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Chapter 1

Introduction

Buying and selling real estate can be one of the most profitable
and lucrative investments activities an individual can participate
in. There are many approaches to investing in real estate, most of
which are centered around various time horizons. On one end of
the investment spectrum is the buy-and-hold strategy, where an
investor might purchase a property and hold it for many years. On
the other end is the buy-and-sell strategy, where an investor might
hold the property for only a few months, weeks, or even days. It
is the latter of these two strategies that I focus on in this book.

While readers of this book are likely to have broad and diverse
backgrounds, you do share one thing in common—that being
your interest in real estate and, in particular, your interest in flip-
ping properties. I try to be as thorough as possible since some of
you are likely to have little to no experience, while others of you
are seasoned professionals searching for that edge. This being the
case, those of you who have a great deal of experience may find
some of the material to be a bit basic. It is vital, however, that I lay
the proper foundation for those who are not as experienced. Many
of you have most likely purchased single-family houses at one
time or another and have at least a minimal degree of rental prop-
erty experience.

In Chapter 2, the concept of flipping properties, along with spe-
cific types of flipping, is more fully discussed. Then in Chapter 3

■ 1 ■
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we examine the notion of a term I coined in a previous book, The
Complete Guide to Buying and Selling Apartment Buildings: the
value play. I love using the value play strategy, as it is the quick-
est and surest way I know of to build wealth when it comes to real
estate. In Chapter 4, we explore several methods you can begin
using immediately to locate prospective investment properties,
and in Chapter 5, we study in depth the most common methods of
determining value and examine the most appropriate one for use
in your analysis. Proper understanding of the valuation process
will greatly facilitate building your real estate portfolio. Then in
Chapter 6, we examine more fully the practical application of the
valuation methods described in Chapter 5 by using various finan-
cial analysis models that were created to analyze potential pur-
chase opportunities.

Chapter 7 helps you to more fully understand the rules of
engagement as they apply to buying and selling properties, as we
examine the seven steps of successful negotiating. In Chapter 8,
we study the advantages and disadvantages of many of the meth-
ods of financing. We also take a look at the key elements of writ-
ing a professional business plan, as well as credit scores,
underwriting guidelines, and the closing process. Then in Chapter
9, we discuss how you can assemble a winning team of profes-
sionals to help you maximize your potential. In Chapter 10, we
examine the merits of three keys that will help you to maximize
your potential as a real estate investor. Finally, Chapter 11 dis-
cusses what I refer to as the three principles of power. These three
principles are not just limited to helping you succeed in real
estate, but, when properly applied, will benefit you in many
aspects of your life and will lead to an increase in your level of
fulfillment and happiness.

BACKGROUND

A convergence of events from my own life experiences over the
past 20-plus years has provided me with unique insight into the

■ The Complete Guide to Flipping Properties ■
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real estate market. Three primary components have contributed to
my experience. First and foremost, like many of you, I have
bought and sold a number of both single-family and multifamily
properties over the years, and I am currently an active investor.

Second, my experience as a financial analyst at one of the
largest banks in Texas has provided me with a comprehensive
understanding of cash flow analysis. Working in the mergers and
acquisitions group for the bank, I reviewed virtually every line
item of financial statements of related income and expenses for
potential acquisition candidates of numerous banks that we had an
interest in at any given time. I spent several hours a day using a
sophisticated model and a specific set of assumptions to determine
the market value of these banks. Since leaving the bank some
years ago, I have developed my own proprietary model that I now
use to facilitate the valuation process for single-family, multifam-
ily, and development opportunities. The beauty of understanding
cash flow analysis is that once you grasp the concept, it can be
applied to anything that generates some type of cash flow, whether
it be banks, single-family houses, manufacturing businesses, or
retail outlets. The type of business is not important provided you
understand the key assumptions relative to the specific industry
you are evaluating. Finally, my experience as a commercial mort-
gage broker has provided me with an inside look at the lending
process and, more specifically, what the lenders’ underwriting
departments typically require to get a loan approved.

I believe the culmination of my own skill sets and life experi-
ences will be of great advantage to you as you seek to enlarge
your personal real estate portfolio. I should mention one addi-
tional characteristic of mine that I attribute more to my personal-
ity than to any other factor. It is my inability to be satisfied with
any single real estate purchase or acquisition. In other words, the
traditional process of buying and holding a property, quite
frankly, bores me. Who in their right mind wants to buy a piece of
real estate and then just sit on it for 10 or 20 years? I know, I
know—a lot of people do, including some of you, I’m sure. As for
me, however, I can’t sit still long enough to hold an investment
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that long. I am more of a trader of sorts, or as that applies to real
estate, a flipper. My personality is much better suited to buying,
creating value, selling, and then doing it all over again. It is the
thrill of the hunt that I most enjoy. It is finding that next deal, then
exploring every possible way to maximize the value of it. In all
honesty, I really don’t even care for the work and the repairs that
are often required to add value to the property. I prefer to delegate
as much of that part of the process as possible to those whose
skills are more closely suited to those types of activities.

REAL ESTATE: A SOUND INVESTMENT

The concept of buying and selling real estate properties, or flip-
ping, is indisputably one of the surest means for the accumulation
of wealth. Although the strategy involving flipping is itself short
term in nature, let me emphatically state that this is not a get-rich-
quick book. I am not aware of any so-called get-rich-quick books
that are worth the price paid for them. Garnering a sizable real
estate portfolio is a process that can take anywhere from a few
years to many years. The patient and diligent investor who applies
a well-defined and systematic approach over time will enjoy a
high probability of earning above-average returns for his or her
efforts. As a real estate investor, the fruit you enjoy, however, is
directly related to the amount of effort put forth on your part. One
is unquestionably a function of the other.

Just as a beautiful and healthy tree requires sunlight, food, and
water for proper nourishment, so does the process of building
wealth. Leave your fortune to chance, and chances are you will
have no fortune to leave. To build wealth, you must plant the
proper seeds and then nourish them with food and water over
time. An occasional pruning will also be required. Almost before
you realize it, a strong and magnificent tree will begin to take
shape right before your very eyes. Although the grand and noble
oak tree exhibits towering beauty and strength above the surface
of the earth, it is the tree’s root system, extending deep beneath
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the surface and unseen by human eyes, that gives it the ability to
withstand the mighty forces of nature. Like the oak tree, you, too,
must be well rooted in fundamentally sound principles of real
estate before your branches can grow. As you apply the principles
you learn from this book, you will eventually be able to enjoy a
sweet comfort from the shade that your branches will provide.
Although the winds of adversity may descend on you with great
vigor, if you are prepared, they shall not prevail.

To be successful in real estate does not happen by chance. You
must have a well-defined plan outlining your specific objectives.
Determine exactly what it is you want out of your real estate
investment activities and identify your time horizon for accom-
plishing your goals. Be realistic as well as specific about your
objectives. You must begin with the end in mind. In other words,
you must know where you are going before you can begin the
journey to your destination. If you don’t know where you are
going, how will you know when you get there? I recently traveled
to Manhattan Island in New York for a business meeting on Wall
Street just down from the New York Stock Exchange. Since I had
never been to New York before, the first thing I did was to map out
a plan for my trip. I began with the end in mind. The end, the
twenty-second floor of 67 Wall Street, New York City, New York,
was my specific objective. Since I knew that was my destination,
it was simple enough to map out a precise plan on how to get there
from my point of origin. Inasmuch as I was well prepared, when
the day for the trip arrived, I was able to travel directly to the city
and arrive well ahead of my scheduled time. Only you can deter-
mine your destination in life. If you don’t have one, then you’ll
end up exactly where you intended to go, which is nowhere.

You must carefully analyze each property you consider for
investment. You cannot afford to shoot from the hip. Proper analy-
sis requires more than a simple review of the property’s physical
condition and location. To be successful in this business, you
must use a comprehensive approach. This book is intended as a
guide to help you develop a format for a complete analysis of
each property you consider for flipping. This format, when prop-
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erly applied, will provide you with a significant competitive edge
for the simple reason that most investors do not have a system in
place. They may have bits and pieces of a system that they use
from time to time, but that is usually the extent of it. By following
the guidelines in this book you will no longer arbitrarily buy and
hold or buy and sell, but rather, you will truly understand the keys
to successful real estate investing. By the time you are finished
reading this book, you will know when to pass on a deal and when
not to, and even more important, you will know why. You will
have a better understanding of the principles of valuation and how
to apply them to your specific market. Proper understanding of
this single principle can be the difference between success and
failure. Use the tools at your disposal to make prudent business
decisions, and real estate will prove to be one of the best and most
sound investments you will ever make.

LEVERAGE: THE OPM PRINCIPLE

Most likely you are already familiar with the OPM principle:
other people’s money. Your objective is to control as much real
estate as possible while using as little of your own capital as pos-
sible, and this means that you have to use other people’s money.
The name of the game in this business is leverage. The more of it
you have, the more property you can control. Borrowed money
can come from many sources, including traditional sources such
as a bank, a family member, a business partner, or even the seller
(carrying back a note in the form of a second).

Another popular source of borrowing is to use a home equity
line of credit (HELOC). Still another is using a line of credit
against credit cards. I don’t know about you, but I get several
offers a week from various credit card companies, oftentimes
offering credit of $10,000 or more. In a favorable interest rate
environment, there is nothing at all wrong with using these cards
as a source of financing for your investments. Be careful though!
Don’t get caught in the credit card trap by maxing out your cards

■ The Complete Guide to Flipping Properties ■
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on consumer goods. In addition, make sure that you have struc-
tured the purchase of your property in a manner that will allow
you to service the debt on it, whatever the source of that debt is.
Debt is a wonderful tool, but, as with any tool, you must exercise
caution and respect when using it. Otherwise, you can quickly
find yourself in trouble. You must be in control of your debt and
manage it wisely. Do not allow your debt to control you.

Whatever the source of your funding, the idea is to use as little
of your own money as possible, because that is what your returns
are based on. Your return on investment, or cash on cash return, is
derived from the simple ratio of the net cash left over after all
expenses have been paid over the amount of your original invest-
ment plus any out-of-pocket improvements or expenses that
require an additional owner’s contribution. In a very simple exam-
ple, if you paid all cash for a $100,000 house that generated $6,000
of income, your return on investment is 6 percent. You might as
well leave your money in the bank and save yourself the time and
energy that investing in real estate will require. On the other hand,
if you invested only $10,000 in the deal and borrowed, or lever-
aged, the remaining $90,000, assuming the same $6,000 of
income, your return on investment now jumps to 60 percent.
That’s how the concept of leverage works. It allows you to take a
little bit of your own money and maximize the return on it.

A number of popular books explain how to apply no-money-
down techniques. Many of them are well written and have sound
principles. While I am a firm believer in the use of other people’s
money, in my opinion these methods carry the concept of lever-
age to an extreme. That’s not to say that they don’t work. I’m sure
in many cases they do. By relying solely on these techniques,
however, you are restricting yourself to a much more limited pool
of properties from which to choose. Let’s face it. You are in the
real estate business to make money, and time is money. Why
spend all of your time trying to find a no-money-down deal when
there are far more houses that can easily be purchased with 5 to 10
percent down? I realize that some of you may not have even that
much to start with; if that is the case, then you may have to search
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for that nothing-down deal. I would encourage you to build as
large a capital base as possible so that you can quickly and easily
purchase some of the more attractive properties as they become
available. For every one or two nothing-down deals that are avail-
able, there are at least a hundred deals that can be purchased with
10 percent down. The pool of investment properties available is
much larger at this level. In the end, having more choices means
greater opportunity, which can potentially mean much more
money, and that’s why you’re in the real estate business, right?

ECONOMIC HOUSING OUTLOOK 
FOR THE NEXT DECADE

I recently attended the American Housing Conference in
Chicago. Although the theme of the conference was centered
around mergers, acquisitions, and valuation methods, Dr. David
Berson, vice president and chief economist for Fannie Mae, was
there to present the Long Term Economic, Housing & Mortgage
Outlook to 2010. In his presentation, Berson noted several key
points with respect to a favorable outlook for the housing industry
as a whole over the next decade.

Berson’s forecast calls for average real gross domestic product
(GDP) growth of 3.4 to 3.5 percent, versus 3.2 percent during the
1990s (see Table 1.1). In addition, his forecast for fixed-rate

■ The Complete Guide to Flipping Properties ■
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Table 1.1 Historical and Projected Economic and Housing Activity

1980s 1990s 2000s

Real GDP growth 3.2% 3.2% 3.4–3.5%
30-year FRM rates 12.3% 7.9% 7.2–7.5%
Housing starts 1.48 million 1.41 million 1.64–1.68 million
New home sales 0.61 million 0.73 million 0.91–0.93 million
Existing home sales 2.98 million 4.21 million 5.50–5.64 million
Mortgage originations $325.5 billion $934.6 billion $1,599.4–$1,808.1 billion

Sources: Commerce Department, Federal Reserve Board, HUD, National Association of Realtors, Fan-
nie Mae Economic Projections.
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mortgages is 7.2 to 7.5 percent, versus 7.9 percent during the
1990s (see Table 1.1). Furthermore, census data for 2010 projects
a total population of 315 million, representing an increase of 35
million residents (see Exhibit 1.1). Finally, the national average of
unsold homes is at historically low levels, providing for a tight
supply-demand relationship (see Exhibit 1.2). All of these factors
combine to present an extremely positive outlook for real estate
investors.

There you have it. The stage has been set. According to Berson,
you should be able to enjoy many opportunities over the next
decade to successfully participate in one of the most exciting

■ Introduction ■

■ 9 ■

Exhibit 1.1
Population is likely to continue growing at 1990s rates.

Sources: Bureau of the Census and Fannie Mae.
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industries of all, the real estate industry. The methods outlined in
this book enable you to effectively and profitably capture a por-
tion of the many profits that will be generated over the coming
years. It is up to you to use the tools provided herein to achieve
the level of success you desire.
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Exhibit 1.2
Unsold home inventory is historically low.

Source: Months’ supply of existing homes is from National Association of Realtors; months’ supply
of new homes is from the Bureau of the Census.
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What lies behind us and what lies before us are tiny
matters compared to what lies within us.

—Ralph Waldo Emerson
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Chapter 2

Flipping Properties Defined

While there are a number of strategies and techniques used to
invest in real estate, there is one thing they all share in common—
the element of time. Most investors have some idea of the length
of the holding period for properties they intend to acquire. Time
can have a significant impact on the growth rate of your real estate
portfolio. Time affects such things as the tax rate applied to your
gain or loss. The long-term capital gains tax rate has historically
been more favorable than the short-term tax rate. Time is also the
variable in the rate of inventory turnover. Large retailers are will-
ing to accept lower profit margins on items they merchandise in
exchange for a higher inventory turnover rate. Would you rather
earn 20 percent on each item or house you sell and have a
turnover rate of 1, or would you rather earn 8 percent on each item
you sell and have a turnover rate of 3? Let’s do the math.

Turnover ratio = = × 20% = 20% = total return

or

Turnover ratio = = × 8% = 24% = total return
3
�
1

turnover
�

years

1
�
1

turnover
�

years
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This simple example clearly illustrates that an investor can accept
a lower rate of return on each property bought and sold and earn
a higher overall rate of return provided that the frequency, or
turnover rate, is increased. I should mention that this example
does not, of course, take into consideration transaction costs.
These costs may or may not be significant depending on your spe-
cific situation, but they must be factored in when analyzing a
potential purchase.

Long-term investors may purchase real estate properties and
keep them in the family for generations. They will typically hold
them for a minimum of five years. Long-term investors seek gains
through capital appreciation by simply holding and maintaining
their investments while making improvements on an as-needed
basis. They often seek to minimize the associated debt and maxi-
mize the cash flow. Long-term investors are quite often not fully
leveraged. They generally prefer the positive cash flow over being
excessively leveraged. When the property is finally sold, the more
favorable long-term capital gains tax rates will apply. In addition,
long-term investors may or may not elect to take advantage of
deferring the tax liability indefinitely through a provision outlined
in the Internal Revenue Code, referred to as a 1031 exchange.

Intermediate-term investors most often hold their properties for
at least two years but no more than five years. This class of investor
typically seeks gains through a combination of increases in prop-
erty values resulting from overall price appreciation in real estate,
as well as by making modest improvements to the property.
Reducing debt to increase cash flow is not as high a priority for
intermediate-term investors as it is for their long-term counter-
parts. This class of investor also tends to be more highly leveraged.
Finally, since intermediate-term investors hold their investment
properties for a minimum of two years, they are able to take advan-
tage of the lower and more favorable capital gains tax rate.

Short-term investors are defined as those who buy and sell real
estate with a shorter duration. They typically hold their invest-
ments less than two years. This class of investor most often seeks
gains through direct improvements to the property. The shorter
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holding period does not allow enough time for gains through
increases in the overall market. The short-term investor seeks to
profit using the higher inventory turnover strategy and may be
willing to accept smaller returns, but with greater frequency, real-
izing the overall rate of return can be considerably higher than
with the long-term approach. Since current tax codes penalize
short-term investors by imposing higher tax rates on short-term
capital gains, they must factor this into their analysis before pur-
chasing any property.

Short-term investors can be further subdivided into different
classes. Investors with an extremely short time horizon are known
as flippers and are the subject of this book. A flipper’s primary
objective is to locate properties that are undervalued (for any
number of reasons), add some measure of value to the property,
and then quickly resell it for a profit. Flippers may hold a property
for a few months, a few weeks, or even a few days. In some cases,
they may not even hold title to the property and may never take
possession. This is perfectly legal and can be done through
options. The use of options is more fully discussed as we explore
the different classes of flippers.

THREE PRIMARY CLASSES OF FLIPPERS

The three primary classes of flippers are the scout, the dealer, and
the retailer (see Exhibit 2.1). Each class has its own unique char-
acteristics and serves a valuable function in the world of real
estate investing.

Scouts

Scouts serve an important role in the process of flipping and can be
very useful to the other two types of flippers, the dealer and the
retailer. A scout does exactly what the name suggests—scouts for
investment opportunities. Scouts were used many years ago during
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the Civil War, as well as other wars, by the United States Army.
They were sent out in advance of the troops to gather information
about what might lie ahead. The scouts then faithfully and dili-
gently reported back to their captain to disperse key facts gathered
during their journey. Important decisions were then made based on
the information gathered by the scout. Good scouts were worth
their weight in gold. The military today uses a much more sophisti-
cated type of scout, relying on technology such as radar and satel-
lite imagery to report the enemy’s position and other vital
information. The process itself is much the same though, with key
information being provided to those empowered to make decisions.

Just as the scouts in the military report vital information to
those who have the power to act on it, so do real estate scouts
report key facts regarding potential investment opportunities to
dealers and retailers. A good scout will gather as much of the rel-
evant data as possible so that the investors can make well-
informed decisions. Scouts provide pertinent information such as
the following:

■ General condition of the house or property and its location
■ General condition of the neighborhood

■ The Complete Guide to Flipping Properties ■
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■ The price the seller is asking
■ The terms the seller is seeking
■ The seller’s reason for selling
■ The seller’s time frame for selling and degree of urgency
■ Comparable sales for other homes in the neighborhood if

possible

Armed with this information, the investor is in a better position
to decide whether or not to buy. The dealer or retailer can quickly
analyze the data and proceed with a purchase depending on the
results of the analysis.

Scouts do not purchase or take legal title to the property. They
leave that part of the process to those they report to. Since scouts
do not take legal possession, they typically will not be entitled to
participate in the profits. This is not always the case, as the indi-
vidual performing the duties of the scout may belong to a part-
nership in which the profits are shared. Most often, though, scouts
are paid a referral fee, or finder’s fee. Just as a real estate agent
does not earn a commission unless a sale is made, neither does a
scout earn a referral fee unless a deal is consummated. Scouts
compensated on this basis will work extra hard to bring you only
the best deals. Scouts can be very valuable to investors, as they
help them to make the best and most effective use of their time.

Dealers

Much like scouts, dealers also play an important role in bringing
opportunities to investors. They often act as wholesalers for
retailers and other investors looking to buy property at below-
market prices. Dealers are frequently licensed real estate agents
and make their money off of the commission and sometimes a
slight markup in the price of the property. They know that the
markup must be minimal to leave enough profit in the deal to
make it attractive to other investors to whom they will sell. Deal-
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ers are also in a position to earn money from both sides in the
transaction. They are usually both the listing agent and the selling
agent. Furthermore, if a dealer sells to a retailer, many times that
retailer, after making the required improvements, will turn around
and list the property for sale again with the dealer. This provides
the dealer with a perfectly legitimate opportunity to double-dip
with his or her inventory of listings.

Dealers usually have an extensive network of contacts they
work with who provide them with inventory to sell. For example,
I know several dealers who have established relationships with
various banks’ real estate owned (REO) departments, which deal
with properties that have been foreclosed on by local banks and
remain on their books. The banks are not in the real estate busi-
ness, but rather they are in the lending business. They have no
desire to retain REOs on their books, because REOs represent
uncollected loans, or bad debts. Banks prefer to sell these assets
and recoup as much as possible. Many times, they will sell the
property at the book value of the bad debt—or even below. This
practice is not at all uncommon, as most every bank in the coun-
try has REOs in its portfolio.

An example of how the real estate owned process works is as
follows:

1. Investor A, a novice real estate investor, purchases a rental
house for $100,000, puts down $20,000, and borrows the
balance of $80,000 from local bank B.

2. After three years of ownership, investor A discovers that the
real estate rental business is more difficult than he thought
and stops making payments to local bank B.

3. Approximately six months lapse before local bank B is able
to repossess the rental house, which it doesn’t want and will
gladly sell.

4. Local bank B calls dealer C for help to get the bad debt off
its books, knowing that dealer C has a large pool of
investors she works with who will gladly consider picking
up an investment at well below market.
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5. Dealer C contacts retailer D, who in turn negotiates a deal
with local bank B to take it off the bank’s hands at a dis-
counted price of $65,000.

Local bank B is happy because it has converted a nonperforming
loan into one that is now performing and collecting interest. Dealer
C is happy because she earned a commission from the sale of the
property. Retailer D is happy because he bought a house at well
below market value and will profit handsomely at the time of resell.

Much like the scouts, dealers specializing in REOs do not, in
most cases, take title to the real estate. There is no need to,
because their primary role is to act as agents representing sellers
who desire to dispose of unwanted assets. Buying real estate
owned properties directly from banks would create unnecessary
transaction costs for the dealer and greatly increase the amount of
time expended. It’s more efficient for the dealer to act as an agent
for the bank, thereby allowing the bank to sell directly to the
retailer or investor. Dealers can make up in volume what they may
give up in profit margin.

While some dealers specialize in REOs, others focus on the
foreclosure market. Buying and selling foreclosures requires that
an individual have a working knowledge of that market. While
there are a number of good books written on the subject, many
investors do not have the expertise or the time to find undervalued
foreclosures. Furthermore, they are unfamiliar with the auction
and/or bidding process and may lack the resources to purchase
properties in this manner. Dealers who understand the mechanics
of buying foreclosed properties can easily make a market by
wholesaling to their network of retailers. Dealers participating in
foreclosures will most likely take title to the property.

Retailers

The concept of retailing involves buying houses, fixing them up
by making various improvements, and then reselling them. As the
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name suggests, retailers purchase properties at wholesale and
subsequently sell at retail. They represent the end of the food
chain for flippers. The scout and the dealer serve a vital function
in bringing opportunities to the retailer, who will then usually flip
the property to a more permanent type of buyer, whether it be
another investor who wants to hold it as a rental unit or a home-
owner who will be moving into the home to use as a primary res-
idence.

Unlike scouts and dealers, retailers most often take title to the
property. They typically hold it anywhere from 30 to 90 days
while they make any necessary improvements to the property,
then offer it for sale to a more permanent type of buyer. Retailers
must have more capital available to work with than the scout or
dealer. They need whatever funds are required for the down pay-
ment, plus additional funds for property improvements. In addi-
tion, the retailer must have adequate capital to sustain the
property during whatever holding period may be required. The
retailer can plan and hope to have the house sold within 30 days
after making all the improvements, but in reality it may take up to
six months or, in some cases, even longer. Holding costs during
this period include the interest on the debt used to acquire the
property, taxes, insurance, and utilities. Since the retailer usually
takes title to the property and has more capital at stake, his or her
level of risk relative to the scout and dealer is significantly higher.

Of the three primary classes of flippers, it is the retailer who
stands to gain the most financially. The relationship between risk
and reward is in most cases directly correlated. This means that
the greater the risk an investor is willing to assume, the greater the
potential reward. This application holds true among the classes of
flippers. Scouts assume virtually no risk, and their reward is most
often limited to a referral fee. Dealers assume a greater degree of
risk than do scouts, and they stand to gain substantially more.
Risk for retailers is significantly greater than that for scouts and
dealers. They most often take title to the property, have a longer
holder period, and invest more capital. It is the retailer, therefore,
who stands to enjoy the greatest reward from flipping properties.

■ The Complete Guide to Flipping Properties ■
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In Chapter 3, we more fully explore the concept of retailing the
value play way.

USING OPTIONS TO FLIP PROPERTIES

An option is a legal instrument that gives you the right to buy at a
predetermined price. This is done millions of times a day in the
stock market. For example, investors can buy a call option on
MSFT with a strike price of, let’s say, $55. As with all options,
time, or t, is one of the variables that determine the value of an
option using the Black-Scholes model. Investors have the right to
exercise an option at their discretion within a specified period of
time. It is possible that the outcome will be favorable, and it is
also possible that the option will expire worthless. So it is with
real estate. Investors may enjoy the legal right to buy a piece of
property at a predetermined price through the use of options, then
turn around and sell their interest in the property without ever tak-
ing title to it.

Some of my real estate investment activities include the use
of options for the development of new residential construction
in single-family-home communities. The name of the com-
pany founded by my partner and me is Symphony Homes
(www.symphony-homes.com), chosen because of my love for
great music. Within this entity, we use options to acquire rights
to undeveloped property without ever taking legal title. We do,
however, have a recordable interest. We just don’t take title, at
least not initially.

Just recently, I optioned 28 lots in phase I of a particular com-
munity. This gave Symphony Homes a legal interest in the prop-
erty and the right to acquire all 28 lots at a predetermined price.
When we get a purchase agreement to build a new home for a
client on one of our lots, we then exercise our option on that lot
and take legal title to it. The advantages of using an option in this
case are twofold. The first is that if we have difficulty selling new
homes to prospective buyers, we are not stuck with the burden
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and cost of ownership. The only thing we have at risk is our
option money. The second reason is that if we were to actually
purchase the lots, the sale would trigger an increase in taxes due
to a new and much higher assessed value. As the new owners, we
would then be obligated to assume the tax liability.

As you can see, options are one of many valuable tools avail-
able to the real estate investor who is interested in mastering the
art of flipping. Options enable you to gain control of property
with very little money down, thereby allowing you to maximize
the use of leverage. I recommend, however, that they be used with
prudence. Remember that time is one of the variables—when t
expires, so does your option. Carefully analyze the market as it
applies to your particular investment opportunity to determine
that you have a high probability of a favorable outcome before
committing your resources.

CLEARLY DEFINED OBJECTIVES

If you are serious about being successful in the real estate indus-
try, you need to establish clearly defined objectives. You need to
determine if you are going to be a long-term, intermediate-term,
or short-term investor. If you are going to engage in the practice
of flipping, will you be a scout, a dealer, or a retailer? Perhaps
your real estate investment activities will include a combination
of these strategies. Real estate is like any other business with
respect to defining your objectives. You must have a business plan
in place. Taking the time to do so will help you stay the course. If
you don’t know where you are going, how will you know when
you get there?

Think of an aircraft about to embark on an intercontinental
flight to Europe. The pilot will use an established flight plan to
chart his course. His navigator will input key coordinates into the
aircraft’s navigation system. Once in flight, the crew will rely pri-
marily on the plane’s instruments to arrive safely at an exact des-
tination thousands of miles away from the point of origination.
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Now try to imagine the crew making this same trip with no flight
plan whatsoever. They would greatly jeopardize their ability to
reach their destination safely. The crew would also place in dan-
ger the very people who have hired them fly to Europe, the pas-
sengers.

Like the pilot, as a real estate investor you must also rely on an
established flight plan. That flight plan will be your plan of
attack, your clearly defined objectives, your business plan. Like
the pilot of an aircraft who must occasionally adjust course, so
will you, too, occasionally have to adjust your course. You cannot
afford to undertake a journey in your real estate profession with-
out having some idea of where you want to go. Many people go
through their entire lives in a rather random and indiscriminate
fashion, with no sense of direction; hence, they end up precisely
where they set out to go—nowhere.

The process of proper planning in this business is critical to
your success. Yes, you may have to think a little bit, and it will
require some effort on your part to formalize your plans, but I can
assure you that any time spent developing a plan will greatly con-
tribute to your success. By mapping out your strategy in advance,
like pilots who direct aircraft across vast expanses of the earth,
you will eventually reach your destination. You may run into a
few storms along the way, but like the aircraft, you will ultimately
reach your destination safely.

Three primary components that must be considered when defin-
ing your objectives are your entry, postentry, and exit strategies.
Let’s take our pilot as an example. His entry strategy would include
the preparation of his flight plan, crew, and aircraft. The captain
would take every precaution to ensure that all was in order before
departing on his journey. In fact, pilots and their crews (ground
crew included) use what is referred to as a preflight checklist before
each and every flight to make sure that not a single item is over-
looked. The checklist takes into consideration everything the pilot
will need in order to have a safe flight, including fuel requirements,
weight limitations, and maintenance status. The pilot must also be
certain that the weather is conducive to his flight. The pilot’s post-
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entry strategy begins as soon as he starts the engines. He and the
crew are now fully engaged in the process of flying the aircraft and
must focus completely on flying the plane to its destination in the
safest and most efficient manner possible. The crew may be able to
fly directly to their destination if all goes as planned; however, in
the event that their radar indicates turbulence ahead, they may be
required to alter their course slightly. It is better for them to adjust
their postentry strategy by flying around the turbulent weather than
to run the risk of flying directly through it. On successfully navi-
gating to the intended destination, the crew members then imple-
ment their exit strategy, which includes landing the aircraft at its
predetermined destination and unloading the cargo.

Entry Strategy

To define your entry strategy you will need to start by determin-
ing what type of property you are looking for, the price range you
are considering, and the holding period. Are you going to buy a
single-family house, fix it up, and turn around and sell it, or are
you going buy a more expensive small apartment building to hold
for a number of years? Are you going to use flipping techniques
as part of your investment strategy? If so, you must decide if you
are going to act in the capacity of a scout, dealer, retailer, or some
combination of the three. How do you intend to finance your pur-
chase? You must, of course, take into consideration the invest-
ment capital you have to work with. If you don’t initially have the
adequate resources required for retailing, you may have to start as
a scout or a dealer while progressively building up your capital
base. The important thing to remember about having a well-
defined entry strategy, regardless of what all that may entail, is
that like the pilot, you have a predetermined plan based on spe-
cific criteria established by you. Since you have already deter-
mined factors such as price range, location, financing, and
holding period, you will not waste any unnecessary time examin-
ing opportunities that do not match your criteria.
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Postentry Strategy

While the postentry strategy begins the moment you close on the
property, you should have established your specific objectives
long before the closing. You cannot wait until after you purchase
the property to decide what you are going to do with it. You
absolutely must know that before ever spending a single dollar.
Your postentry agenda should include things such as property
improvements, rental increases, and management changes, if
applicable, and lease or sell preparations as required. If you know,
for example, that your strategy is to be a retailer and flip proper-
ties, the time to procure estimates for the needed improvements is
during the inspection period, while the property is under contract,
not after it closes. As a prudent investor, you know almost exactly
how much it will take to repair the property and make it ready for
resale. If you are contracting the work out, then your contractors
should already be scheduled and should be ready to start the work
the day after your closing. Don’t let a week go by before having
the painter come out. Have your painter ready to go as soon as
you close! Since you want your investment operations to run as
efficiently as possible, it is imperative that you plan as much of
your postentry strategy in advance as possible.

Exit Strategy

Your exit strategy is probably the most important of the three
components. You should specifically define your intentions
before you even purchase a property. Whether you are going to
hold it short term or long term, you must determine in advance
how you will eventually unwind your position in the property. If
you are a short-term investor and are going to flip the property,
you want to be certain the market is conducive to your planned
activities. In other words, is there sufficient demand? Are interest
rates going up or down? Or are they stable? If you are going to
hold the property for a number of years, these factors are not as
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critical. If you elect to maintain your interest in the property and
choose not to sell, an alternative to consider is refinancing. This
will allow you to unlock some of the equity that has accumulated
over the years to invest in additional properties. An advantage of
accessing your equity in this manner is that you avoid paying any
capital gains taxes. As a flipper, however, you will not be as con-
cerned about long-term holding periods, since your objective is to
dispose of the property as quickly as possible. You should deter-
mine in advance, however, your method of disposal. Do you plan
to sell the property yourself or list it with a real estate sales agent?
Regardless of the methods you choose, the criteria for your exit
strategy should be established long before you invest any of your
valuable resources.

Just as the pilot and crew use a comprehensive flight plan to
successfully fly their aircraft, so must you, too, use a comprehen-
sive business plan to be successful in your real estate activities.
From start to finish, it is important to plan as much of your strat-
egy as possible in advance. Thus, when you are alerted on your
radar screen to unforeseen circumstances ahead, you will be able
to adjust your course as necessary and complete your journey for
a safe and successful landing in your real estate career.
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I would sooner have the approval of my own con-
science and know that I had done my duty than to have
the praise of all of the world and not have the approval
of my own conscience. A man’s conscience, when he is
living as he should, is the finest monitor and the best
judge in all the world.

—Heber J. Grant
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Chapter 3

The Value Play Strategy

In my experience of working with other investors and previous
clients, I have often heard comments like, “Yes, Mr. Berges, I prefer
the buy-and-hold approach to investing in real estate. My idea is to
buy a property, pay it off, and live off of the income.” Sound famil-
iar? While this method of building a real estate portfolio is a valid
one, in my estimation it is certainly not the best method. If you have
another source of income that is fairly substantial and therefore
allows you to make investments in real estate on a periodic basis,
then this may be the method for you, or at least the one that you are
the most comfortable with. This approach, however, precludes you
from maximizing the utility of your investment resources.

In The Complete Guide to Buying and Selling Apartment Build-
ings, I described an aggressive real estate acquisition campaign
for apartment buildings based on a term I coined: the value play.
The value play strategy as it relates to apartment buildings is very
similar to the concept of the retailer who flips single-family prop-
erties. The primary difference is that the concept is applied to
income producing properties on a much larger scale. The funda-
mental premise of this strategy is based on finding an undervalued
apartment building, large or small, creating value through one or
more of many mechanisms, and reselling, or flipping, the prop-
erty. The value play strategy is undeniably one of the quickest and
surest methods available to investors to create and build wealth.
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Many real estate books embrace the buy-and-hold strategy of
building long-term wealth. Proponents of this approach claim that
for individuals to retire with a leisurely lifestyle, all they have to
do is buy one property a year for, let’s say, 10 years, rent the units
out, and pay down the debt. At the end of 25 years, all of the debt
will be paid off and the investor can live off of the rents. This
strategy may work fine for many; some may find that this is all
they are comfortable with. But as I will demonstrate, investors
who maximize their efforts through use of the value play concept,
especially as it applies to the retailer, will end up with far greater
wealth than those who implement a simple buy-and-hold strategy.

The financial implications of value-added measures can be
quite significant for the retailer. The examples in Tables 3.1 and
3.2 illustrate just how powerful the value play strategy can be.
Investor A implements a simple buy-and-hold strategy of acquir-
ing one property a year for 10 years and holds all 10 properties
through year 25. He chooses not to sell any of them, but ensures
that all mortgages are fully paid by the end of the 25-year period.
Investor B implements the value play methodology over the same
25 year period. She, on the other hand, buys and sells two value
play properties for each one sold in the prior period for 10 years,
with the exception of the last year. In year 10, she retains all prop-
erties purchased, which she will keep and maintain through year
25. Like investor A, she will ensure that the mortgage is fully paid
by year 25. Take a minute to review the following assumptions
and then carefully study Tables 3.1 and 3.2.

BUY-AND-HOLD STRATEGY

Investor A Assumptions

■ Investor A saves enough to purchase one house each year for
10 years.

■ Each house costs $75,000.
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■ He obtains a 90 percent loan on each house, which means he
puts a down payment on the property of 10 percent, or
$7,500.

■ Investor A holds each property purchased over the 10-year
period all the way through year 25 and does not sell any of
them.

■ He arranges his mortgage payments to be paid down to zero
by year 25. In year 1, he gets a 25-year loan; in year 2, he
gets a 24-year loan; and so on. Finally, in year 10, investor A
gets a 15-year loan so that all loan balances will be zero in
year 25, enabling him to live off the income as planned.

■ All properties purchased appreciate in value at an annual
growth rate of 4 percent so that by the end of year 25, the 10
units purchased have a cumulative value of $1,621,674.

■ The rental income on a house purchased for $75,000 in year
1 is assumed to be $800 per month, or $9,600 for the year.
The rental income grows at an annual growth rate of 4 per-
cent so that by year 10, the income per unit has grown to
$13,664, and by year 25 the rental income per unit has
grown to $25,592, or $255,920 combined income for all 10
units owned.

THE VALUE PLAY STRATEGY

Investor B Assumptions

■ Investor B starts with $15,000 of equity.
■ Each house costs $75,000. She is able to use the $15,000 of

equity for both the down payment and minor improvements
that will be required.

■ She buys and sells two value play properties for each one
she sells, in effect doubling the number of houses bought
and sold each year for years 1 to 10. All properties pur-
chased in year 10 are retained in her real estate portfolio.

■ The Value Play Strategy ■

■ 29 ■
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■ Investor B creates value of 20 percent on each property pur-
chased.

■ She arranges her mortgage financing so that all loan bal-
ances will be zero by year 25, thereby enabling her to live
off the income.

■ All properties purchased and retained in her real estate port-
folio appreciate in value at an annual growth rate of 4 per-
cent so that by the end of year 25, the 512 units purchased
have a cumulative value of $69,156,231.

■ The rental income on a house purchased for $75,000 in year
1 is assumed to be $800 per month, or $9,600 for the year.
The rental income grows at an annual growth rate of 4 per-
cent so that by year 10, the income per unit has grown to
$13,664, and by year 25 the rental income per unit has
grown to $25,592, or $13,103,119 combined income for all
512 units owned.

After reviewing Tables 3.1 and 3.2, I think you will agree that
the difference between the two investment strategies is quite sig-
nificant. Using the assumptions outlined in Table 3.1, investor A’s
buy-and-hold strategy has netted him an equity in the combined
properties of $1,621,674. In addition, he will enjoy an annual
income of $225,920. That actually sounds pretty good, doesn’t it?
All he has to do is buy one property a year for 10 years, hold them
for 25 years, and he can retire very comfortably. Investor A’s buy-
and-hold strategy sounds good, that is, until you compare his value
with investor B’s. Investor B, using the value play strategy, has
managed to accumulate a sizable fortune of $69,156,231. Further-
more, she will enjoy a very comfortable annual rental income of
$13,103,119. What a fantastic difference between the two! To fully
take advantage of the value play methodology, you must have a
well-defined plan that you strictly adhere to, and you must be will-
ing to execute it, that is, to take action. This kind of wealth accu-
mulation is possible only through the systematic application of a
well-designed plan.

■ The Complete Guide to Flipping Properties ■

■ 30 ■

10537_Berges_c03_f.qxd  9/22/03  10:13 AM  Page 30



It could be argued that the assumption of 20 percent apprecia-
tion is not reasonable, but I can tell you from my own experience
that not only is it reasonable, but it is conservative. A 22-unit
property I purchased, for example, was subsequently sold within
a year for approximately 80 percent more than I paid for it. Cre-
ating value in single-family houses is actually much easier to do
than in apartment buildings, and you should have no trouble earn-
ing 20 percent or more on your real estate transactions.

It should be noted that Tables 3.1 and 3.2 are, of course, hypo-
thetical tables. The example is used to demonstrate the full poten-
tial of an investor who diligently applies the value play strategy,
given certain assumptions, over a period of many years. The vol-
ume of units bought and sold in years 1 to 8 is entirely feasible
and quite manageable. In the latter years, in which many more
properties are acquired, the value created of 20 percent or more is
still achievable; however, the sheer volume will be more difficult
to achieve. To buy and sell that many properties in a single year
requires a team of investors working together, with each one per-
forming a unique set of functions. If we were to take Table 3.2 and
reduce assumption 3 for investor B from 20 percent down to 15
percent, the resulting value at the end of year 25 would be
$20,792,360. That still represents a value of wealth equating to
roughly 13 times greater than the wealth created by investor A.
Clearly the value play strategy warrants every investor’s consid-
eration.

THE VALUE PLAY SELECTION PROCESS

As you may recall, the retailer is in the business of buying real
estate at wholesale or below and subsequently reselling it at retail.
The principal mechanism that enables the retailer to do this is the
process of creating value through any number of methods. Since
multifamily properties such as apartment buildings derive their
value primarily from the income they generate, there are many
ways to enhance the revenues while simultaneously reducing

■ The Value Play Strategy ■
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expenses to improve the overall net operating income (NOI). The
price an investor is willing to pay for an apartment building is
almost always a function of the NOI divided by a given capital-
ization rate for similar income-producing properties. The follow-
ing illustrates a simplified example of how this valuation formula
works.

Property value = = = $1,000,000

For the retailer dealing with single-family houses, however,
income is not as important because the resell value is based more
on market comparables rather than the income it generates. This
means that the buying public will evaluate the house you have for
sale based on what is currently available in your immediate mar-
ket. Buyers will compare and contrast your property to many
others and will ultimately select the one that best fits their needs.
Their buying decisions will be based on factors such as the prop-
erty’s location, its condition, the price at which it is being
offered, its proximity to major streets and shopping areas, and
the quality of schools in the area. In addition, many personal fac-
tors affect the buying decision, such as proximity to work,
church, and Grandma and Grandpa’s house. Some factors that
affect a buyer’s decision-making process fall outside the realm of
your control, because not all buyers are searching for the same
set of conditions that may compel them to choose one house over
another.

Three factors that you as the retailer do have some control over,
however, include the property’s location, its price range, and its
physical condition. Although a prospective buyer’s needs will
vary, you can still make sound investment decisions based on
market generalizations. You must recognize that the products you
have available to sell cannot, and will not, be all things to all peo-
ple. Nevertheless, you can make certain assumptions, based on
objective data, that will greatly improve your chances of success.

$100,000
�

0.10

net operating income
���

capitalization rate

■ The Complete Guide to Flipping Properties ■
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Property Location

As an investor who is in the business of flipping properties, you
are not interested in carrying your inventory any longer than nec-
essary. That means you should carefully study your area to deter-
mine which vicinities are selling with the fewest average number
of days on the market. If you have lived in a particular area for a
while, you are likely to already know which areas of town are hot
and which are not. You do not have to rely solely on your intu-
ition, however, as most real estate agents in your area will have
access to the local Multiple Listing Service, or MLS. They can
provide you with objective data to support your analysis. Most
real estate agents will gladly furnish this information to you free
of charge. They are in the business of earning commissions by
representing buyers and sellers, and to do this, they must also be
able to provide information that will enable them to make a well-
informed decision. Sales agents know that if they can give you the
facts you need that will support your decision to buy, it will bring
them one step closer to earning a commission.

The type of location best suited for a retailer seeking to flip
properties is typically a neighborhood between 10 and 30 years
old. These are the neighborhoods in which the average middle-
class citizen lives. Neighborhoods less than 10 years old tend to
have larger and more expensive homes, which offer fewer retail-
ing opportunities. Neighborhoods older than 30 years often con-
sist of run-down properties in declining areas of town. This is not
always the case, of course, as I have seen some areas 40-plus
years old that continue to be well maintained and where pride of
ownership exists. The 30-year rule is a generalization. The
propensity is for homes and neighborhoods older than that to be
declining in value, and they may require a longer holding period.
(See Exhibit 3.1.)

The ideal location is an area not suffering from functional
obsolescence in which the majority of homes are well maintained.
Ideally, the neighborhood is established, has good schools nearby,
and continues to have homes that sell in a shorter-than-average

■ The Value Play Strategy ■
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number of days compared to surrounding communities. Visible
characteristics often include mature landscaping, pristine lawns,
and well-cared-for homes. What you are looking for is a home in
obvious need of repair in a community such as this. The grass is
often overgrown, the house looks run down (and usually is), and
the neighbors shake their heads in disgust as they pass by. Believe
me, they are waiting for someone just like you to come along and
get rid of that eyesore in their neighborhood!

■ The Complete Guide to Flipping Properties ■
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Exhibit 3.1
Property location checklist.

■ The neighborhood is between 10 and 30 years
old.

■ The majority of the homes are well cared for
and not run down.

■ Mature landscaping and pristine lawns are the
norm.

■ No junk cars parked in the driveway or in front
of the house.

■ Boats (if allowed) are properly stored.
■ The neighborhood is free of trash and debris.
■ Low crime rate in the area.
■ Close proximity to schools, churches, and shop-

ping.
■ The neighborhood should not be located in a

declining area of town.
■ Home sales should be moderate to strong.

10537_Berges_c03_f.qxd  9/22/03  10:13 AM  Page 34



Price Range

Most opportunities for flipping properties are at the lower to mid-
dle end of the price range. The lower end of the price range is, of
course, relative to your area. In California and New York, it may
be $250,000, while in Texas $75,000 to $100,000 represents the
lower end of the price range.

There are three primary reasons for concentrating your efforts
in this price range. The first reason is that there tend to be many
more opportunities available. Homes selling in this price range
tend to be older and are frequently in greater disrepair than
newer and more expensive homes. The second reason to focus
on the lower to middle end of the price range is that there is a
larger pool of buyers available to purchase these types of homes.
Many prospective buyers in the lower price range are younger
couples, who may be first-time buyers, or working-class people
simply looking for affordable housing. The higher up the price
scale you go, the smaller the pool of buyers. Finally, homes in
this price range are easier for you as the investor to afford. Why
tie up your capital in larger, more expensive homes that are
harder to resell when you can buy smaller, more affordable
homes? In addition, if you have a limited amount of investment
capital to work with, financing will be easier to obtain on less
expensive homes.

Physical Condition

A property’s physical condition can range from extremely poor,
as in condemned, to very good. Your focus should be on those
properties that fall somewhere in between. This category will
prove to be the most profitable, as you will be able to minimize
the amount of capital required for improvements, thereby allow-
ing you to maximize your return on investment. Another key con-
sideration is the time involved in making the more extensive
repairs. The turnaround time for houses that require only minor

■ The Value Play Strategy ■
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repairs is much shorter than for those that require major repairs. A
thorough understanding of what to look for is key to your success
in this business. Ideally, you want to find properties that look a lot
worse than they really are. In other words, you are looking for
houses that are in need of cosmetic-type repairs such as new
paint, landscaping, and perhaps a good, thorough cleaning. Cos-
metic repairs are quick and easy to make and are often the least
expensive.

While properties in extremely poor condition can frequently be
purchased at bargain-basement prices, they will typically require
much more money for improvements. When it comes to houses,
cheaper is not necessarily better. The initial price may be much
less than other homes in the area, but the time and resources
required for property improvements will often outweigh any
advantage gained from the purchase price. Houses that fall into
this category are usually in need of major repairs, which can be
quite expensive.

The following inspection items are things to look for in your
assessment of a property’s physical condition. For a more com-
prehensive checklist, please see Appendix A, “Property Inspec-
tion Check List.”

A bad foundation is one problem that can be very costly to
repair. If the house is built on a concrete slab where major settling
has occurred, the house will have to be leveled. Leveling a house
can be very costly, and it can also be time-consuming. Further-
more, houses with foundation problems are likely to have other
structural damage caused by the settling. A close inspection of the
interior walls will almost always show evidence of settling, as the
drywall will crack and separate. It is common to see hairline
cracks in walls, especially around the seams, so don’t be alarmed
if you see small cracks such as these. If, on the other hand, you
see large cracks running down the wall, you can almost bet the
house has a foundation problem.

If the house was not built on a slab, but was built with a base-
ment foundation instead, you must be particularly aware of
moisture problems. This is fairly common, especially in older

■ The Complete Guide to Flipping Properties ■
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homes. Look for cracks in the basement walls that may have
evidence of leaking around them, such as staining or mildew.
Leaks in the walls can also create a buildup of mold in the base-
ment area, an issue that is becoming a major liability for some
homeowners. It is not at all unusual to observe hairline cracks in
the basement floor or even in the walls. In fact, I don’t believe
I’ve ever seen one without some kind of small cracks. You don’t
need to be overly concerned about these types of cracks, as they
are usually just surface cracks that do not go all the way through
the floor or the wall. Any house with foundation problems can
be very costly to repair, whether built on slabs or on basements.
As a general rule, your best bet is to avoid houses with these
types of issues.

Roofs are another area that may require major repairs. The cost
to repair a roof can vary widely with age and condition. Most
composition shingles have a minimum life of 25 years, so if the
existing shingles are less than 15 years old, it’s a pretty safe bet
that repairs will be minimal. After 15 years, the shingles can
begin curling up and wearing to the point where leaks may begin
to develop. Newer roofs can show signs of discoloration, but this
is a problem that can be easily and inexpensively resolved by
applying a chemical cleaning process. The discoloration is usu-
ally caused by a buildup of mildew, which can be killed and
removed with a solution of water and bleach (available at most
hardware stores). If a new roof is needed, the cost to replace it
may not be prohibitive. If, for example, a new layer of shingles
can be applied over the existing layer, the cost and time involved
is minimal. On the other hand, if two or three layers of shingles
already exist, then a teardown will almost certainly be necessary.
This can effectively double the price of a new roof, as the labor
required for the teardown can be quite expensive due to the addi-
tional time that is needed. Furthermore, older homes with several
layers of existing shingles may require additional work. The roof
deck may be damaged as a result of water leaks that have
occurred over time. If the house needs to be completely redecked,
this will certainly drive up the cost.
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Other repairs that may prove costly include replacing equip-
ment, windows, and exterior surfaces such as brick or siding. If
the furnace and air conditioner are worn out, replacing them can
quickly add up. New windows for the entire house can also be
quite expensive. Replacing the siding or brick on a house can add
thousands of dollars to the cost of your repairs. A close inspection
of these items is essential for the success of your project. It may
be that only minor repairs are needed, that only one or two win-
dows need to be replaced, or that the exterior of the house just
needs a fresh coat of paint. These types of improvements are easy
to make, do not require much time, and most of all, do not require
as much money as major repairs.

The house’s plumbing should also be carefully checked for
proper operation. The plumbing can be checked by flushing toi-
lets, inspecting underneath sink cabinets, and looking for leaky
faucets. You will also want to check the age and condition of the
home’s hot water heater. Leaky faucets and hot water heaters are
fairly easy to repair and/or replace and can be done quickly and
inexpensively. With homes older than 20 years, you will want to
make a special note to determine if the roots from mature plants
or trees are causing any blockage. Recurring problems in the
same line are usually symptomatic of root damage. Some older
sewage lines are made of a claylike material, and the roots of
nearby trees can literally grow right through the sewer lines.
When that happens, it creates a blockage within the line and
causes the sewer system to back up. I bought a house a number
of years ago that was 40 years old or so, which I then rented out.
Sure enough, I had one line in particular that kept getting backed
up. It cost me $75 every time the plumber came out to clear the
line. As it turned out, the line was severely blocked with roots
that had grown through it. I finally had the plumber dig up the
backyard line, which was made of clay, and replace it with a new
PVC line.

Sewer lines that run through a concrete slab foundation or
through concrete driveways can get backed up as a result of set-
tling. As the concrete settles, the sewer lines, which are usually

■ The Complete Guide to Flipping Properties ■

■ 38 ■

10537_Berges_c03_f.qxd  9/22/03  10:13 AM  Page 38



PVC, will crack and break. The separation in the line does not
allow the sewage to drain properly and can also cause the line to
back up. In another house I bought, the driveway had a large
crack in it due to settling. When I purchased the house, I wasn’t
really too concerned about the crack because initially I thought I
would just patch the driveway with a little cement. As it turns
out, the repair was much more costly. The concrete driveway had
to be chiseled out with a jackhammer to replace the broken
sewage line. Once the line was repaired, a new driveway had to
be poured. As an investor, you will want to minimize dealing
with the more severe types of plumbing problems such as these.
Leaky faucets and hot water heaters are generally easy to repair
or replace. Broken sewer lines, on the other hand, are harder to
detect and can be much more expensive to repair. A careful
inspection of the plumbing system can potentially save you thou-
sands of dollars.

Finally, the home’s electrical wiring should be checked for
proper working condition. A simple check of outlets and light
switches can tell you a great deal about a house’s electrical con-
dition. If they are working properly, chances are the system is
okay. Homes older than 30 to 40 years tend to have more prob-
lems, as breakers and switches may eventually wear out. In some
homes, the wiring may be so old that it will have to be completely
replaced. Installing an entirely new electrical system can be very
expensive, due in part to the fact that much of the wiring runs
behind the walls of a house. The new wiring will either have to be
fished or pulled through openings from the attic or basement, if
there are any, or cuts will have to be made in the drywall, which
will then have to be repaired and repainted.

As you gain more experience and look at more and more prop-
erties, you will be able to quickly assess a house’s physical con-
dition and know within a short time whether it meets your
investment criteria. If you lack experience or are not yet comfort-
able with the inspection process, you may want to hire a profes-
sional house inspection company. These companies perform a
very thorough inspection and give you a written report when they
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are finished. Their services commonly cost anywhere between
$150 and $500, depending on the area of the country you live in
and the size of the house. I seldom use professional inspectors
anymore because, more often than not, they end up telling me
what I already knew from my own inspection. About the only
time I do use them is if the house is well beyond the 30-year age
mark. In fact, just recently I had an inspection performed on a
house I had under contract that was built in 1903. The main rea-
son I wanted an inspection in this particular case was to ensure
that the wiring was up to current code. As previously mentioned,
replacing the entire wiring in a house can be very expensive. As it
turned out, the electrical wiring did in fact meet current code
requirements. The $335 I spent on the inspection was well worth
it to me.

In summary, the ideal property will look as though it’s in a lot
worse shape than it actually is. You should focus your efforts on
finding houses that are in relatively good condition, but that look
like dumps. This is difficult for many people to do, and that is
exactly why an astute investor such as yourself can profit hand-
somely from the retailing business. It’s hard to look beyond that
first impression of a house, especially if it’s a negative one. Most
people will keep right on driving. They won’t even stop to look at
such a house! They absolutely cannot see the hidden potential just
waiting to be unlocked in properties like these. As an investor
who is serious about flipping properties, you must be able to look
beyond what you see on the surface. In fact, you will come to
enjoy driving up to a house that appears to be run down and lack-
ing in care, because experience has taught you that these houses
are actually diamonds in the rough. While most people see a lump
of coal, you will come to recognize it as a diamond that just needs
a little polishing. Ideally, you will be able to buy houses at coal-
like prices and sell these highly polished gems at diamond-like
prices.

This same concept can be applied on a larger scale. For exam-
ple, I have used it in the apartment business as well as in the resi-
dential home construction business. As a principal in Symphony
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Homes, I recently took over an entire community that was par-
tially completed with new homes and successfully applied the
value play strategy. The community was only about three years
old, but the original builder there apparently ran into financial dif-
ficulties that caused the progress of new home construction to
come to a standstill. As a result, the entranceway and all of the
remaining vacant lots became neglected. Weeds and grass went
uncut and grew as high as four to five feet. Many of the vacant lots
were littered with debris left over from the previous builder. In
short, the community was a real eyesore! The developer of the
subdivision had tried unsuccessfully for over six months to get
another builder to come in and take over where the previous
builder had left off. No one would touch it. In fact, you would
probably be considered foolish to go in and take over something
like that. Discussions with the city inspectors led me to believe
that even they had written off this project.

However, experience has taught me to look beyond what is vis-
ible on the surface. Let’s take a closer look at the facts of this par-
ticular community.

First we’ll look at the negatives:

■ The entrance into the community was overgrown with
weeds.

■ The weeds were overgrown on all of the vacant lots.
■ Many of the lots were littered with debris left over from the

previous builder.
■ The residents and city officials were in despair and had

given up hope.

Now let’s look at the positives:

■ Landscaping improvements to the entrance would be quick
and easy to make.

■ Weeds can be easily cut, and this is an inexpensive and
quick way to improve a property’s appearance.
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■ Debris is easy to remove.
■ The community was ideally situated immediately off of a

main road that provided terrific visibility to passersby.
■ A brand-new post office was located directly across the

street, which meant that no less than once or twice a month,
everyone in town would drive by the community and see the
improvements being made along with all the new construc-
tion activity.

■ The community was located only one-half mile from a
major state road that was heavily traveled and only a mile or
so from a major interstate highway. Both of these roads
served as major traffic arteries for commuters and would be
easily accessible from the community.

■ The homes in the community were only three years old or
less, which meant that our new homes would fit in per-
fectly.

As it turned out, our company was able to negotiate a very
favorable price and subsequently took over the remaining lots. As
a condition for doing so, the developer agreed at his expense to
have all of the vacant lots mowed, the debris removed, and the
entranceway cleaned up immediately upon closing. Within one
week, the community was cleaned up and a sense of pride was
restored to the residents who lived there. In fact, the existing res-
idents in the community treated us like knights in shining armor
who had come to their rescue. They were thankful that finally
another builder had taken enough interest in their community to
come in and make a positive difference. Their sincere expression
of gratitude toward us meant a great deal and was certainly appre-
ciated by the Symphony Homes team. Our ability to envision the
hidden potential in that community has allowed us to enjoy a sub-
stantially higher profit margin on a per-unit basis than we other-
wise would have.

In summary, don’t underestimate the power of the value play
strategy. It is indisputably one of the most effective means avail-
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able to you to create wealth and to enjoy a fuller and more reward-
ing life.
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I believe life is constantly testing us for our level of
commitment, and life’s greatest rewards are reserved
for those who demonstrate a never-ending commit-
ment to act until they achieve. This level of resolve

can move mountains, but it must be constant and con-
sistent. As simplistic as this may sound, it is still the

common denominator separating those who live their
dreams from those who live in regret.

—Anthony Robbins
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Chapter 4

Ten Ways to Locate Properties

Finding exactly the right property can sometimes prove to be
challenging. The application of a comprehensive and all-inclusive
approach will provide you with the greatest chances for success.
You must be willing to exercise patience and diligence in your
search. Doing so will enable you to minimize your risk and max-
imize the return of your hard-earned investment capital. The more
selection options you have available to you, the better your odds
for locating the type of property most suited to your objectives. In
my experience, brokers, classified ads, real estate publications,
web sites, real estate investment clubs, and lenders have all
proven to be useful at one time or another. Advertising, for sale by
owners, vacant properties, and foreclosures can also generate
good leads. (See Exhibit 4.1.)

REAL ESTATE AGENTS

Having several real estate agents scouting properties for you is
one of the most effective ways to quickly and efficiently identify
potential properties that can be flipped. I must stress that it is crit-
ical to your success to ensure the competency level of the broker-
age team you put together. I have worked with many brokers and
agents whose range of expertise and experience varies greatly.
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Most residential brokers focus primarily on the more traditional
single-family-housing sales. They act in a fiduciary capacity to
represent buyers and sellers who have a broad and diverse range
of needs. The sales process typically goes something like this:

SALES AGENT: Mr. Buyer, what type of home are you looking
for?

BUYER: We’re looking for a three-bedroom, two-bath ranch.
SALES AGENT: Great! Have you been prequalified?
BUYER: Yes, Ms. Agent. Our loan officer has preapproved us

for $150,000.
SALES AGENT: That’s terrific, Mr. Buyer! What area of town do

you prefer?
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Exhibit 4.1
Ten ways to locate properties.

1. Real estate brokers and agents
2. Classified advertising
3. Real estate publications
4. Local and national web sites
5. Associations and real estate investment clubs
6. Bank REOs
7. Marketing
8. For sale by owners (FSBOs)
9. Vacant properties

10. Foreclosures
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BUYER: I work on the north side of town, so something within
15 minutes or so would be ideal.

SALES AGENT: That’s wonderful! The MLS shows there are 12
homes available in the area you prefer and 8 of them are
within your price range!

The sales agent will then schedule time with the buyer and the
sellers to visit as many of the homes as possible. If the buyer sees
something he likes, the agent writes it up and presents the offer to
the seller. There is often a counteroffer or two before a deal is
consummated. The broker collects her commission on closing
and the buyer lives happily ever after . . . well, maybe.

While this is a simplified example of how the sales process
works, the process for locating properties that can be flipped does
share a few similarities with the more traditional role the sales
agent plays. The sales agent will locate the types of properties you
are looking for, present them to you, and if an opportunity makes
financial sense, you will make an offer for the agent to present to
the seller. Significant information that traditional sales agents are
not used to providing is data specific to the market you are buying
in. If requested, they may provide a few comparables, or comps as
they are known, but you need lots of hard data that will support
your investment decision. Housing prices vary widely from city
to city and from community to community. Prices are relative. For
example, an identical house selling for $85,000 in one neighbor-
hood might be worth $110,000 in another neighborhood. That’s a
difference of $25,000 for two identical houses. You must have
market data that will enable you to make sound investment deci-
sions.

In addition to traditional real estate sales agent, there are agents
who specialize in investment properties and nothing else. These
are the dealers we discussed in Chapter 2. These are the people
you want on your team! Dealers play an important role in bring-
ing opportunities to investors. They often act as wholesalers for
retailers and other investors looking to buy property at below-
market prices. Dealers are oftentimes licensed real estate agents
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and earn their money from commissions generated. These agents
are generally experts in their industry who have migrated from
single-family residential sales for one reason or another—usually
because of a shared interest they have for investment properties.
Their specialized knowledge can save you a great deal in time,
energy, and money. While traditional sales agents are not used to
providing their clients with market data, dealers know exactly
what you need. They understand the nature of the business of flip-
ping properties and recognize that you will need key market
information for proper financial analysis.

Dealers are well informed and are in direct contact with buyers
and sellers every single day. They know which areas of town are hot
and which are not. They also know when new properties are about
to be made available for sale, so if they know what you are looking
for, they can notify you immediately when a property meeting 
your criteria hits the market. Since dealers are plugged into a net-
work of relationships—people who provide them with information
and inventory—they will be among the first to know when a new
opportunity becomes available. An additional advantage dealers
can offer is that they often have an extensive database of other
investors, both buyers and sellers, whom they can contact. Even if
a house is not officially listed for sale, the broker may know from a
prior conversation that the owner would entertain an offer should
the right buyer come along with the right price.

Furthermore, dealers will often know how to use the MLS in
ways that traditional real estate agents may not be aware of. For
example, they can search the description fields of homes available
for sale for keywords like “handyman special” or “TLC needed.”
Other keywords include “needs work,” “as is,” and “seller moti-
vated.” One additional term your dealer can search for is “VLB,”
which means “vacant on lock box.” This frequently indicates that
the seller has already moved into another house for any number of
reasons (transfer, new home, etc.) and is now in the unenviable
position of making two house payments. The house is likely to be
in fairly good condition, with only minimal repairs needed, but a
seller making two house payments may be willing to take consid-
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erably less than the true market value. I found myself in that very
position several years ago. My wife and I bought a new house in
Michigan and were required to close on it even though we had not
yet sold our home in Texas. After about six months of making
payments on both houses, a buyer offered me much less than sim-
ilar houses in the neighborhood were selling for. I wasn’t at all
excited about taking less than I thought the house was worth, but
I was thankful for the opportunity to be relieved of the mortgage
obligation on the other residence. Meanwhile, the buyer got a
great deal, and I am certain he could sell the house today for much
more than he paid for it.

CLASSIFIED ADVERTISING

Almost all newspapers, large or small, carry a section in their
classified advertising specifically for selling real estate. Many of
these ads are placed by real estate agents and are designed to
prompt you to call their office. Most homes listed for sale in the
newspaper by agents are active listings and will typically be
priced at full retail. You might notice some ads, however, that use
keywords like “motivated seller” or “must sell, owner transfer-
ring.” These types of classified advertisements are worth follow-
ing up on. Even if the home is no longer available or it does not
meet your investment objectives, it can provide you with an
opportunity to create a dialogue with a sales agent who might be
able to find investment property that will meet your needs. The
agent may even refer you to someone in his or her office who spe-
cializes in investment property (e.g., a dealer).

Many of the ads listed in the classified section are for sale by
owners (FSBOs). Again, you will want to look for any keywords
that may indicate the owner is anxious to sell or that the property
may be offered at a price below retail. Some of these keywords
include “handyman special,” “needs work,” or “as is.” You should
be prepared to take the time to call on as many of these property
owners as possible. You must also have the self-discipline to exer-
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cise restraint in your selection and analysis process. It is easy to
get excited about an opportunity and to become emotionally
engaged in the buying process. To be successful, you have to be
able to remain impartial and objective in your analysis. Sooner or
later, your patience will pay off and you will find that diamond in
the rough.

Another way to use the classified advertising section is to place
your own ad in the real estate wanted section. You don’t need to
spend a lot of money on these ads. A well-written small ad can be
just as effective as a larger and more expensive ad. Your goal is to
motivate people who want to sell their house to call you. Your ad
should be designed to solicit only those callers who are likely to
be selling the type of property that you are seeking. Following are
some sample ads you may want to consider using.
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NEED QUICK CASH?
I BUY HOUSES!

FAST CLOSINGS! ALL CASH!
CALL (800) 123-4567

MOTIVATED SELLERS WANTED!
ANY CONDITION! FAST CLOSINGS!

WE BUY HOUSES!
CALL (800) 123-4567

VACANT AND HANDYMAN SPECIAL

PROPERTIES WANTED!
ANY AREA! ANY CONDITION!

(800) 123-4567
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REAL ESTATE PUBLICATIONS

Almost all areas periodically publish books or magazines specif-
ically designed for residential real estate sales. Some of these are
local, while others are regional. The magazines can often be
found in racks or newsstands located outside real estate offices,
convenience stores, and grocery stores. These real estate publica-
tions can be a very good source for locating potential deals. You
will also find many helpful real estate–related advertisers in these
publications—real estate agents, mortgage companies, apprais-
ers, surveyors, title companies, real estate legal services, and
insurance companies.

The majority of ads in these magazines are placed by real estate
agents who tend to place all of their listings on one page. The ads
usually feature a photo of the agent along with some compelling
reason why you should contact that person for your real estate
needs. Although the bulk of the ads in real estate magazines are
placed by agents and brokers, some do offer an FSBO section.
While most of the sales agents with listings in these publications
focus on the traditional retail housing segment, there are usually a
number of agents who specialize in different niches within the
real estate market. For example, some firms focus solely on com-
mercial real estate, while others specialize in vacant land. Still
others (e.g., dealers) specialize in the wholesale market. As dis-
cussed in Chapter 2, dealers can be an excellent source for you. A
good dealer can fax 20 or 30 wholesale listings to your office
within minutes of receiving your call. Don’t overlook these easy-
to-find real estate publications, as they can provide you with lots
of leads and lots of information vital to your success!

LOCAL AND NATIONAL WEB SITES

A number of web sites offer all kinds of information about houses
for sale. You can do a local search by keying in a phrase such as
“homes for sale Dallas, TX,” for example. A search like this will
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usually generate results of 20 to 30, maybe even more, web sites
with listings in your area. The most comprehensive and well-
known web site related to single-family properties for sale is
hosted by the National Association of Realtors. You can find it at
www.realtor.com. Realtor.com boasts over 2 million listings for
various types of properties, including single-family homes, con-
dominiums, town houses, multifamily apartments, mobile homes,
vacant land, farms, and rentals. The data derived for these listings
comes from the Multiple Listing Service, so it will not include
any properties for sale by owner. The web site is available to the
general public, so you don’t have to be a real estate agent to
access its listings. It is very much like a public MLS for proper-
ties available to the general population—or at least anyone with a
computer and access to the web. You can also search by property
type, state, city, zip code, price range, minimum and maximum
square feet, age of home, number of floors, and several other cri-
teria. Most listings provide a descriptive overview of the property,
photos, and offering information. Exhibit 4.2 illustrates how very
specific you can be by using the search criteria available at 
Realtor.com.

Other good Internet sources include your local newspapers.
Almost all major newspapers now list their entire classified sec-
tion on web sites. The information is often updated daily. This is
usually determined by how often the paper is published. For
example, a daily paper is most likely to be updated daily. A
weekly paper would be updated weekly. An advantage the news-
paper web sites offer over a site such as Realtor.com is that in
addition to providing ads placed by real estate agents, many ads
are also placed by individuals or owners. In fact, other than plac-
ing a sign out in the front yard, this is really about the only way an
individual can market his or her property. Newspaper classifieds
are not nearly as comprehensive as a site like Realtor.com, but
they do provide you with a good mix of properties for sale by both
real estate agents and individual homeowners.

These are only two of many web sites that can help you locate
investment opportunities. The best way to locate properties in
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Web site of Realtor.com.
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your own area is to use a search engine like Yahoo, Google, or
MSN to do a specific search.

REAL ESTATE INVESTMENT CLUBS

Most cities have a number of real estate investment–related asso-
ciations and clubs. These clubs provide an excellent opportunity
for you to network with others who share similar interests. Mem-
bers often include investors like yourself, real estate brokers, tax
and real estate attorneys, architectural engineers, appraisers, and
other real estate professionals. Clubs and associations usually
meet on a periodic basis, such as monthly, to discuss current
events and share information. In addition, they frequently feature
guest speakers who provide insight into a given area of expertise.
You can find real estate associations in your area by looking in the
yellow pages or by doing a search on the Internet. One site that I
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have used is called Real Estate Promo.com and is located at
www.realestatepromo.com. Click on the link titled “Investment
Clubs” to locate a club near you. Clubs listed include almost all
50 states, so you should be able to find something near you. A
similar site is offered by a company called Creative Real Estate
Online, located at www.real-estate-online.com. Go to the home
page and click on “Real Estate Clubs” to find an investment asso-
ciation in your area.

BANK REOs

Smaller local or regional banks can also be a good source for
locating properties. Lenders are not in the business of managing
real estate, nor do they want to be. The very nature of their busi-
ness, however, demands that they assume risk with each and every
loan extended to borrowers. Unfortunately for the banks, some-
times those borrowers default. When they do, the lender fore-
closes on the property and the real estate is transferred into the
lender’s real estate owned (REO) portfolio.

Most people don’t event know that REOs exist. Banks certainly
don’t promote the fact that they’ve had to foreclose on real estate,
which is now listed on their books as a nonperforming loan. After
all, their customers come to them for banking services, not real
estate services. Although almost all banks have REOs, very few
will publicize that information. Small local banks usually have
one individual who is responsible for the real estate owned port-
folio, while regional banks may have several people, or even a
whole department, responsible for REOs. Banks divest these
properties through a network of private investors who have ex-
pressed an interest in them and also through real estate agents
(e.g., dealers who specialize in wholesale property). The network
of private investors can include anyone. If you are interested in
acquiring properties in this manner, then you will need to be pre-
pared to do some initial legwork to establish the proper contacts.
There is no limit to the number of banks you can contact. I rec-
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ommend establishing relationships with 8 to 10 banks in your
area to provide you with a large of a pool of houses for sale.

Lenders are often quite flexible in the terms and conditions
they are willing to offer, which may result in an opportunity for
you to reach an agreement that is acceptable to both of you. The
basis for the lender’s initial asking price will likely be determined
by the hard costs the bank has put into it, or its book value. While
the bank will no doubt make every effort to minimize its losses, if
it is anxious to get the property off its books, there’s a good
chance it will be willing to negotiate in your favor by agreeing to
write down a portion of the loan. You should take time to physi-
cally inspect the property, then determine the costs required for
repairs, the carrying costs, and the transaction costs and make
your offer to the bank based on your analysis. In other words,
determine the maximum amount you can invest in the deal and
still make money based on a rate of return that is acceptable to
you. If the deal doesn’t make sense for you as an investor, you’re
better off letting the bank keep it. After all, there are many more
banks with just as many REO properties available that may meet
your investment criteria.

MARKETING

As you graduate from buying and selling real estate on a part-time
basis to a full-time business, you will want to give serious consid-
eration to promoting your company and the services you offer.
Just as other business owners budget a certain portion of their
expected revenues for marketing purposes, so will you, too, want
to allocate a portion of your resources to promoting your real
estate investment company. The more people who know that you
are in business to buy and sell houses, the more opportunities you
will have presented to you.

There are numerous ways to market your business and just as
many books written about how to do so. Since this is not a mar-
keting book, I will mention just a few of the many ways you can
promote your company. Some of these include advertising in
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newspapers and magazines, implementing a direct mail cam-
paign, using signs, and doing a broadcast fax.

As previously mentioned, you can place small ads in the classi-
fied section of the newspaper, which can be highly effective. As
your company grows, however, you will want to consider placing
larger display ads in newspapers and in real estate publications.
You can advertise in the same newspapers and magazines that you
use to search for properties to buy. It should be easy enough for
you to make your ad stand out from all of the others because you
are in the business of buying houses at wholesale, while most all
of the other advertisers are buying and selling houses at retail. The
sample ad shown in Exhibit 4.3 is just one of many ideas you can
use to promote your company. The focus of this ad is to generate
referrals by offering a $500 reward for each and every referral
received. You should be sure to qualify your offer, however, by
stating that the referral must result in the signing of a purchase
agreement by both the buyer and the seller.

Another very effective method of promoting your company is
to implement a direct mail campaign. Since the cost of printing
and postage can quickly add up, your direct mail piece should be
targeted to the people who can best help you—real estate agents.
You can purchase a list of names and addresses for the agents in
your area from a reputable company, or, if you have the time, sim-
ply use your local telephone book to build your own list. Much of
the content used in your display ads in newspapers and real estate
publications can also be used in your direct mail piece. The liter-
ature mailed can be in the form of a letter that introduces you and
the services you offer, a flyer containing the same information, a
sales brochure, or any combination of the three. I suggest that you
also include at least two to three of your business cards. While the
recipients of your mailing may discard the enclosed letter or flyer,
they will most likely save your business cards, and if you include
more than one, there’s a good chance they may pass one along to
a business associate.

Signs are a cost-effective way of marketing your company.
Smaller signs, perhaps 18 by 24 inches and made out of corrugated
plastic, are fairly inexpensive to buy. You can buy them with wire-
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Exhibit 4.3
Example of a promotional ad.
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frame stands, which makes them easy to place in high-traffic loca-
tions. I recommend not putting too much information on your
signs. Just stick to the basics, such as “I buy houses,” your com-
pany name, and a telephone number. I’ve seen some real estate
signs that are so overloaded with information that it’s difficult to
make out anything, especially when people are driving by and may
have only a few seconds to glance at the sign. Use large letters and
keep your sign simple. I would also suggest using a color that
works well in both winter and summer. For example, white signs
with blue lettering look great in the summer; however, in the win-
ter the white sign will blend in with the snow and barely be visible.
Likewise, a green sign with white lettering looks great in the
wintertime because the colors are sharply contrasting. Once again,
though, in the summer the green sign blends in with grassy road-
sides and surrounding foliage. I suggest using colors that work
well year-round, such as a red or blue sign with white letters.

As your company grows and you have more available in your
advertising budget, you may also want to consider using bill-
boards. These signs can be very effective, especially in areas of
town where the traffic count is known to be high. It is also helpful
if the posted speed limit is 40 miles per hour or less. That way, the
passersby have more time to read the information on the signs. As
with the smaller roadside signs, don’t try to put too much infor-
mation on billboards. Drivers usually have only a couple of sec-
onds to read your message. Again, keep it simple.

Finally, you may want to consider faxing your message to as
many recipients as possible. Your primary target market should be
real estate offices. A number of good fax programs allow you to
generate what is known as a broadcast fax directly from your
computer. These programs are easy to use and easy to set up. A
broadcast fax, also known as a blast fax, allows you to send a doc-
ument via facsimile to multiple recipients. The fax program
allows you to set up telephone directories. For example, you
could set up a directory named Genesee County Real Estate and
enter the fax numbers of 100 real estate agents. When you get
ready to send your letter, flyer, or other document from your com-
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puter, the fax program allows you to select the entire directory. All
you do is click on it, hit Send, and the program will do the rest. It
will spend the next two to three hours dialing every number in
your directory and sending the fax. If you live in an area where
the calls are all local, then the faxes cost you only a little bit of
your time. One cautionary note I will add is that many people do
not want to receive faxes they consider to be advertisements. As a
general rule, the real estate community will be receptive to your
message; however, be respectful of those who do not wish to
receive faxes and promptly remove them from your list.

FOR SALE BY OWNERS (FSBOs)

Individuals who prefer to sell their own houses are frequently
referred to as for sale by owners, or FSBOs. This group of home-
owners represents an important segment of the potential proper-
ties available to you, so be sure to give them the attention they
deserve. They can be located by looking through the classified
section of your local newspaper or by driving through neighbor-
hoods and looking for FSBO signs. FSBOs typically maintain the
attitude that they can sell their houses on their own without any
professional help from the real estate community, thereby
enabling them to save thousands of dollars on the cost of the com-
mission. What they fail to realize, unfortunately, is that although
they may save money on the commission, they may lose more
money on the overall transaction than if they had listed with an
agent. This results from their lack of experience and lack of
knowledge of local market prices.

FSBOs all have an idea of how much they think their houses
are worth, but in reality, their houses are usually priced too high
or too low. For example, some owners have lived in their homes
for 20 years or more and have no idea how much homes have
appreciated during that time. Another homeowner may have
heard that a neighbor down the street sold her house for X; there-
fore his house must be worth Y. In truth, neither seller really
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knows the true market value of their home. Guess what? That’s
good news for you as an investor. Since you will be intimately
familiar with market values in the neighborhoods you will be
prospecting, you will know immediately from your initial tele-
phone conversation with a potential seller whether the price of the
house fits your investment criteria. If you find a seller who is will-
ing to sell his or her home at a price 10 or 15 percent below mar-
ket, that can certainly work to your advantage. For those of you
who may think this is taking advantage of the seller, I disagree.
You have no moral obligation to tell sellers that their house may
be worth more than they are asking. FSBOs set their asking price
at a value they believe to be fair for any number of reasons. As a
buyer willing to meet their terms, you have become an important
component of a relationship that is amenable to both parties.
Finally, for sale by owners are often flexible on terms and may be
able to provide you with a more favorable and creative deal struc-
ture, one that permits you to minimize your cash outlay in the
property.

VACANT PROPERTIES

As you drive through neighborhoods in your search for invest-
ment opportunities, be sure to pay special attention to those
houses that appear vacant. Vacant houses are more of a liability
than an asset for their owners, so they are oftentimes available at
bargain prices. For any number of reasons, the seller has moved
out and is no longer around to care for the house. It may be that he
or she just went through a divorce, had a new house built, or was
transferred to another area. Whatever the reason, the end result is
the same. If the owner is to prevent the house from going into
foreclosure, he or she must not only make the payments on the
new house, but must also keep up the payments on the old one.
After just a few months of making double house payments, sell-
ers of vacant properties become very motivated. In some cases,
they are happy just to have somebody relieve them of their
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monthly obligation, regardless of any equity they may have built
up in the house.

Obvious signs of empty houses include overgrown weeds and
shrubs, newspapers in the driveway, and a general rundown
appearance. Sometimes these houses have only recently been
vacated; other times they have been sitting empty for several
months. They may have an FSBO sign or a real estate firm’s sign
in the front yard. If so, this makes your job of finding the owner
much easier. If there is no sign out front, you may have to do a lit-
tle research. Usually, a telephone call to the local taxing authority
can provide you with the information you need. The clerks who
work in the tax offices and who are responsible for maintaining
the tax roles can quickly and easily provide you with the current
owner’s name and the address (to which the tax bill is mailed).
With the name and address, you can call information to obtain a
phone number for the owner. If the number is unlisted, you can
express your interest in the property through the mail since you at
least have the owner’s address. Be sure and provide owners with
your telephone number so that if they are interested in selling,
they can contact you with as little effort as possible.

FORECLOSURES

While vacant properties can be an excellent source of finding
investment opportunities, properties that sit vacant for too long
often become foreclosed properties. This, too, can be another
great source for finding potential deals. Buying and selling fore-
closures requires an individual to have a working knowledge of
that market. While a number of good books have been written on
the subject, many investors do not have the expertise or the time
to find undervalued foreclosures. Furthermore, they are unfamil-
iar with the auction and/or bidding process and may lack the
resources to purchase properties in this manner. An investor who
understands the process of buying foreclosed properties can
potentially make substantial profits. Buying foreclosures, how-
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ever, is not as easy as many would have you believe. In many mar-
kets, the bidding process is very competitive and therefore the
property is difficult to buy at an attractive price. The investor par-
ticipating in this market must have specialized knowledge,
patience, and enough investment capital to be successful.

The best approach to identifying the property best suited to
your specific needs will include using as many of these tools as
possible. The most important thing to remember is to be patient.
You will find the right property at the right price with the right
terms. As the employer of your capital, your task is to have your
employees (your capital) working as hard for you as possible.
That means your investment must offer an acceptable rate of
return to you. Only you can determine what is acceptable. It is
best to establish an acceptable rate of return early in the process
so you don’t make the mistake of lowering your standards
because you think you have found a property that is okay. Deter-
mine your investment criteria and objectives, implement them as
an initial filtering device, and when the time comes, be prepared
to execute your acquisition strategy.
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The heights by great men reached and kept,
Were not attained by sudden flight,
But they, while their companions slept,
Were toiling upward in the night.

—Henry Wadsworth Longfellow
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Chapter 5

Valuation Methodologies

Now that you understand the concept of flipping properties,
how to create value, and what types of properties to look for, the
next step is to learn how to analyze potential value play opportu-
nities to determine whether they meet your investment criteria.
This chapter is probably the most critical chapter in the entire
book. The key to your success in buying and selling single-family
houses is to have a thorough and comprehensive understanding of
value. Proper valuation is the basis for all investment decisions,
whether they be investments in the stocks of various companies,
in commodities, or in real estate. You absolutely must be able to
understand how value is derived in order to make rational and
balanced investment decisions. Without these essential skill sets,
you will find yourself at a tremendous disadvantage.

Before you even make an offer on a prospective investment
property, you will want to know beforehand the potential value
that can be created from it. Creating value in single-family houses
can be accomplished in several ways. Your review of a prospective
flipping opportunity will consist of examining the variable com-
ponents of the property that affect its value—in other words, any-
thing at all about the property that can be changed to add value.
For flipping or rehab properties, this would primarily include, for
example, the physical condition of the property, but not its loca-
tion. While the property’s location is certainly important, it is not
a variable that can be changed to add value.
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HOW TO KNOW HOW MUCH IS TOO MUCH

In this chapter, you learn how to determine whether a house
priced at $50,000 is in fact worth the seller’s asking price. How do
you know? It may in reality be worth only $40,000, or it could
actually be underpriced and may be worth $65,000. The bottom
line is you need to know and understand the difference for your-
self and not rely solely on what the sales agent and/or seller is
telling you. In my experience, I have seen many agents who
believe their client’s property is worth more than it really is. I
have also seen inexperienced investors attempt to justify the value
imbued in the price the agent is asking. Somehow they think if
they could only buy the property, they are going to be able to
unlock all that extra value that really doesn’t exist. The truth is,
however, they will have overpaid for the property. Paying too
much for a rehab property is the quickest way I know to put you
out of business.

VALUATION METHODOLOGIES

Three traditional approaches are used to determine the value of a
property: the sales comparison approach, the cost approach, and
the income capitalization approach. (See Exhibit 5.1.) Each
approach has its place and serves a unique function in determin-
ing value. Depending on the type of property being appraised, the
majority of the weight may be given to a particular approach, as
the other two methods may not be relevant.

Replacement Cost Approach

In an appraisal report conducted by Butler Burgher, Inc., a well-
known appraisal firm based in Houston, Texas, the replacement
cost approach is defined as follows:
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The cost approach is based on the premise that the value
of a property can be indicated by the current cost to con-
struct a reproduction or replacement for the improvements
minus the amount of depreciation evident in the structures
from all causes plus the value of the land and entrepre-
neurial profit. This approach to value is particularly useful
for appraising new or nearly new improvements.

The replacement cost approach is usually not used to value
investment properties such as single-family houses. It is most
appropriately used when estimating the actual costs associated
with replacing all of the physical assets. For example, if a house
was partially or completely destroyed by fire, the value estab-
lished from the cost approach would be useful in helping to deter-
mine exactly how much an insurance company would pay for the
resulting damages. Depending on the type of policy you have in
place, the insurance company may only pay for the remaining
useful life of the item damaged. For example, if the roof on the
house is 20 years old and is damaged as a result of high winds, the
insurance company may not pay 100 percent of the cost for a
brand-new roof. If the estimated life of the shingles is 25 years,
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Exhibit 5.1
Three traditional valuation

approaches.

1. Replacement cost approach
2. Income approach
3. Sales comparison approach
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insurance may only reimburse you for the remaining useful life,
which in this case would be 20 percent.

Remaining useful life = 1 − = 20%

When buying insurance for your investment properties, be sure
to determine exactly what your policy covers and what it does not
cover.

Income Capitalization Approach

I again refer to the appraisal firm of Butler Burgher to define the
income capitalization approach, or income approach, as it is also
known.

The income capitalization approach is based on the
principle of anticipation which recognizes the present
value of the future income benefits to be derived from
ownership of real property. The income approach is most
applicable to properties that are considered for invest-
ment purposes, and is considered very reliable when
adequate income/expense data are available. Since
income producing real estate is most often purchased by
investors, this approach is valid and is generally consid-
ered the most applicable.

The income capitalization approach is a process of
estimating the value of real property based upon the
principle that value is directly related to the present
value of all future net income attributable to the prop-
erty. The value of the real property is therefore derived by
capitalizing net income either by direct capitalization or
a discounted cash flow analysis. Regardless of the capi-
talization technique employed, one must attempt to esti-
mate a reasonable net operating income based upon the

20
�
25
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best available market data. The derivation of this esti-
mate requires the appraiser to 1) project potential gross
income (PGI) based upon an analysis of the subject rent
roll and a comparison of the subject to competing prop-
erties, 2) project income loss from vacancy and collec-
tions based on the subject’s occupancy history and upon
supply and demand relationships in the subject’s mar-
ket . . . , 3) derive effective gross income (EGI) by sub-
tracting the vacancy and collection income loss from
PGI, 4) project the operating expenses associated with
the production of the income stream by analysis of the
subject’s operating history and comparison of the sub-
ject to similar competing properties, and 5) derive net
operating income (NOI) by subtracting the operating
expenses from EGI.

The preceding technical description by Butler Burgher defin-
ing the income approach may initially appear somewhat complex
to those of you who may not be familiar with the methodologies
used for the analysis of financial statements. The income
approach can be broken down to its most basic and fundamental
level by examining a simple financial instrument such as a certifi-
cate of deposit. For example, assuming a market interest rate of 
5 percent, how much would you be willing to pay for an annuity
yielding $10,000 per annum? The answer is easily solved by tak-
ing a simple ratio of the two values as follows:

Present value = = = $200,000

In other words, if you purchased a certificate of deposit for
$200,000 that yielded 5 percent annually, you could expect an
income stream of $10,000. It doesn’t matter how long the income
continues. The present value remains the same and will continue
to generate an income stream of $10,000 as long as you continue
to hold the $200,000 certificate of deposit. If at some point in

$10,000
�

0.05

income
�

rate
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your real estate career you decide to invest in income-producing
properties such as apartments, strip centers, or office buildings, I
urge you to thoroughly acquaint yourself with the income capital-
ization approach and to become proficient in its application. In
The Complete Guide to Buying and Selling Apartment Buildings,
I expound on these principles in depth and provide many exam-
ples of this particular valuation approach.

Sales Comparison Approach

Once again, I rely on Butler Burgher to define the third valuation
approach, which is the sales comparison approach:

The sales comparison approach is founded upon the
principle of substitution which holds that the cost to
acquire an equally desirable substitute property without
undue delay ordinarily sets the upper limit of value. At
any given time, prices paid for comparable properties
are construed by many to reflect the value of the prop-
erty appraised. The validity of a value indication derived
by this approach is heavily dependent upon the avail-
ability of data on recent sales of properties similar in
location, size, and utility to the appraised property.

The sales comparison approach is premised upon the
principle of substitution—a valuation principle that
states that a prudent purchaser would pay no more for
real property than the cost of acquiring an equally desir-
able substitute on the open market. The principle of sub-
stitution presumes that the purchaser will consider the
alternatives available to them, that they will act ration-
ally or prudently on the basis of his information about
those alternatives, and that time is not a significant fac-
tor. Substitution may assume the form of the purchase of
an existing property with the same utility, or of acquiring
an investment which will produce an income stream of
the same size with the same risk as that involved in the
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property in question. . . . The actions of typical buyers
and sellers are reflected in the comparison approach.

In essence, the sales comparison approach examines like prop-
erties and adjusts value based on similarities and differences. This
method is used most often in valuing single-family houses. Let’s
say, for example, you decide to sell your house. To help you deter-
mine a listing price, your sales agent will pull up all of the current
listings in your neighborhood, as well as recent sales, and calcu-
late a range of prices based on the average sales price per square
foot. Then the agent will consider factors such as the overall con-
dition and the various amenities of your house. Does it have a
fireplace or a swimming pool? Is it a two-car or a three-car
garage? And so goes the process, adding and subtracting until a
final value is determined. The use of sales comps, as they are
called, is the most important factor in the overall analysis of
determining the value of single-family properties. It is very much
like shopping for a new car. You consider all the alternatives that
each manufacturer has to offer, compare each and every feature,
and match them to your specific needs. As an investor in value
play opportunities, you should rely heavily on the sales comps in
your particular market. It is the basis that every buyer looking at
your houses will use to make purchase decisions.

In summary, each of the traditional valuation methods serves a
unique function by estimating value using one of three different
approaches. In some cases, all three approaches may be used, apply-
ing varying weights to each. Butler Burgher affirms, “The appraisal
process is concluded by a reconciliation of the approaches. This
aspect of the process gives consideration to the type and reliability
of market data used, the applicability of each approach to the type of
property appraised and the type of value sought.”
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This is the mark of a really admirable man: steadfast-
ness in the face of trouble.

—Ludwig van Beethoven
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Chapter 6

Financial Analysis

Now that you have a good understanding of the three primary
valuation approaches, let’s look at some examples of how to
apply them. In particular, we examine more closely how to use the
comparable sales approach in estimating the potential resale
value of various properties. Then we look at an example in which
a multifamily property is converted into individual single-family
units. Finally, we examine the conversion of a single-family
house to income-producing commercial use and evaluate its
effect on the property’s value.

THE TEXAS TWO-STEP

More than 20 years ago I bought my very first investment property.
I was living in Texas at the time. Actually, I bought two houses at
the same time from an older gentleman who had owned the houses
for years and had maintained them as rental units. The houses were
located in the same neighborhood and were right around the cor-
ner from each other. They were about 40 years old and in need of
minor repairs such as paint and cleanup. All of the real estate
books I had read at the time advocated the traditional buy-and-
hold approach, so my intentions were to do exactly that—buy the
two houses and hold them, much the same as the gentleman whom
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I was buying them from had done. I decided I would spend a little
bit of money fixing them up and then rent them out.

The seller owned the two houses free and clear, which means
that there were no underlying obligations such as mortgages on
them. Since he was retiring, he did not want to sell them for all
cash, but instead preferred to receive regular monthly payments.
He was more than glad to carry the financing, which worked out
well for me. That meant I wouldn’t have to bother with getting a
mortgage from a more traditional lending source, such as a bank.
We agreed on a sales price of $20,000 apiece for the two houses.
The deal was structured as shown in Exhibit 6.1.

A few weeks later, we closed on both houses simultaneously,
and before I knew it, I was in the real estate business! Since I was
young and full of energy at the time, I decided to take on the paint-
ing and cleanup myself. I spent the next month painting the exteri-
ors of both houses, cutting down the weeds, mowing the grass, and
giving the interiors a thorough cleaning. It didn’t take long after
that to locate tenants and rent out the houses. Since these were my
first two rental houses, I didn’t have any property management
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Exhibit 6.1
Deal structure, 

Part 1: Two houses in Texas.

1. Sales price: $20,000 each
2. Down payment: $1,000 (5%)
3. Term: 15 years
4. Interest rate: 10%
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experience. The only training I had came from a couple of books I
had read.

After a few months of being in the rental business, I was begin-
ning to have second thoughts about my new career in real estate.
Actually, the tenants weren’t that bad. It just seemed to me that
this so-called buy-and-hold approach was going to be a long and
painstaking process. At the rate I was going, it would be a long
time before I could even begin to think about retirement. After
about a year, I began to consider the idea of selling the houses to
the tenants who lived there and thought about how I could struc-
ture the sale in a manner that would be agreeable to them. I
decided to carry the note myself, or provide owner financing, as it
is sometimes referred to. I agreed to let the tenants apply a portion
of the rent they had been paying. Take a look at Exhibit 6.2 to see
how the deal was structured.

Now take a minute to study Table 6.1. The worksheet you see
is a proprietary model I developed that I use to quickly and easily
analyze potential value play investment opportunities. I call it The
Value Play Rehab Analyzer. Once I have gathered the necessary
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Exhibit 6.2
Deal structure, 

Part 2: Two houses in Texas.

1. Sales price: $29,500 each
2. Rent applied toward down payment: $1,000
3. Term: 20 years
4. Interest rate: 12%
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data, I can input the information into the model and, in less than
five minutes, know within a reasonable degree of accuracy
whether a deal makes sense based on my investment criteria. All
I have to do is key in the information and the model automatically
makes all of the calculations.

Under the Purchase Assumptions section in Table 6.1, the basic
property information is listed, including a project name, address,
and pricing information. The value of the land does not really
matter as long as the price of the land plus the price of the house
is equal to the total purchase price. There are two sections for
Financing Assumptions—one for primary financing and another
one for secondary financing. The primary financing section is
used for the main source of lending, which can be a mortgage
company, a bank, or a private individual, as this example illus-
trates. The secondary financing section is used for any additional
loans you may secure. For lower-cost improvements, such as the
one in this example, you may use all cash. On the other hand, if
the cost of the improvements is greater than the amount of capital
you want to use, then this is the section to use. Rates and terms are
typically different for a line of credit, such as a home equity line
or a credit card, than they are for a regular mortgage, so having
two sections for financing allows you to more accurately deter-
mine your carrying costs.

Under the Estimate for Improvements section, there is quite a
bit of detail that allows you to estimate the costs for virtually
everything in a house. Estimating these costs accurately is, of
course, vitally important for the proper analysis of an investment
rehab opportunity. The more experience you have, the easier esti-
mating costs will become. At first, you may need to procure bids
or estimates from contractors to help you determine how much the
required improvements will cost. As you gain experience, how-
ever, you’ll be able to estimate many of the costs on your own. The
total cost of improvements in this example is only $1,085.

The next section of the model allows you to enter information
for comparable home sales. This information is needed to help
you make accurate projections of the estimated resale value of
your investment property. Any sales agent can provide you with
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comparable sales data for your area. In addition, a provision in
this section allows you to make adjustments to the sales price of
the comps, which permits you to compare apples to apples. For
example, if the home you are buying has a two-car garage and the
comparable home sale has a three-car garage, you will need to
revise the price downward in the Adjustments to Price section.
This is exactly how real estate agents and appraisers derive the
market value of a house. They start with an average price per
square foot for several similar houses and make compensating
adjustments to estimate value.

The Comp Averages section simply takes an average of the
three comps’ sales prices to come up with an average sales price.
This number is then divided by the average price per square foot.
The result is a weighted average price per square foot. This sec-
tion also has a provision that allows you to turn the comps section
off or on. As you become familiar with a specific market or
neighborhood, you are likely to already know what the average
sales price per square foot is, so you really don’t need to key in
sales comp data. Instead, you can turn off the comps section and
plug in your own estimate. In this example, I had only one com-
parable sale and that was the house I lived in. I paid $40,000 for a
1,000-square-foot house located in the same neighborhood just a
few blocks away. I reasoned that since I paid $40 per square foot
for my house and had just had a recent appraisal on it, then I
should be able to get close to $40 per square foot for the houses I
was selling. I liked the number $29,500 because it was less than
$30,000 and sounded more affordable. Therefore, in the example
in Table 6.1, the comparable sales section is turned off.

The average sales price per square foot is then fed into the Sub-
ject Property section. All of the information keyed into the rest of
the model is summarized in this section. You must know the
square footage of the house you are buying so that you can make
an accurate comparison. The purchase price per square foot is
automatically calculated, as is the total cost of the improvements
per square foot. The two numbers are then added together to give
you the total cost of the project. In this example, the total cost of
improvements of $1,085 was added to the total purchase price of
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$20,500. The resulting sum was then divided by 750 square feet
to give me a total price per square foot of $28.78. Below that is a
provision that allows you to estimate the total time (in months) for
completion and resale. In other words, it calculates the carrying
costs for interest, a factor that many less experienced investors do
not consider. In the example here, the number of months is set to
zero since the house was occupied as a rental.

The Adjustment to Comps cell is used to create the estimated
sales price for three different sales scenarios: best case, most
likely, and worst case. In this example, $4.25 per square foot is
used. For the best-case sales price, the model adds $4.25 to the
price per square foot cell in the Comp Averages section, then mul-
tiplies the sum of the two by the square feet of the subject prop-
erty. Here’s how it works:

Best-case sales price

= (average price per square foot + adjustment to comps) 

× subject property square feet 

= ($39.333 + $4.250) × 750 = $32,688

The most likely sales price calculation in the model neither
adds nor subtracts the value of $4.25 to the price per square foot
cell in the Comp Averages section. It is simply the product of the
average price per square foot and the square feet. Take a moment
to examine the following equation:

Most likely sales price

= average price per square foot × subject property square feet 

= $39.333 × 750 = $29,500

For the worst-case sales price, the model subtracts $4.25 from
the price per square foot in the Comp Averages section, then mul-
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tiplies the difference between the the two by the square feet of the
subject property. Take a minute to review the following equation:

Worst-case sales price

= (average price per square foot − adjustment to comps) 

× subject property square feet 

= ($39.333 − $4.250) × 750 = $26,313

The purpose of creating three different scenarios in the model
is to provide us with a range for the estimated sales price. This
allows you to evaluate the very minimum you might expect on the
low end of the price range, and the very most you might expect on
the high end of the price range. Take a moment to refer back to
Table 6.1. The purchase price, improvements, interest charges,
taxes, and closing costs remain constant across all three scenarios
since these values are not affected by the adjustment to comps
variable of $4.25. The profit margin is the dollar amount that you
can expect from your investment after all costs have been
accounted for. The return on investment (ROI) is calculated as the
ratio of the profit margin divided by the total cash you have
invested in the property. It is calculated as follows for the most
likely scenario:

Return on investment 

=

= = 292.65%

My very first investment in the two houses in Texas proved to
be a classic example of just how effective the value play strategy
can work. I was able to find two houses priced below market that

$7,565
��
($1,500 + $1,085)

profit margin
������
primary down payment + secondary down payment
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needed minimal repairs from a seller who was willing to carry the
note and who also only required $1,000 down on each house.
With a little bit of sweat equity on my part, I was able to substan-
tially improve the two houses, rent them out, and later sell them
for a respectable profit of $7,565 each. As shown in the preceding
calculation, this represented a return of 292.65 percent on my
invested capital. Not bad for a rookie.

Since I had not yet developed the Value Play Rehab Analyzer,
the output depicted in Table 6.1 was not available to me at that
time. Although I had done my homework with respect to market
prices and believed that I was purchasing the two houses at a good
price, I did not have the foresight to look ahead and determine
exactly how much profit could be unlocked from this investment.
Selling the houses for a profit early in the game really came as an
afterthought. I’m sure you’ll agree with me that there is great
value in having a dynamic model such as the one illustrated in
Table 6.1. By keying in the basic assumptions, you can very eas-
ily change a few variables to quickly identify any upside poten-
tial. Additional information about the the model used in this
example and the ones following may be found in Appendix C.

MULTIPLY YOUR EFFORTS BY 22

Now let’s look at another example. Those of you who have read
The Complete Guide to Buying and Selling Apartment Buildings
may recognize this as one of the examples I used in that book. The
example is one of a multifamily property I acquired that falls into
both the income-producing category and the rehab, or flipping,
category. For those readers who have been involved in a condo-
minium conversion, you will understand why. With a condo con-
version, you are taking an income property such as an apartment
building and converting it to non-income-producing units to be
sold on an individual basis. You are removing the income aspect
from the property and converting it to a different use; therefore,
the valuation method changes from the income capitalization
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approach to the market comparables approach. This example illus-
trates how the value play concept can be applied on a larger scale.

Several years ago, I came across a 22-unit multifamily property
that at first glance appeared to be very reasonably priced. The
seller was asking $350,000. The 22 units consisted of 11 duplex
buildings that were lined up neatly in a row side by side. Also
included in the sale was an empty lot that was located adjacent to
the units. The apartments enjoyed an occupancy of greater than
95 percent with very little turnover. A drive by the property
revealed that the buildings had not seen any new paint since their
construction approximately 17 years earlier. The lawn was in dire
need of attention. Shrubs and hedges lined each building, but had
not been trimmed for years. Trees planted in between each drive-
way offered nice shade for the tenants, but they, too, were over-
grown. Each unit had its own private cedar-fenced yard, but, like
the worn paint, the fences appeared to be poor condition. So far,
this was shaping up to be the kind of deal I liked. Paint, landscap-
ing, and fencing are all fairly inexpensive improvements and
could be made quickly.

While the $350,000 asking price sounded very reasonable, I
needed something to compare it to that would provide me with an
idea of the potential value that could be created after the property
was cleaned up. As I drove around the neighborhood, I came
across an entire street just a few blocks away that was lined with
duplexes very similar to the ones I was looking at. One of them
had a For Sale sign out front, so I jotted down the number and
returned to my office to inquire about the property. I visited with
the seller at length, and it turned out that he represented the owner
who had at one time owned all 36 duplex buildings on the street,
a total of 72 units. The owner had initially maintained them as
rentals, but over the past three years began selling them off to
individuals who lived in them or to other investors who rented
them out. Out of his original inventory of 72 units, he had sold 68
and now had only four left. His asking price was $39,000 per unit
or $77,000 for two units. This information was critical in that it
told me two important things. First, the owner had sold 68 units
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over a three-year period. This meant there was a market for these
properties. Second, the price of $77,000 per building had been
established and could be used as a valuable comp for appraisal
purposes. Since both properties had two bedrooms and two baths
and were comparable in size, I knew immediately what the poten-
tial upside was. The 22 units I was looking at suddenly began to
look very attractive, as the seller was asking only $31,818 per
building.

The seller of the 22-unit building I was interested in was a part-
ner in a surveying and engineering company that kept him quite
busy. He was not in the apartment business, nor did he care to be.
He ended up taking over the duplexes quite by chance. The seller
had helped design the project years earlier for an out-of-state
investor who eventually came back to him for help in managing
the property. As it turned out, the seller ended up taking over the
units altogether.

An elderly couple who occupied one of the units served as full-
time caretakers, collecting the rents and performing some light
maintenance, for which the seller paid them a salary. His objec-
tive was to completely minimize his involvement in dealing with
tenants, upkeep, and pretty much anything to do with the prop-
erty. In short, the seller was a bona fide “don’t wanter.” Fortu-
nately for me, he was not aware of the underlying value that could
be unlocked from his property, and even if he were, I don’t think
he would have been inclined to undergo the process required to
create the value. I sincerely believe he was interested only in
unloading what had become a source of stress for him.

After brief negotiations with the seller through my real estate
broker, I put the duplexes under contract for an agreed-upon price
of $333,000. This included all 22 units as well as the vacant tract
of land adjacent to them. One unique attribute of this transaction
was that all 11 duplex buildings were separately platted and sur-
veyed. This meant that as long as the right type of financing was
in place going into the deal, the buildings could all be sold sepa-
rately or parceled out in any number of ways. For example, an
individual could purchase one unit (half of a duplex), two units
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(all of a duplex), or any combination of units he or she wanted.
Proper financing for this type of purchase was a key factor. Most
lenders financing multifamily apartments will place a single loan
on the entire property and use all of it as collateral. When it comes
time to sell, it is either all or none. In other words, you cannot sell
off individual units or buildings because the entire purchase is
being used to secure the loan or mortgage. After numerous phone
calls, I finally found a local bank that was willing to work with me
and structure the purchase in a manner that would facilitate my
objectives. The loan was set up so that each time I sold a unit,
building, or group of buildings, a portion of the loan was paid off
and the respective collateral was released to the new lender. As
previously mentioned, this transaction was very similar to a con-
dominium conversion, with similar financing being required. The
sale was structured as shown in Exhibit 6.3.

As soon as I had the duplexes under contract, I performed the
usual due diligence. This included an examination of the seller’s
record of income collected and expenses paid (e.g., taxes, utili-
ties, and repairs). The next step was a thorough physical inspec-
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tion of each unit inside and out. After carefully examining the
property, I was able to assess more precisely the amount of repairs
needed to bring the duplexes up to a level I thought was suitable.
As was true for the exterior, the needed interior repairs were
largely cosmetic. There was the usual—worn carpets, leaky
faucets, marred paint—but nothing of major importance.

After I was satisfied with the due diligence, the next step was to
order the required third-party reports. This particular lender
required a survey, an appraisal, an inspection, and a Phase I en-
vironmental report. All reports came in satisfactory. An added
bonus was the appraised value, which was determined to be
$520,000 with the property in its existing condition. I was, of
course, pleased with the report because it served to validate my
beliefs about the upside potential that existed in this deal.

After all reports were sent to the lender, a final review of the
loan package was completed and subsequently approved. The
seller and I closed a few days later. It was truly a win-win situa-
tion for all parties involved. The seller was relieved of his
headache; I had just purchased a superb value play opportunity;
and the banker had made a sound loan. Now the real fun was
about to begin. It was time to get to work and unlock the hidden
value in this little gem!

I have described at length the entry strategy implemented to
acquire the 22 units. Now let’s take a look at the postentry process.
During the period I had the duplexes under contract, I procured
several estimates from contractors for all of the work I wanted per-
formed. Before the deal closed, I had most all of the contractors
lined up to begin working the week after the closing. The tenants
were notified that the property was under new management and
that they would begin seeing some much needed improvements.
The flurry of activity actually created some excitement among
them, and they were genuinely enthusiastic that someone was
finally taking an interest in their community.

The property was a real eyesore when I bought it. My intent
was to clean it up and make it as aesthetically appealing as I could
for the least amount of money possible. As an investor, my goal
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was to maximize the use of each and every dollar spent on the
project. Over the next 60 to 90 days, the contractors were busy
cleaning up the property. My very first priority was to get a pro-
fessional landscaping crew started. You’d be amazed at what a
difference it can make to simply mow down the weeds. They
didn’t stop there though. They trimmed all of the hedges, edged
along the sidewalks, and cleaned up the grounds. I also had the
landscaping crew bring in several truckloads of fresh mulch to
place around the bushes and hedges. By signing an annual con-
tract with these landscapers, they assumed responsibility for all
mowing, hedging, and edging on a weekly basis and at a very rea-
sonable rate. The large, beautiful trees planted in between each of
the driveways were so overgrown that they, too, had become an
eyesore. A tree-trimming service promptly alleviated that prob-
lem. Within a single day, workers had all of the trees trimmed and
most of the branches hauled away.

With the landscapers and tree trimmers were busy with their
work, I also engaged the services of a painting crew. The painters
did an excellent job of painting the exteriors of all 11 buildings,
using a combination of four different color schemes to give each
building its own unique look while still maintaining a standard of
uniformity throughout the community. The painters had the most
work to do, and consequently their job took the longest. As previ-
ously mentioned, all 11 buildings were side by side. Each one had
a fence running down the middle to separate the units, which gave
each tenant a small private yard with a gate that could be locked for
privacy. Most of the fences were run-down and the gates were
barely functional. I had another crew replace all of the worn-out
fencing with brand-new cedar fencing. Each unit also got a new
entry gate for its backyard. Meanwhile, I hired a sign maker to build
signs for the two entryways into the community. There were no
signs when I acquired the duplexes, so there was no way for
prospective tenants or buyers to call for information. The sign
maker built two professional signs out of two-inch-thick redwood
and installed one at each entryway. In this manner, the name of the
community and the telephone number were prominently displayed.
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Since the community was family oriented, I thought a nice
amenity to offer the tenants would be a playground where they
could bring their children. As it was, there was not any play-
ground equipment close by. I had determined the vacant lot
included in the purchase, which was immediately adjacent to the
buildings, would be the perfect place for such a playground. I
started off by having a concrete crew come in and pour a large 20-
by 30-foot slab of concrete, complete with goalposts. This gave
the tenants a new basketball court. I also had a company that
made professional playground equipment install a swing set,
monkey bars, and two animal rides that were mounted on springs
and anchored in concrete. For the parents, new vinyl-coated park
benches were installed. When all of the work had been com-
pleted, the 22 units looked like new and the tenants lived in a
complex they could truly take pride in.

I knew before I ever bought the duplexes that my exit strategy
would be to either sell or refinance the property within 12 months
of purchase. The market research I did before I purchased the
duplexes proved to be right on target. Since I had just spent a con-
siderable amount of time and money improving the overall condi-
tion of the property, I now had a very attractive community to
offer to prospective families.

To unlock the newly created value in the duplexes, I considered
several approaches. The first was to sell the units either individually
or as a package deal to an investor. My original intent was to sell the
units individually for $77,000 per building or $38,500 per unit—
similar to the method used by the seller of the other 72 units. With
this in mind, I decided to set up one unit as an office that would also
double as a model. The initial response from my existing tenants as
well as others was quite favorable. Within the first 90 days, I had
commitments for 17 of the units. However, I was not prepared for
the poor credit quality that most of them had. I was working
through a mortgage company that could provide financing for A-,
B-, or C-quality paper, but the majority of those who expressed 
an interest couldn’t even come up with the necessary down pay-
ment, which was minimal. I could have put together some creative 
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carryback financing of my own, but I really was not interested in
doing so at the time. Of the original 17 interested parties, only one
made it all the way to closing.

Shortly afterward, I decided to advertise the units in the classi-
fied section of the newspaper. I offered them as a package deal to
investors. The ad generated quite a bit of interest. I had the
remaining 21 units under contract with one investor who assured
me he could close the deal in 30 days. As it turned out, he
couldn’t, and the deal fell out of contract. I then received a call
from two investors who were partners. They told me they were
interested in all remaining 21 units and wanted to meet me at the
property. I agreed to meet with them, but really didn’t take them
too seriously, as I had already had a number of prospective buyers
come by and kick the tires. I initially met with one of the two part-
ners and later met with the second one. As it turned out, the two
investors were eager to put a deal together.

I knew that each building would easily appraise for a minimum
of $77,000 since I had an entire neighborhood of comps right
down the street. Inasmuch as the investors agreed to buy all
remaining 21 units in a package deal, I agreed to what was an
attractive discount for them, but also left plenty of profit for me.
Here’s how the deal played out. I agreed to sell each building at a
net discounted price of $66,364. Since the buyers were receiving
a discount of more than $10,000 per building, they agreed to pay
all closing costs. Over the next six to eight months, the buyers fol-
lowed through and purchased all remaining 21 units from me. It
took that long because they used several lenders for their financ-
ing. They could have gotten a commercial loan to cover all 21
units, but they would have had to put down 15 to 20 percent.
Instead, they placed several single-family housing loans on the
property, which provided 90 percent financing rather than the 80
percent a commercial lender would have offered. Furthermore,
since the properties appraised for well over the contract price, the
buyers did not have to come up with the full 10 percent down pay-
ment, because the 90 percent financing was based on the
appraised value and not the net sales price. The buyers had to use
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several lenders because the lenders’ underwriting guidelines did
not permit them to loan money on more than a maximum of four
units to any one individual. Although their decision to use this
type of financing prolonged the sale, they did follow through.
Within a year of my purchase, I had sold all 22 units. Take a look
at Exhibit 6.4 to see how the deal was structured.

On the one hand, my willingness to take less than the appraised
value meant that I would leave a lot of money on the table. On the
other hand, however, it allowed me to offer a very attractive deal
to two willing buyers who could purchase the property with very
little money down and have built-in equity on the day of closing.
Take a moment to study Table 6.2.

After reviewing Table 6.2, you can see that this is another pow-
erful example of the potential of the value play strategy. This strat-
egy can obviously be quite effective. In this case, my out-of-pocket
capital would have been about $100,000; however, since the bank
financed 75 percent of the cost of improvements, I ended up tying
up about $50,000 of my own money. The total increase in value to

■ The Complete Guide to Flipping Properties ■

Exhibit 6.4
Deal structure, 

Part 2: Multiply your efforts by 22.

1. Sales price of all 22 units: $736,318
2. Down payment: $22,000 (3%)
3. Term: varied
4. Interest rate: varied
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the property was almost 80 percent (($736,318 − $410,000)/
$410,000). By using some very basic techniques that are funda-
mental to the value play strategy, I was able to effectively increase
the value of the property by more than twice the original sales
price that I had paid. Although I may have left money on the table
for the two investors, there was still plenty left in it for me. In
about a year’s time, I netted over $326,000 from the deal. While it
is true that I could have held out for another buyer who may have
been willing to pay full price, I place a lot of faith in the old adage
that a bird in the hand is worth two in the bush.

FROM RESIDENTIAL TO COMMERCIAL

Now let’s look at a conversion process that is exactly the opposite
of the previous example. In the case of the 22 duplex units, the
property was converted from an income-producing property to
that of a single-family residential. Even though two investors
ended up buying the majority of the units, it was still valued by
using a market comparison approach rather than an income
approach. In this example, we will study the conversion of a
single-family residence to a commercial income-producing prop-
erty and examine the differences in the two valuation approaches.

The house in this example is one that I currently have under
contract to purchase. It is located in the downtown area of a small
but growing community with a population of about 42,000 resi-
dents. The street on which it is located is actually a state highway
that runs right through the heart of the city. It is considered to be
a high-traffic location, with an average daily traffic count of about
22,000 vehicles. When the house was originally built back in
1903, it was probably inconceivable at the time that the street run-
ning in front of the house would eventually become a state high-
way. It is a very charming two-story house with approximately
2,400 square feet of living space. There is a large basement that
can be used for storage. The house has been fairly well main-
tained over the years (although some work is needed), and the

■ Financial Analysis ■
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inside is full of charm and character reminiscent of a bygone era.
It has a beautiful handcrafted wooden stairway leading to the
upstairs and many other features characteristic of early-1900s
architecture.

For literally the past 100 years, the house has been occupied as
a residence. The current owner has lived there since 1980, and
even since then, there has been significant growth in the area. The
owner had been trying to sell the house for nearly a year with the
assistance of a real estate agent, but with no success. With new
communities springing up all around, who wants to live on busy
state highway? Not many people, that’s for sure. You can just
about rule out any family with small children. Being that close to
a busy road would be too dangerous for little ones. Rule out the
seniors, too. They prefer quiet communities with sidewalks and
streetlights. Who does that leave? No one, really, except maybe a
guy like me looking for cheap office space.

The house is actually in an ideal location for an office building.
The high-traffic location is particularly appealing in that it will
enable our company, Symphony Homes, to greatly increase its
brand identity and name recognition in that market. Approxi-
mately 22,000 motorists will pass by our brightly lit sign each and
every day, 365 days a year. As they do, they will become more and
more familiar with our name. Eventually, many of them will come
to us seeking the services we offer. With 2,400 square feet, the
building is large enough to meet our current needs. In addition, it
is much cheaper than leasing office or retail space in the same
area, and certainly much cheaper than purchasing office or retail
space.

As previously mentioned, this is why understanding the differ-
ences of the three market valuation approaches is so important. If
you can grasp the underlying logic and understand the fundamen-
tal principles of each method, you can use them to your advantage
to create value. In its current state of use as a single-family house,
the most appropriate valuation method is to use the comparable
sales approach. This is the method that will be used when the
appraiser comes out to appraise the property. He will examine like
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properties, make adjustments as necessary, and derive a value that
is most appropriate for this property in its current state of use.
When the house is converted to an income-producing office
building, its usage will change from residential to commercial. At
that time, the value of the building will no longer be based on
comparable sales of similar houses. Instead, it will be based on
the income generated from the rents, in which case the income
capitalization approach will be the most appropriate method of
valuing the property.

My objective going into this transaction is, as always, to apply
the OPM principle—that is, to use as much of other people’s
money as possible and as little of my own money as possible.
Since the house is literally a century old, it is in need of some
repair work. There will also be additional costs involved to con-
vert the property from residential to commercial use. The owner
and I agreed on a sales price of $188,000, with a repair and/or
improvement allowance of $40,000, making the effective sales
price $148,000. Since I will borrow 90 percent of the sales price,
my down payment will only be 10 percent, or $18,000. At clos-
ing, I will receive an allowance for the necessary repairs and
improvements in the amount of $40,000. Now take a look at
Exhibit 6.5 to see how the deal was structured.

Structuring the transaction in this manner will allow me to limit
the amount of out-of-pocket cash to only 10 percent of the total
deal value, including the improvements. This is a creative and
effective way to pull cash out of a deal at closing, especially when
you have an immediate use for the cash such as for property
improvements. To use this financing strategy, you should be
aware of two caveats. The first is that the house has to appraise for
a high enough value in its existing condition. In this example, the
house must appraise for the sales price of $188,000 before any
repairs or improvements are made. That means there must be
existing comparable sales the appraiser can use to support the
value. We are already aware of several comps that will support the
sales price. The second caveat is that you must have a lender who
is willing to work with you in allowing the credit at closing.
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While most lenders will allow the buyer to receive some type of
credit, they generally limit it to anywhere from 3 to 5 percent of
the sales price. I usually have the most success using a mortgage
broker when trying to structure a deal like this rather than going
directly to a lender. Many small community banks, however, will
work with you as long as they understand what you are trying to
do. In addition, they may require the funds credited at closing to
be placed into an escrow account and paid only after the work has
been completed. Now take a moment to examine Table 6.3.

In the Purchase Assumptions box, I used $152,000 ($33,000 +
$115,000 + $3,650 + $350) for the purchase price since that is the
net effective sales price of the house. The loan terms for the pur-
chase price are reflected in the Financing Assumptions (Primary)
box. The total of $40,000 for improvements has been entered into
the Estimate for Improvements section and is captured in Financ-
ing Assumptions (Secondary). In this case, since the primary and
secondary financing will be combined into one note, the same
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Exhibit 6.5
Deal structure, 
Residential to 

commercial conversion.

1. Sales price: $188,000
2. Down payment: $18,800 (10%)
3. Term: 30 years
4. Interest rate: 6.5%
5. Cash back at closing: $40,000
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interest rate and term is used. To calculate the total payment, sim-
ply add the two together. The information in the Comp Averages
section suggests a weighted average price per square foot of
$81.92. When multiplied by 2,400 square feet, the resulting value
is $196,609, which is well above the required value of $188,000
necessary to make the deal work. After factoring in transactions
costs, the profit margin in the most likely scenario reflects a small
profit of $712. Remember that the value shown here is before any
improvements have been made. Now let’s take a few minutes to
study Table 6.4. Although this model is similar to The Value Play
Rehab Analyzer, it is really quite different. This model is The
Value Play Income Analyzer and is used to measure the value of
an income-producing property such as an apartment building—or
our soon-to-be-converted office building.

In Table 6.4, notice that we have the same sales price of
$148,000 plus $40,000 in improvements, plus $4,000 in closing
costs and other costs for a total of $192,000 just as we did in Table
6.3. Notice also that the information in the Financing Assumptions
is exactly the same, except for the fact that it is consolidated into
one section rather than two. The Key Ratios section in Table 6.4
captures important data relative to an income-producing property.
The most important number to focus on for this example is the cap-
italization rate. The capitalization rate, or cap rate as it is referred
to, is the ratio between net operating income and sales price:

Capitalization rate

=

or

Sales price

=
net operating income
���

cap rate

net operating income
���

sales price
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As you can see, this ratio is really a very simple calculation
used to measure the relationship between the income generated
by the property and the price it is being sold for. This ratio mea-
sures the same relationship as that of the certificate of deposit we
discussed in Chapter 5. The price we are willing to pay for the CD
is a function of its yield, or rather, the income the instrument gen-
erates. This is precisely consistent with the relationship between
the price of an income-producing property, the yield an investor
expects to receive on his or her investment, and the property’s
ability to generate income.

The capitalization rate, or yield on an income-producing prop-
erty, will vary within a given range, generally 8 to 12 percent
depending on a variety of market conditions, including supply
and demand for real estate, the current interest rate environment,
the type and condition of the property, its location, and tax impli-
cations imposed by local, state, and federal authorities. Under the
Key Ratios section in Table 6.4, notice the cap rate of 14.25 per-
cent. This number represents the yield of the property as a whole
since it is based on the sales price and not the equity. Remember
that return on investment (ROI) measures that relationship. A
yield of 14.25 percent would be exceptional on a certificate of
deposit. It is also considered high on real estate. This indicates the
property’s sales price is low relative to its ability to generate
income. Translated, it means we are buying the property at a bar-
gain price and that there is plenty of upside in the deal.

The average monthly rent is based on a rate of $1 per square
foot per month, or $12 per square foot annually, multiplied by the
square feet of the house, which gives us $2,400 of rental income
per month. In the market in which the building is located, that rate
is a conservative number. A vacancy rate of 5 percent is applied
for lender purposes. Since the lease will be a net lease, there are
no expenses, as they will all be paid by the tenant. Now take a
look at the bottom of Table 6.4 at the three different estimated exit
prices. Based on the information we know to be true regarding
market rates and capitalization rates, we can sell the property at
the end of year 1 at an exit price of $292,000 at a very conserva-

■ The Complete Guide to Flipping Properties ■
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tive cap rate of 9.37 percent, which will produce a very nice gain
on sale of $100,000, excluding transaction costs. The internal rate
of return (IRR) is derived by measuring the rate of return over
time given a series of cash flows (taken from net CFs from invest-
ment, one year exit). In this example, the IRR is an astounding
605 percent in year 1! For those of you who think this kind of
return is wishful thinking, may I remind you that these numbers
are actually quite conservative and are on the low end of the mar-
ket based on the rate of $12 per square foot. Now take a moment
to study Table 6.5, the Refinance Analyzer.

The Refinance Analyzer provides you with an alternative to
selling your income-producing property. Given a certain set of
assumptions, it calculates the maximum loan amount that an
investor could borrow based on the income produced by the prop-
erty. In Table 6.5, the maximum loan amount based on an 80 per-
cent loan-to-value (LTV) ratio is $228,540. It also tells us that we
have to be able to get an appraisal in the amount of $285,675,
which shouldn’t be too difficult based on the cap rate of 9.577
percent indicated in the Key Ratios section. Since the new loan
would be a commercial loan and not a residential mortgage, I
applied a higher interest rate of 7.5 percent and a shorter amor-
tization period of 25 years. Okay, so you can refinance the 
property. Big deal, right? Let’s see just what the effect of our
handiwork is:

NEW LOAN AMOUNT: $228,540
PAY OFF EXISTING LOAN: $172,800
CASH BACK TO INVESTOR: $55,740

Refinancing the property based on the income approach has
allowed us to justify a much higher value than the one based on
the comparable sales approach. In this example, refinancing
would put $55,740 cash back in your pocket I’m sure you would
agree that you can find something to do with that much money!

Let’s look at one more example. We’ll make a quick change in

■ Financial Analysis ■
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Table 6.5 Refinance Analyzer

Maximum Refinance—Cash Out

Max Refinance 80.00% 228,540
Owner’s Equity @ 20.00% 57,135
Required Appraisal 100.00% 285,675

Annual Monthly
Interest Rate 7.500% 0.625%
Amortization Period 25 300
Payment 20,267 1,689

Operating Revenues Year 1

Gross Scheduled Income 28,800
Vacancy rate 1,440
Net Rental Income 27,360
Other Income 0

Gross Revenues 100.0% 27,360

Operating Expenses

Repairs and Maintenance 0.0% 0
Property Management Fees 0.0% 0
Taxes 0.0% 0
Insurance 0.0% 0
Salaries and Wages 0.0% 0
Utilities 0.0% 0
Trash Removal 0.0% 0
Professional Fees 0.0% 0
Advertising 0.0% 0
Other 0.0% 0

Total Op. Exp. 0.0% 0

Net Operation Income 100.0% 27,360

Dep. Exp.—Building 4,182
Dep. Exp.—Equip. 0
Net Income Before Taxes 23,178
Income Tax Rate 0.0% 0

Net Income After Taxes 23,178

Cash Flow From Operations

Net Income After Taxes 23,178
Dep. Exp. 4,182
Total Cash Available for

Loan Servicing 27,360
Debt Service 20,267
Remaining After Tax CF

From Ops 7,093
Plus Principle Reduction 3,236

Total Return 10,329

CF/Debt Servicing Ratio 135.0%

Key Ratios

Total Square Feet 2,400.000
Avg Sq Ft/Unit 2,400.000
Avg Rent/Sq Ft 1.000
Avg Cost/Sq Ft 119.031
Avg Unit Cost 285,674,738
Capitalization Rate 9.577%
Gross Rent Multiplier 9.919
Expense/Unit 0.000
Expense/Foot 0.000

Refinance Matrix
Max Refinance CF/DS

308,529 100.0%
302,479 102.0%
296,662 104.0%
291,065 106.0%
285,675 108.0%
280,481 110.0%
275,472 112.0%
270,639 114.0%
265,973 116.0%
261,465 118.0%
257,107 120.0%
252,892 122.0%
248,813 124.0%
244,864 126.0%
241,038 128.0%
237,330 130.0%
233,734 132.0%
230,245 134.0%
226,859 136.0%
223,572 138.0%
220,378 140.0%
217,274 142.0%
214,256 144.0%
211,321 146.0%
208,465 148.0%
205,686 150.0%
202,979 152.0%
200,343 154.0%
197,775 156.0%
195,271 158.0%
192,830 160.0%
190,450 162.0%
188,127 164.0%
185,861 166.0%
183,648 168.0%
181,487 170.0%
179,377 172.0%
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the Income Analyzer by adjusting the rental income from $12 per
square foot to $16 per square foot, which is at the upper end of
market rates, to see how that affects the property’s value. All other
assumptions remain the same. Take a minute to review Table 6.6.

As you can see, by increasing the rents, we are significantly
increasing the value of the property. This is similar to increasing
the income generated by a certificate of deposit. Since the yield is
held constant, the value of the certificate must be increased. With
the cap rate in the Income Analyzer held constant at about 9.5 per-
cent, the estimated exit price increases from $292,000 in Table
6.4 to $385,000 in Table 6.6. If the property is sold at the end of
year 1, the estimated gain on sale is $193,000, which represents
an increase of $93,000 more than the estimated gain on sale in
Table 6.4. We now have two different versions, or scenarios, of
this property—one at the lower end of the income-per-square-foot
range and one at the higher end of the income-per-square-foot
range. This provides us with a broad spectrum of values ranging
$292,000 to $385,000. These values are a direct function of the
income produced by the property, so the higher the rental income
that can be justified by local market rates, the more valuable the
property. Now let’s examine the effect of these changes in our
Refinance Analyzer in Table 6.7.

The same assumptions we used in the example in Table 6.5 have
been applied to the model in Table 6.7. The maximum loan amount
based on an 80 percent LTV ratio is $304,720. The output also tells
us that we have to be able to get an appraisal in the amount of
$380,900 based on holding the cap rate constant at 9.577 percent
as indicated in the Key Ratios box. Here’s how it looks:

NEW LOAN AMOUNT: $304,720
PAY OFF EXISTING LOAN: $172,800
CASH BACK TO INVESTOR: $131,920

In this instance, we are able to obtain a new loan in the amount
of $304,720, pay off the old loan of $172,800, and pocket the 
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Table 6.7 Refinance Analyzer

Maximum Refinance—Cash Out

Max Refinance 80.00% 304,720
Owner’s Equity @ 20.00% 76,180
Required Appraisal 100.00% 380,900

Annual Monthly
Interest Rate 7.500% 0.625%
Amortization Period 25 300
Payment 27,022 2,252

Operating Revenues Year 1

Gross Scheduled Income 38,400
Vacancy rate 1,920
Net Rental Income 36,480
Other Income 0

Gross Revenues 100.0% 36,480

Operating Expenses

Repairs and Maintenance 0.0% 0
Property Management Fees 0.0% 0
Taxes 0.0% 0
Insurance 0.0% 0
Salaries and Wages 0.0% 0
Utilities 0.0% 0
Trash Removal 0.0% 0
Professional Fees 0.0% 0
Advertising 0.0% 0
Other 0.0% 0

Total Op. Exp. 0.0% 0

Net Operation Income 100.0% 36,480

Dep. Exp.—Building 4,182
Dep. Exp.—Equip. 0
Net Income Before Taxes 32,298
Income Tax Rate 0.0% 0

Net Income After Taxes 32,298

Cash Flow From Operations

Net Income After Taxes 32,298
Dep. Exp. 4,182
Total Cash Available for

Loan Servicing 36,480
Debt Service 27,022
Remaining After Tax CF

From Ops 9,458
Plus Principal Reduction 4,315

Total Return 13,772

CF/Debt Servicing Ratio 135.0%

Key Ratios

Total Square Feet 2,400.000
Avg Sq Ft/Unit 2,400.000
Avg Rent/Sq Ft 1.333
Avg Cost/Sq Ft 158.708
Avg Unit Cost 380,899.651
Capitalization Rate 9.577%
Gross Rent Multiplier 9.919
Expense/Unit 0.000
Expense/Foot 0.000

Refinance Matrix
Max Refinance CF/DS

411,372 100.0%
403,306 102.0%
395,550 104.0%
388,086 106.0%
380,900 108.0%
373,974 110.0%
367,296 112.0%
360,852 114.0%
354,631 116.0%
348,620 118.0%
342,810 120.0%
337,190 122.0%
331,751 124.0%
326,485 126.0%
321,384 128.0%
316,440 130.0%
311,645 132.0%
306,994 134.0%
302,479 136.0%
298,095 138.0%
293,837 140.0%
289,698 142.0%
285,675 144.0%
281,761 146.0%
277,954 148.0%
274,248 150.0%
270,639 152.0%
267,124 154.0%
263,700 156.0%
260,362 158.0%
257,107 160.0%
253,933 162.0%
250,836 164.0%
247,814 166.0%
244,864 168.0%
241,983 170.0%
239,170 172.0%

WWW.THEVALUEPLAY.COM—COPYRIGHT PROTECTED 1998
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difference of $131,920. This is another powerful example of the
effectiveness of the value play strategy. We have taken an existing
property and increased its value substantially by changing its use
from residential to commercial. The ROI on our original invest-
ment, if sold using the assumptions in Table 6.5 is a phenomenal
1,005 percent.

Return on investment (ROI)

=

= = 1,005.21%

By now you should have a good understanding of the different
valuation approaches and their proper application. We have ana-
lyzed in depth three real-life examples of how these approaches
can be applied. We have examined (1) a residential property using
the comparable sales approach, (2) 22 duplex units that were sold
based on the comparable sales approach rather than the income
approach, and (3) a residential property that was converted to an
income property and valued using the income approach. A com-
prehensive understanding of these valuation methodologies is
vitally important to your success in this business.

$193,000
�
$19,200

profit margin
������
primary down payment + secondary down payment

■ Financial Analysis ■
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Firmness of purpose is one of the most necessary
sinews of character, and one of the best instruments of
success. Without it genius wastes its efforts in a maze
of inconsistencies.

—Lord Chesterfield
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Chapter 7

Seven Steps of Successful
Negotiations

In Chapter 5, we examined the three most commonly used
approaches for appraising real estate and determined that the
comparable sales method was the most appropriate approach to
use for single-family houses. In Chapter 6, we studied three
examples showing how to apply those approaches to real-world
transactions. In this chapter, we examine seven techniques that
will enable you to negotiate the best possible price and terms for
the purchase of a property. (See Exhibit 7.1.) As you will discover
over time, many of the buyers and sellers with whom you negoti-
ate are amateurs, meaning that they do not buy or sell real estate
with any degree of frequency. They participate in the market out
of necessity. Professional real estate investors, on the other hand,
have mastered the seven steps of successful negotiations and use
them to their advantage at every opportunity.

THE PSYCHOLOGY OF NEGOTIATING

One of the most important things to remember when negotiating
with others is that you are dealing with people, many of whom
develop an emotional attachment somewhere in the process. Most

■ 111 ■
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of the buyers and sellers you deal with are not professionals and
often find it difficult to separate their emotions from the rational
aspects required to conduct business. After a certain point in the
process, people become emotionally engaged, which causes them
to act in a manner they otherwise wouldn’t. This is especially true
for sellers.

For example, an individual who has had his property listed for
sale for several months begins to worry about whether his house
will ever sell. Then one day a buyer comes along who expresses
a sincere interest in the house. Mr. Seller begins to think there is
hope, after all. His real estate agents suggests that an offer might
be forthcoming. Mr. Seller becomes eager with anticipation at
the thought that he can sell his house and move on with his plans.
He thinks about all the things he can do with the money he will
make from the sale—the new car, paying off some old debts, and

■ The Complete Guide to Flipping Properties ■

■ 112 ■

Exhibit 7.1
Seven steps 

to successful negotiations.

1. The psychology of negotiating
2. Comprehensive knowledge of market
3. Degree of seller’s motivation
4. Backdoor exits
5. Concessions—when to make them and what

to expect in return
6. The red herring technique
7. The money talks approach
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buying a nice gift for his wife. Just as Ms. Buyer is getting ready
to make an offer, she discovers another house that she likes bet-
ter and buys it instead. Feelings of despair immediately set in
with Mr. Seller. There go all of his hopes and dreams, for once
again it seems as if he will never sell his house.

I recall one time when I was negotiating for a tract of land in a
prime location. The sellers were two older gentlemen who had
owned the land for a number of years. They were asking $400,000
for the land. I had expressed a strong interest in the property and
had preliminary discussions with the sellers indirectly, through a
broker. The time came for all of us to sit down at the table to work
out the details. I thought the property was priced too high relative
to other tracts of land in the area and felt a more reasonable price
was closer to $350,000. The two gentlemen, who were brothers,
were well into their retirement years. It was apparent to me that
one of the brothers was very eager to sell and was willing to con-
sider the lower price. Sitting across the table from them, it was
easy to read their facial expressions. The brother willing to con-
sider the lower price was practically salivating with anticipation
at the thought of cashing out. My guess is that in his mind, he per-
haps had visions of being out on the water off the coast of Florida
in his new boat. Had I been negotiating only with him, the
$350,000 price would easily have been achieved. Unfortunately,
his brother was not as eager to sell and held out for close to full
asking price. I decided that the deal was overpriced and indicated
my unwillingness to proceed. The brother who had visions of
retirement was crestfallen as I announced my decision to termi-
nate the negotiations.

Remember that at some point in the negotiating process, the
parties you are dealing with will most likely become emotionally
engaged. Once they do, it is difficult for them to turn back. In their
mind, the property is sold and they are already spending the
money. As a professional, you should watch closely for signals
sent by the other party’s facial expressions and body language.
Use these subtle, yet very real, signals to negotiate the best price
and terms possible.

■ Seven Steps of Successful Negotiations ■
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COMPREHENSIVE KNOWLEDGE OF MARKET

To be successful in this business, you must have a comprehensive
knowledge of your market. It is impossible to negotiate for the
best price without it. You must understand property values in your
respective market as well as, or better than, the parties with whom
you are conducting business. You can use your knowledge to
make sound arguments that support the price and terms you are
negotiating for. By showing the other parties what similar proper-
ties are selling for, you present reasonable and logical data that
will help convince them of your position.

I am very familiar with both housing prices and land prices in
my particular market and therefore am better prepared to negotiate
for the best possible price. One example that comes to mind cen-
ters around several vacant lots in a new residential community that
a developer had available for sale. His initial asking price was
$46,000 per lot. My research indicated that although a number of
lots were for sale at $46,000 (and even more), this seller’s lots
were considerably smaller. The lots selling for $46,000 in that area
typically ranged in size from a third to a half of an acre, and some
included other features such as trees or a site that would accom-
modate a walkout basement. The lots I was considering were much
smaller in size, probably no more than a fifth of an acre, and had
no trees. Since I had done my homework and was familiar with the
market, I knew that comparable lots in another new community
within a mile of this one were selling for $35,000 to $37,500. I
presented this information, complete with the community plat
plans, lot sizes, and prices, to the seller to make a valid argument
for a lower price. We eventually settled on a price of $36,000 per
lot, $10,000 less than his initial asking price.

As Symphony Homes is a residential builder in a very compet-
itive marketplace, it is imperative that we control costs through
each and every step of the building process, beginning with the
acquisition of land. If I had agreed to pay the extra $10,000 per lot
the seller was asking, I would have been at an immediate disad-
vantage compared to other sellers in the area. To compensate for

■ The Complete Guide to Flipping Properties ■
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the difference in price, I would have had to do one of two things—
raise the price of the house by $10,000 or absorb the cost within
the company. Raising the price would have meant the turnover
time for each house sold would increase significantly, which adds
directly to carrying costs such as interest, taxes, and insurance.
Absorbing a cost of $10,000 per house is not feasible, either, as it
would quickly put our company out of business. Although I really
liked the lots being offered for sale, had the seller not conceded,
we would not have had a deal. I have enough experience to know
that there is always another opportunity just around the corner. To
overpay for a particular property just because you have fallen in
love with it or have become emotionally engaged would border
on suicide for your company.

Whether you are buying vacant lots, single-family houses, or
apartment buildings, you cannot afford to overpay for a piece of
property. As a professional real estate investor, you must be inti-
mately familiar with the market in which you are dealing. Only by
possessing a comprehensive knowledge of it can you be truly suc-
cessful. Without this key information, you will soon discover that
you cannot survive in the business of buying and selling real estate.

DEGREE OF SELLER’S MOTIVATION

As a professional real estate investor, it is important for you to
know why a particular seller is selling a property. Knowing the
underlying reasons for the sale can potentially give you an advan-
tage during the negotiation process. For example, you want to
know if the seller has just lost a job and can no longer afford the
payments or is perhaps simply testing the market to see how much
the property is worth. In other words, you want to know if your
seller is a motivated seller and, if so, to what degree. The more
motivated the seller, the more likely he or she will be flexible on
both price and terms. While there are many reasons for selling,
they typically fall into one or more of the seven categories shown
in Exhibit 7.2.

■ Seven Steps of Successful Negotiations ■
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The primary reason that sellers sell their properties is because
of life-changing events. Life-changing events include such
things as marriage, the birth of a baby, divorce, illness in the
family, accident, or death of a loved one. These types of events
are what I refer to as high-degree motivators meaning that one
or more family members are highly motivated to sell their
house. They need and want to do so quickly and are unlikely to
hold out for top dollar. The sellers who are affected by these cir-
cumstances often have a very real and immediate need to sell
and are therefore more likely to be flexible about both price and
terms. Life-changing events often create an urgent need to sell,
which outweighs the need to profit from the transaction.

Going through a divorce, for example, often creates a financial
hardship for the family, especially in a more traditional household
in which the father is the provider and the mother is the primary

■ The Complete Guide to Flipping Properties ■
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Exhibit 7.2
Seven reasons sellers

sell their property.

1. Life-changing events
2. Changes in financial condition
3. Relocation
4. Retirement
5. Tax considerations
6. Investor burnout
7. Investor gains
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caregiver to the children. In such a situation, all members of the
family are affected. Where one larger house was adequate before,
two smaller houses or apartments will be necessary now.

Another reason sellers sell their properties is directly related to
changes in their financial condition. These changes may also be a
high-degree motivator, depending on the degree of financial
change. The most likely cause of financial hardship is a change in
employment circumstances. The seller may have been caught in
the latest round of downsizing or right-sizing or whatever the cur-
rent buzzword may be. The bottom line is that the seller is now
unemployed and therefore no longer able to meet his or her finan-
cial obligations. Changes in a seller’s financial condition may
also be a result of a life-changing event, as previously discussed.

Relocation is a third reason for selling property. It is not at all
uncommon for an individuals to be required by employers to move
to another area for one reason or another. Sometimes the employee
knows well in advance of the impending move and has plenty of
time to plan and prepare. Other times, however, the employee is
given very little notice and must price the house for a quick sale.
Some employers actually compensate their employees for moving
expenses and also offer to purchase the house at market value if it
does not sell. This, however, is the exception rather than the rule.
The majority of employers give their employees a choice of absorb-
ing these costs (if they want to keep their jobs) or being terminated.

Another reason for selling is retirement. Everyone reaches a
point in life at which they are ready to retire. With the aging baby
boomers, more people than ever are retiring. Several years ago, I
purchased a 25-unit apartment building from an older couple who
had reached retirement age. Ironically, the couple had owned the
apartment complex for exactly 25 years and had just made their
very last mortgage payment. Selling the apartments would pro-
vide them with a considerable lump sum of cash that would allow
them to more comfortably retire.

Another reason for selling property might be the tax considera-
tions of the seller. For example, if someone is selling investment
property such as rental units or commercial space and is also
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involved in an exchange of like properties, then that person is lim-
ited by law to a predetermined number of days to close on another
investment property. These strict time constraints can impact the
seller on both ends of the transaction, meaning the property being
sold and also the one being acquired. A seller who has not yet
identified a new property to purchase may not be motivated to
sell—and may in fact stall the sale of his or her property. On the
other hand, a seller who has identified another property that must
soon be closed on due to the expiration of that seller’s time must be
prepared to rapidly strike a deal with a buyer of his or her property.

Investor burnout is another primary reason people sell their
houses. They excitedly purchase their first few rental houses with
the notion that at last they have made it. Then reality sets in. The
tenants call complaining about the broken air conditioner or the
dishwasher that needs replacing. Then there’s Uncle Joe who just
died and your tenants have to help Aunt Sally with the funeral
expenses, so they don’t have this month’s rent. I’ve heard enough
excuses in my experience to fill a book. I remember one lady who
did everything she could to avoid paying her rent. On one occa-
sion, she stopped by our office to pay her rent on her way to work,
so she was in a hurry. In the blink of an eye, she dropped off a
check and was out the door. “Thank you,” I called out to her as she
whisked away. The amount of rent due from this lady was $575.00.
I vividly remember glancing down at the check and feeling my
anger rise as I realized the amount of the check she wrote was
$5.75, not $575.00! Since I knew she worked right down the street,
I quickly hopped in my car and confronted her about the error. She
acted surprised by her “oversight,” but I think she was more sur-
prised by the fact that I caught up with her than anything else. She
wrote another check on the spot, this time for the correct amount.
In the case of investor burnout, the degree of the seller’s motiva-
tion will correlate directly with the degree of distress. This is
where subtle clues can be detected by direct communication with
the seller. If the seller is suffering from burnout related to manag-
ing his or her property, that person will most likely be highly moti-
vated, and a highly motivated seller is a flexible seller.
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Finally, one of the most compelling reasons for sellers to divest
themselves of property is for investor gains. Value players like
yourself are ready to take their gains on the sale and move on to
the next value play opportunity. The degree of motivation will
vary depending on factors such as how much value was created in
the deal and timing for entry into the next investment. If, for
example, sellers have identified another retail opportunity but
need the cash out of their current house, then they may be willing
to strike a bargain, knowing that they will make up for it, and then
some, on the next transaction. Investors buying and selling in vol-
ume are not interested in holding out for top dollar. They prefer to
take a little less and keep their turnover high, knowing that the
more houses they buy and sell, the more financially rewarding it
will be.

As you work with and talk to sellers, ask them why they are
selling. Listen both to what they do tell you and to what they don’t
tell you. Sometimes they will be very direct, as in, “My wife and
I just got a divorce.” Other times, however, you must watch and
listen for subtle clues about their true reason for selling. They
may tell you, for example, that they are retiring, but leave out the
part about having already purchased a condo in Florida that’s
forcing them to make two payments and really beginning to
stretch the budget and “Oh, if we could only sell this house we
could move to Florida.” A little probing can often uncover the
seller’s underlying motives to sell.

BACKDOOR EXITS

Backdoor exits, or escape clauses as they are also referred to, allow
you to back out of a purchase agreement at various times through-
out the contract period. You should always take care to ensure that
several escape clauses are built into the contract, with at least one of
these clauses giving you the right to back out right up to the point
of closing. The proper application of these techniques can provide
the shrewd investor with tremendous bargaining power.

■ Seven Steps of Successful Negotiations ■
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A contingency is a common backdoor exit used by many
investors. The types of contingencies are limited only by your
imagination. Some examples include “contingent upon pur-
chaser selling her residence” and “contingent upon seller making
repairs prior to closing as indicated in Addendum A.” There are
also many provisions and conditions that must be satisfied before
the purchaser’s earnest money “goes hard,” or becomes nonre-
fundable. You can easily protect yourself with a provision such
as “subject to satisfactory inspection of the property and accep-
tance thereof by purchaser.” Typically, you have anywhere from
14 to 30 days to accept the property based on its physical condi-
tion. The number of days is usually a fill-in-the-blank type of
provision, so you can ask for more time if necessary. The seller
may not give you more time, but it doesn’t hurt to ask. In some
instances, approvals may be required by state and local authori-
ties. For example, if there is a change in use of the property from
residential to commercial, the city board of zoning appeals must
review and subsequently approve the change. You certainly want
to include language in the agreement that will fully protect you
in the event that the approvals are not granted.

One of my favorite techniques is a very simple, yet powerful,
backdoor exit. On the first page of most purchase agreements are
several paragraphs outlining the financing provisions. Buyers are
given the right to obtain suitable financing within a certain number
of days of signing the agreement. They usually have anywhere
from 3 to 7 days to apply for financing and 7 to 14 days to obtain an
approval. Since most sellers assume they are working with a buyer
who is fully qualified and will be approved for the required financ-
ing, this section of the purchase agreement is often glossed over.
Throughout the standardized purchase agreements most often used,
there are ample opportunities to fill in the blanks. Under the financ-
ing provisions section, there is almost always a blank to fill in for
the interest rate not to exceed a certain amount and also one for the
loan-to-value percentage. Here is where you protect yourself in not
one, but two places. If you know that the prevailing market interest
rate for loans is 6.5 percent, for example, you fill in the blank with
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6.0 percent. Since it is not at all uncommon for buyers to get 95 per-
cent loans, and even 97 percent loans, on houses they purchase, you
fill in the blank with 95 percent. You comply with the time require-
ments as outlined in the financing section, but as a real estate pro-
fessional buying investment property, you will most likely be able
to get a loan for only up to 90 percent of the value. When your
approval comes back from the lender offering an interest rate of 6.6
percent and a loan-to-value ratio of 90 percent, the seller believes
that you have been approved. While it is true that you have in fact
been approved, you have not been approved under the terms and
conditions as set forth in the purchase agreement. You can use this
very simple, but very powerful, technique as a backdoor exit on
almost any property you enter into a contract on, right up to the
very last minute. The seller won’t like it one bit, but it is a very real
legal out for you.

CONCESSIONS

Concessions can be another very effective method of getting
exactly what you want during the negotiation phase. My
approach is initially to ask for more than I expect to get. For
example, I may ask sellers to accept a price substantially below
the asking price, to include all of the appliances, to carry back a
second mortgage for 15 percent of the deal value, to allow an
additional credit at closing for repairs, and to pay for all of the
closing costs. I know going in that I will most likely not get all of
what I ask for, but then again, you never know. Sellers may be
just anxious enough to agree to everything you ask for. On the
other hand, they may instead present a counteroffer to partially
reduce the price, pay for the closing costs, and give you a credit
for repairs, but not carry back a second mortgage or include the
appliances. In counteroffering, the sellers may make several con-
cessions, which you can then decide whether to accept.

Concessions can also be used as a kind of bargaining chip. You
tell the seller, “I will agree to X if you will agree to Y.” One
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example of this kind of bargaining is an agreement to pay the
seller’s full asking price if he in turn agrees to accept only 5 per-
cent down instead of the 20 percent originally desired. Another
example is a seller who must have all cash and is pushing for a
quick closing. You agree to her request, but only if she concedes
to accept $10,000 less than the asking price. Concessions are
most effectively used to gain something in your favor related to
the transaction in exchange for something else.

THE RED HERRING TECHNIQUE

One of my favorite negotiating methods is one I refer to as “the
red herring technique.” The phrase can be traced back to the prac-
tice of escaped convicts who used pickled herring to throw blood-
hounds off their scent. In essence, the red herring technique
creates a distraction that is completely irrelevant to the subject at
hand. As a professional real estate investor, you can use this tech-
nique to create a distraction from the real issue you are negotiat-
ing. The technique works like this. Let’s say the seller is asking
$90,000 for his house and that he wants all cash. You inspect the
property and determine that although the asking price appears to
be fair, you are going to make a concerted effort to purchase it for
10 percent below market value. During the course of your inspec-
tion, you happen to notice stored in the garage a pair of prized
Yamaha WaveRunners. You decide to write an offer structured as
follows:

■ Sales price of $81,000
■ Seller to carry back a second mortgage for $10,000
■ Seller to include two Yamaha WaveRunners
■ Seller to pay for all closing costs

Now then, can you guess which provision is the red herring? Of
course you can! It’s the inclusion of the pair of WaveRunners! Can
you imagine how the seller will react when your offer is presented
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to him? He’s likely to breeze right past everything with the excep-
tion of the WaveRunners. He’ll probably say something like,
“What’s this? Include my WaveRunners? That buyer must be
crazy! There’s no way he’s getting my WaveRunners!” Mean-
while, he signs off on everything else, but he absolutely refuses to
include those WaveRunners. You, of course, didn’t care about
them to begin with. Your objective was to get your price and terms
by creating a distraction that had nothing at all to do with the orig-
inal transaction.

I recently used this technique to shave $5,000 off of an already
below-market asking price. We named our company Symphony
Homes because we have an interest in most anything related to
music, especially classical music. While inspecting the seller’s
property, I noticed a very old violin that was carefully mounted on
the dining room wall. Because it was so proudly displayed, I fig-
ured it had probably been in the seller’s family for some time. I
wrote the offer for $5,000 less than the seller’s asking price. To
create a distraction, I wrote in the special provisions section,
“Seller to include violin hanging in dining room.” I can only imag-
ine the look of surprise as the seller’s agent presented the offer to
him. The seller countered the very next day. His agent brought the
counteroffer to my office and stated rather emphatically on the
seller’s behalf that there was no way I was getting that violin, as it
was a family heirloom. The agent didn’t say a word, however,
about the lower price. In an effort to mask my true motives, I
insisted to the agent that I must have that violin. She reaffirmed the
seller’s position and again stated that he would not part with it. I
finally conceded and signed the counteroffer. The red herring tech-
nique is a simple, yet powerfully effective tool in your arsenal of
negotiating tactics. Use it wisely to get what you want!

THE MONEY-TALKS APPROACH

The money-talks approach can be an effective negotiation tool
to help ensure that more of your offers are accepted. While the
approach is simple in its application, the results can be quite
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powerful. There is a great deal of truth in the phrase “money
talks.” It works like this. After you have written your offer to
include some of the other negotiation techniques previously
described, it is time to present it to the seller. When presenting
your offer, attach a large check to it to demonstrate to the seller
that you are a serious buyer. As a general rule, the check should
be written for between 5 and 10 percent of the deal value. This
will depend on the housing prices in your particular market, but
generally speaking, a check written for at least $5,000 and per-
haps up to $25,000 will most certainly get the seller’s attention.
A large earnest-money deposit sends a strong and immediate
signal to the seller that he or she is dealing with a buyer who is
both serious and capable of putting together a deal.

Think about it. How many offers have you received where the
buyer attached a $500 or $1,000 earnest-money check? Probably
three out of four of the offers you receive have minimal deposits
attached. When I have a buyer interested in one of my houses
show up with a $1,000 deposit, I usually don’t get too excited. On
the other hand, if someone shows up with a check for 5 to 10 per-
cent of the purchase price, it gets my immediate attention. I once
had a buyer who made an offer of $228,000 on a house valued at
$235,000. I watch the profit margins pretty closely, so this is a
deal that I would normally pass on. In this particular case, how-
ever, the buyer attached an earnest-money check in the amount of
$12,000. That check immediately got my attention because I
knew I was working with a buyer who was both serious and capa-
ble of purchasing the house. It took me all of about five minutes
to think it over before accepting the offer.

Obtaining the best possible price and terms for the purchase of
real estate requires a combination of both art and skill. As a mas-
ter negotiator, you must take care to exercise each one of the
seven steps of successful negotiations discussed in this chapter.
To summarize, they are as follows:

1. The psychology of negotiating
2. Comprehensive knowledge of market
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3. Degree of seller’s motivation
4. Backdoor exits
5. Concessions—when to make them and what to expect in

return
6. The red herring technique
7. The money-talks approach

A thorough and comprehensive understanding of each one of
these principals can literally save you thousands of dollars on
your real estate transactions. The more familiar you become with
these principles, the more skilled you will become when negotiat-
ing with others.
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You can have anything you want—if you want it 
badly enough. You can be anything you want to be, do
anything you set out to accomplish if you hold to that
desire with singleness of purpose.

—Abraham Lincoln
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Chapter 8

Financing and Closing
Considerations

The ability to obtain proper financing for the purchase of your
investment property is vital to your success. In this chapter, I exam-
ine several financing alternatives available to you and discuss the
differences of each. (See Exhibit 8.1.) In addition, I have included
a sample outline for a business plan you can use to better prepare
yourself when initiating new relationships with lenders or partners.
I have also included a section about credit scores and underwriting
guidelines. Finally, I provide you with information to better enable
you to understand and prepare for the closing process.

CONVENTIONAL MORTGAGES

Conventional mortgages represent an excellent source of financ-
ing for your real estate investments. There are a number of loan
programs available at any given time that offer a wide range of
terms and conditions. Depending on the interest rate environment,
conventional mortgage rates can be among the most competitive
types of financing. Unlike bank loans, which are usually based 
on the prime lending rate, mortgage loans are typically based on
10-year T-bills, or Treasury notes, plus some additional spread or
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margin. The result is that conventional mortgage loans generally
carry a more favorable interest rate than do other types of financ-
ing instruments.

Conventional mortgages are usually available with 30-year amor-
tization periods as well. The longer amortization period helps you to
minimize your monthly cash flow requirement to the lender by
reducing the amount you must pay back each month. By way of
comparison, a loan through your local bank may offer only a 15- or
20-year amortization period. This is not always the case, however, as
sometimes interest-only loans are available from a bank. Since no
principal payments are being made, the monthly cash flow out can
be reduced even further.

Another advantage of using a conventional mortgage company
to finance your purchase is that a number of companies will lend
up to 90 percent of the purchase price on investment properties.
This means you have to come up with only 10 percent for your
down payment. For those of you who are accustomed to reading
the nothing-down types of books, keep in mind that the selection
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Financing alternatives.

1. Conventional mortgages
2. Mortgage brokers
3. Local banks
4. Lines of credit
5. Owner financing
6. Partnerships
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of available investment opportunities is much narrower. You may
spend more time searching for the deal that requires very little
down and discover that the upside for creating value and subse-
quently flipping the property is limited. I prefer to use a little
more of my cash and have a much broader selection than to spend
time looking for that proverbial needle in a haystack.

While conventional mortgage companies are generally a good
source of financing, there are some drawbacks to using them. One
such drawback is the documentation required by the lender on each
and every transaction. Mortgage companies are notorious for de-
manding excessive documentation. For example, if a large deposit
has recently been made into your bank account, the lender will
want documentation to determine its source. Other disadvantages
to using a conventional mortgage company are the fees charged for
the loan. Depending on the lender, these may or may not include a
loan application fee, an underwriting fee, a loan origination fee,
and whatever other creative fees the lender can come up with.

MORTGAGE BROKERS

Just as real estate brokers play an important role in matching up
buyers and sellers, so do mortgage brokers play an important role
in matching up buyers and lenders. Mortgage brokers usually
have many contacts in the industry; they know which lender is
best suited for the type of financing you are seeking, and they
know who’s offering the best deal. Experienced brokers have
well-established relationships directly with the lenders and usu-
ally have two or three with whom they do a large volume of busi-
ness. While you can generally expect to pay 1 percent to the
broker for his or her services, the fee can be well worth it if you
are working with a professional broker who has solid relation-
ships with several lenders.

The broker’s service can sometimes make the difference in
whether the financing for your deal will be accepted. Furthermore,
brokers know how to qualify your particular property before ever
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sending it to a lender because they know what each lender will
accept and what they will not accept. Good mortgage brokers can
usually tell you if they can place your loan after spending only 
10 to 15 minutes with you on the phone. They know what ques-
tions to ask to qualify your property and which lender is likely to
be the most interested in financing it.

LOCAL BANKS

Conventional bank financing is commonly available through
smaller local banks. These types of banks may operate with just a
single branch and $15 million in deposits, or they may be some-
what larger with as many as 5 to 10 branches and $150 million in
deposits. One advantage of using a local bank is they can often
offer borrowers a greater degree of flexibility than other lenders
such as mortgage companies. For example, they may provide the
money for your rehab improvements, or a percentage thereof, in
addition to the financing for the property itself.

Smaller banks are also likely to be much more familiar with the
local area and would therefore have a greater degree of confidence
in the specific market than would a larger regional or national
lender. Personal relationships with your local banker are more eas-
ily established than with other types of lenders such as conven-
tional mortgage companies. You can go into the bank, introduce
yourself, and sit down and talk directly with the lender. This gives
you the opportunity to sell yourself and your project. Once a rela-
tionship has been established and the banker gets to know you and
is comfortable with you, future loan requests will be much easier
and likely require less documentation, possibly as little as updat-
ing your personal financial statement.

Local banks are good sources for rehab loans because the
lender knows the loans are short term in nature. The banks are
also able to generate more fees because of the shorter duration of
these types of loans. Local banks may not give you the best terms
initially, but the more business you do with them and the more
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comfortable they become with you, the more leverage you will
develop in negotiating more favorable terms with them.

As your relationship with a lender matures, you should seek to
establish a predetermined line of credit. This will enable you to bor-
row money up to your credit limit. For example, with a $1 million
line of credit, you will have the ability to purchase several proper-
ties at one time. With an average selling price of $100,000 you can
effectively purchase up to 10 houses. This depends, of course, on
the specific terms the lender has set with respect to the loan-to-
value ratio and the collateral required, if any, on each house. Since
the lender knows you are in the rehab business, money from your
line of credit can usually be used for the repairs also. Again, the
lender may limit the percentage of borrowed funds by a predeter-
mined loan-to-value ratio.

LINES OF CREDIT

Several types of credit lines are available to almost anyone. Some
of the more common ones are home equity lines of credit, na-
tional credit cards like MasterCard and Visa, and individual store
credit cards. The terms and conditions vary widely with these
types of credit. The most favorable interest rates and the longest
terms are typically found with home equity lines of credit, while
national credit cards and store credit cards tend to offer higher
rates and shorter repayment terms.

Many of you already own your own home. For those who do,
you are most likely to be familiar with home equity lines of credit
(HELOC) loans. These are merely second mortgages secured by
your principal place of residence that allow you to borrow against
the equity in your home, oftentimes up to 100 percent of the value
of your home, sometimes even more. Since this type of loan is
secured by your residence, the interest rates are usually lower
than with other types of credit. HELOC loans provide you the
flexibility of borrowing against your home at will by simply writ-
ing a check. These funds can be used for just about anything you
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want and represent a good source of funds to be used as down
payments and for rehab money.

For those of you who insist on that nothing-down deal, you can
easily borrow money against your home equity line of credit and
use it for the down payment on an investment property. Since
those funds are borrowed funds, they do not represent your cash
equity. If, for example, you purchase a house for $85,000 and then
borrow $70,000 from your local bank and the remaining $15,000
from your home equity line of credit, you have in essence a
nothing-down transaction because 100 percent of the funds used
to purchase the house are borrowed funds. You should be aware,
however, that this is easier to do with a local bank than with a con-
ventional mortgage lender. Mortgage companies tend to require
more documentation and often want to know where the money for
your down payment is coming from. You can easily overcome this
requirement, however, by depositing the funds at least two months
in advance into your bank account. Lenders usually do not require
more than the two most current bank statements, and as long as
the money is in your account prior to those two periods, the lender
will not see the deposit and will therefore not question it. This
practice is in no way dishonest. You are simply borrowing money
against an approved line of credit and placing the funds into your
bank account. The borrowed funds will, however, show up on
your credit report and will therefore increase your overall debt-to-
income ratio, so if you are already maxed out on credit cards, this
may not be the way to go.

National credit cards like MasterCard and Visa also represent a
good source of funds. Credit cards are available to almost anyone
and can be used for just about anything. Most credit cards offer
you the capability of getting a cash advance against your credit
limit. You can also write checks that can be used for almost any-
thing, including your investment property. National credit cards
tend to carry higher interest rates than do other forms of borrow-
ing, so you should use this source of funds prudently.

Individual store credit cards can provide you with even more
buying power. National hardware stores like The Home Depot
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offer credit cards to their customers enabling them to purchase
materials from their stores. If you are in the rehab business, this
can be an excellent source of short-term credit that can be used to
finance up to 100 percent of the required repairs on your rehab
project.

While lines of credit can be a great source of borrowing power,
I caution you to use them wisely. Remember that you are using
these funds for investment purposes, so be sensible and responsi-
ble in the way you use them. Don’t go out and max out all of your
cards thinking you can conquer the world. Remember that the
money has to be repaid at some point in time. Your objective is to
earn a predetermined rate of return on all funds borrowed for in-
vestment purposes, including the many types of credit lines avail-
able to you.

OWNER FINANCING

In an owner financing arrangement, the sellers do exactly as the
name implies. They provide the buyer with some form of financing.
It may be that they carry the entire note or only a portion thereof. If
the sellers own the property free and clear, for example, then they
may be willing to provide you with 100 percent financing. More
than likely though, the sellers will want a minimal down payment,
even if it is only $1,000. If a seller still has a large underlying mort-
gage on the property, then he or she may be agreeable to carrying
back a second mortgage for a smaller amount—10 percent of the
purchase price, for example. You will still have to obtain a mort-
gage for the property from a more traditional source such as a mort-
gage company, but having the seller carry back a second allows you
to get into the deal with less money down. One caveat you should
be aware of, though, is that not all lenders will allow a second of
any kind to be attached. Before you proceed with this option, make
sure the mortgage company does not have a provision in place that
would prevent you from attaching a second mortgage to the deal.

There are several advantages of an owner finance arrangement.
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One benefit is that the buyer need not conform to all of the under-
writing guidelines required of banks and mortgage companies.
The seller is likely to require very little in the way of documenta-
tion. Unlike conventional mortgage companies, the seller provid-
ing owner financing doesn’t care where the money for the down
payment comes from as long as it comes from somewhere. On the
other hand, traditional lenders like banks and mortgage compa-
nies can be very particular about where your down payment
comes from. In many cases, the money cannot come from a fam-
ily member or a friend. Moreover, you must be able to prove that
the money is your own and did not come from a relative. Another
advantage of using owner financing is that it enables you to save
a considerable sum by avoiding the fees and transaction costs
commonly assessed with new loans. There are no loan application
fees, no underwriting fees, and no loan origination fees. Finally,
the time needed to close a deal involving owner financing is much
less than for traditional financing arrangements since virtually no
loan approval process is required.

Another form of owner financing is known as a wraparound
mortgage. Under this arrangement, the seller retains title and con-
tinues to make mortgage payments to the lender while the new
owner makes mortgage payments directly to the seller. Be careful
of any due-on-sale clauses in the deed of trust that may expressly
prohibit this type of financing arrangement. Lenders normally are
not very fond of the transfer of ownership interests without their
knowing about it.

Although second-lien positions are the most common form of
owner financing arrangements, owners or sellers are not limited
to just debt financing. They may be open to an equity agreement
wherein they retain a small portion of ownership interest. Instead
of being required to make monthly payments to the seller, the
buyer and seller agree to share in the profits of the newly formed
entity. Depending on the specifics of the agreement, the original
seller may also be entitled to a share of any capital gains when the
property is later resold.
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PARTNERSHIPS

Using the resources of a partner can be an excellent form of 
secondary financing. The type of partner I am referring to in 
this section is a friend, family member, or business acquain-
tance. Partnerships can be structured in any number of ways.
For instance, capital injections by partners can take the form of
debt or equity, partners can play an active or passive role, and
terms for the repayment provisions can be defined in various
creative ways.

If your partner agrees to invest in your project using equity, then
he or she will share the risk with you. If you lose, your partner
loses, but if you win, your partner also wins and shares in the prof-
its. On the other hand, if you don’t want to give up any of your prof-
its, then you would have your partner participate on the debt side by
making a loan to you. In this case, the loan can be secured by the
property or by any other collateral you may have, or it may be an
unsecured loan as well. You may decide to have your partners
actively participate by using whatever skill sets they may have.
Partners who are mechanically inclined, for example, may be able
to perform some of the maintenance. Conversely, you may choose
to have partners play a passive role wherein their only function is to
provide capital. Repayment provisions can be made in any number
of ways. For example, debt payments can be made periodically
(e.g., monthly, quarterly, or annually). You might also agree to re-
pay the debt with all interest due when the property is sold. If, on
the other hand, you are flipping several properties a year, it may not
make sense to repay the debt when the first property is sold. You
will likely want to have your partner agree to an ongoing arrange-
ment that provides you the flexibility to buy and sell at will with a
predetermined repayment date agreed to by both parties. In sum-
mary, allowing a partner to participate can benefit you by providing
additional capital for a project that otherwise may have been out of
reach and by contributing services or specific skills that you may be
lacking.
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YOUR BUSINESS PLAN

Preparing a professional-looking, comprehensive business plan and
presenting it to potential lenders and partners is certain to set you
apart from the dozens of applicants they meet day in and day out.
Preparing a business plan will also compel you to clearly define
your real estate investment objectives. Physically going through the
motions of formalizing your business plan forces you to think
through each and every step of the process and subsequently assess
the soundness of your plan. Your vision of where and how you want
to grow your company begins in your mind with your thought
processes. Recording your thoughts in a formalized manner allows
you to crystallize them. You can refer to your business plan as often
as needed to make sure you are on track to reach your objectives
and also to adjust your course as necessary.

Furthermore, presenting your business plan directly to poten-
tial lenders or partners demonstrates that you are a serious in-
vestor who is looking to establish a long-term relationship. By
following the step-by-step process outlined in your business plan,
potential lenders will also be able to judge the soundness of your
plan. In short, it will enable them to establish a level of comfort
with you and your transaction that may not otherwise be possible.
You must remember that prospective lenders and partners are
human beings who will judge you not only by what they see on
your loan application, but also by what they see in the way you
present yourself to them. You must be prepared to sell yourself
and your abilities to them. Their assessment of you is based on
both objective evidence and subjective qualities they observe
about you. The objective evidence is drawn from the items that
are in black and white before them, such as your loan application
and credit scores. The subjective qualities you will be judged on
are more subtle in nature and include such things as the way you
present yourself, your level of professionalism, and whether they
perceive you to be credible.

The use of a sound business plan is most effective when deal-
ing with local banks or partners. These are the people you are
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most likely to get to know on a more personal level. A business
plan is of little or no value to mortgage brokers, since they are
more interested in packaging your loan request and shipping it
off to any one of many underwriting departments. Although for-
malizing your business plan will require a good deal of time and
effort on your part, a comprehensive and professional-looking
plan can pay big dividends by providing you with the much
needed capital to fund your purchases.

Exhibit 8.2 provides a sample outline for some of the more
essential items you will want to include in your business plan.
These items can be organized in a very professional manner in a
notebook that contains tabs and dividers.

WHAT EVERY BORROWER SHOULD KNOW 
ABOUT CREDIT SCORES

Most lenders today use what is known as FICO scores to deter-
mine your ability to borrow money and repay a loan. FICO is an
acronym for Fair, Isaac, and Company, which uses an elaborate
model to calculate data collected over a period of time about spe-
cific individuals. This historical data is then used to assign a credit
score to that individual. The scoring system uses factors such as
payment history, number of creditors, debt-to-income ratios, out-
standing balances relative to credit limits, length of credit history,
types of credit, and reported income. Before the final score is cal-
culated, previously established weights are assigned to each vari-
able according to the criteria set forth in the model. When lenders
order your credit history, they typically get it from all three of the
following sources: Equifax, Experian, and TransUnion. All three
services may not have exactly the same information, so the credit
scores may vary among them. Lenders often use either an average
of the three scores or the median score.

The credit score range is from 300 to 850, with 300 being ex-
tremely poor and 850 being a perfect score. It is highly recom-
mended that you do everything within your power to maintain as
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Exhibit 8.2
Components of an 

effective business plan.

1. Executive summary. A one- or two-page sum-
mary of your plan.

2. Company profile. Background information
about yourself, including experience and edu-
cation, and information about your company.

3. Financial statements. Personal and company
financials.

4. Primary market. Define your intended market
area.

5. Business strategy. Provide in detail your spe-
cific short-term and long-term objectives for
your company.

6. Marketing strategy. Define your target market
and include specifics of how you intend to
market your services and/or properties.

7. Capital requirements. List short-term and
long-term anticipated capital requirements.

8. Financial analysis. Provide supporting finan-
cial tables.

9. Summary. Summarize your proposal and
close with sound reasons about why the
lender or partner should work with you.

10. Exhibits. May include photographs, surveys,
tax returns, purchase agreements, addendums,
and so on.
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high a score as possible. If your score is 700+, you are considered
to be an A borrower and will have no problem qualifying for a
loan, provided you meet whatever other criteria the lender has set
forth.

Credit scores are used much like scholastic aptitude test (SAT)
or graduate management admission test (GMAT) scores. The first
thing university administrators want to know when students apply
for entrance is how well they did on the required standardized
tests. The tests are used to measure students’ knowledge and apti-
tude in various subjects and the results are quantitatively summa-
rized in the form of a numeric score. Just as administrators use
these scores to set minimum standards for matriculation into their
schools, so do lenders use credit scores to set minimum standards
for loaning money to prospective borrowers. Credit scores serve as
a valuable tool to lenders because they are purely objective in
measuring the ability of a borrower to repay a loan and the proba-
bility that he or she will default. They remove all elements of sub-
jective judgment that could be considered discriminatory, such as
race or religious preferences.

Some lenders will make loans to just about anyone. They don’t
care what your score is as long as the property is generating ade-
quate income to service the debt. These lenders will, however,
adjust their interest rates accordingly by applying a matrix grid
that matches your ability to repay with the condition of the prop-
erty. You can see by looking at Table 8.1 that borrowers who fail
to maintain good credit are usually penalized as a result. The logic
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Table 8.1 Interest Rate Matrix

Borrower Rating

Property Rating A B C D

A 6.00% 6.50% 7.00% 7.50%

B 6.50% 7.00% 7.50% 8.00%

C 7.00% 7.50% 8.00% 8.50%

D 7.50% 8.00% 8.50% 9.00%
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is quite simple. Lenders charge a higher rate of interest to offset
the higher risk associated with borrowers who have poor credit.
The bottom line to you as an investor is to work hard to maintain
the best credit rating possible. Doing so will enable you to borrow
money more easily than those who have poor credit—and also at
much more favorable terms and conditions.

UNDERWRITING GUIDELINES

All lenders have established criteria for making loan decisions.
These criteria are referred to as the lender’s underwriting guide-
lines. These guidelines form the basis for all decisions made to
either approve or decline a loan applicant’s request. They repre-
sent the lender’s policies and procedures to which all new loans
under review must conform before being granted final approval.
A lender’s underwriting guidelines may include elements such 
as the loan-to-value (LTV) ratio, the debt service coverage ratio
(DSCR), a borrower’s debt-to-income ratio, the size and term of
the loan, and information about the subject property.

To assure that its underwriting guidelines are conformed to, a
lender will require specific information about the property and the
borrower in order to do a full and proper analysis of a loan request.
This information includes items such as the purchase agreement for
the property, credit reports from no fewer than three independent
agencies, verification of employment and income, bank statements,
and tax returns. See Exhibit 8.3 for a more complete list. Providing
the lender with a complete documentation package enables it to
expedite the processing of your loan in a timely and efficient man-
ner. Once the lender has all the necessary documentation, you can
usually have an approval within two or three days. This is, however,
a general time frame and may vary depending on the volume of
loans being processed at any given time. Oftentimes the under-
writer will come back and ask for more information, primarily to
clarify something you have already submitted. For example, if your
bank statement shows an unusually large deposit being made into
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your account, the underwriter is likely to require supporting docu-
mentation about the source of those funds.

You should be aware that smaller local banks are usually not as
sticky about requiring you to document the source of funds.
Banks customarily require only the first page of your account
statement to document the amount of funds you have and not nec-
essarily their source. You can use this to your advantage if you
wish to deposit borrowed funds, such as those from a home equity
loan or a credit card. Making a deposit of this sort does not mean
you are being dishonest or breaking any laws. Unless the bank

■ Financing and Closing Considerations ■

■ 141 ■

Exhibit 8.3
Required loan documentation.

1. Formal loan application
2. Purchase agreement and all related addendums
3. Personal financial statement
4. Income tax returns for a minimum of two years
5. Credit reports from three reporting agencies
6. Bank statements for a minimum of two months
7. Verification of employment, wages, and

earnings
8. Verification of property taxes
9. Property insurance binder

10. Third-party reports, including survey and 
appraisal
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asks you specifically about the source of the deposit, you are not
required to disclose it to them. Even if your bank asks, local banks
are often not as particular about your using borrowed money (e.g.,
from a home equity line of credit) as a conventional mortgage
company might be.

After securing financing for your property, the next step is to
begin preparing to finalize and close the transaction. Depending
on the size of your acquisition, the closing process can be fairly
simple and straightforward, or it can be quite involved, with exten-
sive documentation required. It is also time to begin planning and
defining your role as a strategic manager. This, too, will depend on
the size of the transaction and your level of experience.

THE CLOSING PROCESS

The closing process is the point in time when everything comes
together to finalize your transaction. You have studied the market
and analyzed numerous investment opportunities; you have suc-
cessfully negotiated terms and conditions acceptable to both you
and the seller; and you have sought out the best financing alterna-
tive for your property. It is now time to bring all the parties
together to close the sale. Before you commit yourself by signing
on the dotted line, however, you should take time to thoroughly
review all related closing documents—in particular, the title re-
port, closing statement, deed of trust, and promissory note.

The title report, also known as the abstract of title, provides in-
formation about the property’s chain of title. In other words, it
gives a history of ownership, judgments, liens, and anything else
that may have been recorded against the property over time. The
title insurance company issues an insurance policy to the buyer
and a separate policy to the lender. These guarantee the title is
clean and that there are no encumbrances that may adversely af-
fect the new owner.

Closing statements, also known as settlement statements, are
commonly prepared by the title company handling the closing.
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They detail by line item all associated debits and credits assessed
to both buyer and seller. These include such items as the sale
price, amount of earnest money deposit, principal amount of the
new loan, any existing loans or debts that must be satisfied, pro-
rated adjustments for taxes and interest, and various fees charged
by the title company. Tables 8.2 through 8.5 collectively provide
you with some of the detail from a commonly used closing settle-
ment statement form.

You should take the requisite time to review each and every
charge on the settlement statement to verify its accuracy. Errors are
often inadvertently made for one reason or another. The title com-
pany may, for example, have the incorrect payoff amount of the
seller’s loan or may calculate the prorations incorrectly or may not
be aware of a credit you are entitled to because of a specific clause
in the purchase agreement negotiated by you and the seller. Don’t
assume that because closing officers work at title companies and
act as facilitators in numerous closings that “they must be right be-
cause they are closers and they should know.” Precisely the op-
posite is true. Because closers do act as facilitators in numerous
closings each and every day is all the more reason they must rely on
you to provide accurate information for the settlement statement.

Neglecting to review the closing statement can be very risky and
potentially cost you hundreds or even thousands of dollars. Here in
Michigan, for example, the state and county assess what is referred
to as a transfer tax. The transfer tax is calculated as a percentage of
the sales price and is collected at closing on all real estate sold. It is
just like paying tax on a new car, new furniture, school supplies for
the kids, or just about anything else Uncle Sam can get his hands
on. The tax rate applied is usually about 1 percent or just a little
less, so for every $100,000 in property value sold, approximately
$1,000 in taxes is assessed. Unless otherwise stated, the seller is
responsible for paying this tax. In my purchase agreements, how-
ever, I require the buyer to pay the tax. Unless the title company has
been made aware of this, the transfer taxes will be placed, incor-
rectly, on my side of the settlement statement. This error, which has
been made many times, could easily cost me $2,000 to $3,000.
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Table 8.2 Settlement Statement
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Table 8.3 Settlement Charges
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Table 8.4 Purchaser’s Statement
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Table 8.5 Seller’s Statement
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Although I thoroughly review all of the charges on the statement,
this is one in particular that I am very careful to check for accuracy.

The lender is responsible for preparing the deed of trust and the
promissory note. These documents outline the terms and condi-
tions under which the lender has agreed to loan you money.
Repayment terms are specified, including the amount of the loan,
the interest rate and amortization period, and any prepayment
penalties that may be imposed. Other lender requirements that
may also be included are escrow conditions for taxes and insur-
ance, minimum insurance amounts, standard of care for property
condition, and default provisions.

By taking the time to more fully understand all of the requisite
closing documents, you will be better prepared to ensure that the
closing for the investment property you are purchasing will go
smoothly. For the most part, you can have confidence in the
expertise of those individuals who are preparing all of the related
forms, but you must also keep in mind that these individuals are
human and prone to make mistakes just like anyone else. Protect
your interests by carefully reviewing all of the closing documents.
Doing so may potentially save you thousands of dollars.
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Set a goal to become a millionaire for what it makes of
you to achieve it. Do it for the skills you have to learn
and the person you have to become. Do it for what
you’ll end up knowing about the marketplace, what
you’ll learn about the management of time and work-
ing with people. Do it for the ability of discovering how
to keep your ego in check. For what you have to learn
about being benevolent. Being kind as well as being
strong. What you have to learn about society and busi-
ness and government and taxes and becoming an
accomplished person to reach the status of millionaire
is what’s valuable. Not the million dollars.

—Earl Shoaf
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Chapter 9

Assemble a Winning Team 
of Professionals

To truly be successful as a real estate investor, you need to
assemble a winning team of professionals. If you are buying and
selling only one or two properties a year, as is true for most
investors, you will be involved in much of the work yourself. As
you begin to participate in more and more transactions, how-
ever, you will soon discover that you can no longer do every-
thing by yourself. In fact, you will find that the best use of your
time is coordinating the efforts of others. By delegating some of
the responsibilities to your team, you are able to achieve much
more than if you try to do everything yourself. For example, an
ox by itself can pull only a single covered wagon, but two oxen
yoked together can pull several wagons. This well-established
principle can be summarized as, “The sum of the parts is greater
than the whole.” It is a phenomenon known as synergy. Syner-
gistic effects are created when individuals who might otherwise
work independently instead work together. The individuals are
able to achieve much more working together in a collective
effort than they can on their own. (See Exhibit 9.1.)
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SCOUTS AND/OR DEALERS

Perhaps the most important element of your winning team of pro-
fessionals is to have dedicated scouts and dealers working in your
behalf. You may recall from Chapter 2 that both scouts and deal-
ers can provide you with a steady source of property leads. Leads
from these sources and others are the lifeblood of your business.
Without them, it will be very difficult to be successful in the busi-
ness of flipping properties. You should work to build relationships
with several different scouts and dealers. You also need to take
time to establish investment criteria that best suits your objectives
so that the individuals you are working with know what types of
opportunities to present to you. You don’t want them spending
needless time on deals that you have no interest in. Furthermore,
you don’t want to waste your time by looking at deals that don’t
meet your needs.
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Exhibit 9.1
Your winning team 

of professionals.

1. Scouts and/or dealers
2. Office manager
3. Property rehab manager
4. Local lender or mortgage broker
5. Real estate attorney
6. Title company
7. Real estate agents
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The relationship between you and other scouts and dealers is
mutually beneficial. The more opportunities they bring you, the
more you will buy from them or from those they recommend, and
the more you buy from them, the more money they will make. It
is a win-win relationship. You may also decide to hire a full-time
scout of your own. In addition to paying a small base wage, I rec-
ommend implementing an incentive system in which your scout
is rewarded for every deal he or she brings you that you end up
buying. Your scout will quickly learn exactly what kind of oppor-
tunities you are most interested in and bring you only the cream
of the crop.

OFFICE MANAGER

An effective office manager is another key individual on your
winning team of professionals. Before you can have a good
office manager, though, you first have to have an office. Most
people who invest in real estate start out buying and selling a lit-
tle at a time. As their capital base grows, so does their ability to
increase the volume of transactions. At some point in the
process, it will become necessary to discontinue your part-time
operation out of your home office and begin a full-time opera-
tion out of an office building. When you reach that point in your
business, I recommend that one of the first people you hire is an
office manager. You can delegate many of the lesser responsibil-
ities to him or her, which in turn enables you to focus on grow-
ing your business. Office managers can handle many of the
more repetitive day-to-day tasks that can take up so much of
your time. They can furthermore be trained over time to take on
greater responsibilities, such as some of the accounting and
marketing functions.

A good office manager can also be trained to perform functions
like scheduling and coordinating all of the necessary parties
involved in a closing, as well as attending the closings for you.
You may initially be uncomfortable turning that responsibility
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over to another person, but after your fiftieth or so closing,
chances are you’ll be more receptive to the idea of having some-
one attend them for you. I find that while most closings go
smoothly, they typically require a minimum of no less than two
hours of my time. By the time I drive to the title company, wait for
the closing officer to finish preparing the documents, sign off on
everything, and drive back to my office, I have at least two hours
invested in the process, and sometimes more. While selling and
closing the deal excites me, I find sitting around in title compa-
nies to be quite boring. Hire a good office manager and use your
time where it counts the most, buying and selling properties.

PROPERTY REHAB MANAGER

I cannot stress enough the importance of hiring a rehab man-
ager. This person will “take the rehab out of rehabbing” for you.
The property rehab manager’s primary role is to coordinate and
schedule the subcontractors for all of the required renovations.
A handyman is often the most well-qualified person for this type
of job. You want somebody managing the crews who can deter-
mine what exactly needs to be done, and then to make sure that
the repairs are done correctly. A handyman can also save you
money by doing a lot of the smaller repairs personally; however,
this depends on the number of houses you have undergoing
repairs at any given time. If you have several houses being
worked on simultaneously, a rehab manager may not have time
to do any of the repairs. On the other hand, if you only have two
or three in progress at any given time, then your rehab manager
will most likely be able to make some of the repairs while at the
same time scheduling the other contractors. Remember that the
most effective use of your time is not to fix the houses yourself,
but rather to oversee the efforts of those who do. By hiring a
property rehab manager, you are in effect delegating that
responsibility to someone else. This allows you to focus on
building your business.
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LOCAL LENDER OR MORTGAGE BROKER

Another very important component of your real estate business is
financing. For this reason, it is essential for you to have one or
more lenders or mortgage brokers as members of your winning
team of professionals. You must have access to capital—and
preferably to large sources of it. It usually becomes necessary to
establish relationships with several lenders or mortgage brokers to
meet your growing needs for financing. In the initial stages of
your relationship, you will most likely secure financing on a case-
by-case basis. As the lender becomes more comfortable with you,
however, the process of obtaining financing becomes much easier.

Unless you already have a strong personal balance sheet, these
types of relationships are not formed overnight. They can some-
times take years to form. I am very fortunate in that I currently
have the ability to pick up the phone and secure financing within
about five minutes for many of the projects I am involved in.
Access to capital is vital to your success in this business. Work
hard to establish sound relationships with lenders in your area
who can provide you with the financing needed to enable you to
be successful.

REAL ESTATE ATTORNEY

Another member of your winning team of professionals that you
will want to consider is a real estate attorney. The yellow pages
are full of attorneys, most of whom advertise the area of law they
specialize in. Look for one who specifically advertises real estate
services. A few minutes on the phone will give you an idea of an
attorney’s level of expertise. Don’t be intimidated just because
someone carries the title of attorney. It is quite likely that you
know as much about real estate in general as any given attorney.
You hope, of course, that the one you choose is more knowledge-
able about real estate law. I prefer to work with attorneys who
own investment property themselves. This gives them an added
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level of experience. Adding this individual to your team of pro-
fessionals will provide you with the legal expertise needed from
time to time during the course of your business.

TITLE COMPANY

A competent title company is another essential member of your
winning team of professionals. While most title companies offer
similar services (providing title insurance and closing services,
etc.), they vary greatly on the degree to which they can provide
those services. Over the years, I have worked with many different
title companies. Each one seems to have its own unique set of
nuances.

Until recently, I had a relationship with a national title com-
pany that had a deplorable operations department. The firm’s out-
side salesman contacted me and wooed me over to this company.
The salesman, Derek, was himself a shining example of what it
means to be customer focused. He was extremely attentive to me
individually and was proficient in addressing all of my needs and
concerns. “This is great,” I thought. “Here’s a guy who really
cares about his customers and is always willing to go the extra
mile for them.” What I didn’t know, however, was that while
Derek was about as good an outside salesman you could hope for,
the company’s operations department was just the opposite. I sent
them seven or eight deals right off the bat and ended up having
problems with almost every one of them. I had problems with
scheduled closings that had been confirmed for a certain date and
then mysteriously disappeared from the company’s book. I had
problems with the people in operations who were supposed to be
capable of preparing all the title work, but just couldn’t seem to
get it right. And finally, I had problems with incapable closing
officers. Derek was great. The rest of the company was a mess.

Now that I’ve lamented my poor experience with this particu-
lar (unnamed) company, let me conclude on a more positive
note. The title company that I have since switched to is quite the
opposite. For the most part, I can send this company a deal,
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schedule it, and show up at the closing with everything properly
prepared and in order. Although I pay a little more for the title
services of this company, it’s worth it to me. I don’t have nearly
the headaches and frustrations that I did with the previous com-
pany. Find a competent title company in your area and include it
on your winning team of professionals.

REAL ESTATE AGENTS

Top-producing real estate agents are vital elements of your win-
ning team of professionals. You should plan to include as many of
them as possible on your team. If an agent knows you are a serious
buyer, he or she will work to bring you the types of deals you are
most interested in. As with scouts and dealers, you must establish
predetermined criteria that meet your investment objectives. The
better your sales agents understand exactly what you are looking
for, the better they will be able to meet your investment needs.

If you limit yourself to just one agent, then you have only one
set of eyes and ears on the lookout for good deals to bring to you.
On the other hand, if you enlist the aid of several real estate agents,
you will increase the number of potential investment opportunities
that you can take advantage of. Each agent has his or her own
sphere of influence—friends and associates with whom they inter-
act on a daily basis. You never know when one of them will come
across that gem of a deal just waiting to be discovered.

When it becomes time for you to sell your property, you will
also likely want to have more than one agent working in your
behalf. Those of you who are licensed agents are likely to dis-
agree with me on this point, but please allow me to explain. The
reason I prefer to use more than one agent is because I know that
agents tend to specialize in certain areas by farming specific com-
munities. Yes, I know, you can list the property for sale in the
MLS just like any other agent and gain access to a broad spectrum
of buyers, which is certainly very important, but unless you are
familiar with the area in which you have the listing and physically
work that area, you are doing your seller a disservice.
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I have seen, for example, agents take listings clear across the
county and even into the neighboring counties. These areas may
be as far as 50 miles from where they live and work. No matter
how hard you try, you can’t convince me that you can effectively
sell a house for me in an area about which you know little or
nothing. Your marketing efforts will be limited to a few news-
paper ads and to the MLS. Agents selling in faraway markets are
likely to have no personal contacts or relationships in that area.
They know absolutely nothing about the town or city except the
name of it. They know nothing about the school district, which is
vital information to anyone with children. Chances are, they
haven’t even been to the community except to write the listing
agreement. Yet I see this all the time—a real estate sign placed in
a homeowner’s yard by someone I know good and well is not
from that area. To be successful in the business of buying and sell-
ing investment properties, it is essential for you to include several
real estate agents who can create a pipeline of inventory for you,
as well as represent you effectively when it becomes time to sell.

In summary, we have examined the merits of building a first-
class team of people who can help mobilize you to effectively
reach your investment objectives. Each member of the team is
vital for your success in the real estate business. You may initially
go through a trial-and-error period in which some members of the
team have to be replaced for one reason or another. In time, how-
ever, you will eventually assemble a winning team of profession-
als who when working together can help you achieve much more
than you could ever hope to on your own.
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Few people are capable of expressing with equanimity
opinions which differ from the prejudices of their
social environment. Most people are even incapable of
forming such opinions.

—Albert Einstein
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Chapter 10

Three Keys to Maximizing 
Your Potential

There are three important keys that when properly applied will
empower you to maximize your potential as it relates to buying
and selling houses. In this chapter, I examine several postentry
strategies that you should seriously consider long before you
close on the property. I also analyze the advantages and disad-
vantages of doing the required repairs yourself versus hiring
others to do it. Finally, I review several methods to increase the
marketability of your property. The proper and systematic appli-
cation of the three precepts outlined in this chapter will enable
you to maximize your potential in the real estate arena. (See
Exhibit 10.1.)

POSTENTRY PLANNING

Your postentry strategy is the specific plan of action you will take
immediately after the closing of your property. I want to empha-
size the word immediately. Remember that time is of the essence
and every day that passes by without being fully used costs you
money. This is why you must plan well in advance of the closing
date for the work required to prepare the property for its eventual
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resale. Minimizing the turnaround time on each deal is crucial to
helping you maximize your profits.

One of the best ways to begin preparing is by scheduling the
contractors who will be making the repairs (assuming you are
not doing the work yourself ) two to three weeks before the
scheduled closing date if possible. Don’t make the mistake of
waiting until after you close to begin thinking about scheduling.
You will lose valuable time by doing so, and remember, time is
money because you are paying interest on the borrowed funds.
The best time to tentatively begin the scheduling process is when
the contractors first come out to the property to provide you with
bids for the work to be performed. This data, as you recall, is
used in your assessment of the viability of the project. After fac-
toring in all the costs and expenses related to the project, as well
as market comparables, then and only then are you able to accu-
rately measure the expected return in profits that a particular
project will generate.

When you meet with the contractors, you can provide them at
that time with a general idea of when you expect to close. Be sure
to express to the contractors how important it is for them to be
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Exhibit 10.1
Three keys to 

maximizing your potential.

1. Postentry planning
2. Doing it yourself versus hiring it out
3. Increasing your property’s marketability
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available when you need them. Explain to them that you prefer
not to lose even a single day. Once you have established a firm
closing date with the seller and the title company, you can then
schedule a specific date and time for your contractor to make the
repairs. The key is to establish your postentry plan well in
advance and to be prepared to execute it as soon after the closing
as possible.

DOING IT YOURSELF VERSUS HIRING IT OUT

Is it better to do the work yourself and try to save money or to hire
as much of the work out as possible and try to save time? This is
a question that many real estate investors struggle with, especially
those who are just starting out. While there is no single right
answer, it’s important to understand the advantages and disadvan-
tages of both methods.

For those of you who may be more mechanically inclined, it is
natural for you to feel and believe that you should do much of the
work yourself in an effort to save money. Allow me to share a per-
sonal example with you of the differences between two individu-
als who have different skill sets. The first individual is my brother,
Tim, who has very strong mechanical skills and can fix almost
anything. In fact, one of my earliest memories of him “fixing”
something occurred when I was about three years old. Tim would
have been five at the time. I remember coming outside to play one
day only to discover that he had taken all the wheels off my shiny
red tricycle. Another time, he completely disassembled our swing
set. While Tim was exceptionally good at taking things apart, he
had unfortunately not yet learned how to put them back together,
thereby rendering my tricycle and the swing set useless. Tim has
come a long way since that time. Not only has he become an
expert at taking things apart, but he is now extremely proficient at
putting them back together.

The second individual in this example is none other than yours
truly. While I lack the natural mechanical skills that Tim has, I do
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have very good organizational and management skills. I recall
that in my teenage years I was always very particular about keep-
ing my bedroom as neat and orderly as possible. I was probably
the only child in the family who made my bed without having to
be asked to do so. My personality demanded structure and order.
Later, my service in the U.S. Air Force reinforced these concepts,
especially the training I received at boot camp (also known as
basic training) at Lackland Air Force Base in San Antonio, Texas.
Our beds had to be made perfectly with blankets folded taut
enough to literally bounce a quarter off of. Everything in our foot-
lockers had to be placed in exact and precise order according to
our training manuals. If it wasn’t, believe me, you would hear
about it from the drill sergeant.

I never will forget one experience in my early days in basic
training. I had only been there a few days and had just received
my air force fatigues, which were all green. Since they were brand
new, none of the insignia had been sewn on yet. With our heads
freshly shaven and our new uniforms not yet adorned with
insignia, we were referred to as “pickles,” because that is exactly
what we looked like, a bunch of green dill pickles running around.
Anyway, being brand new in the service, I was not fully aware of
all the rules. My drill sergeant’s name was Sergeant Carter, and
believe it or not, he bore a strong resemblance in both manner and
appearance to the Sergeant Carter in the old TV sitcom, Gomer
Pyle. One afternoon while wearing my fatigues, I put a pencil in
my shirt pocket. After all, that’s what pockets are for, right?
Wrong! Little did I know that I was out of uniform. That’s right,
that little pencil sticking out of my pocket was not supposed to be
there, and boy, did Sergeant Carter let me know about it. He liter-
ally stood nose to nose with me and bellowed out something like,
“Airman, what’s wrong with you!?! Don’t you know you’re out 
of uniform! You better get that #*!#*!#*! pencil out of your
#*!#*!#* pocket and don’t ever let me see it in there again! Do
you understand me?” “Yes, sir!” came my immediate reply, and
believe me, he never did see that pencil in my pocket again
because I wasn’t about to put it in there and run the risk of another
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verbal thrashing. In fact, to this very day, I sometimes have sec-
ond thoughts about putting a pencil in my shirt pocket.

With Tim’s strong mechanical skills, he has quite naturally
developed a mind-set to fix or repair things himself, including his
rental properties. After all, why pay somebody to come in and
rehab a house when you can do it yourself and save money? I
must say that I have to give him credit for taking on some tough
jobs. Over the years, I’ve observed Tim take on bathroom and
kitchen remodeling, replace badly worn flooring, do tiling, and
perform painting, roofing, plumbing, and air-conditioning work.
I’m sure I’ve left some things out of that list, but you can name
just about anything having to do with repairing a house and Tim
has done it.

On the other hand, I have done a few things such as painting
and mowing the lawn, but I don’t hesitate to call in the pros to
take on the other work. First, I don’t have the skills necessary to
perform some of the more involved repairs. Second, I don’t have
the desire to do them. This is not to say that I couldn’t learn how
to make some of the more complex repairs, but I have no desire
to. As one who is naturally well organized and possesses good
management skills, I much prefer to call in the proper trades-
person and pay him or her to do the work. I consider this to be a
much better use of my time than trying to do the work myself.
Because I naturally enjoy planning and preparing for upcoming
events, I take the time (long before I close on a property) to ensure
that my tradespeople, who are all more skilled than I am when it
comes to fixing houses, are ready to perform the work as soon as
I need them. For me, this is a much more efficient process than
trying to do everything myself.

I recall one time in particular when Tim had just purchased a
single-family house that he was going to renovate and subse-
quently flip. About the same time, I had just purchased an apart-
ment building that was also in need of some extensive rehab
work. Tim, Mr. Do-It-Yourself, was committed to doing most of
the rehab work by himself. Although he did have a little bit of
help, Tim did most of the work on his own. I, on the other hand,
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Mr. Hire-Everything-Out, was committed to doing none of the
work myself and hiring all of it out. Since Tim had a full-time
job, he was able to work on the house only after work and on
weekends. As I recall, he gave up nights and weekends for three
or four months to make the necessary renovations and prepare
the house for resale. Meanwhile, I had all of the bids in for the
required repairs on my apartment building before I had even
closed, and I was ready to go the day after closing. Within about
30 to 45 days, the tradespeople were completely finished with
the repair work and my property was ready for resale. In addi-
tion, since the building was fully occupied by tenants, I began
initiating increases in the rents, which were justified by the
recently completed improvements.

This example is meant to be an observation of fact only and is
certainly not intended as a criticism of my brother, Tim, whom I
love dearly. It is instead intended to illustrate the differences in
the way the same tasks can be accomplished. Tim has his way of
doing things, and I have my way of doing things. While Tim is
saving money, I am saving time. To me, time is money, so I am
really saving both time and money. To flip properties on a large
scale, you cannot possibly do all of the required repairs yourself.
You must decide if you are in the business of fixing houses or of
buying and selling houses. If it is the latter, then you cannot afford
to spend your time doing the repairs. The only exception to this
may be when you are first getting started and are only doing one
or two houses a year. At that level, you can probably justify tak-
ing the time to do some of the work on your own, but once you
start ramping up your operation, you must begin scaling back
your hands-on involvement and take care to make the best and
most valuable use of your time, which is to organize and manage.
Once you have your tradespeople in place and have fine-tuned
your system, you have the ability to do 10, 20, 50, or even 100
houses per year.

Although it may initially appear that an investor would be giv-
ing up some of the profits by hiring out the rehab work, this is not
necessarily the case. The key is to purchase the property at the
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right price to begin with. In Chapter 6, I provided several exam-
ples of appropriate analysis methods to be used when selecting an
investment property. I recommend that you factor into your analy-
sis of potential investment opportunities the cost of having con-
tractors do the required repairs. If your analysis does not provide
an acceptable rate of return on your invested capital, then you
simply pass on it and move on to the next deal. Do not fall into the
trap of rationalizing your analysis by saying that since you really
like this deal, you will go ahead and do all of the painting, for
example, just to make the numbers work out. You are much better
off passing on it and waiting for another opportunity, for it will
surely come.

INCREASING YOUR PROPERTY’S MARKETABILITY

Congratulations! You’ve worked hard over the past few weeks or
months renovating your investment property. You have increased
the house’s value by a significant amount, and it is now time to
sell it and capture the profit margin that you have created! You can
do several things to enhance the marketability of your property
and to increase the exposure it receives. These include preplan-
ning, heightened visibility through the MLS, offering a market-
able product, pricing your property competitively, and offering
incentives. (See Exhibit 10.2.)

Preplanning

Proper planning from start to finish is essential for you to be suc-
cessful in this business. This includes planning for the sale of
your property. After all, you are not rewarded for your efforts
until the sale has been completed. Only then do you profit from
your labors. You may be thinking that of course you are going to
plan to sell your house, but you’d be surprised at how many
investors wait until they get to that phase of the process before
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they even begin to consider how they will sell their property. Ear-
lier in this chapter (“Postentry Planning”), I discussed the neces-
sity of scheduling your subcontractors long before the actual
closing occurred so that you would be ready to go with your
improvements immediately following the consummation of the
sale. Planning your exit strategy is equally important, if not more
so, than the postentry strategy. Ideally, you should begin thinking
about how you are going to sell your house even before you pur-
chase it. You should already have taken the steps to establish a
well-defined sales plan so that you are ready to implement it
immediately at the appropriate time.

Heightening Visibility through the MLS

The Multiple Listing Service (MLS) is a requisite tool to pro-
vide your property with maximum exposure. This means, of
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Increase your property’s marketability.

1. Use proper planning
2. Heighten visibility through MLS
3. Provide a marketable product
4. Price competitively
5. Offer incentives
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course, that you will have to list your property for sale with a
licensed real estate agent, unless you happen to be a licensed
agent yourself. When your house is placed in the MLS, you gain
immediate access to hundreds and even thousands of sales
agents who have a potential interest in your property. Any one of
them may have a prospective buyer with whom they are working
who may be interested in exactly what you are selling. You can-
not afford to forgo having your house listed for sale in the MLS.
Remember that you are in the business of buying houses, refur-
bishing them, and selling them as quickly as possible. Your role
in this business should be that of a manager. You are there to
facilitate the process and to ensure that things happen when they
are supposed to happen. You can certainly make the argument
that you can save money by not having to pay the sales agent’s
commission, but that would be a weak argument at best. Using
that logic, you are reverting to the “I can do it myself and save
money” mode. Trying to sell the house yourself and save money
is no different than trying to do all of the repairs yourself and
save money. That rationale is shortsighted and will prevent you
from maximizing your potential in this business. If you are not
a licensed real estate agent already, I recommend you find a top-
producing agent who has a proven track record of being a mover
and a shaker. In other words, look for a competent agent who is
serious about helping you sell your properties as quickly as pos-
sible. In Chapter 2, I described the role of the dealer as it relates
to flipping properties. I mentioned that while dealers can be a
good source for bringing you investment opportunities, they can
also be a good source for selling those properties for you once
the necessary improvements have been made. Dealers are par-
ticularly fond of this type of relationship as it enables them to
double-dip, meaning that not only do they earn a commission
when they sell the property to you, but they also earn a commis-
sion when they sell the property for you. If you have a good rela-
tionship with sales agents or dealers and are listing several
properties with them on a continuing basis, chances are they
will be willing to negotiate their fee structure with you. The
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most important thing for you here is to maximize the visibility
of the property you are selling so that you can gain ready access
to as large a pool of buyers as possible.

Offering a Marketable Product

To further enhance the marketability of your house, you must
offer a product that people want. As simple as this may sound, this
is an important point that shouldn’t be taken lightly. Recall from
Chapter 3 that as an investor who is in the business of flipping
properties, you are not interested in carrying your inventory any
longer than necessary. That means you should carefully study the
area in which you are considering investing to determine which
vicinities are selling with the shortest average number of days on
the market. The type of location best suited for selling your prop-
erties in a timely manner is typically a neighborhood between 10
and 30 years old. These neighborhoods are where the average
middle-class citizen lives. The ideal location is one in which the
majority of homes are well maintained and that is is not suffering
from functional obsolescence. The area should be well estab-
lished, have good schools nearby, and continue to have homes
that sell on average in fewer days than those of surrounding com-
munities. Characteristics of this kind of neighborhood often
include mature landscaping, pristine lawns, and well-cared-for
homes. Be sure that the house you purchase fits in with the rest of
the houses in the neighborhood. I have seen, for example, an
ultracontemporary house in a mostly traditional neighborhood sit
on the market much longer than other houses in the same neigh-
borhood. You can’t wait, of course, to make these kinds of deci-
sions when it’s time to sell. They must be made long before you
even buy. In addition, your investment property should be pre-
sented to prospective buyers in its most favorable condition.
Common sense dictates that after all of the subcontractors have
finished their work, you must be willing to spend a little extra on
a good cleaning service to put the finishing touches on your house
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to make it really look like new. Housecleaning services typically
do not cost much, and it is money well spent.

Competitive Pricing

If you did your homework before purchasing your investment
property, you should already be intimately familiar with pricing in
your market. I recommend making your house available for sale at
a price just below market. As an investor who is in the business of
flipping properties, you do not have time to sit on your house for
an indefinite period in an attempt to hold out for top dollar.
Remember that you have carrying costs, including interest, taxes,
and insurance, so the quicker you sell the quicker you can relieve
yourself of those obligations. In addition, you have an opportunity
cost, meaning that as long as your investment capital is tied up in
one property, you are limited in your ability to take advantage of
other opportunities. You have become capitally constrained. Time
is money in this business, so the quicker you can sell your prop-
erty, the more money you will be capable of making.

Offering Incentives

If you are like most people, chances are you are motivated by
money. Your prospective buyers will be motivated by money,
too. You can use many different types of incentives that have
some monetary value to encourage prospective buyers to pur-
chase your house instead of the one down the street. For exam-
ple, you can offer a credit at closing for landscaping. This will
enable the buyers to beautify the exterior of their new home
shortly after they move in. For many buyers, especially those
who are first-time home buyers, it takes everything they have
financially just to move in, so they will greatly appreciate hav-
ing a little extra at closing. Whether the money is used for land-
scaping or any other purpose is really irrelevant. Your objective
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is to give them a reason to buy your house now rather than con-
tinuing to shop around. Other incentives include agreeing to pay
the buyer’s closing costs (or a portion of them), offering to
throw in free appliances, or giving them a gift certificate from a
local moving company to help offset their moving expenses.

SUMMARY

In summary, we have discussed the three most important keys
that, when properly applied, will enable you to maximize your
potential in the real estate business. We examined a variety of 
postentry strategies, analyzed the advantages and disadvantages
of doing the necessary repairs yourself versus hiring the work out,
and reviewed several methods to increase the marketability of
your property. The three principles outlined in this chapter will
enable you to maximize your potential in the real estate arena
when regularly and consistently applied. Each of these essential
elements takes time to master. You must be willing not only to
apply yourself, but to be patient as you do so. Life is full of adver-
sities and challenges that can test the measure of who we are. We
must be willing to meet these challenges with courage and deter-
mination. We must be prepared to respond, not to react, to adverse
circumstances. When we rise up to meet whatever challenges life
presents us with, then and only then do we become victorious.
Then and only then are our characters and our moral fiber
strengthened. Then and only then can we become the kind of peo-
ple that we truly wish to become.
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enough to maintain what I consider the most enviable
of all titles, the character of an honest man.

—George Washington
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Chapter 11

The Three Principles of Power

In Chapter 10 of my previous book, The Complete Guide to Buy-
ing and Selling Apartment Buildings, I wrote about the five keys
to your success as follows:

The central focus of this book is on arming you with the
specific tools necessary to identify potential acquisition
candidates, to acquire and manage those properties
once identified, to implement sound techniques for
creating value, and finally, to capture all of that value,
or as much of it as possible, through various exit strate-
gies. The process by which all of this can be accom-
plished rests, I believe, on five keys that are crucial to
success. These keys do not deal with the mechanical
processes involved in buying and selling apartment
buildings, but are grounded in principles fundamental
to life itself. These laws deal with the human psyche.
They govern our thoughts, which in turn, direct our
actions. The failure to understand these keys—which
can provide the foundation of happiness, and ulti-
mately of success—will almost certainly guarantee
your defeat.
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The Five Keys to Success

1. Understanding risk
2. Overcoming fear of failure
3. Accepting responsibility
4. Willingness to persevere
5. Defining your sense of purpose

Although the book was comprehensive in dealing with the sub-
ject of apartment buildings, I received more correspondence from
individuals who were moved and inspired by this chapter than by
any other material in the book, a factor that I believe has largely
contributed to its success. One such reader, David S. of West
Hollywood, California, writes, “Your book has truly taught me
about investing in apartment buildings, but more importantly it
has taught me about life. . . . The words not only inspired this
reader, but allowed me to see the importance of having a pur-
pose.” This chapter is much like Chapter 10 in The Complete
Guide to Buying and Selling Apartment Buildings. In this chapter,
I discuss what I refer to as the three principles of power. (See Fig-
ure 11.1.) These three principles have absolutely nothing to do
with real estate in particular, yet everything to do with your suc-
cess in it. For that matter, the three principles of power can be
applied to any business or profession and are not just limited to
real estate. Furthermore, these laws can be used in your personal
life and, when properly applied, can be a source of great joy and
happiness to you and to those with whom you associate.

Although I have a passion for investing in real estate, the things
that I write in this chapter are far more important to me than find-
ing the next house to buy or sell. These principles lie at the very
core of my belief system. They are an integral part of who I am.
They compel me each and every day to strive for a perfection that
I know I will never achieve in this life. It is my hope to inspire you
to incorporate these three principles of power into your belief sys-
tem. Doing so will enable you to reach the highest level of
achievement of which you are truly capable. You will be empow-
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ered to fulfill the measure of your creation, to reach your poten-
tial, and to enjoy the abundant gifts life has to offer.

The three principles of power can best be illustrated by sharing
with you an example of how one man I knew applied them in his
life. The principle of vision, the principle of passion, and the princi-
ple of autonomy are all embodied within his story. Although this
individual is relatively unknown in corporate America’s public busi-
ness circles, he has had a profound impact on the retailing industry.
He is, in fact, directly responsible for creating the largest and most
successful single retail store in America! You may be thinking of
Sam Walton, the founder of Wal-Mart. This is not Sam’s story, how-
ever. It is instead the story of Jim “Mattress Mack” McIngvale.
“Who is he?” you ask. If you’ve lived in or visited Houston, Texas,
in the past 20 to 25 years, chances are you know who Mattress
Mack is. His 30-second commercials on radio and television air
continuously, averaging one every seven minutes of every hour, or
about 200 a day! Jim McIngvale is the creator and founder of
Houston-based Gallery Furniture. With annual sales in excess of
$200 million, his single-site furniture store sells more furniture
per square foot of retail space than any other store in the world!
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The three principles of power.

1. The Principle of Vision
2. The Principle of Passion
3. The Principle of Autonomy
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I lived in Houston for a number of years and was thus exposed to
at least a portion of Gallery’s 200-plus commercials a day. I had
always been impressed with the remarkable success of Jim McIng-
vale. Although I didn’t know Jim personally, his face became a
familiar sight, as he did all of his own commercials, which were
always the low-budget type, with no paid actors. They featured Jim
jumping up and down with a wad of money in his hand and shout-
ing, “Gallery Furniture really will save . . . you . . . money!!” Jim is
also a well-known community activist and participates in and sup-
ports many events in the Houston area. For example, Jim and
Gallery Furniture are official sponsors of the Houston Rockets, and
they are known for purchasing the grand champion steer each year
at the Houston Livestock and Rodeo Show.

It wasn’t until McIngvale’s Always Think Big was published
(Dearborn Trade, 2002) that I was able to learn more about what
made Mattress Mack so successful. Always Think Big is the story
of Jim’s life experiences as they relate to his business and
includes the factors that contributed to his extraordinary accom-
plishments. The three principles of power—vision, passion, and
autonomy—are exemplified in his story. Jim McIngvale, who
personifies these three principles, outlines his vision for what he
intends to be the largest and most successful furniture store in
Houston, which he vigorously and passionately carries out
through a series of independent-minded and autonomous deci-
sions, acting against the advice of other professionals.

THE PRINCIPLE OF VISION

The principle of vision is a fundamental and essential component
of the three principles of power, as it provides the very foundation
that enables you to enjoy and exercise the other two precepts—
passion and autonomy. The principle of vision is a priceless trea-
sure for which there is no substitute because it enables us to see
where we are going long before we get there. Vision is the tool
that gives us the power to create our own destiny.

Jim McIngvale’s story of building the world’s most productive
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retail furniture store began with a vision. At the age of about 22,
Jim, who had played football in high school and college, yearned
to be like his father, “independent and self-reliant.” In Always
Think Big, Jim’s vision of the person he wanted to become and
what he wanted to do with his life had already begun. He states,
“The 30-year plan of going to work for someone else was never a
consideration for me. I’m an entrepreneur. I knew that I was going
to start and run my own business.”

Before going into the furniture business, however, Jim had suf-
fered a devastating setback in the health club industry. His love of
sports coupled with his entrepreneurial spirit led him to open six
health clubs in Dallas, Texas, within a five-year period. Jim recalls,
“Sometime after opening my third club, I realized I wasn’t paying
attention to my customers, couldn’t watch or examine the business
details, and failed to make many scheduled meetings.” It wasn’t
long after that the cash flow from the health clubs began to dry up,
and Jim knew that the stores were in trouble. He writes, “Finally,
when the cash could no longer be shuffled from club to club, and
from club to creditors at a satisfactory rate, I had to file for bank-
ruptcy protection. I was devastated.” To make matters even worse,
Jim was served with divorce papers by his wife’s attorney shortly
thereafter. The financial stress and pressure had not only ruined
him financially, but it had also ruined his family.

Jim McIngvale sold his car, broke the lease on his luxury apart-
ment, and moved back in with his parents, stripped not only of all
his worldly possessions, but also of his pride and self-esteem. He
began to sink into a dark state of despair and depression. He had
lost all hope and sense of purpose. His life became meaningless.
In his despondent state, Jim’s battered spirit suffered greater and
greater emotional trauma with each passing day. His love of life,
his dreams of success, his hope for a brighter future were all but
lost. In Always Think Big, Jim writes,

I spent days at a time without leaving my parent’s house.
I felt like a failure. When I looked in the mirror, I thought
to myself that I even looked like a failure. A mostly shy
and private person already, I was now becoming even
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more withdrawn. Talking became a burden. My depres-
sion began to feed on itself. The more depressed I got, the
less functional I became. The less functional I became,
the more depressed I got. It became a vicious cycle that
anyone who has suffered from depression knows all too
well. I had always had something to lift my spirits when
things weren’t going well—football, weight lifting, busi-
ness. Now I wasn’t sure what to do.

After several months of moping around his parent’s house,
Jim’s dad had finally had enough. Although he had tried to be
understanding of what Jim was going through, he decided that in
order for Jim to climb out of the hole of self-pity, he was going to
need a good kick in the pants. Actually, what he gave Jim was a
kick right out of the front door. That’s right. Just like a mother
bird, Jim’s dad pushed him right out of the nest to force him to
fly—or in this case, to get back on his feet. He gave him exactly
one week to find a place and get out.

The nudge Jim’s father gave him turned out to be just what he
needed. With very little money, Jim decided to approach his sister,
who was married and had a family to care for, about staying with
her for a few days until he could figure out what he wanted to do
with his life. The following Sunday morning while watching TV,
Oral Roberts happened to come on. Although Jim didn’t much care
for television evangelism, something was different on this day. It
seemed as though Oral Roberts was speaking directly to him:

Are you feeling as if you don’t have the power to change?
Do you feel as though you’ve lost control of your life?
What should you do about it? Many people feel this way.
The problem is, most people think small, and small results
are what they get. The solution is to always think big.
Think big and believe good things will happen. Think big
and strive to achieve greater things each day. You have the
choice. Think small and keep on getting small results, or
think big and strive for goals that stretch your limits.
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Oral Roberts’s message was exactly what Jim needed to hear at
that moment in his life. Jim had always been in the habit of think-
ing big and having vision, as he had with his health clubs. He had
just suffered a minor and temporary setback. That was all. It was
now time to get back on track. By the following Tuesday morn-
ing, he had already made up his mind about what he wanted to do.
From the time he was a small boy, Jim had always been fascinated
with furniture. He wasn’t sure where that fascination stemmed
from, but thought it probably had something to do with his
mother. She constantly rearranged the furniture in the house, and
from time to time, she bought new and unusual pieces with which
to decorate. Jim determined right away that if he was going to
open his own furniture store, he would first need to learn some-
thing about the business. He got a job at one of the local furniture
stores in Dallas as a salesman and began to immediately apply
himself to studying and learning everything he could about the
business. After only five months, Jim McIngvale became the top
sales producer in the store and was already planning his next
move, which was to open his own store.

Jim had firmly believed in the message Oral Roberts delivered
on that dark and lonely Sunday morning, the message of thinking
big. Jim had a plan. He had a vision of opening the most success-
ful furniture store in the city. The only problem was, he wasn’t
sure which city. He didn’t want to compete against his former
employer, who had given him an opportunity to prove himself. To
fulfill his dream of owning the most successful furniture store in
the city, that meant that it would have to be a different city. Jim
had heard that Houston was experiencing strong growth, so he
decided that’s where he would have the best chance of becoming
furniture king.

One of my all-time favorite quotes is by Zig Ziglar. He says,
“Go as far as you can see, and when you get there, you can always
see farther.” Think about Zig’s statement for a moment. While it is
simplistic in structure, it is profound in meaning. Imagine travel-
ing on a ship across the ocean and looking out across the vast
expanse of water to the point where the sky meets the ocean. It is
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referred to as the horizon. In this case, if you “go as far as you can
see,” you will travel on the ship to the point where you first saw the
horizon. As you travel closer to that specific point, however, you
realize that the horizon is now at a point beyond where you first
saw it; hence, “when you get there, you can always see farther.”

Zig Ziglar’s quote aptly applies to having a vision of what you
want to become or of how large you want to grow your real estate
business. You will naturally not have all of the answers when you
first start out. Your vision begins as a tiny seed. As you water and
nourish it, it will begin to grow. Just like the seed, your vision
needs food and nourishment. This means that in addition to being
a dreamer or a visionary, you must also be a doer. You must act on
your vision or it will never bear fruit. The more you act on achiev-
ing your dreams, the clearer they will become to you. As you take
steps toward fulfilling your vision, the vision will begin to crys-
tallize and become more well defined with each passing day. “Go
as far as you can see, and when you get there, you can always see
farther.”

That is exactly what Jim McIngvale did. He had a vision of own-
ing and operating the largest and most successful furniture store in
Houston. When Jim first started out, he didn’t have all the answers.
His vision was but a tiny seed. It was through his continued efforts
to nourish the seed that he was able to successfully achieve his
dream. With each passing day, Jim’s dream became more and more
vivid. It was beginning to take shape. The steps he needed to take to
solidify and fulfill his dream were becoming crystal clear. Jim’s
approach was to do absolutely everything he could to delight the
customer. His customers told him again and again that they didn’t
like having to wait four to six weeks for their furniture to be deliv-
ered, as was typical at other furniture stores. In Always Think Big,
Jim describes this important aspect of his vision:

The trickle of customers started to pick up over time, and
I learned immediately that delivering furniture when the
customer wants it had to become a Gallery promise. I
wanted Gallery to be totally committed to same day

■ The Complete Guide to Flipping Properties ■

■ 176 ■

10537_Berges_c11_f.qxd  9/22/03  10:16 AM  Page 176



delivery. This was an important anchor in my plan and
vision of how to succeed in the furniture business.

As Jim listened intently each and every day to what his cus-
tomers were telling him, he became absolutely convinced that the
same-day approach to delivering furniture was the key to his suc-
cess. Not only did Jim listen to his customers for information that
would help fuel the growth of his business, he also observed other
successful businesses to learn what steps they had taken to achieve
success. Regarding Southwest Airlines, Jim notes,

I had observed carefully and occasionally firsthand one
particular segment of Southwest Airlines’ approach to
customers and how they repeatedly turned around and
cleaned planes to meet schedules. I believed that South-
west’s approach to meeting schedules could be applied
to the furniture business. Even today, the practice of most
furniture stores is to take a customer’s order and deliver
it in about six, ten, or fifteen weeks. I knew that this gap
between purchase and delivery was disappointing and
frustrating to customers. Southwest Airlines cut out all
the frills and provided passengers with better, faster, and
cheaper service. Why not better, faster, and cheaper
delivery of furniture?

That is exactly what Jim “Mattress Mack” McIngvale did. He
had a vision of becoming the most successful store in Houston.
He didn’t start out with all of the answers, but by going as far as
he could see, he was always able to go farther when he got there.
Jim watered and nourished his vision by acting on the feedback
his customers were giving him and by observing other successful
business. Jim’s vision is no longer a dream. It has become a real-
ity. By acting on his intense vision, Gallery Furniture of Houston
now delivers furniture “better, faster, and cheaper” than any other
furniture store in the world. The first principle of power, the prin-
ciple of vision, enabled Jim McIngvale to achieve remarkable
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heights in the furniture business. This principle can no doubt
empower you to achieve extraordinary success in the real estate
business as well. To those who would dare to dream, and dream
big, Jim offers this wise counsel:

Dreams can be powerful motivators for taking action. . . .
Before you start to assemble your own plan and lessons
to follow, think about what you want. . . . Don’t hold
back. Let your dream evolve. Most people have to learn
how to dream again. When you were young, dreams
were a natural process. Try to reestablish your ability to
dream. Practice, practice, practice dreaming each day.

THE PRINCIPLE OF PASSION

Although having a vision is a good place to start, it is simply not
enough. You must be absolutely passionate about that vision. To
be passionate about a vision, an idea, or a cause means that you
feel very strongly about it. You believe in that idea or vision with
every fiber of your soul. In fact, you feel so strongly about your
vision or your dream that you are compelled to act on it. It is that
level of enthusiastic belief in a principle or idea that will enable
you to be successful.

A vision often starts as an idea or strong belief in something.
Over time it begins to take shape. The vision becomes more dis-
tinct and pronounced and as it does, your feelings about it begin
to intensify. They become so strong, in fact, that you begin to pur-
sue your dream with a passionate and zealous fervor. Jim “Mat-
tress Mack” McIngvale is a perfect example of one who pursues
his dreams with great passion. In Always Think Big, Jim asserts,

My plan and dedication to success was burning and pas-
sionate. I would sell furniture, move furniture around,
help deliver furniture, treat customers like royalty, and
think up ways to outsell the competition. . . . I spent
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every minute selling, selling, selling. Each day required
100 percent focus on and attention to customers. . . . I
had a powerful desire and determination to succeed.
What I possessed was deeper than a goal or destination.
I had a determination to be successful.

One of the benefits of being passionate about your vision is that
the enthusiasm you exert is often contagious. If you believe with
all your heart and soul in what you are trying to accomplish, that
belief will begin to be shared by others. When you are passionate
about your dreams, your actions tend to reflect a level of zeal and
fervor that others can’t help but notice. Although many of your
associates will share your beliefs, there are those who will have
no interest whatsoever in your ideas. While it is okay to share
your vision with others, be careful not to impose it on them. Writ-
ing of his own personal experience, Jim affirms,

One thing I learned through reading and observation is
that there is a degree of fanaticism in some individuals
that allows passion to actively destroy them in the long
run. . . . Over the years I have learned to back off when
others are smothered by my passion and determina-
tion. . . . I finally learned that not everyone can work at
my pace. So what? As long as they treat customers right,
delight them, and give Gallery their best, I can live with
it. It took me years to learn the lesson that everyone is dif-
ferent and to respect these differences.

I encourage you to adapt the second principle of power, the
principle of passion, in your pursuit of success. Believe with all
of your heart, might, mind, and soul in the principles for which
you stand. Transform your enthusiasm into determination and
focused action tempered by respect for others. The fervent appli-
cation of this principle has propelled many individuals to suc-
cess. The principle of passion can help you to achieve your
dreams.
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THE PRINCIPLE OF AUTONOMY

The principle of autonomy is a crucial component of the three
principles of power and is necessary to carry out and implement
the first two, the principles of vision and of passion. Autonomy
has to do with your ability to think and act independently of what
others may think of you or your ideas. While it is imperative that
you have a vision and are passionate about that vision, you must
be confident enough within yourself to carry out that vision
regardless of what others may say.

There are and will always be the naysayers of the world who will
tell you that what you are trying to achieve simply cannot be done.
They know because they have tried to do the same thing and have
failed. This is not to suggest that you completely disregard what
other people have to say. You should always be open-minded and
welcome the input of others. To be autonomous, however, means
that you are capable of making up your own mind. You listen to the
suggestions of others, objectively evaluate the information, and
then determine what course of action best fits your needs. In Always
Think Big, Jim McIngvale describes the approach of traditional fur-
niture establishments in delivering furniture and how he was told
time after time that his vision of “buy it today and we’ll deliver it
tonight” would never work. In Always Think Big, Jim writes,

Our competitors doubted that we could stick with the
same day delivery approach. Gallery did, and we con-
tinue to prove them wrong. We enjoy being able to
occasionally beat the customer to their home with their
new furniture. Even today the Gallery delivery truck is
waiting for some of our customers as they pull up to their
homes. What a treat!

There you have it. Time after time, Jim McIngvale’s competi-
tors told him that it just couldn’t be done. No one had succeeded
in doing it before, and Gallery Furniture wouldn’t be able to do it
now. If Jim had listened to all the well-respected so-called experts
in the furniture industry, he never would have succeeded in his
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dream to build the largest and most successful furniture store in
Houston. As it turns out, Jim was able to far surpass his original
goal by building the most successful furniture store in the world!

The third principle of power, the principle of autonomy, is vital
to your success in real estate. You must be able to think and act
independently of what others may advise. Don’t be afraid to stand
up for what you so passionately believe in—your visions, your
dreams, your aspirations. Business acquaintances, friends, and
even family members will tell you that it “just simply can’t be
done.” I encourage you to politely ignore their pessimistic remarks
and exercise your own free will. The ability to act autonomously is
what distinguishes a leader from a follower. You already have the
seed of leadership within you. Now you must water it and nourish
it. You can do that by standing up for the principles you so firmly
believe in. As you do, your leadership skills will grow, enabling
you to achieve your goals. Jim “Mattress Mack” McIngvale offers
this sage advice to those who dare to pursue their dreams in spite
of what others may say.

The principle of thinking big should be another part of
your personal plan. . . . If you believe that your body is
what it is fed, so is your mind. If your mind only thinks
small or is uncertain, then you will act accordingly. In
addition to doing the necessary small things, you should
also think big and think bold. Telling me that it was
impossible to adhere to my promise of same day delivery
was like a jump start to me. Instead of accepting the
naysayers’ views about furniture delivery, I made up my
mind to prove the doubters wrong. I never doubted that
Gallery could be the business that brings same day
delivery into the furniture industry. I refused to accept
the noise coming at me for being “foolish,” a “huckster,”
and “crazy dreamer.”

Surrendering to the doubters and naysayers would
have been easy. Surrendering or changing my big dream
was never an option. The pessimistic, negative, can’t-do-
it thinking of others required me to focus, pay attention to
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details, and to work around the clock. To me, pessimism,
small thinking, and ridicule are poisons to be avoided.

In summary, adapting the three principles of power into your
real estate investment strategy can mean the difference between
success and failure. First, you must have a clear and distinct vision
of what you want to achieve. While your vision may lack clarity
and detail initially, remember that as you work toward fulfilling it,
the vision will eventually become crystal clear as you draw closer
to accomplishing it. Once again, in the words of Zig Ziglar, “Go as
far as you can see, and when you get there, you can always see far-
ther.” Second, you must be passionate about your dreams and aspi-
rations to be successful. Your passion and enthusiasm for your
dreams demonstrate to others your level of commitment. Pursuing
your vision with passion and zeal is a manifestation to them that
you are indeed determined to succeed. Finally, you must be able to
act autonomously. You must break the shackles of dependence that
so easily bind the commoners. You have the power to set yourself
free! By incorporating the three principles of power—vision, pas-
sion, and autonomy—into your life, you will not only be able to
achieve your goals, but you will be able to far surpass them. Imple-
menting these principles will enable you to attain the highest level
of achievement of which you are capable. You will be empowered
to fulfill the measure of your creation, to reach your true potential,
and to enjoy the generous gifts life has to offer. Your capacity to
soar to magnificent heights far beyond the reach of the general
masses will become infinite in scope, unlimited in magnitude, and
vastly immeasurable by ordinary standards. You have the power
within you to create your destiny. I encourage you to apply these
principles in your life, for, by doing so, you will not only be able
to create your destiny, you will also be able to fulfill it.
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APPENDIX A

PROPERTY INSPECTION CHECKLIST

Date

Property Information: Seller’s Name
Address
Phone Number

For the Project: Project Name
Address
Other Information

INSTRUCTIONS: Inspect the project and carefully check whether
all items meet the project specifications. Initial in the space
marked Satisfactory if the item meets with your approval. If an
item is not satisfactory, describe the problem in the Comments
field. Add additional information where necessary. Modify the
list to fit your finish schedule. After work on the noted items has
been completed, you will need to make a second inspection and
initial in the last box for final approval.
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Item Satisfactory Comments Est Cost

Foyer

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Other

Dining Room

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Other

Living Room

Floors

Ceilings

Walls

Woodwork

Light fixtures

Windows

Doors
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Item Satisfactory Comments Est Cost

Trim moldings

Fireplace

Other

Kitchen

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Cabinets

Countertop

Sink

Oven and range

Hood and exhaust fan

Microwave

Dishwasher

Disposal

Trash compactor

Other

Breakfast Room

Floors

Ceilings

Walls

Light fixtures

Windows
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Item Satisfactory Comments Est Cost

Doors

Trim moldings

Other

Family Room

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Woodwork

Other

Powder Room

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Vanity

Toilet

Towel bar

Paper holder

Other
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Item Satisfactory Comments Est Cost

Utility Room

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Hot water heater

Furnace/heat pump

Washer hookup

Dryer hookup

Other

Master Bedroom

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Other

Master Bath

Floors

Ceilings
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Item Satisfactory Comments Est Cost

Walls

Light fixtures

Windows

Doors

Trim moldings

Vanity

Toilet

Whirlpool/garden tub

Shower

Shower door

Towel bar

Paper holder

Other

Bedroom 2

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Other

Bedroom 3

Floors

Ceilings

Walls

Light fixtures
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Item Satisfactory Comments Est Cost

Windows

Doors

Trim moldings

Other

Bedroom 4

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Other

Bedroom 5

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Other

Bath 2

Floors
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Item Satisfactory Comments Est Cost

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Vanity

Toilet

Shower

Shower door

Towel bar

Paper holder

Other

Bath 3

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Vanity

Toilet

Whirlpool/garden tub

Shower

Shower door

Towel bar

Paper holder

Other
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Item Satisfactory Comments Est Cost

Bath 4

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Vanity

Toilet

Whirlpool/garden tub

Shower

Shower door

Towel bar

Paper holder

Other

Hallway

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Other
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Item Satisfactory Comments Est Cost

Garage

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Garage door

Garage door opener

Storage area

Other

Study / Library

Floors

Ceilings

Walls

Light fixtures

Windows

Doors

Trim moldings

Other

Additional Room

Floors

Ceilings

Walls

Light fixtures

Windows
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Item Satisfactory Comments Est Cost

Doors

Trim moldings

Other

Exterior

Paint

Exterior veneer

Chimney

Roof

Doors

Walkways

Driveway

Light fixtures

Outlets

Vents, dryer, fans, etc.

Deck

Porches

Brick

Siding

Other

HVAC Equipment

Furnace

Air conditioner

Filters

Ducts and vents

Other

Electrical

Outlets
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Item Satisfactory Comments Est Cost

Wall switches

Wiring

Breaker panel

Circuit breakers

Other

Foundation

Concrete slab

Basement

Cracks

Settling

Evidence of leaks

Mold or mildew

Other

FIRST INSPECTION

Having inspected the project listed herein, except for those specific
items listed above, the Buyer accepts the project as is, in satisfac-
tory condition and understands the Buyer will not have a claim
against the Seller for any overlooked items not listed above that
could have been seen in the Buyer’s inspection. The Buyer has 
discussed the specific items with the Seller and understands that the
Seller makes no guarantees or warranties other than those that are
stated in the contract documents.

Seller’s Signature Date

Buyer’s Signature Date
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APPENDIX B

OWNER AND SUBCONTRACTOR
AGREEMENT

THIS AGREEMENT, Made as of January 2, in the Year of 2004.

Between the Owner: Mr. H. A. Stephens
1234 N. Main St.
(555) 555-5555

And the Subcontractor: Cool’s Air Conditioning Service
License #123456
1234 S. Main St.
(555) 555-4444

For the Project: Sample A/C Project
4321 E. Main St.

ARTICLE 1. SCOPE OF WORK

1.1 Subcontractor has heretofore entered into a contract with
said Owner to furnish all labor, materials and equipment to per-
form all work described below according to the construction doc-
uments.
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ARTICLE 2. PAYMENT TERMS

2.1 The Owner agrees to pay the Subcontractor within 14 days
after the completion of the work and payment by the owner for
such work.

2.2 Subcontractor understands and agrees that progress pay-
ment requests shall be written and given to the owner before
Wednesday for payment on the following Friday. All work 
for the portion requested must be completed prior to the request
for payment. The Owner will request a draw and payment will
be made to the Subcontractor after the draw is received. Please
note that a certificate of Workmen’s Compensation Insurance
must be received before the first payment is made or the Owner
will hold a percentage needed to cover the labor portion of 
the job.

2.3 The Total Contract Amount shall be $3687.00

ARTICLE 3. TIME OF COMPLETION

3.1 Subcontractor shall keep both an adequate size and properly
trained crew on the job site so as to complete the project within 30
days and work within the project schedule.

ARTICLE 4. CHANGE ORDERS

4.1 Subcontractor understands and agrees that no change orders
or contract additions will be made unless agreed to in writing by
Owner. If any additional work is performed and not covered in
this contract, the Subcontractor proceeds at his own risk and
expense. No alterations, additions, or small changes can be made
in the work or method of the performance, without the written
change order signed by the owner and Subcontractor.
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ARTICLE 5. CLEANUP

5.1 Subcontractor will be responsible for cleaning up the job on
a daily basis, including all generated construction debris, drink
cans, food wrappers, and/or other trash. If it becomes necessary,
the Subcontractor will be back-charged for appropriate cleanup
by deducting cleanup costs from payments.

ARTICLE 6. TAXES AND PERMITS

6.1 The Subcontractor understands and agrees to be responsible
for all taxes, fees, and expenses imposed directly or indirectly for
its work, labor, material, and services required to fulfill this con-
tract. The Subcontractor is responsible for all permits pertaining
to the law, ordinances, and regulations where the work is per-
formed.

ARTICLE 7. INSURANCE

7.1 The Subcontractor shall maintain, at his own expense, full
and complete insurance on its work until final approval of the
work described in the contract. The Subcontractor shall not hold
the Owner liable for any and all costs, damages, fees, and
expenses from any claims arising on the project. Failure of the
Subcontractor to maintain appropriate insurance coverage may
deem a material breach, allowing the Owner to terminate this con-
tract or to provide insurance at the Subcontractor’s expense.

ARTICLE 8. LIQUIDATED DAMAGES

8.1 If the project is not substantially completed on the stated
completion date, the Subcontractor shall pay to the Owner the
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sum of $100 per day for each calendar day of inexcusable delay
until the work is substantially completed, as liquidated damages.

ARTICLE 9. WARRANTY

9.1 Subcontractor shall warranty all labor, materials, and equip-
ment furnished on the project for one year against defects in
workmanship or materials utilized. The manufacturer’s warranty
will prevail. No legal action of any kind relating to the project,
project performance, or this contract shall be initiated by either
party against the other party after five years beyond the comple-
tion of the project or cessation of work.

ARTICLE 10. HAZARDOUS MATERIALS, WASTE, AND ASBESTOS

10.1 Both parties agree that dealing with hazardous materials,
waste, or asbestos requires specialized training, processes, pre-
cautions, and licenses. Therefore, unless the scope of this agree-
ment includes the specific handling, disturbance, removal, or
transportation of hazardous materials, waste, or asbestos, upon
discovery of such hazardous materials the Subcontractor shall
notify the Owner immediately and allow the Owner to contract
with a properly licensed and qualified hazardous material
owner.

ARTICLE 11. ARBITRATION OF DISPUTES

11.1 Any controversy or claim arising out of or relating to this
contract, or the breach thereof, shall be settled by arbitration
administered by the American Arbitration Association under its
Construction Industry Arbitration Rules, and judgment on the
award rendered by the arbitrator(s) may be entered in any court
having jurisdiction thereof.
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ARTICLE 12. ATTORNEY FEES

12.1 In the event of any arbitration or litigation relating to the
project, project performance or this contract, the prevailing party
shall be entitled to reasonable attorney fees, costs, and expenses.

ARTICLE 13. ACCEPTANCE

WITNESS our hand and seal on this day of ,
20 .

Signed in the presence of:

Owner’s Name Date

Subcontractor’s Name Date
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APPENDIX C

SAMPLE REAL ESTATE FORMS
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APPENDIX D

SAMPLE PERSONAL
FINANCIAL STATEMENT
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APPENDIX E

WWW.THEVALUEPLAY.COM

Current ordering information for The Value Play Rehab Analyzer
can be found at www.thevalueplay.com.

INSPIRATIONAL QUOTES AND STORIES

Although many of the inspirational quotes and stories are taken
from the author’s personal favorites and life experiences, material
submitted by readers is welcomed. If you would like to submit
one or more of your favorite inspirational quotes and/or stories for
use in a future book, please visit the web site address located at
www.thevalueplay.com. Anything submitted through this site will
be considered by the author for possible future use. Proper credit
will be given to contributors whose quotes or stories are used in
future books.
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APPENDIX F

WWW.SYMPHONY-HOMES.COM

For information regarding Symphony Homes, please log on to our
web site at www.symphony-homes.com.
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Average monthly rent, 102

Backdoor exits, 119–121
Broadcast fax, 59
Business plan, 20, 21, 136–137
Buy-and-hold strategy, 25, 26,

27

Capital gains, 11, 12
Capitalization rate, 32, 97,

102
Cash flow, 3, 12, 68
Cash flow analysis, 3, 12, 68
Classified ads, 45
Classified advertising, 49, 50
Clearly defined objectives, 20,

21
Closing process, 2, 27,

142–148
Concessions, 121
Conventional mortgages, 127
Cost approach, 66, 67
Credit score, 137–140

Dealer, 13, 14, 15, 16, 17, 18,
20

Direct mail, 57

Entry strategy, 21
Escape clauses, 119
Exit strategy, 23

Financial statements, 2, 69
Financing, 127–135
Flipper, 13–19
Flipping, 1, 2, 4, 6, 11, 13, 18,

20, 22, 25, 33, 35, 48, 65,
82, 128, 135, 150, 166, 167

For sale by owners, 45, 49, 52,
60–61

Foreclosures, 17, 45, 46, 62

Handyman, 48, 49, 152
HELOC, 6, 131

Income capitalization approach,
66, 68, 69, 82, 95
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Inspection, 23, 36, 38, 39, 40,
85, 86, 120, 122

Intermediate-term investors, 12
Internal rate of return, 103
IRR, 103

Leverage, 6, 7, 20
Local bank, 85, 128, 130, 131
Long-term investors, 12

Marketing strategies, 56–59
Model, 2, 3, 19, 75, 78, 79, 82,

137
Money-talks approach, 123
Mortgage brokers, 129
Multifamily, 3, 31, 52
Multiple Listing Service, 33,

52, 164

OPM, 6
Office manager, 151, 152
Options, 13, 19, 20, 45
Other people’s money, 6, 7
Owner financing, 133

Partnerships, 135
Postentry strategy, 21, 22, 23
Preplanning, 163
Price range, 35
Profit margins, 11
Property location, 33, 34
Property’s physical condition,

35–40
Proprietary model, 3, 75

Real estate agents, 45–49
Real estate investment clubs,

45, 46, 54

Real estate owned, 16, 17
Real estate portfolio, 2, 3, 4,

11, 25, 29
Real estate publications, 51
Red herring technique, 122
Refinance Analyzer, 103,

105
Rehab manager, 152
REO, 16, 55
Retailer, 13, 14, 15, 16, 17, 18,

20, 22, 23, 25–26, 31, 32,
33, 35

ROI, 81, 102, 109
Roofs, 37

Sale price calculations,
80–81

Sales comparison approach,
66, 70

Scout, 13–15, 17, 18, 20, 22
Seller motivation, 115–119
Settlement statements, 142
Sewer lines, 37, 38
Short-term investors, 12
Single family, 1, 3, 19, 22, 25,

31, 32, 46, 48, 52, 65, 67,
71

Symphony Homes, 19, 40, 42,
94, 114, 123

Time horizon, 5, 13
Title company, 143, 152,

154
Title report, 142
Transfer tax, 143, 152

Underwriting guidelines, 2, 90,
140
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Vacant properties, 45, 61, 62
Value play, 2, 19, 25, 26, 29,

30–31, 41, 42
Value Play Rehab Analyzer,

The, 75, 82, 90–92

Value play selection process,
31

Value play strategy, 25–31

Web sites, 45, 51, 52

■ Index ■

■ 229 ■

10537_Berges_bindex_f.qxd  9/22/03  9:56 AM  Page 229


	THE COMPLETE
GUIDE TO
 FLIPPING 
PROPERTIES
	THE COMPLETE 
GUIDE TO 
FLIPPING 
PROPERTIES
	Copyright
	CONTENTS
	ACKNOWLEDGMENTS

	Chapter 1 Introduction
	BACKGROUND
	REAL ESTATE: A SOUND INVESTMENT
	LEVERAGE: THE OPM PRINCIPLE
	ECONOMIC HOUSING OUTLOOK FOR THE NEXT DECADE

	Chapter 2 Flipping Properties Defined
	THREE PRIMARY CLASSES OF FLIPPERS
	Scouts
	Dealers
	Retailers

	USING OPTIONS TO FLIP PROPERTIES
	CLEARLY DEFINED OBJECTIVES
	Entry Strategy
	Postentry Strategy
	Exit Strategy


	Chapter 3 The Value Play Strategy
	BUY- AND- HOLD STRATEGY
	THE VALUE PLAY STRATEGY
	THE VALUE PLAY SELECTION PROCESS
	Property Location
	Price Range
	Physical Condition


	Chapter 4 Ten Ways to Locate Properties
	REAL ESTATE AGENTS
	CLASSIFIED ADVERTISING
	REAL ESTATE PUBLICATIONS
	LOCAL AND NATIONAL WEB SITES
	REAL ESTATE INVESTMENT CLUBS
	BANK REOs
	MARKETING
	FOR SALE BY OWNERS ( FSBOs)
	VACANT PROPERTIES
	FORECLOSURES

	Chapter 5 Valuation Methodologies
	HOW TO KNOW HOW MUCH IS TOO MUCH
	VALUATION METHODOLOGIES
	Replacement Cost Approach
	Income Capitalization Approach
	Sales Comparison Approach


	Chapter 6 Financial Analysis
	THE TEXAS TWO- STEP
	MULTIPLY YOUR EFFORTS BY 22
	FROM RESIDENTIAL TO COMMERCIAL

	Chapter 7 Seven Steps of Successful Negotiations
	THE PSYCHOLOGY OF NEGOTIATING
	COMPREHENSIVE KNOWLEDGE OF MARKET
	DEGREE OF SELLER¡¯S MOTIVATION
	BACKDOOR EXITS
	CONCESSIONS
	THE RED HERRING TECHNIQUE
	THE MONEY- TALKS APPROACH

	Chapter 8 Financing and Closing Considerations
	CONVENTIONAL MORTGAGES
	MORTGAGE BROKERS
	LOCAL BANKS
	LINES OF CREDIT
	OWNER FINANCING
	PARTNERSHIPS
	YOUR BUSINESS PLAN
	WHAT EVERY BORROWER SHOULD KNOW ABOUT CREDIT SCORES
	UNDERWRITING GUIDELINES
	THE CLOSING PROCESS

	Chapter 9 Assemble a Winning Team of Professionals
	SCOUTS AND/ OR DEALERS
	OFFICE MANAGER
	PROPERTY REHAB MANAGER
	LOCAL LENDER OR MORTGAGE BROKER
	REAL ESTATE ATTORNEY
	TITLE COMPANY
	REAL ESTATE AGENTS

	Chapter 10 Three Keys to Maximizing Your Potential
	POSTENTRY PLANNING
	DOING IT YOURSELF VERSUS HIRING IT OUT
	INCREASING YOUR PROPERTY¡¯S MARKETABILITY
	Preplanning
	Heightening Visibility through the MLS
	Offering a Marketable Product
	Competitive Pricing
	Offering Incentives

	SUMMARY

	Chapter 11 The Three Principles of Power
	THE PRINCIPLE OF VISION
	THE PRINCIPLE OF PASSION
	THE PRINCIPLE OF AUTONOMY

	Appendix A Property Inspection Checklist
	Appendix B Owner and Subcontractor Agreement
	AGREEMENT
	ARTICLE 1. SCOPE WORK
	ARTICLE 2. PAYMENT TERMS
	ARTICLE 3. TIME COMPLETION
	ARTICLE 4. CHANGE ORDERS
	ARTICLE 5. CLEANUP
	ARTICLE 6. TAXES PERMITS
	ARTICLE 7. INSURANCE
	ARTICLE 8. LIQUIDATED DAMAGES
	ARTICLE 9. WARRANTY
	ARTICLE 10. HAZARDOUS MATERIALS, WASTE, ASBESTOS
	ARTICLE 11. ARBITRATION DISPUTES
	ARTICLE 12. ATTORNEY FEES
	ARTICLE 13. ACCEPTANCE


	Appendix C Sample Real Estate Forms
	Appendix D Sample Personal Financial Statement
	Appendix E www.thevalueplay.com
	INSPIRATIONAL QUOTES AND STORIES

	Appendix F www.symphony-homes.com
	INDEX




