god.

9.93. EXERCISING RISK CONTROL

Whether ared edate investment succeeds or fails
depends on both the investment and the investor. Both dements
are critica, and both have their own forms of risk.

Category 1. Invesment Property Risk

The risks associated with the investment property itself
include:

* Insurable risk

* Investment (business) risk

* Financd risk

1. Insurable risk. Y ou can lose your invesment if fire,
flood, or some other natural disaster destroys the property.
Thisrisk islow, however, and can be controlled by purchasing
an insurance policy againg such loss.

2. Investment (business) risk. If an investment property
is not managed correctly, expenses associated with owning the
property can very rapidly egt up any profitsiniit. If that
happens, the property is not worth the same market value asiit
was when you bought it. For example, if tenants are not kept
happy or if the property is not protected againgt the wrong kind
of tenants, the vacancy rate may increase or rentd rates go
down. In either case, the property loses vaue.

Thisinvestment risk can be controlled through effective
management techniques. Early in your investing career you may
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need to manage your portfolio persondly, but once you can
afford professona management, you should do so. Y our time
can then be used to control and balance your portfolio of

properties.

3. Fnandd risk. Risk increases as the ratio of debt
service to net operaing income increases. High leverage
financing can produce exceptiona by high rates of return on the
actua cash invested, but it can aso increase the risk of
investment loss if you cannot meet the debt payments.

The best way to control thisrisk is to use options when
purchasing property you plan to resdl immediately, to obtain
redigtic and reasonable financing terms when purchasing the
property, and to include an exculpatory clause if possible,

Category 2. Investor Risk

There are many things an investor can do, foalishly, to
increase the possibility hisinvestmentswill fail. The main risks
aein:

* Being too aggressve
* Speculating rather than investing
* Investing with too little capita

1. Being too aggressive. If an invedtor falsto plan his
portfolio and map out his investment strategy, he may purchase
too much property too quickly, acting out of emotion rather
than reason. Remember Mark, a the beginning of this report?
Thiswas his problem, and the reason he lost his entire portfaolio.
The key to building a successful portfolio isto gart small,
buying one property a atime, doing so only after a careful
review of your financia resources.

2. Speculating rather than investing. Some neophyte
investors are tempted to try making their fortune on asingle
transaction. The potentid is certainly there, but the risks are

very large.

Still, speculating can be done--if you never commit
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more than 10 to 15 percent of your red estate investment
capita in such projects. Another safeguard is to use options. In
thisway, you can try making it big dl & once with minima
capitd investment and risk.

3. Invedting with too little capital. One of the major
problems for many investors trying to build ared estate
portfolio is that they do not have the capitd necessary to
increase the growth of their portfolio as rapidly as they want.
Capitd cannot be created smply by imagination. It is possible,
however, to expand your portfolio by arranging joint ventures,
employing partnership arrangements and using wise nathing-
down techniques.

9.94. USING TEAMSTO HELP YOU CONTROL YOUR
PORTFOLIO

Asyour portfolio increasesin size and vaue, you will
find it necessary to use outsde professond help in reaching
your investment objectives. These professonds al charge afee
for their help, but if they provide amargin of safety and increase
profits, their advice is worth every dime. The professonds that
you will find mogt hdpful are:

Accountant
Appraiser
Architect/engineer
Broker

Insurance broker
Property manager
Lawyer

LKL

9.94-1. Accountant

A professond accountant can audit and andyze your
finances, prepare your taxes, draft |oan documents and financia
reports, and make vauable suggestions for improving the cash
flow of the entire portfolio.

When Steven and Sdlly M. began building their
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portfolio, they redized that they would need the help of an
accountant, but they knew they wouldn't be able to afford one
until the portfolio was producing aregular cash income. As
soon as this happened (after the purchase of thar fifth
property), they engaged a professiona accountant for an hourly
fee. The accountant showed them how to organize their
portfolio and prepare their tax records. His fee was more than
offset by the tax savings his advice and expertise earned for
them.

9.94-2. Appraiser

An gppraiser can estimate property values for
exchanges, sdes, and refinancing. He can dso do marketability
studies and make feasibility reports for the development of
portfolio assets. Most gppraisers can be hired on a one-time
basis and are paid a fee based on the work performed.

9.94-3. Architect/Enginesr

An architect or engineer ismogt helpful in you have a
portfolio that includes some development red estate. In fact, it
is dangerous to buy such properties without securing the
sarvices of an engineer or architect. They can dso provide
vauable cogt estimates for completing development work.

9.94-4. Broker

Many red edtate investors want to sdll their properties
by themselves. But the portfolio increasesin value and Size, a
real estate broker can be areal asset. He can help market
properties. He can watch for properties you might want to
purchase. And he can provide vauable information only a
broker would have accessto. It isimportant, however, that the
broker follow your guiddines. If heis unfamiliar with nothing-
down techniques but iswilling to learn, give him atry. After a
few purchases, the broker may have learned enough about
nothing-down techniques to provide a valuable service for your
portfalio.

9.94-5. Insurance broker
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f Insurance brokers are paid by the companies that
insure your properties. Y ou will want to decrease your
insurable risk by working with a quaified insurance broker who
can provide the liability and casualty insurance you need.

9.94-6. Property manager

Asyou increase the number of renta unitsin your
portfolio, you will want to consder engaging a professiona
property management firm. Good property managers can
increase your rental receipts and lower your overall expense
costs. Steven and Sdlly learned that with a professiona
property management firm, they were able to dedicate more
time to portfolio management and increase their tota equity
much faster.

9.94-7. Lawyer

A lawyer can assst your accountant in his work and
help in estate planning and tax shelter selection. He can aso
protect you by reviewing lega documents and saes
agreements.

When Steven and Sdlly retained alawyer, they went to
one familiar with red estate transactions. However, before
retaining the lawyer, they made sure that he was comfortable
with their portfolio trategy and investment objectives. Once
they knew they could trust his advice, they never purchased or
sold a property without consulting him.

The key to using professiondsis finding people you fed
comfortable with and who will increase your profits. Aslong as
the vaue of the services they provide equas or exceed their
fees, they can be worthwhile additions to your portfolio

management team.

9.95. USING OPTIONS

The adute investor will dways have "options' on higher
mind. An option alows you to gain control of a property
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without having to purchase it until alater date. When you
negotiate an option with asdler, you pay a certain sum of
money for the right to purchase the property for a designated
price within a specified time frame.

For example, let's say that you locate a twelve-unit
apartment complex offered for $360,000 and your analysis
indicates that the property would be an excdllent addition to
your portfolio. However, for financia reasons you cannot swing
the dedl for at least eighteen months. What can you do to hold
on to that opportunity? Y ou can offer the seller an option for,
say, $3,000, to be exercised within eighteen months at a price
of $400,000. The future purchase price is something you guess
would be gppropriate at that time. If the seller accepts, he might
be guessing that his property might not quite appreciate that
much in ayear-and-a-hdf, or he might smply be betting that
you will actudly follow through with the ded and he will have
sold his property for an acceptable price. If you do not follow
through, then he will be $3,000 ahead of the game and have the
use of that money for up to eighteen months without having any
tax ligbility for it until after the option is exercised or expires.

Meanwhile, you have "control” of the property in that
no one else can purchase it during the option period unless you
decideto let it go. If someone does come along and make a
better offer, you could dways el your right to buy the
property for a"price," which might be many thousands of
dallars. To prepare for this possbility, you should make sure
that your option agreement contains wording that alows you
the right to sdll your option to another party. Also, make sure
that you record your option agreement with the county recorder
s0 that the sdller cannot option is off or el it to someone esein
the meantime.

During the option period you have no management
hasses or concerns with the property, snce the owner has not
sold it yet. You do not have to worry about taxes, ether. Itisa
good way to have your cake and et it, too. We have provided
acopy of an option agreement at the end of thisunit. You can
obtain smilar forms from your loca office supply store.
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Here is an example of how an option can work to your
advantage in the words of Bob Allen:

"Some time back, | was looking at a 100-acre parcel
of ground in agrowing area which the seller wanted to sl in
one large package for development of housing tracts. He
wanted $18,000 an acre, total price of $1,800,000. There
were no loans againgt the property. $1,800,000 isavery large
amount of money. And it would probably take from three to
five yearsto be able to develop that 100 acres of ground in this
particular community. Thiswould mean that if | purchased that
ground now, I'd either have to have $1,800,000 in cash to
invest and to tie up for afive-year period of time, or | would
have to pay interest on that land as | purchased if from the
sdler. And that is not palatable either; 10 percent interest on
$1,800,000 iswell over $180,000 ayesar in interest done just
to carry the land. | proposed to him that | pay him the cash and
have him ddliver five acres free-and-clear (5 acres x $18,000 =
$90,000). Inherent in the purchase of theinitid five acreswas
an option to be able to purchase 10-acre tracts thereafter each
year for the next five years until the entire project would ether
be developed or the options would be relinquished.

"In other words, | would buy atract of land with a
$90,000 down payment. | could develop it, build houses on it,
take my profit and buy another ten-acre tract of land. If |
continued to have success, | could roll my option to the next
parce of ground and continue rolling that option from tact to
tract to tract until the final 10-acre parce was completely
developed. | would not have to have high interest carrying
cogts, but the options that | would negotiate with the sdller
would be at higher and higher prices per acre until a the end of
five years the sdler would sill make the same amount of money
but would diminate the necessity for me to haveto carry thet in
monthly interest payments.

"Thisform of an option is cdled the 'rolling option.’ |
buy one piece of property with the option to buy another piece
within acertain period of time and to roll that option to the next
piece of ground until the entire parce isfinished. This gpproach
is very common and predominant in the land devel opment
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business."

There are many variations to this form of agreement.
For example, you do not have to offer money for the option
amount. Y ou could offer other real estate property or paper or
persond property, with the pledged consideration passing to
the sdller at the end of the option period. You aso can usethe
ordinary Earnest Money Agreement as a short-term option.

9.96. DEVELOPING REAL ESTATE FOR PROFIT

In earlier reports we have waked through the crucia
seps of finding and purchasing good red etate investments. By
applying the ideas we have discussed, you will be able to
gradudly establish the financia independence you have
dreamed about for so long.

One way isto establish that independence is through
developing your own properties. Developing is not without its
risks, however, and firg time investors enter the development
arenawith no more chance of successthan abull inabull fight.
They are excited about the possibilities and eager to begin
earning large profits. But they fal to redize that the profits can
be earned only if they understand the perils and pitfalls.

How can you generate profitsin an area of red edtate
that is known for its tremendous risks and liabilities? Thisfind
section will discuss a plan that will show you:

* Which properties hold potentid development profits
and which ones don't.

* What you must include in your purchase agreement
in order to protect your future profits.

* How zoning can make or break your red estate
development.

* How to control - development property with no risk
and no finance charges.
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* Why one developer can make a profit when another
developer can't - with the same red edtatel!

Profits through development may be as close asthe
ground you are standing one. Increase your understanding,
practice what you learn, and profit from your red estate
developments.

Asyou reed this section, keep the following points
clearly in mind. They will help you understand and apply the
concepts discussed.

* Good development property may be found in dl
locations. Developing a property if your Ste analyss says "no”
isan invitation to falure,

* Andyzing the market demand for the completed
development is an important as finding a property that can be
developed. Profits from rea estate development may be eaten
up by interest and carrying codts. It isvitd, therefore, that you
gauge a property's marketability before you begin developing it.
Otherwise, you aren't developing--you are speculating!

* Zoning laws were not passed down from heaven.
Don't be afraid to try to change them. Y ou won't succeed every
time, but when you do, the profits can be immediate and
SOMetimes enormous.

* Developing a property conssts of severd vitd steps.
Don't skip any of them. Y ou may regret it dl the way to the
poorhouse.

9.96-1 HOW TO RECOGNIZE GOOD
DEVELOPMENT REAL ESTATE AND TURNIT
INTO A PROFIT

So you'd like to make money--alot of money--by
developing red estate? If you know what you're doing, it can
certainly be done.

Chuck M. did by predeveloping propertiesin
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Wisconsin. In hisfirg experience, he found seventeen acres of
farm land that had gradudly been surrounded by a growing city.
The owners had purchased the land years before, but had done
nothing with it. It was till zoned as farm land, Chuck paid a
good pricefor it as such. He immediately went to the zoning
commission, requested and received a zoning change, and
immediately resold the property for a $168,000 profit. He was
off to arunning gart toward hisfirg million.

Can others do the same? Absolutely! This section will
show how to make it happen.

WHAT ISA GOOD DEVELOPMENT PROPERTY?

Redl edtate that can be developed for profit is more
than just bare ground. It is property that someone e se wants--
they just don't know it yet!

Success in development depends first and foremost on
your ahility to locate unimproved red estate that can be quickly
developed and marketed. To take the opposite approach--to
buy red estate without knowing how you are going to useit,
who you are going to sl it to, and how long the entire process
will take isaquick road to unproductive debt and the fulfillment
of your wildest nightmared

Development property can be divided into two main
categories. Firg isthe type of property that can be immediately
resold, once the use is defined, without further development.
Thistypeis commonly referred to as "pre devel opment
property.” The second type of property is called "completion
development property”--the devel oper retains ownership until
the development of the property is completed and ready for
use. Both types of development can be very profitable.

Let'slook at these two mgjor categories and decide
what characteristics each possesses.
Pre devel opment property

Highest and best use not established
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Zoning may be changed, dtered, or varied

May be an infill development
Purchase price set according to existing zoning

Market demand is very high for proposed use

Compl etion devel opment property

Highest and best use established but not functiond

Zoning changes completed

May beinfill or growth development

Purchase price s, dlowing for profits from congtruction and
marketing

Market demand is very high for completed use

CATEGORY 1- PRE DEVELOPMENT PROPERTY

Highest and Best Use Not Established

Pre-development has characteristically been usedin a
way that has not brought the owner the highest return it could.
When Mary and Helen F. were growing up on their farm
outside of town, for example, their father dways told them that
the value of the land wasin what it produced. Both girls
eventualy married and later inherited the property from their
father. Asthe years went by, Mary's and Helen's new families
moved form the area and leased the farm to a neighbor who
continued to grow hay on it. Although the town eventudly grew
up to and around the farm, Mary and Helen continued to lease
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the ground out for less than $100 per acre. If the twenty acre
farm were developed into building lots, the vaue of the ground
would be as high as $30,000 per acre. In this case, Mary and
Helen are not using the property to its highest and best use.

Charles A., on the other hand, turned a vacant lot into a
modern office building worth over $300,000. When he
graduated from law school, he established hislaw practicein a
large metropolitan city. After looking around for office space,
he decided to build an office building he could use and rent out
to other attorneys. Within tow weeks he found a piece of
vacant ground that was part of a public school parking lot. The
school had closed down years earlier, and the buildings and
immediate surrounding property had been sold to a private
research foundation. However, the property that Charles
wanted was still owned by the school and he was able to buy it
for $36,000. The rent from the office building he built on thelot
more than paid the monthly premiums on the loan he took out
to build it.

A good way to begin your development career isto
drive through your own city and write down the addresses of dl
the vacant ground that interests you, listing the existing use and
any proposed uses that may seem compatible with the
neighborhood. Once you have done this, you can begin looking
a zoning.

Zoning May Be Changed, Altered, or Varied

When looking for pre-devel opment property, you need
to check the loca zoning lawsto seeif your proposed "highest
and best use" of the property would be permitted. If it isn't, the
land may be worthless as an investment--you would be able to
<l it only for the price determined by its exiting, undevel oped
use.

Let'sreturn to the discusson of Mary's and Helen's
twenty acre farm. They finaly decided to sdll their farm and to
divide the sales proceeds between them. A professiona
appraiser told them that the property was worth $3,000 per
acre asafarm. It had never been annexed as part of the city,
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and neither Mary nor Helen know how to complete this
process. (They hadn't considered annexing it earlier because
their taxes would have gone up consderably.) The two ssters
received an offer to purchase their property for $4,800 per
acre. The offer contained certain contingency clauses and
option rights that alowed the new owner to apply for
annexation and to request certain city zoning. The Sgters
accepted the offer, and after about ninety days the closing was
completed. The new owner promptly resold the property to a

local builder for $14,800 per acre. Histota pre-development
profits: $200,000.

As adeveloper, you dways need to look for those
properties where the existing zoning may be changed to permit
a"higher and better use." Y our ability to purchase and market
such propertiesis your ticket to financid wedth.

May Be an Infill Deve opment

Astowns grow into cities and cities expand into urban
aress, development is not aways consstent and uniform. When
certain properties surrounded by new devel opments, the vacant
property issaid to be an "infill property." Because the property
was never developed, chances are that the highest and best use
was never established, since the existing zoning on the property
have been established many years ago. These properties are
prime candidates for hedlthy profits.

Mark R., for example, owned a chain of convenience
storesin the western United States. He operated the business
with his sons and wanted to expand into several metropolitan
areas. Mark explained his desires to a close friend, and asked
him if he knew of any propertiesin centrd locations. Mark's
friend said that he would look candidly "but I'd like to make a
profit on the transactions mysdlf," the friend candidly told him.
Mark said that he didn't mind, as long as he got the property a
afar and reasonable price.

Thefriend, Lou H., began looking for properties that
might be good locations for convenience stores. Lou found two
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properties and he got options to purchase both of them, aong
with the right to change the zoning if he desired. Both of the
properties were infill properties surrounded on al sdes by
developed commercid and resdentid developments. When the
transactions were completed, Lou had changed the zoning on
only one property (the other didn't need it), but he made a
profit on both of them. And Mark was very pleased with the
new properties he had acquired.

Purchase Price Set According to Exiging Zoning

If the owner has established the purchase price of a
pre-devel opment property according to the existing permitted
uses, and you can improve those uses through zoning changes
or variances, then you may be able to make a quick profit by
immediatdy resdling the property.

In the mid 1970s, Gary C. moved to acity in the
Midwest. He discovered this characteristic of pre-devel opment
property amost be accident. Having read some books and
having attended severa seminars on red estate, Gary was
convinced he could make a profit by having homes built and
then sdling them in the retall market. He found an oversized lot
in abeautiful area of the city and made an offer to purchaseiit.
He included language in his offer that dlowed him to gpply for a
building permit and to request variances to the zoning. After
having the property surveyed, he found that the lot he was
going to purchase was only fourteen feet short of being wide
enough for two lots. He went before the planning commission
and requested a variance that would let him build two houses
on the property with each house having alot that was seven
feet narrower.

His variance was granted. After the meeting, a neighbor
in the area asked him if he would gl one of the lots. Gary said
he would and quoted him a price. The price was low enough
that the neighbor asked to buy both lots. Because the price was
amost double what Gary was going to pay for thelots, he
agreed. A smpletrip to the Planning Commission had netted
Gary aprofit of may thousands of dollars even before closing
on the purchase of the property.
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f If you want to make an immediate profit on pre-
development property, buy the property at the price set by the
exiging zoning uses, then use legd means to improve the use of
the property and thus increase its price.

Market Demand Is Very High for Proposed Use

Even if the property meets dl the characteristics we
have just reviewed, you won't be able to make a profit from an
immediate resde unless the demand for the best use of the

property isvery high.

For example, the neighbor who purchased Gary's new
loan was confident that there was a demand for new housing in
the area. If this had not been the case, he would not have
purchased the property.

Let's consder what happens when the demand for a
proposed useis not high. A few years ago ayoung college
graduate named Marlyn J. decided to develop red edtate
resdentid lots. The property wasin anice areathat was
experiencing some growth. When Marlyn closed on the
property she wasn't sure when she would be able to sdll the
lots, but she was confident that she could do o. In this she was
alittle naive. She should have pad attention to the large number
of new homes on the market and the fact that very few new
houses were being started. There were actudly severd
developments with completed roads and utilities that ill many
unsold lots.

Marlyn went ahead and marked up the property
enough to give her agood profit and till dlow abuilder a
discount for buying dl the lots and putting in the utilities.
Because lots were not sdlling, Marlyn ended up holding the
property for amost three years before she sold it. Although she
sold it for dightly more than she paid for it, she il lost a good
amount of money. She had financed almost 90 percent of the
purchase price and had paid 16 percent interest for amost
three years. When her accountant did her taxes, she had lost
amost $11,000 on her development.
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This does not have to happen if you gauge the market
demand correctly before you close the purchase. If you are
wise, you will aso further protect you profits by usng some of
the tips on financing you will learn later in the report.

CATEGORY 2- COMPLETION DEVELOPMENT
PROPERTY

Highest and Best Use Established but not Functiond

Sometimes when you establish the highest and best use
for aproperty, you will discover that you can generate higher
profits by controlling the property through actua construction of
the building or buildings that will occupy the Ste. Herés an
example.

Dan S. was a builder who had constructed several
large shopping centers for a hefty profit. He was more than
ready, therefore, to purchase two acres from another developer
who had gone through the entire predevel opment process. He
bought the property as shopping center property and paid a
very reasonable price for it. After he finished the shopping
center he sold it to a management company and made a profit
both on the buildings and on the property.

Y ou, too, can make a profit from "completion
development property,” but you need the expertise and
professona experience to complete the development. The
profits you will make are deprived from actudly developing the
total congtruction project, not in just preparing the property for
congtruction.

Zoning Changes Completed

As adeveoper of completion development property,
you are not concerned with changing or dtering the zoning. The
use to which you intend to put the property is aready permitted

by exiging zoning.

Ron R. bought aresdentia subdivision of twenty-two
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building lots for $18,000 per acre. It had been filed with the
county recorder, which meant that al zoning requirements hed
been established and met. No work had been done in the
subdivison, o he put in dl the water, gas, and power lines, as
well as the roads, sdewalks, curbs, and gutters. When he
finished, Ron sold the twenty-two lots to five different builders.
Even though Ron didn't build the houses, the investment was
gtill a completion development property for him, snce he
completed the utility work necessary to sdll thelots.

May BeIrfill or Growth Development

Infill property, as we discussed earlier, is property that
has been surrounded by other developments. " Growth
property” on the other hand, is property that is developed as
the city expands into the area. If al the zoning requirements for
the best use of such properties have aready been met, the
developer need not be concerned with whether the property is

infill or growth property.

Wadly N. owned a development company that built
movie theaters and then leased them to mgor distributors.
Waly bought sites for the theaters in urban areas surrounded
by other developments and in new shopping mals and strip
shopping centers that were part of mgjor residential
developments in Cdifornia As much as possble, hetried to
find infill properties|ocated in the inner cities because the cities
would often provide specid financing to get these Sites
developed. Cities generdly believe that the completion
development of infill properties strengthens the cities and
surrounding aress.

Purchase Price Set, Allowing for Profits from Construction and
Marketing

The purchase price of aproperty islargely determined
when the zoning is established for the highest and best use of
the property. The actud sdes price of the property must also
take into account the cost of the property's construction and
marketing.
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f TrishaH. built townhouses in smal twenty fifty unit
developments. Whenever Trisha bought the property for her
townhouses, she projected profits from the actua construction
of the townhouses and from the sdes commissions or marketing
feesfor the individua units. She was not concerned with
meaking a profit on the ground, only on the actua completed
units. Because she sold these units through her own company,
she dso expected to make a profit from the marketing or sdes
of the units,

Market Demand is Very High for Completed Use

Thisis the most important factor to consider when
contemplating buying property and building onit. If you build
something you can't sdll, lease, or exchange, your profits will
evaporate very rapidly. Y ou must be able to assess market
demand, not only for your type of property, but for your
specific property asit will be constructed.

By now you probably have decided that you would fed
more comfortable pre-developing a property. And, in fact, we
suggest that novice investors concentrate on these kinds of
properties. They require the least amount of experience and can
dill generate substantid profits. But if you fed that you have the
skillsand interest to pecidize in development property, go for
it. But firgt thoroughly assess your ability to follow through on
the construction and marketing of a project.

9.96-2 HOW DO YOU ESTIMATE MARKET
ACCEPTANCE?

To determine aredidtic estimate of the market demand
for your property, you must inspect the ste. Thisincludes a
physical inspection of the property and a perusd of the
property's legd description. In doing S0, you are trying to
asess the property's devel opment possibilities and
marketability.

The importance of doing Ste andlyss on every property
you consider can't be over-stressed. The experience of Ted G.
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illugtrates. Ted had sold red estate for just over Sx months
when he decided to go into real estate development. He had
been successtul in sdling afew homes, and thought he could
make a profit buying and selling pre-development red estate.
While Ted drove around town, he found many potentia
development stes. He completed a handwritten Ste analysis on
each one. After his sixth Ste andysis, he was sure that he had
found a property that would make an ided fast-food outlet. He
obtained the property through areal estate option that alowed
him to do whatever was necessary in order to develop the
property. His option was for sx months, plus extensons, and
during that time Ted changed the zoning and sold the property
with a smultaneous closing to amgor fast-food franchise. His
profit was over $36,000. Ted's homework in preparing asite
andysswas amgor reason why he was successful in hisfirgt
development experience.

A good ste analysis will consider the property's.
Legd description
Physicd land characteristics
Land Parcel Characterigtics
Devel opment possibilities
Market ability and best use andysis
Financing
Condtruction
Marketing

L . T T

Asyou can see, the data you must collect is lengthy,
but it isimportant. If you are concerned only with pre-
development property, you will still need to complicated form
for this, just apad of paper and pen. Or use the form we're
providing in this section. (Were including the form here to give
you an overview. You'll understand al the parts better once
you've studied the entire section.)

SITE ANALYSISFORM

1 What isthe property'slegd description?
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8.

What are the property's physical characteristics?
a Soil quality?

b. Topography?

C. Subsurface conditions?

What are the land parcel characteristics?
a Size of property?

b Sope?

C. Access to trangportation?

d. Nature of adjoining property?

e Zoning and building codes?

What are the development possibilities?

-0 Q0T

What is the best use of the property?
What isits marketability at that best use?
a Economic growth patterns?

b. Employment trends?

C. Housing market?

What financing can be arranged?

What congtruction is needed?

Who can best do that construction?

Whét is my marketing plan?

Lega Description
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f Thismay sound basic, but you need to make sure that
you are investigating the property. If you have the property's
address, you can go to the county recorder's office and get a
complete lega description. Once you have this information, you
can determine if the property is part of alarger piece of
property, and if it isthe actual property you were looking at.

Y ou will aso be given the property owner's address.

Studying a property's legd description can often save
you alot of time. Evan |., for example, drove by a piece of
property that appeared to be about 200 feet across the front
and 600 feet deep. He had a proposed usein mind for it, but
he needed to make sureiit truly was at least 190 feet wide.
When Evan went to the courthouse, he found that the legd
description said the property was only 181 feet wide. Without
this information, he might have made afoolish decison to invest
in aproperty that wasn't suitable for his needs.

Physicd Characteristics

When you are writing down information about the land
itself, you will be concerned with the following characterigtics,
not only of the land you are looking at, but of the surrounding

property as well.

1. Soil qudity. Note the type of soil. Isit sand, clay, or
something else? If you are going to develop residentid lots,
you need not be too concerned with the ability of the soil to
withstand a heavy load. But you definitely would be concerned
if you were going to congtruct atwelve-story office building!

2. Topography. How does the ground lie? Isit level?
Would it be best suited to resdentia, commercid, or some
other type of development? Thisinformation may be criticd
when you sart to determine where the buildings will eventudly
go on the property. Dick L. was interested in buying some
hillside property that could be subdivided "on paper” into
tweveindividud lots. But after looking at the actud
topography, he found that the terrain would accommodate only
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seven lots. Asyou can see, the topography of a property can
make adramatic difference in the vaue of the property.

3. Subsurface conditions. How high is the water teble
in the area? |'s there any mining nearby? In the early 1980s,
magor "sink holes' appeared in severd citiesin the western part
of the country causing millions of dollarsin damage. Eventudly
someone will build some type of building on your devel opmen.
If the land proves ungtable, you could be involved in alaw suit.

Land Parcel Characteristics

An examination of the property and of itslegd
description can provide you with some important information
about the [and.

1. Size of property. Thismay be determined form the
legd description. If the parcd is part of alarger property, you
may want to purchase a survey of the property or at least make
your offer subject to that survey. If you don't have a survey,
you can use afifty-foot tape and estimate the size. Y ou will
need to know both the dimensions of the property and the tota
number of square fedt.

2. Sope. The dope of the property will indicate
whether the development will need to be filled in, cut back, or
have other earth-moving work completed.

3. Accessto trangportation. If you are developing
resdentia or commercid property, you need to know what
trangportation routes are available. Failure to do so can be
costly. Mitchdl F., for example, purchased a piece of property
for an office complex but did not check on the permitted access
from a state road. After closing on the property, he found that
he could not enter his new property from the Sate road. The
tenants of the building would have had to take a Sx-block
detour through a run-down section of the city in order to get to
the property. Needlessto say, Mitchell never developed his
property, and to this date has not been ableto sl it.

4. Nature of adjoining property. The vaue of any
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completed development will be partidly determined by the
surrounding area. Beautiful lotsin arun-down areawill not
bring the same prices that they would in awell-cared-for area.
An office building's value will be determined by the rental
income of that property, and rents will vary according to the
tenant's perception of the neighborhood.

5. Zoning and building codes. Once you have located
the lega description of a property, you can go to the loca
planning office and find out what zoning is permitted. Before
you do, though, look at al adjoining property and seeif that
zoning may be more favorable than your present zoning. Itis
extremdy difficult to get azoning change for one piece of
property when the other property in the areais zoned
differently.

Development Possbilities

Asyou complete your Ste andys's, begin to look at the
wide range of development possibilities. The following types of
projects have generated profits for developers al acrossthe
country:

Sngle family homes
Townhouses

Apartments
Condominiums

Office buildings

Shopping centers

Retal stores

Medica buildings
Industria warehouses
Digribution centers
Manufacturing plants
Recregtiona developments
Mobile home parks
Automobile service centers
Automobile dederships
Theaters

*
*
*
*
*
*
*
*
*
*
*
*
*
*
*
*

Marketability and Best Use
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f Once you have determined what kinds of developments
are possible on the property, narrow your choices down to that
use which will raise the vaue of the property, as high as
possible. Make sure, though that there is an above-average
demand for your proposed use of the property in the market
place. Asyou complete this analys's, pay specid attention to
the fallowing:

1. Economic growth patterns. This informetion will
help you determine in which areas the city is growing, where the
people are choosing to live and to shop.

Harold S. used this kind of information to escape a
serious debt and make atidy profit. He was completing his first
ste analyss and had sdected severd possible usesfor the
property he waslooking a. Almost dl of the usesinvolved
sling resdentid living space. When he checked with the local
Board of Redltors, though, he found that fewer homes were
sold in the current year than in each of the past three years.
With this information he was able to determine that the highest
and best use of the property was probably not residential
housing. He went back to hislist of possbilities and found that
he could get a conditiona use permit for amedica building. The
hospital was directly across the street. No need to say more!

2. Employment trends. The employment rate in your
area has a definite influence on the highest and best use of
development property. If employment in your areaiis up, for
example, then developing shopping center or retail store would
be alogica choice, snce more and more people will be
spending more and more money. Of course, the overal
demand for any development property istied to the economy.
If the economy is doing well and expanding, then development
should be good. If the economy is down or stagnant, dmost
any development could face some mgor problems.

3. Housing market. This part of your Ste andyss
congders the need for new housing. If growth patterns and
employment trends are up, you would naturaly think thet the
demand for housing would aso be up. But thisisn't necessarily
0. If an area has been overbuilt; meaning thereis an over
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abundance of available housing on the market; the best use for
aproperty may be something other than resdential.

Hnandng

When you are doing a Site analys's, review the Situation
of the dler. Will he be willing to carry the financing on the
project while you develop the property? Y ou must also
determine if there are potentia financing sources for the
completed development. If the highest and best use of the
property is deemed to be apartments, but there are no lenders
who are making income property loans a competitive rates,
you will need to look a another use for the property.

If financing seems difficult to arrange, consder seeking
ajoint venture with the existing property owner. You give him a
percentage of the property, and he gives you the equity in the
red edtate at no interest.

Whatever you choose as the highest and best use under
exigting or proposed zoning, you need to consder the financing
arangements. Pay specid attention to the section later in this
report on protecting your profits through proper financing.

Construction

If you are abeginner in red estate development, you
may want to consder only pre-development property. But if
you want to do the find congtruction of a project, you must
consder your ability to follow through on the congtruction.

Skip P. had completed a site andlysis and decided that
there was a terrific demand for a stand-alone movie theater on
apiece of infill development property. Skip had the resources
to finance the property purchase and building congtruction, but
he had no building or construction experience. So he went to
severd friends and business acquaintances and asked for
references for good builders. When he found that three people
recommended the same individud, Skip offered him a
percentage of the profits on the project in return for building the
theater at cost. The builder agreed, and both Skip and the
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builder were able to turn Skip's theater ideainto redlity.

Don't be afraid to use professionals who can do the
congtruction for you. These people may be able to insure that
you get aquality development, and some may aso even
participate in the financing.

Marketing

If you plan to build on a property, never put adime
down unless you have agood plan for marketing the devel oped
property. However good the development concept is, it can
turn into ared lemon if you don't have aredigtic plan for sdling
the devel oped property for the highest amount, in the shortest
period of time. This may sound smple, but the lack of
marketing foresight has caused more developersto fal than any
other reason.

Answering the following questions will help you to
develop aworkable marketing plan.

1. Have | redly identified the highest and best use for
this property?

2. What is my competition for that kind of use? Is
thereis glut of such propertiesin town? How about in
my area of town (meaning the area of the property)?

3. Who are my most likely customers for that use of the
property?

4. How can | find those customers who would be
willing to locate in my area?

5. What are my best sdlling points? How can | best

convince prospective customers that my development is
the one for them?

If you're ftill uncertain how to market your
development, you would be wise to engage the services of an
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expert. Find a Redtor who specidizes in marketing the kind of
development you have in mind. Meet with him and pick his
brain. Learn dl you can from him. Find out what his
commission rate is. Then, before you ever Sgn on the dotted
line with the sdler of the property, st with the Redltor and map
out the plan you'l use (or hell use) in marketing your
development.

This point is so important we repeet it:

Have your marketing plan in mind before you exercise
your option to purchasethe property.

9.96-3 WHAT MAKESZONING THE KEY TO
SUCCESS?

Each locd government has established zoning
regulations and laws to protect the interests of its citizens. As
we noted earlier, these regulations did not come down from
heaven written on stone tablets. Rather, they were decided
upon and voted into existence by loca planning officids. Some
zoning regulations have been in existence for decades. Y our
ability to work with these laws and regulations, and to change
them when possible, will be your ticket to large profits as a red
estate developer.

D& D Deveopment, for example, was acompany that
built middle income gpartments. When two national mgor
employers moved their production and manufacturing facilities
to their city, D& D knew that more housing would be needed
and that development sites were available. D& D completed a
gte andysis on apiece of property contiguous to amultiple
family areg, but found that the property was zone only for sngle
family units. After completing their analys's, they requested a
zone change that dlowed for eight gpartment units on each
average szed lot. Permission was granted and D& D increased
the value of that property over 400 percent.

When you are considering developing property, the first
thing you should do isfind out if you can upgrade the zoning.
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Here are the basic zones that a city will have.

Resdentid sngle family
Residentid multiple family
Commercid

Industria

Rurd

Specid (eg. flood plain)
Mixed use (e.g. PUD)

L T I I R

When you are checking the zoning on a property, look
beyond the use put to it by the present owner. It is possible that
the zoning laws have changed and the present use would not be
permitted if the property were transferred.

One aspect of the zoning laws that can make a profit
for the developer concerns "non conforming use.” Thisdlows
the zoning on a specific property to be changed without
changing the zoning of the entire area. If your Site andyssand
property review have indicated that the highest and best use of
the property isfor a use not currently permitted, try to apply for
anon conforming use permit.

When you are preparing to buy a property with an eye
to securing a nonconforming use permit, you may be able to
increase the vaue of the property without mgjor expenses.
Make sure that you include contingency clausesin your
purchase agreement that alow you to back out if you are
denied the nonconforming use. Thisis essentid, since your
profit comes from your ability to upgrade the zoning of the
property without getting a complete zone change.

How do you go about requesting a zone change or
variance? Any request for avariance or zone change must be
made at your loca planning commission. Be prepared to argue
the best case you can for your proposed zone change, because
you may face some opposition from neighbors or other
interested parties when you go before the hearing board. The
best thing to do in such a caseis to work with these people,
showing them how your gpplication isin the best interest of dl
concerned.
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Here are afew ideas to help you work effectively and
successfully with your loca zoning authority.

1. Prepare your case to show that you are asking for
reasonable relief from a hardship you did not cregte.

2. Strategicaly use experts and professond testimony
when arguing your case.

3. Go to neighboring property owners, explain what
you would like to do, and request their cooperation.

4. Prepare a petition or agreement to be signed by
neighboring property owners.

5. Condder negotiating with objectors at the hearing.

Most opposition to zoning changes comes from people
who tend to oppose any change. But if you can show them how
your change will not have a detrimentd effect on their property,
most owners will be willing to cooperate.

William O. had found a piece of property bordering a
multi-family resdentiad zone. It was currently zoned sngle-
family resdentid, but after completing his Ste andysis he
decided to gpply for a zoning variance to have the property
zoned for multi-family residences.

He anticipated some oppaosition from neighbors, so he
went to as many as he could and described the type of
development he was contemplating. He explained how the
vacant property was presently an eyesore and that the
increased traffic would most often use the access through the
exiging multi-family residentia zone. At the hearing, he had a
professond gppraiser explain how his development would not
decrease the value of the adjoining property, and locd architect
explained how the proposed development would enhance the
entire neighborhood. When the opposition stood to object to
his request, William was prepared with alist of other property
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owners who had signed a petition requesting that his zoning
request be approved.

When the council voted on William's request, they
approved the variance five to two. If he had not, been
prepared, the opposition would probably have won, and
William would never have made his development profits.

Zoning laws can cregte the potentia for substantial
profitsin other ways as well. When an areais growing and
zoning regulations are put in place, certain parcels of ground are
sometimes left undevel oped because they do not meet the sze
requirements or some other criteriathat the new zone required.
A typicd example would be a property in acommercid zone
that did not have the required one hundred feet of frontage and
ten thousand square feet in order to qudify for acommercia
dructure. Such "undersized lots' and "substandard lands® exist
primarily in infill development areas and can often be purchased
for asong. If you can get a variance gpproved, you can enjoy
some very nice profits on your investment.

Henry M. lived in ametropolitan areain Cdifornia He
noticed a vacant lot that appeared to be about 75 or 80 feet
wide and possibly 100 feet deep. It was an excedllent location
for asmal red edtate or insurance office. After conducting a
dte analyss, he discovered that the lot was 23 feet too narrow
and 1800 sguare feet too small. The property owner also knew
this and was offering to sall the property for $2.40 per square
foot. Surrounding properties that met size and frontage
requirements were going for amaost $6.00 per square foot.
Henry made an offer to the owner for $2.25 per square foot,
but with an option that dlowed Henry the right to apply for any
variance necessary for the congtruction of acommercia
building.

When Henry went before the planning commission, he
explained that the property was "substandard,” through no fault
of any property owner (but was large enough) to build on.
After awell-prepared presentation, he got the variance
approved and subsequently sold the property to a nationa
insurance company for $5.60 per square foot. He redlized a
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profit of nearly $27,000 on the transaction.

Asyou can see, the profit potentia in getting zoning
changed is subgtantid. Y ou may not get every variance
approved, but when you do, you will ingtantly regp some large
profits.

9.96-4 HOW DO YOU WRITE AN OFFER FOR
DEVELOPMENT PROPERTY THAT MAKES SENSE?

When you have done a preliminary Ste andysson a
property and are satisfied that the property may produce a
Szedble profit, you are prepared to negotiate with the owner
and make an offer on the property. Y our mgor concern at this
point will be to control the property without pendty for non-
performance, while il retaining the potentid for earning large
profits. This can best be done by using either an option or an
earnest money agreement. In both cases, you will be concerned
with two types of clausesthat will protect future profits and limit
future lidbilities. The firg is a contingency clause; the second
covers development rights.

Contingency Clauses

The cardind rule in preparing any offer to purchaseis
awaysto make provison for the unknown or unexpected.
Contingency clauses like the following are absolutely necessary.

"The buyer has the right to cancd this agreement if buyer is not
able to obtain zoning or use permits necessary for buyer's
development of the property.”

"This saleis contingent upon buyer goplying for any variance,
zoning change, or necessary use permit and receiving
appropriate approval of same. Buyer has sole discretion asto
what appropriate variances, zoning uses, and permits will be
required.”
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"Thissdeis contingent upon buyer obtaining the necessary
financing to complete the development of the property
according to buyer's development plans.”

Never make an offer that does not give you theright to
cancel the purchase without pendty if you are unable to
develop it to your highest and best use. Robert M. learned that
lesson the hard way. He found a piece of infill commercid
development property he considered agood buy. But thiswas
Robert'sfirst experience in developing red estate, and he was
sure that the property owner would increase the priceif he
knew what Robert was going to do with it. To keep from
reveding his plans, Robert |eft out acontingency dausein his
offer. He wasn't worried, though. He was "postive" there
would be no problem in getting the zoning variance he would
require.

Unfortunatdy, the planning commission turned him
down, and he was obligated to purchase a property that he had
no idea how to develop. He immediately changed from a
developer to a"speculator.” Eventudly he sold the property for
exactly what he paid for it, however, hisinterest and carrying
costs were over $7,800.

Don't ever be caught in this Stuation. It is better to pass
up a piece of property than to take a chance on getting burned.

Remember that the property owner probably wants to
s the property as bad as you want to buy it. Use this
information to protect your profit from the Start.

Devdopment Rights

When you are making an offer to purchase or drawing
up an option agreement, be sure to include a clause thet allows
you the right to represent the present property owner in any
zoning change, variance, use permit, or related matter. All of
these requests must be applied for in the name of the property
owner. If you can assure the owner know that you will perform
as promised and pay for dl related expenses, the owner will
amog dways give you theserights. A dause like the following
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will satisfy both your need and his.

"Present property owner grants the buyer of the
property permission to immediately gpply for any
zoning change, variance, or use permit that the buyer of
the property deems appropriate. Buyer of the property
agreesto assume al responsihility for preparation of
any documentation or presentation that may be
required for said items. Buyer further agreesto pay any
and all expenses related to the above items.”

When preparing your purchase or option agreement,
make sure you dlow yoursdf plenty of time to complete your
development process. Remember, you may want to
immediately resdll the property for a profit. It's dways a good
idea, therefore, to get the longest closing time or option period
possible. If you think that your zoning request will take Sixty
days, double that amount of time. Then include a provision
whereby you can pay an additiond sum, which will gpply to the
purchase, to extend the closing for an additiona period of time.

Severd years ago two young devel opers made an offer
to purchase alarge piece of property surrounding a golf course.
They arranged to sall the property for a profit of $300,000, but
closings had to take place on the same day. The third party,
however could not close that day, and so two developers lost
the profit. Worse yet, they logt over $190,000 in non-
refundable earnest money. They had placed themselvesin a
corner by not dlowing enough time for dosing.

At this point, aword to the wise. Use an option
agreement whenever possible. An option is very difficult to
break, and it dlows the new buyer to openly try to sdll the
property once the option is signed.

If you can use an option agreement, try to make only a
small option deposit. Y ou can explain to the property owner
that you will probably not exercise the option if you can't make
your development work. For this reason, you don't want to
spend alot of money for an option that may not be used. If the
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sdler balks, negotiate for an extenson of your option in return
for alarger deposit. And make sure that al sums are gpplied to
the purchase price.

The key to a successful offer on development property
is protecting yoursdlf at dl times. Never alow yoursdf to be
squeezed into a corner by unforeseen events.

9.96-5 HOW DO YOU ARRANGE FINANCING THAT
PROTECTS YOUR PROFITS?

If you are interested in pre-devel opment property, your
magjor concern will be to find interim financing that will hold the
property until you can resdll the property for a profit. If you are
going to complete development of the property, you will dso
need to arrange financing for the longer term.

Let'sdiscussfirst severd dternatives that will help you
protect your pre-development purchase and maximize your
profits.

FINANCING ALTERNATIVES

Owner financing through purchase or option agreement

Thisis by far the best method of financing any pre-
development property. A good purchase or option agreement
will dlow you sufficient time to complete your development and
resdll the property. Y our purchase agreement should therefore
permit one or more extension periods in case you are unable to
resdl| the property right away.

RenaW. found a piece of property she was able to
rezone from residentia to commercid. She had anticipated
sling the property to agrocery store chain, but they were
unable to make a firm commitment prior to Rena's closing dete.

Thiswas no red problem, however, Rends option

agreement permitted her to extend the option period for three
periods of six months each. The $500 she had to pay for each
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option period was to go toward the purchase price. Although
the first grocery chain did not buy the property, acompeting
grocery chain did buy during the second option period. Her
profit on the transaction was over $50,000.

If she had not sold the property by the end of eighteen
months, Renawould have been better off to have lost her
option money than to finance a $100,000 piece of property a
high interest rates, not knowing when she would be able to sl
the property. Remember, the cost to Rena of the entire option
period was redly zero, as al option monies went toward the
purchase price of the property.

This same method can be used with earnest money
offersto purchase. Many smart developers never use any other
source of financing than this method when buying pre-
devel opment property.

Owner or third-party financing

If you redly want to carry the property yoursdlf, until
you can locate another buyer, consider financing the property
under a contract of sale with the owner. Y ou may aso interest
athird party to put up the money for a portion of the profits.
But be careful. If you don't sdll the property when you expect,
your carrying costs may exceed any profits that the property
may produce.

Bank or conventiond lending sources

Asaladt resort, you may want to investigate taking out
aland loan. Mogt lending inditutions have shied away from this
type of loans during the past few years, but there are till afew
avalable. You will probably have to pay ahigh interest rate and
settle for afarly low loan-to-vaue ratio. Unlessyou are
absolutely convinced that you will get exceptiond profits from
the property, stay away from these types of loans. The cost of
financing by this method can decrease profits to zero!

PROTECTING YOUR PROFITSIN FINANCING
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f It isimpossible to say what type of financing you may
require to finish development. Rather than explain the many
types of loans that lenders may or may not have available, let's
discuss how you can protect your profits.

Always use your purchase agreement

Allow yoursdf sufficient time to develop short-term and
long-term financing for your project. This can be done with
contingency clauses and extengon options written into the
purchase agreement. If you are going to develop a property
through congtruction and marketing, you should have dl
financing arranged before closing your property purchase. If
you fall to do this, theinterest will destroy your profits, and a
some time in the future, you may not be able to even arrange
finendng.

When obtaining financing follow afinancing plan

Under no condition close your purchase on a property
without having financing in place for dl phases of the
development. If you need separate long-term financing on your
completed project, get a commitment on this financing prior to
closing your purchase. Work up afinancia plan and sick to it.
Y our falure to do so may come back to haunt you.

Barrett C. applied both these principlesin a purchase
he made. He bought some property for a budget motel on a
busy interchange. He was confident that the motel would make
money and made sure he left himsdf enough timein the
purchase agreement too obtain both construction and long-term
financing. Because he used development financing wisdy he
had dl the financing he needed when he closed on the property,
and eventudly received a Szeable monthly income form the
motel.

CONSTRUCTION FOR PROFIT - NOT PENALTY

The congtruction requirements different for different
types of projects, and each requires different construction
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methods and personnel. There is one requirement al will have,
however. They must be constructed for the lowest price that
dill permits the best quality. Y ou will invariably be pendized in
the future for shoddy or poor workmanship. If you are not a
genera contractor yourself, make sure that you use a
contractor who is reliable, reputable, and bondable.

To protect yoursdf from ligbility on the project, make
sure the contractor is bonded for the entire amount of the
development. Then try to get the generd contractor to
participate as a partner in the project. He will need to forgo his
usua congtruction profit, but the prospect of larger profits later
may be too attractive to pass up. If you can get himasa
partner, you will have a contractor who is going to make sure
your completed development is one that he himsdlf would like
to own--because he does.

9.96-6 A NOTE ON THE RISKSAND REWARDS OF
DEVELOPING REAL ESTATE

Development of red estate can be a"'risky game.” You
can make a substantia profit from the development of redl
edtate, but only if you undertake projects that you can handle,
based on your experience, talents, and resources. For the
above reasons, we suggest that you concentrate on
predevelopment property. These offer the least risks and the
highest immediate rewards for the beginner.

The key is knowing what you're doing. And that'sthe
reason for this section.

If you don't know what you are going to do with the
property prior to closing your purchase, you can dmost
assuredly count on losing money. However, if you follow the
plan given in this course, success-and wedth-iswithin your
reach.
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9.10 HOW WELL HAVE YOU LEARNED?

The better you've learned the ideas taught in this unit,
the more you will be able to gpply them. Test how much you've
learned by answering the following questions, writing in the
space provided or on a separate sheet of paper. Do not skip
this step--to retain this valuable information, you need to review
it in writing.

If you are uncertain of a particular answer, look back
through the lesson. The answers to dl the questions can be
found in the preceding pages of this lesson.
A.PORTFOLIO DEVELOPMENT
1. What isared edtate portfolio?

2. What two mgjor problems usudly arise when portfolio
strategy has not been planned in advance?

3. Name the four objectives most investors have in mind when
they make investment decisons.

4. What importance do liquidity, profitability, and safety of
principa have to portfolio planning?

5. Name at least Sx benefits you may want from your
portfolio. How do your investment god's determine the mix of

properties you acquire?

6. What does the term "investment for use" have to do with
defining investment objectives?

7. Before building a portfolio, what three questions should you
ask you sdf?

8. What steps should you follow in purchasing any property?

9. What type of properties should you placein your portfolio if
you are concentrating on long-term goas?
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10. Wha is portfolio diversfication?

11. Why should you not rely upon the purchase of asingle red
estate property to meet your investment objectives?

12. How can you control financid risk?
13. What are the three main aspects of investor risk?

14. How do you baance portfolio profits against portfolio cash
flow?

15. Why must the bal ance between cash flow and equity
gopreciation be maintained in the portfolio?

16. What are the current tax rules regarding capitd gains?
17. Why would an investor be willing to increase the vaue of
the propertiesin his portfolio without increasing the equity?

What does depreciation have to do with your answer?

18. How can aprofessona accountant help you manage your
portfolio?

19. Name a least four professionas who can assst you in your
rea estate transactions. Name at least one benefit each can
provide.

B. OPTIONSAND REAL ESTATE DEVELOPMENT

1. What isthe difference between "infill development” and
"growth development”?

2. What is substandard red estate?

3. Which category of development property may generate a
profit by a ample zone change?
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4. Which type of development property aready conformsto
zoning ordinances that permit its highest and best use?

5. Why should the novice investor concentrate on making a
profit from pre-development property?

6. Where can you find the legd description for a parcel of
unimproved property?

7. Why isthe nature of the adjoining property essentid to the
dte analyds of aparticular property?

8. Why are zoning redtrictions placed on red edtate
development?

9. If employment is up, whet type of development property will
be in high demand? Why?

10. What is the firgt thing you should look for in order to creete
an immediate profit from development property?

11. How can adeveloper make a profit by applying for
"nonconforming use?"

12. What steps should adevel oper take in order to get azoning
change or variance approved?

13. How can a developer make a profit with undersized lots
and substandard lands?

14. What isthe cardind rule in making an offer to purchase
development property?

15. What development rights should a purchaser include in any
option agreement or offer to purchase?

16. Which type of property rights should a purchaser obtain
whenever possible?

17. How can adeveoper provide for owner financing with zero
percent interest when developing a property?
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18. Why should you bring in agenera contractor as a partner
in acompletion development property?

19. How does a Ste andysis increase your chance of
generaing a profit in red estate development?

20. How can interest and carrying costs eliminate any and all
profits from real estate development?

9.11 PUTTING IT ALL INTO PRACTICE

Now that you've learned the basic principles of
portfolio planning and the use of creetive end-games like
options and red estate development, it'stime to put your
undergtlanding into practice. A safe way to do that isto do the
following assgnments and nothing more. Do not yet purchase
properties for your persona portfolio or put options or
development drategies into place.

Simply go through the exercises outlined below,
pretending that you own a number of investment properties that
must be managed as are investment portfolio. In thisway, you
will be able to see how balance and control in ared etate
portfolio actudly works. Similarly, pretend that your portfolio
management includes transactions involving options and
development.

This exercise should help you fed confident in managing
aportfolio of your own right from the gart.

Remember to take the investment process one step a atime
and to review the success of other investors in managing their
portfolios.

In the meantime, go ahead with these assgnments.
They have been designed o that you can salect those tasks that
will be of most benefit to you. But don't skimp on the number
of assgnments that you do; you will be cheating only yoursdif.
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A. PORTFOLIO MANAGEMENT AND CONTROL

1. Read the paper. Look in the classfied section of the
newspaper and find at least ten properties that are advertised
asrentas. Make alist of the phone numbers and any other
information given in the ads. These properties will become your
practice "red edtate portfolio.” Diversfy your portfolio by
selecting properties in different locations and of different Szes.

2. Cdl the owners. Make an gppointment to see each of the
properties on the lig. Try to determine over the phone why the
owner is sdlling and how flexible he is. For each property, write
the address, property description, price, and other investment
information on a separate sheet of paper.

3. Vidgt the properties. Go see each of the properties, looking
for obvious reasons why the investor may be sdlling. Pay
attention to the neighborhood, the appearance of the property,
and smilar factors. If the properties are dready rented, look for
evidence of proper management.

4. Condder yourself the owner of dl the properties. On each
sheet of paper list the reasons why the owner of the property is
sling. Then determine if the owner's decison is based on
remedid action or on long-term portfolio planning. (Y ou will be
surprised at the answer.)

5. Define your peroned investment objectives. Determine why
you want to own real edtate. List the specific godsthat you
want to achieve, both short-term and long-term. Then usethe
principles taught in this lesson concerning cash flow, equity
build-up, tax savings, and capital gppreciation to

determine how your investments will help you meet those gods.

6. Decide what properties you should purchase in order to
achieve your gods. Using the dtrategy taught in this report on
defining objectives and building a portfolio, seeif you would
have purchased each of the ten properties on the list. What
benefits would each of the specific properties provide? If you
cant answer that question fully, follow the steps outlinein this
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report for building a portfolio one step at atime. Y ou may even
need to do a cash-flow anaysis on some of the properties.

7. Discard the questionable properties. Based upon your
decisons made in the previous assgnment, discard any of the
properties that you wouldn't have purchased to begin with. You
will probably be left with three to five good properties for your
portfalio.

8. Do some portfalio planning. By focusing on your investment
gods, determine how long you would have held each of the
remaining good propertiesif you had been the owner. Would
you now be sdlling, exchanging, or refinancing the propertiesin
question?

9. Compare your decisons with the present owners reasons
for sdling. Andyze the situation of the owners of each of the
properties left on your list. Describe the reason the existing
property owner is sdlling, and then compare that reason to what
you decided in assgnment 8.

B. OPTIONSAND REAL ESTATE DEVELOPMENT

By now, you have learned how development profits are
made and logt. Y ou have seen the perils, pitfalls, and potentia
profits that exist in red estate development. But without actudly
getting involved in a development project, you will redly never
be able to assess your ability to make a profit.

Since you aren't prepared for the risks involved, make
adry runfirdt. This section of the report will dlow you to
experience each phase of the development process without

risking anything.

If you happen to find a development property that can
generate the kind of profit you have read about, leave it done
until you have finished the entire report. If the opportunity ill
gppears too good to pass up, bring in apartner that will help
you get started.

Now gtart the exercises. Depending on your
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experience, choose those assgnments that will be of most help
to your totd learning experience. Since your effortsin this
section of the report will help to diminate alarge percentage of
the risk you may face in the future, don't skimp in your efforts.
Youll be hurting only yoursdf.

1. Go to school. Review this report severa times until
you've convinced you know how to diminate the risk and
ligbility in development property invesments.

2. Make achoice. Now that you understand the
difference between pre-devel opment property and completion
development property, decide which you want to specidizein.
Remember that your best chance of success as a beginner may
be with pre-development property.

3. Go shopping. Go to an office supply store and buy a
notebook with dividers. Use adivider for each piece of
property that you will review. Also purchase severd blank
"Earnest Money Offer to Purchase’ and " Option Agreement”
legd forms.

4. Drive around. Drive around your city and locate
some vacant properties. Record the addresses and descriptions
of the properties on the formsin your notebook.

5. Hill out the Ste andlyss forms. Reproduce a number
of the Ste andyss forms included earlier in the report. Using
one form for each property, evauate each property. If you are
unsure of any item on the form, leave it blank. But recognize
that you will need dl the formsfill out completely before you
select the five best properties.

6. Vidt three red edate agents. Tell the agents that you
are exploring the possibility of investing in devel opment
property. Tell the agents that you have several development
gtesin mind, but that need to have certain information about the
properties before consdering them further. Give the agents
copies of your ste andyssform. Tell them that when they have
looked at the properties, you will review the information on the
formswith them. They may ask if you areinterested in
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purchasing the properties right away. If they do, say that you
are, provided the information is correct and the properties are
potentialy profitable. (Thisistrue, snce you may involve a
partner if the property truly isagood ded.)

7. Makeavidt. Go to thelocd planning commission.
Request acopy of azoning map of the entire city dong with a
copy of the zoning regulations. Find out the time of the next
planning commission meeting a which zoning changes or
variances will be acted on. Ask what the procedures are to
request a zoning change or variance in your city and pick up the
appropriate forms.

8. Check the zoning of your potentia properties. Using
the zoning map and your property addresses add the zoning
information to each Ste andyss form. While completing this
assignment, make sure that you note the zoning of adjoining
properties. Are they different from that of your subject
property? If so, make anote of it.

9. Attend the planning mesting. Attend the next
planning commisson meeting where zoning changes will be
voted on. At the meeting particularly pay atention to how the
property owners present their cases. Note the type of
objections raised. Some day soon you may be presenting your
case.

10. Prepare three gpplication forms. Usng the forms
you obtained through the planning office, prepare gpplication
formsfor each of three properties for which you might like to
have the zoning changed. Complete the formsjust asif you had
the property under option agreement.

11. Prepare your presentation. Select one of the three
properties and prepare a complete presentation that you would
use to present your case before the planning commission.
Include imaginary expert witnesses and neighborhood petitions.
Oncethisis completed, present your case to friends or family
and get their response.

12. Practice purchasing. Using the earnest money
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forms and option agreements that you purchased at the office
supply store, practice filling out purchase agreements on the
properties you've looked at. Include contingency clauses and
rights to develop in order to protect yourself if things don't
work out.

13. Makealis of the top five potentia properties.
Using the information contained on your Ste andyds forms and
those completed by your real estate agents, select thetop five
properties that seem to offer the best potentid profits.

14. Sdlect one property for completion devel opment.

Decide on the highest and best use of one property and then
determine what type of financing would be required, where it
could possibly be obtained, what type of construction would go
on it, how the property would be marketed, who the genera
contractor would be, and what your long-range profits might
be. This phase of developing property is more difficult, but you
should have some exposure to it.

9.12 THE TEN MOST-ASKED QUESTIONS ABOUT
MATERIAL IN THISUNIT

A. PORTFOLIO BALANCE AND CONTROL

1. "Thistak about large portfolios scares me. Isit redly
necessary for me to own more than one investment property.”

Thekey to financid success liesin suing portfolio
planning and drategy. Asyou define your invesment
objectives, you will redize that you will need a combination of
properties to accomplish your objectives. If managed correctly,
this portfolio can increase in value and productivity far more
than if you managed only one property--or even a number of
properties separately. And you needn't be frightened. If you
adhere to the principles and cautions presented throughout this
course, you will be able to invest safely and securdly, whether
in one property or one hundred.

2. "Why dl the discusson about portfolio planning? Isnt it
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enough to define your investment objectives in generd terms?”

The purchase or sde of any investment property that is
not based upon a portfolio plan of baance and control will
result in a haphazard growth at best. In many cases, your return
may become alossif proper investment planning is not done.
By planning your portfalio in advance, you will know when to
&I, when to exchange, and when to refinance existing
properties. If you have not made a decision in advance asto
when these transactions should take place and how to
recognize when that time has arrived, you will redize few
investment objectives.

3. "Aredl properties of equd vauein an invesment
portfolio?"

No. Each property should be purchased to meet
gpecific investment objectives. Since al your objectives are not
of equal weight, the properties purchased to meet them are not
of equd importance to your portfolio. The long-term benefit of
building an estate may be your priority objective, for example,
and the properties purchased to provide maximum capita
gppreciation would be the most important properties you own.
If you have also decided to Structure a steady cash income as a
secondary god, you will need additiond properties. These,
however, may be lessimportant to your portfolio than those
which are needing your priority objective. Beyond this, though,
you should vaue your portfolio as awhole, usng the
component properties to maximize your total investment return.

4."You indicated thet the highest profits from a portfolio will
come from equity appreciation. Why, then, should | worry
about purchasing properties that provide the other types
profits?'

Y our god in buying specific investment propertiesisto
obtain properties which will enable you to achieve al of your
objectives. These objectives can usudly not be redized without
the benefits that come from tax shelters and invesments for use,
There are many investment objectives that can't be achieved
unlessthe portfolio is diversfied among avariety of properties
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purchased specificdly for what they can contribute to the
portfolio asawhole.

5."Do | need to study business management in order to
properly manage my portfolio?"

No. By now you should have learned the basic
principles necessary to manage, control, and balance your
portfolio, athough your portfolio increasesin vaue, you may
want to retain some professiona advisers to supplement your
efforts. If you establish a proper plan at the beginning of your
investment program, your portfolio management will largely
become a matter of follow-through. It will help your
confidence, however, to associate with other red etate
professonas and to continue to enroll in red estate education
programs.

6. "Should taxes be the controlling factor in deciding when to
dispose of individua propertiesin my red estae portfolio?'

No. Each property should be sold, exchanged, or
refinanced based on your overall investment strategy. Tax
planning and strategy can be used to weaken the effect of tax
ligbilities, but your decison to dispose of a property must be
based on your investment objectives. If you have established a
positive cash flow to meet persond financid objectives, for
example, then exchanging or sdlling a certain property may not
be the best decision for your portfolio. The problem many
invegtors have is that they rely on one or two investment
objectivesin making dl of their portfolio decisons, when their
decisons should condder dl tharr investment gods.

7. "Other red estate ownersthat | have talked to don't seem to
understand portfolio balance and control. Isit redly necessary
for me to develop these management techniques?”

Yes. You must learn to baance and control your
portfolio of propertiesif you want to redize your invesment
goas with the least amount of risk in the shortest period of time.
True, many property owners never structure atota investment
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program. They invest in a certain property because it seems
prudent at the time. And their decision to digpose of that
property usualy results from the need for cash. This process
may produce some property profits, but will usualy decrease
the value of atotd investment portfolio. The need to understand
and gpply baance and control within a portfolio can't be
overemphasi zed.

8. "Professional advisers and consultants don't seem very
interested in associating with me when | tdl them | want to Sart
my investment program with asingle rentd property. What
should | do?'

These professonds are usudly very busy, and the
competent ones don't advertise for additiona clients. If you
want to develop ateam of professional consultants, you need to
convince them that, though your portfolio will be smdl a fird, it
will increase in value with ther hdp and assistance. Y ou will be
pleased to find that most professonas who initidly seem
uninterested will become excited to help you if they can see
future profit in working with you. Naturdly, dl professond
adviserswon't be of equa vaue to you. You need to associate
with those who understand nothing-down techniquesin
combination with portfolio planning and srategy.

9. "l don' think that | will have time to devote to the
management of alarge portfolio. Isthere any other dternative?

Y ou can dways turn your investment program over to a
professond investment adviser. The problem with this
gpproach, though, is that the investment adviser will charge a
ubgtantia fee for managing your investment program. He will
aso make the portfolio strategy decisions based upon his
perception of your investment goals, even if that perception is
incorrect. It isin your interest to find the time to control and
baance your own portfalio. If you review the lesson materia
presented in this course, you will find that making the necessary
decisons doesn't take agreat ded of time.

10. "When | find agood property, how do | know if | should
indude it in my portfolio?"
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f Remember that each property added to your portfolio
should be acquired to accomplish a specific investment
objective. The unitsin this course should give you the
information you need to define those objectives.

B. OPTIONSAND REAL ESTATE DEVELOPMENT

1. "You have explained how interest and carrying costs may
eliminate al development profits. What can | do to secure
financing that will leave me profits, not poverty?'

The key is preparing a proper purchase agreement. If
you dlow yoursdf sufficient latitude to cover the unexpected
and unknown, you are hafway to success dready. Y ou must
also get the present property owner to agree to extend the
closing of the property until you have obtained al necessary
zoning changes and use permits. If you can extend the closing
far enough, you may even have time to secure a new purchaser
for the property or to arrange to develop it to completion. Itis
usudly possible to get an owner to agree to time extensions and
contingency clauses when you first make your offer. On the
other hand, it isamost impossible to do so after you complete
your zoning and development process. Findly, try to get owner
financing. If the owner is extending the financing, you are, in
effect, borrowing his money a zero percent interest.

2. "Why would a property owner or seler agree to sdl methe
property subject to my changing the zoning to ahigher use,
when that change will automatically increase the vaue of the
property--and my purchase will not increase?’

Most owners with property for sde are anxiousto sdl.
They will have dready set their price for the property and are
satisfied with that price. They will aso redize that you will not
purchase the property at dl if your terms are not met. In this
casg, itisa"win-win offer”; the sdller getsto sdl his property
for aprice heisaready happy with, and you get to purchase a
property that will be worth more money after your development
work is completed.
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3. "l thought that a Ste andysis was performed by a
professond. Why should | do my own?"

Professonds such as lending ingtitutions and red estate
gppraisers perform site andysis for their own needs. Your ste
andyses, however, will include items they will not condder,
such as market demand and aternative uses. Y our work is not
designed to replace the reports prepared by the professionals;
rather, it alows you to estimate the potential market acceptance
and profits that might be achieved.

4. "Why should | purchase devel opment property under option
rather than under an earnest money offer to purchase?'

Once you have the property under a purchase
agreement of any kind, you will begin to perform development
tasks that very possibly will increase the vaue of the property.
Unfortunately, earnest money agreements are easier for sdlers
to breach. An option agreement leaves less latitude for the
s ler to renege on the purchase terms. The option thus protects
you and your development work to a much greater extent.

5. "If it gppearsthat a zoning change or variance will permit an
immediate profit by increasing the vaue of the property, why
hasn't the existing owner gpplied for the necessary change?!

Many times property owners are not aware that pre-
devel opment work can increase the vaue of their property. Or
if they do, they don't know how to get a change. Asyou come
to understand and apply property concepts, you become a
professond who can visudize higher and better usesfor red
edtate than the average owner. It isthis ability that will make
you money in red estate development.

6. "Can | find good development property by mysdf?

Yes, but it isnot possible for you to be awvare of dl the
property that islisted for sale in you area unless you use other
professionas, such asred estate brokers. Y our best chance of
success, in fact, will be to investigate every development
opportunity you become aware of--including those formed by
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other professonds. Y es, these people will earn commissions,
but you will still earn a profit, and sometimes that profit can be
€normous.

7. "Do | need alot of money to begin developing property for
aprofit?'

If you follow the concepts and principles taught in the
other units of this course, you will find that you can purchase
development property with little or no cash down. Pre-
development property is epecialy accessible to "nothing
down" techniques. If you are going to develop completion
development property, however, you will need more capitd,
more credit, and possibly a partner or two.

8. "Red edtate development dmost seems like a matter of
luck. How can | increase my chance of success?’

Succeeding in any area of red etate investing is not o
much amatter of luck asit is of education and application. It is
true that certain profits can be realized by being in theright
place at the right time, but this report--and this entire study
course--teaches you to know the "right place” when you seeiit
and when it's"the right time" to buy it. Y ou arein control; you
make you own luck.

9. "The unimproved development property that | have found
dready scemshighin price. Can | ill make a profit with such
rea estate?'

Your profitsin real estate development come from
finding the highest and best use for a certain piece of red edtate.
If that real estate has not yet been qudified for its highest, best
use, thereis ill room for excdlent profits. Y ou must
understand, though, how to increase the valued of the property
by finding a better permitted use or developing an existing
permitted use. If you do, and if you protect yoursdlf through
contingency clauses and development rights, you can sill make
an excdlent profit.

10. "If | decide to develop a property through to completion,
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why would | want a general contractor as a partner after the
project isfinished?'

Remember that your profit from completion projectsis
derived from such things as qudity condruction at reasonable
prices. If you have invited agood genera contractor inasa
partner, you can expect redlistic development costs, quality
work, and possibly even help with financing. If the generd
contractor has helped in these areas, then he has earned his
keep--and he should be able to ook forward, with you, to
long-term profits.
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