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After facing a learning disability and a brain tumor, I now dedicate this book

to everyone who has overcome tremendous challenges in their own life.

This is for you.




PROLOGUE TO THE SECOND EDITION



Since Buy It, Rent It, Profit! was first published in 2009, much has changed in the real estate world.

When I first started writing this book, my goal was to simply share my personal experience and the tools I used to achieve real estate investment success, because I truly believe that if I can achieve this, anyone with the same passion, conviction, determination, and perseverance can achieve this success, too. Imagine my happiness when this book became a top seller, exceeding my wildest expectations. Since the book was released, I have been fortunate enough to travel the country sharing my methods and systems with individuals and businesses. I have relaunched my website, www.landlordacademy.com, to offer even more information and training to those who are serious about taking their businesses to the next level. I even offer private, one-on-one coaching to those who want to fast-track their success. And along the way, my efforts continue to be validated. This book is now featured as a reading resource on Wikipedia’s property management page.

But this has not been an easy journey, and with success comes survival. The difference between the first edition of this book and the one you’re holding in your hands is the word “survival” in the very literal sense. Just as my book hit stores in early 2009, the financial markets (and the real estate market, specifically) imploded right before our eyes. Millions of Americans found themselves underwater and overextended on their homes. My home state of Florida had some of the highest foreclosure levels. It was a scary time. But luckily, because of the careful, rigorous formula for evaluating and maintaining properties that I laid out in this book, my business was largely able to weather the financial storm, as were so many of my Landlord Academy students.

If wading through the Florida real estate market crash wasn’t bad enough, I had even more to survive—literally. In 2012, I was diagnosed with a deadly brain tumor and subsequently underwent a risky operation in a desperate bid by doctors to save my life. The tumor was so aggressive (and the surgery so risky) that many on my medical team advised me not to go forward with it because of the possibility of permanent brain damage or even death. But thankfully, due to the efforts of the great medical team at Tampa General Hospital, my brain tumor was successfully removed.

Little did I know, my journey to restoration was just beginning. Postsurgery, I had to learn to talk, walk, and even brush my teeth again through daily physical rehabilitation. It was a most difficult, exhausting, and frustrating time. Never did I think that on the cusp of turning forty years old, I would be starting all over. Slowly I relearned the basic life fundamentals, got back into a personal and professional groove, and began my return to the business that I love. I started coaching again, and then eventually giving lectures, advising hedge funds, consulting, and setting up training programs for real estate companies.

Getting back into what I enjoy doing has helped me heal tremendously, just by being with people again and collectively sharing our experiences. I learn from others as much as they learn from me because, as it is written, iron sharpens iron. I am bringing all of my experiences not only to my books but also to my website, podcasts, Periscopes, and a new feature on my interactive website where you can chat with me to get your answers in real time.

Recovering from a health crisis also has reminded me to get back to the basics in life. When things are going well, we often lose sight of our foundation and those core principles that help us weather any storm or tragedy. And I think the same is true in real estate. As the economy improves, I see that, slowly but surely, we are getting away from the basics we implemented to help us survive the worst economic downturn in our country since the Great Depression.

One of my main concerns is that most real estate books are built on the premise of a “get rich quick” philosophy. True enough, real estate has made its fair share of instant millionaires, but for the most part, those success stories are few and far between. With the very favorable economic conditions we saw during the real estate boom of the early 2000s, it seemed as though everyone had a success story, and it was easy to see why people jumped on the “get rich quick” bandwagon. The unfortunate part is that a lot of individuals got a false sense of confidence in their ability to invest in real estate and lost sight of the fundamentals. This leads me to believe that most of the success stories were spurred more by favorable economic conditions than a true understanding of the business of real estate. And as today’s economic conditions continue to improve and inch toward precrash levels, I believe the same mistakes could be just around the corner.

In many real estate books, there is only very general information provided about a certain sector of real estate investing. This leaves the reader or entrepreneur with little understanding of the actual systems that he or she must implement in order to be as successful as the “expert” who wrote the book. Whatever your job may be, you understand that general theories and success stories alone are not enough to provide the success we are all seeking. The reason is that, in order to be successful, you have to learn how to run your investment like a business. Yes, that’s right—a business. Real estate investing is not about jumping on the latest trends or following the latest infomercial touting the latest greatest way to make a million fast. Success in real estate investing is about learning core principles so that you can establish foundational systems in your business. And that leads me to one of the key reasons I wanted to write the revision of this book: to get back to the fundamentals.

The good news is that, even though my book continued to sell during the Great Recession, if you decide to start investing in real estate today, your path will likely be much less difficult than it would have been had you started seven or eight years ago. And the great news is that if you implement the systems in this book, you can practically put your success on autopilot. That’s not to say that it will be easy—because nothing worth having ever comes without hard work—but I can guarantee you that you will not experience the frustration of not knowing what to do, which can be the most crippling part of starting a new business.

“Success is neither magical nor mysterious. Success is the natural consequence of consistently applying the basic fundamentals.”

JIM ROHN

This book has been updated throughout, but there is also some entirely new material in this edition, including a chapter on the technological advancements that will make running your business more efficient than you ever thought possible—even if you’re a one-man show. I’ll be honest: technology and the millions of apps available to smartphone users are not exactly in my comfort zone. And if you would prefer to use paper systems, those are in this book, too. But I also have to admit that the apps I tout here have drastically changed the way I do business—for the better. Technology—which includes the time—and money-saving apps that I now cannot live without—has reduced my administrative workload by 80 percent. I am not a techie by any stretch of the imagination, but I have become one of the biggest ambassadors for proven technology that will help you as a landlord and real estate investor.

I also added a Q&A based on frequent questions and feedback from readers who read the first edition of Buy It, Rent It, Profit! and had specific questions for me about how to implement these systems in their own investments. Because you are holding this book, I want you to know that you are one of my biggest inspirations and motivations, so please keep your questions and comments coming! The positive feedback from the readers who utilized the forms in the first book was overwhelming. It is my hope that these forms, along with the new chapters, will help you by giving you the tools you need to be successful in real estate investing.

I cannot close this intro without more great news. During this time of great uncertainty, I met my soul mate and in 2014 married her: Dr. Lacy (Hiltbrand) Chavis, a child psychologist who specializes in pediatric trauma at the Johns Hopkins All Children’s Hospital in St. Petersburg, Florida. Lacy stood by my side through thick and thin, and in 2015 we welcomed into the world our pride, joy, and biggest blessing, Naomi Grace Chavis.

In the interest of our shared desire to continue to live the best life we have been blessed with—especially when we are all put through the fire—it is my sincere hope that I can help you not only to survive but to actually thrive in the real estate investment world. I am living proof it can be done.

Sincerely,

Bryan Chavis (2017)
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PART I



YOU CAN BUILD WEALTH THROUGH REAL ESTATE


ONE



INVEST IN YOUR FUTURE



How You Can Become Wealthy as a Landlord

Gold slippeth away from the man who invests it in businesses or purposes with which he is not familiar or which are not approved by those who are skilled in its keep.

—The Richest Man in Babylon

We are all looking for ways to get wealthy. Some people might not state this so bluntly, but let’s face it—we all crave the security that money can bring. But it’s important to note that wealth doesn’t have to mean greed. Wealth can buy you more time off to spend with your family, good education for your children, better health care, and the freedom to live the life you want to live.

Wealth to me means freedom. I want to have enough money to take time off to travel with my wife. I want to be able to help my parents live out their retirement years in comfort. And I want to give back to my community, particularly to help at-risk children have opportunities to make something out of their lives. All this takes time and money. Money buys me this time, and it provides me with these things that are so important to me.

The bookstore shelves are lined with titles that promise to reveal the “secrets to success.” I was once one of those staring at a wall of titles and wondering which one would help get me to the place I wanted to be. If you’re anything like me, you’ve probably already learned what makes the “millionaire next door” tick and how to “think and grow rich.” These are great motivational books—they help you figure out what path you want to take toward building your own life of financial security and freedom. But if you’ve picked up this book, you probably want something more . . . specific advice on how to build that wealth through one of the smartest methods around: real estate.

I’ve been working in the apartment industry, where I received my Certified Apartment Manager (CAM) designation, for more than twenty years, first as a manager of large rental complexes and later as an owner. I’ve worked on every type of property—from single-family homes to thousand-unit apartment buildings, and just about everything in between. Several years ago, before the first edition of Buy It, Rent It, Profit! was published, I decided to put all the advice, systems, and “best practices” I’ve developed over the years into a book and seminar series called The Landlord Academy (www.landlordacademy.com). After working in real estate for so long, I had grown really dissatisfied by what I’d seen in the marketplace and by all of these speakers blowing into town to host seminars on how to get rich in real estate. Typically, they had a line out the door of people looking for advice, but I knew that those so-called experts were just opportunists who were taking advantage of people who legitimately wanted to create wealth through real estate. Almost everything they were teaching people about successfully investing in real estate was wrong, and I made it my mission to show people the right way.

I was going around to real estate associations and sharing my information with their members. At one of them, I met a guy who was a manager at Kinko’s. He let me use his store’s broom closet to host my own small meetings, and that was the beginning of my company, which came to be called The Landlord Academy. Meanwhile, I had also written a manual that would guide real estate professionals through every step of the investment process, including how to run their properties on a day-to-day basis and treat every investment like a business. It was called the Landlord’s Operations Manual, and I was selling it directly from that Kinko’s broom closet and out of the trunk of my car.

That manual ultimately became the basis for the book you now hold in your hands. When Touchstone (part of Simon & Schuster) first agreed to publish Buy It, Rent It, Profit!, they started with just a tiny printing. It was 2009, the world was in the throes of an economic crisis, and of course the real estate sector had been hit especially hard. The good people at Simon & Schuster were probably more than a little apprehensive about how well a book on real estate investing would sell during the Great Recession (in fact, my editor later confessed as much!). But I knew the answer: The principles, strategies, and systems I teach in this book are time tested, and they work in any economy. And sure enough, that small first printing turned into a dozen more reprints, and Buy It, Rent It, Profit! became a category bestseller on Amazon. Since then, through the book, my website, and many, many speaking engagements (in rooms much larger than a broom closet, thankfully), I’ve trained hundreds of thousands of would-be rental property owners, some of whom have gone on to be property moguls in their own right. Our academy has become one of the industry’s leading consulting and coaching programs.

And the good news is that, in order to be successful, you don’t have to have a hundred units—a single-family home or a duplex is just as viable for your first move as a rental investor. And, as I’ll show you, it’s a heck of a lot safer to hang on to property for the long term than to try to work the market with risky “fix-it-and-flip-it” schemes. That’s part of the reason so many investors got in trouble in 2008. The beauty of rental investing is that you can choose the steps you want to take and decide when you are ready to take them. The key, of course, is performing your SEOTA (my own method for evaluating the right rental properties, which you’ll learn in this book) and allowing this process to help you choose wisely. I’ll give you all the tools, checklists, and operating systems you will need to make that first choice with confidence. That is my commitment to you. And I also promise that these principles will work every time, no matter what the current economic state is. Read on to learn how Mitchell and Thelma, two of my Landlord Academy success-story clients, put these systems into practice and used them to succeed even in the midst of the market crash.



MITCHELL AND THELMA’S STORY



Mitchell and his wife, Thelma, attended several of my Landlord Academy training courses around 2004. They were recently married with two young children, and were looking for a way to build wealth. Their financial state was OK (but not perfect) when they came to me. They both had steady jobs (though neither was pulling in the big bucks) and they had decent credit (with some outstanding credit card debt). But they also had a dream for the future: They wanted their kids to go to college (something neither of them had done), they wanted to be able to offer some security to their parents, and they had decided the 401(k)s they contributed to at work weren’t going to get them where they wanted to go fast enough. They wanted to take their financial destiny into their own hands.

Mitchell and Thelma were living in an apartment and needed more space for their growing family. As a two-income family, they decided they were ready to buy a home. However, after attending some of my classes, they were excited to start their rental investment portfolio and were unsure if they should use their limited funds to buy a new home for their family, or continue to live in their apartment and buy a home to rent out.

I get questions like this all the time. I usually suggest this: Why not do both? Why don’t you buy a rental property in which you can live and rent out the other units to help pay down the debt you’ll be taking on?

Mitchell and Thelma had been looking at single-family homes in the $240,000 price range. I suggested that they explore buying a duplex for the same amount. They could live in one apartment and rent out the other apartment in the building to help defray the cost of the mortgage. The rental income would get them started on their journey to real estate wealth, and the family would have a larger place to live in.

Mitchell called me a few months later to report that while the lure of that bigger, more expensive home had been powerful, they’d resisted the temptation. They thought about their long-term plans and realized that this first investment move needed to be a wise one. Buying a more expensive home would be okay. It would appreciate in value, and they would have some equity to use in the future for college or a real estate investment. But by buying a duplex instead, they would advance two moves, rather than one. They might not have some of the upgrades found in the more expensive home, but they would have more space to live in and an income-producing rental unit. If they had bought the single-family home to live in, they would have had to save up more money or wait a few years for the equity to build up to use to buy a rental property. Mitchell and Thelma had just accelerated their journey to wealth.

They were smart in another sense as well. Now that they had a rental property, they used The Landlord Academy as a resource to get the training, operations manuals, and forms they needed to manage this rental profitably and legally. They took their first step seriously. It always amazes me when I see people put their entire savings at risk by buying a rental property without getting some training on how to run that property. The time and money you spend in training to be a landlord and researching the best property-management systems (whether you take a class, or you use the guidance offered in this book) will pay off tenfold. For Mitchell and Thelma, the price of enrolling in my Landlord Academy was far less than the cost of one eviction! You can use the same methods Mitchell learned in class by using the processes and forms you find in this book to purchase and operate your own rental property. Mitchell and Thelma found that by using tried and true methods of operation, they were spending less time running the place than they once did worrying about their financial future.

Mitchell and Thelma knew why their goal of wealth was so important to them. They wanted to be able to pay for their kids’ educations. They didn’t want to work second jobs to earn more, because they wanted to remain actively engaged in their kids’ lives. And they wanted to have enough of a financial cushion to assist family members who might need assistance down the line. They wisely chose real estate as their method of achieving wealth. Then they were smart enough to find a step-by-step system to follow. This book will give you the tools to do the same thing.



WHAT ABOUT MY CREDIT?

Are you thinking that you might as well put this book down now, because you don’t have good enough credit to get a loan? Don’t do it! When I started my real estate journey, my credit score was a shaky 582! One of the smartest things I did was immediately get some advice on improving my credit. As I was planning my path to wealth and educating myself on real estate investing, I was also taking small but steady steps to improve my credit. By the time I was ready to make an investment move, my credit had improved dramatically.

The worst thing you can do if you have less than desirable credit is wait to do something about it. There are many companies that can help you improve your credit, as well as some simple steps you can take on your own. I’ll talk more about improving your credit in chapter 6. So, don’t be discouraged if your credit isn’t stellar right at this moment—you can still become a successful real estate investor. For a list of creditable credit repair services, visit landlordacademy.com.





YOU CAN HAVE IT ALL—WITHIN REASON



Mitchell and Thelma decided that purchasing a single-family home wasn’t the be-all and end-all for them at that moment. While that remained a desire, they were willing to put off realizing that dream for a while. They knew that if they acted strategically, eventually they’d be able to own a much nicer single-family home.

What really convinced them that buying the duplex and renting the other unit was the wisest choice for them was that they understood and put to use the basic principle of leverage—using other people’s money to purchase an asset. We will talk more about the power and potential drawbacks of leverage later on, but for now you need to understand only that their down payment entitled them to own an investment valued at $240,000. In other words, they put a small percentage down and got to own a much more valuable property because the bank loaned them the rest of the value of that property. If you were going to make your riches in the stock market, to buy $240,000 of stock, you would have to write a check for $240,000! In real estate, you have to have only a portion of the purchase price in cash. The rest is loaned to you by a bank. Real estate is one of the few investment paths you can take that allows average people like you and me (who don’t have huge trust funds to get started with) in the door. In addition, your property will also appreciate in value. Let’s look again at Mitchell and Thelma to see several benefits of investing in rental properties.

The Benefits of Mitchell and Thelma’s Investment

• The monthly mortgage of $1,350 that Mitchell and Thelma assumed with their first property was more than they had been paying before, but they had a tenant who was paying $850 a month to lease the smaller two-bedroom unit in the duplex. So, in effect, they were paying only $500 a month of their own money on the mortgage. That was far less than they had paid previously in rent. They were actually again using other people’s money—in this case, their tenant’s rent payments—to pay down the debt on the property.

• As the mortgage balance decreases over time, they can refinance to have lower payments—until eventually the property is paid off. The rent Mitchell and Thelma collect (which has risen, and is likely to continue to rise over time) will eventually be equal to or greater than their monthly mortgage payment. Eventually, once that balance is paid off, they will be making a profit each month in addition to being free and clear of that original debt.

• The appraised value of Mitchell and Thelma’s property will also continue to increase. Whenever they decide to sell the place, they will see an increase in their investment, which they can use to reinvest in other properties.

• Perhaps just as important, they will benefit from 3-D tax advantages—deductible, depreciable, and deferrable. I’ll address each of these in more depth later on, but for now, keep in mind all these benefits of investing in rental property.



MITCHELL AND THELMA TODAY



Because Mitchell and Thelma followed my Strategic Evaluation of a Target Area (SEOTA) process to pick the right investment property (which we’ll learn about later in the book), they were able to locate the right rental investment for themselves in a desirable neighborhood. As the value of the property increased, so did the rents in the area. (If they’d bought a single-family home, all they would have gotten was the theoretical increase in value of the property and no actual increase in cash flow.) After a year, they were able to get an additional fifty dollars a month for the unit. Over time, that $850 two-bedroom unit was able to command a nice, even $1,000 a month: That meant only $350 of their monthly mortgage had to come from their own income.

Mitchell and Thelma decided the benefits of rental property ownership were so great, they bought a small apartment complex with the money they had saved by renting out the second unit in their first building and using some of the equity that had built up.

When they began eyeing other investments, they reached out to me again because they noticed a new trend in the market: Everyone was buying properties with “no money down.” I had noticed it, too.

Right before the housing market crashed, the U.S. economy looked incredibly robust, but something just didn’t feel right. I believed it was all falsified, just an illusion created by Wall Street. It was funny money. They were packaging loans and products, and giving people money who really couldn’t afford it, and I was seeing it firsthand. I had a tenant who worked as a cashier at my local grocery store—a woman who could barely make rent every month—invite me to a barbecue at her new house after she secured financing from a lender.

I saw this game of shells and knew that at some point it all had to come crashing down. So when Mitchell and Thelma asked me how they should go into their next investment, I said to be smart and put a little more money down. I told them things wouldn’t always be as rosy as they seemed now, so they needed to think about the future. Even though the downturn hadn’t hit when we were having that discussion, the truth is that the possibility of a downturn always exists. Real estate markets are cyclical—there are highs and lows—and I told them that the best thing they could do as investors was to prepare for the lows, even when things were going well. I told them to give themselves some wiggle room, just in case.

Even though they didn’t want to do that, Mitchell and Thelma had trusted my teachings up to that point, so they decided to follow my advice. They put a little bit more money down, so just in case rents went from $1,000 to $700, they wouldn’t have to fold and foreclose. And that is exactly what happened. When people couldn’t afford to pay their rent on time, all the investors started going to foreclosure because their “zero-money-down” financing had sent their mortgage payments sky high. But not Thelma and Mitchell. They were able to survive by allowing the rent to go from $1,000 to $750 and still stay afloat. Sure, they had to cut some things and they had to lean up a little bit. But they didn’t have to turn their property back over to the bank like the rest of the nation did.

The best part? Because Mitchell and Thelma leveraged that deal properly, they were in a position to weather the financial storm, and when the sun came back out they were able to look around and make a careful assessment. They saw all the foreclosures going up right in their own neighborhood, and they were able to pull equity out of some of their investments to buy some of those distressed properties on the cheap.

Mitchell and Thelma already knew their neighborhood, so they recognized the good deals when they saw them. And even though rents were still around $750, their overall profits were high because they were picking up properties for less than half of what they had been priced the year before. Because they continued to follow the systems in this book, there were opportunities all around them.

Today, more than ten years after they first became Landlord Academy students, Mitchell and Thelma have sold that first duplex, purchased a six-unit apartment complex, and are in negotiation to purchase a twenty-four-unit property. Mitchell has left his job with the parks and recreation department to oversee the operations at their mini real estate empire. By thinking strategically about their goals and the path to achieve them, today Mitchell and Thelma have a net worth of $1.2 million. Not bad!

Mitchell and Thelma’s story is not unique. I’ve worked with hundreds of individuals who have achieved similar kinds of results by using the methods and practices I’ve employed myself and teach regularly. Not only have they learned about the importance of evaluating an investment properly before buying it to avoid costly mistakes, but more important, they have learned the arts of landlording and running these properties efficiently and profitably through my innovative landlording systems.

While I’ve been fortunate to assist celebrity clients with significant capital to invest—guys like baseball superstar Gary Sheffield, boxing champion Winky Wright, and basketball’s great Chucky Atkins—the vast majority of my students don’t have lots of cash to invest. I’ve helped thousands of regular folks purchase a modest single-family home as a rental property, and just like in the game of Monopoly, these individuals and couples have gone on to purchase other properties with the proceeds from their initial investments! When you think about the whole idea behind Monopoly—to take a little green house and cash it in for a much larger red hotel with more cash flow—you realize that Milton Bradley had it right! And so can you.



SINGLE FAMILY HOMES VS. MULTIFAMILY RESIDENCES



I am often asked if it’s better to buy single-family homes to rent out, or multifamily residences. Most people are shocked when I say my preference is multifamily. They’ve usually been told by many people to steer clear of apartments, that they are a management nightmare.

This is the voice of inexperience talking. By eventually upgrading their investment portfolio to apartment units, Mitchell and Thelma benefited from something called economies of scale. What does that mean? It simply means a single-family home will generate only one source of income because you have only one tenant. If property taxes go up, which they will, or if insurance goes up, which it will, you still have only one major source to control these rising expenses. You can raise the rent on your one tenant only so much until what you are charging in rent is unreasonable and unrentable. This is where most investors make their mistake.

With multiunits you are benefiting from the economies of scale. You have more sources of income coming in to not only help control expenses but also to provide cash flow. You can spread your increased expenses over several renters so it’s less impactful—and so you can retain the good renters and not go through the added expense of soliciting and evaluating a new tenant.

Also, multiunits are actually safer in times of economic turmoil. How? If you are renting out a single-family home and you have one vacancy, what’s your vacancy rate? That’s right: 100 percent. But if you have a duplex and one of your units is vacant, you have only a 50 percent vacancy rate. You’re still bringing in some revenue. Clearly, the more units you have to rent, the less a single vacancy affects your bottom line.

But aren’t multiunit buildings more work to manage? Actually, no. It’s systematically far easier to manage one set of units than multiple single-family homes in different locations. I’d rather make a trip to one four-plex and deliver all my notices or collect all my rent than have to drive to a bunch of different single-family homes.

That said, there is nothing wrong with starting out with a single-family home as your first investment, but make sure that you are employing your SEOTA (the checklist to evaluate your property, which we’ll discuss in chapter 4) before you buy. The upside with buying single-family homes is that the barrier to entry (price) is generally lower, but the downside is that the margin for error is a lot smaller, so it’s important that you properly analyze the deal. We will talk about buying foreclosed properties at length later on, but I warn you that all that glitters may not be gold. Just look at the mistakes so many speculative investors made ahead of the crash. Don’t make the same mistakes they did. It’s easy to get caught up in the moment, but you have to think strategically. With the tools I’ll give you in this book, you’ll learn how.



RICH VS. WEALTHY



Mitchell and Thelma’s success has allowed them to live their version of the American dream. They are not only providing for themselves and their children and their family today, but they are securing a sound financial future for themselves and for generations to come. They aren’t necessarily what I would call “rich” because they learned early on that riches come and go—often going just as quickly as they came. There is a big difference between being “rich” and being “wealthy.” Wealth is long-lasting and can stand the test of time. It isn’t as subject to the kinds of fluctuations and factors that were dominating headlines and creating jitters in Americans of all ages and income levels when the first edition of this book was published. Wealth is a long-term, strategic plan. Riches are a onetime move to make some money. Getting rich is like checkers, one move at a time, with not a lot of thought given to the next. Acquiring wealth is like chess, a strategic plan where you always have your next three moves planned out in advance.

In many ways, Mitchell and Thelma are the epitome of investors—they have learned that investors can make money in any market if they learn to read market conditions and make the proper investment at the proper time. They don’t get suckered into what everyone else is doing. Often by the time you hear what “everyone else is doing,” that strategy is drawing to the end of its effectiveness or going to collapse because everyone will do it all at once. A great example of this is the condo craze of 2004 to 2007. Huge numbers of apartment communities “turned condo” and sold their apartment units as condominium homes. Some investors made tons of money with this strategy. Others jumped on the bandwagon only to find that the market was saturated, with too many condos for sale and not enough people to buy them. In fact, I watched the banner at an apartment complex near my house go from reading “Now Leasing” to “Condos Starting in the $260’s” to “Condos in the Low $200’s” to “Condos Starting in the Mid $100’s” back to “Now Leasing” in the span of a year.

Smart investors learn to forecast the market and plan for where the market will be, not where it is right now, and assess economic conditions to ensure that they are working in their favor and not their detriment. They look toward the horizon, and not a few feet in front of themselves.

In 2008, the economy taught us a tough lesson about the cyclical nature of real estate. But I’m worried that people are starting to forget. And that’s what Wall Street wants you to do. They want you to forget about all of the mistakes that were made. I’m telling you not to forget. There are opportunities to be made in recovery, as there are opportunities to be made in a downturn. But the only way to maximize in either situation is to apply basic fundamentals.

With current interest rates so low, people are beginning to advertise their get-rich-quick schemes again, and I’m beginning to see some of the same mistakes being made. Interest rates are low and the government is trying to stimulate the economy because, right now, there’s not a lot to entice anyone to jump into home ownership. Now, that’s beneficial from an investor’s standpoint, because with low interest rates you can possibly buy yourself a duplex or a quad and take advantage of current opportunities in the real estate market. Simply put, you can get more for your money. But the problem is, as soon as you get a good, robust economy, interest rates will start rising again, and that cycle will be fed by more favorable access to capital to—again—entice people into the market. Rates will continue to rise, and then, once they peak, the government will shut it all down. Employment begins to go down, followed by the interest rates. Then you’ll have another crash and recovery. It’s an inevitable cycle that you must learn to recognize and navigate if you are going to be a successful investor.

True investors are not speculators—those whose vision is fixated on the short-term, get-rich-quick, fix-it-and-flip-it game. Speculators usually have one short-term plan and can get caught off guard if conditions change and that one plan doesn’t work. You really can make money in any market. But you have to know how to recognize the market and apply the right strategy to it. In my quest for wealth, I have investigated all the strategies. My friends called me crazy when I didn’t run out and buy a condo to rent during the condo craze and they called me crazy when I didn’t snag up some homes to “flip” during the fire-hot real estate market of the early 2000s. I am not saying those would have been bad things to do, but they weren’t a part of my long-term plan for wealth. I had my resources pointed toward the one strategy I’ve found that consistently, over the long term, outperforms every other real estate investing strategy (and any other type of investing for that matter) and that’s rental investing.

Now, lucky for you, you don’t have to roll the dice with your first investment move. This book will provide you with the steps to narrow down and select the right neighborhood to invest in, and then to evaluate a specific investment property. I’ll help you navigate the tricky waters of securing financing and closing on your deal. Then, once you are officially a “landlord,” this book will provide you with day-to-day systems to manage your property efficiently.



THE FIVE CONTROLS OF REAL ESTATE INVESTING



As both Mitchell and Thelma told me, the best move they ever made was investing in real estate and not in the stock market. They both love the idea of having something tangible to show for their investment dollars, and they love having direct control over how their money works for them. Neither of them was temperamentally suited to letting someone else call most of the shots. Stocks can be a great investment, depending on what your goals are. However, one of the key benefits I like about real estate is control. Mitchell and Thelma enjoyed:

• Control over choosing what property to invest in

• Control over rental rates

• Control over tenant selection

• Control over expenses

• Overall control over cash flow

When you have control over each of these things, you ultimately have control over value! That means that you have control over profit as well. You don’t get that in most investment vehicles. I know Microsoft certainly didn’t call to ask me what I thought about releasing a new software program, though I had put my hard-earned money into buying their stocks. Now I control my investment dollars, and you can, too.

In this chapter, I’ve given you a preview of the advantages of the Buy It, Rent It, Profit! program. In the next chapter we’ll explore why this is really a better plan in the long term than the other hot real estate trend in recent years, the “fix it, flip it” mentality. And I’ll tell you a little bit about how I developed this program, so you can benefit from my hard-won wisdom and use the best practices I’ve developed over years of rental property investment to buy, manage, and grow your own rental empire.

I went by the field of the lazy man, and by the vineyard of the man devoid of understanding; and there it was, all overgrown with thorns; its surface was covered with nettles; its stone wall was broken down. When I saw it, I considered it well; I looked on it and received instruction: A little sleep, a little slumber, a little folding of the hands to rest; so shall your poverty come like a prowler, and your need like an armed man.

—PROVERBS 24:30–34


TWO



BUY IT, RENT IT VS. FIX IT, FLIP IT



The Game of Monopoly and Its Hidden Secrets for Real Estate Riches

I had a history teacher who told me that the original drafts of the Declaration of Independence contained the sentence, “We hold these truths to be self-evident, that all men are created equal, that they are endowed by their Creator with certain inalienable Rights, that among these are Life, Liberty, and the pursuit of Land.” That’s right; Thomas Jefferson and others considered property ownership to be one of our inalienable rights.

Our forefathers later exchanged the pursuit of land for the pursuit of happiness. I find it interesting that in their minds, Land equals Happiness. I’d say that for most of our history we have a lot of evidence that home ownership is a goal for the majority of Americans. Most of us want some place we can call our own, and we’ll go to great lengths to get it. That’s one reason people come from all parts of the world to live in this country. Something deep in every human soul stirs at the thought of owning property.

I know that I feel an enormous sense of satisfaction in home ownership—not only in owning my own place, but also in being able to provide others with a clean, safe place to live. I’m not so naïve to believe that’s the only reason you have an interest in owning and operating rental properties, but I bet that has a lot to do with it.

There’s nothing else like the security and pleasure that come from being able to look at a building and say, “That is mine.” I know of no better feeling than being able to have a tangible representation, something solid and substantial that you can see and touch, of hard work and savvy thinking. For me, having a piece of paper or a few pixels on a computer screen indicating my “ownership” in Imaginary Enterprises doesn’t move me in the same way as having a rental property.

Of course, the rewards aren’t only emotional. The material/financial rewards that come from wise investments in the rental property market can be substantial. I’ll talk about this at greater length in the following pages, but you all know what kind of roller-coaster ride the stock market can be. If you’re like me, the thought of sending your hard-earned cash on a roller-coaster ride you have no control over isn’t all that appealing. The one word that keeps cropping up as people discuss the stock market is “volatile.” I’m no English scholar, but that word doesn’t sound good.

What “volatile” means for people like you and me is that from one day to the next it is downright difficult, if not impossible, to know what the markets are going to do. We just watch the TV at the end of the day to see if the market ended high or low. During the day, nothing we can do will impact that end-of-the-day result. Real estate markets fluctuate, too. But, as a real estate investor, we can make our own choice about how to deal with those market changes. And typically, we have more warning signs before a significant change occurs—that is, if we know how to forecast them. Let’s take a look at some other kinds of real estate investment that took on many of the same traits as that volatile and risky stock market and learn why rental investing remains more solid than other kinds of real estate investing.



WHY FIX IT AND FLIP IT FAILS



As a short-term, step-by-step, checkers-like approach to real estate investing, the fix-it-and-flip-it method doesn’t work well for most people. One advantage of real estate investing is that it is less risky than other forms of investing. But like the stock market, fix-it-and-flip-it “strategies” are subject to many economic forces that can change in an instant, making fixing and flipping a volatile investment strategy. Certainly some people have made a great deal of money in buying undervalued properties and then selling them at overvalued prices. That’s the buy-low-sell-high mantra that “works” in the stock market.

What many people don’t realize is that the high returns those fortunate few were earning came with a high degree of risk. Why? Because the only source of those returns is an increase in the value of those properties. The investors can make money off this strategy only if they can sell the property for more than they bought it, and sell it quickly so they don’t have to pay the monthly payments for long. As long as the housing market remained robust and those properties were appreciating in value, those risks were worth taking.

But things weren’t as rosy as they may have seemed.

When the whole real estate market was booming, the price of even undervalued properties increased as well. So the entry point into that market also got higher. For the average person getting started in real estate, trying to buy even one supposedly undervalued single-family home became difficult—the prices had just climbed too high. So would-be investors stretched by paying too much for dubious properties and financed those properties with riskier loans, all in the belief that those properties would continue to appreciate in value. When the rates of appreciation began to slow, or even slide in the opposite direction, what once seemed like a good deal wasn’t such a bargain. Investors saw the value of a property for which they paid $150,000 (and that only a few years before had been valued at $100,000) either remain at $150,000 or fall below that value. When they factored in whatever they’d spent on rehabbing the place, they were operating at an even greater loss. The fix-it-and-flip-it house of cards had come falling down.

So, these investors had two options with that once undervalued, now overvalued property. They could put it on the market as a rental, or they could continue trying to sell it. Both these options have serious problems. Because a lot of people overpaid for these properties, the amount of money they needed to collect in rent to cover the monthly mortgage payment was more than they could get anyone to pay. They probably didn’t do a market rent analysis before they bought the property because they never planned on renting it. They’d hoped to flip it, so such a consideration didn’t even enter into their decision. They’re now stuck with an overpriced property and find themselves “upside down” on the deal—in other words, what they can get in monthly rent is less than their monthly mortgage payments.

The other option—keeping the house on the market at a lower price—can put them in a similar situation—if they are even able to sell it at all. At the height of the real estate boom, getting loans was almost ridiculously easy. Not so anymore. As a result of many economic factors, the money supply is much tighter. Now far fewer people are qualifying for loans to buy your fixed but not yet flipped house. So these hapless investors find themselves stuck with an overpriced house whose rent roll doesn’t cover its mortgage—and a smaller pool of qualified buyers able to take that property off their hands.

See why I’m not the biggest fan of the “fix it, flip it” approach?

Flipping is volatile, and if you can’t flip a property, there aren’t a lot of good backup plans. But the other main reason I don’t like flipping as a long-term strategy is that it isn’t passive income. Passive income is income that you make without having to actively work for it. With flipping, you make more money only when you are doing a new deal. So you constantly have to be working. If I wanted to do that, I’d just get a job that offered stability and health insurance! With rental investing (hanging on to a property for the long term), you will receive passive income as your tenants continue to pay you rent, year after year. Once you acquire enough properties to make it work financially, you can outsource or hire a property manager so you don’t have to do that work yourself. You just sit back and collect your monthly income. This is a really nice plan for retirement! And don’t forget, your real estate also continues to appreciate. While real estate prices are volatile in the short term, the long-term returns have historically shown steady appreciation. Just like the stock market, real estate is a much safer investment over the long term than in the short term.

Now with that said, if it’s a good market, if you have cash you can reasonably risk and a good deal in front of you, there is nothing wrong with flipping a house and making some cash. I just don’t like it as a long-term wealth strategy. Flipping is like checkers; rental investment is like chess. Flipping works only sometimes, in some markets. Rental investing historically has outperformed any other type of investment . . . and it lets you amass a real estate empire from which you can live off the passive income. I like the idea of being on an island somewhere, playing golf, while money is being deposited in my bank account each month!

Why Not Invest in Stocks?

Many people have had success using the stock market as their investment vehicle of choice. Stocks should be an important part of any investor’s portfolio. But what bothers me about the stock market is you can’t control the market. Too many variables go into how and when stock prices will fluctuate—and fluctuate they will.

The market ebbs and flows, it lurches in one direction and then the other. Large-scale forces (macro economics) like gross domestic product, inflation, governmental policies worldwide, and other forces out of your control all will have an influence on how your hard-earned dollars will rise and fall in the market. How much influence do you have over those enormous market forces? How predictable are those cycles? And what about events like September 11, 2001, and the negative influence it had on stock prices? Could anyone have predicted those events? Was there anything you could have done to slow that rapid downturn?

I was working on a property management team during the September 11 tragedy. I remember the owner of a very large apartment complex (352 units) telling me, “Now you see why I chose to invest in rental property?” What he was pointing out was that during the terrorist attacks the stock market took a major hit. Investors, sophisticated and beginner alike, lost a lot of their hard-earned money, but the apartment complex I remember never skipped a beat. It was then that I could see with my own eyes how resilient, how fundamentally strong, rental property was. Even though the economy struggled during this time, the occupancy rate at that apartment complex never dropped below 93 percent (which was very good). People might stop taking vacations and cut back on going out to eat in hard times, but people always need a place to live.

Now, I know what you’re thinking: September 11 was a once-in-a-lifetime tragedy that happened more than fifteen years ago. Surely the stock market is more stable today. And my response to that is, yes, I sincerely hope that our country never has to experience anything close to what we did on September 11, 2001. But I also know that, while extreme, those events merely underscored the vulnerability of our country’s economy. While we have not seen a complete shutdown like we did in the days following the terrorist attacks, other events around the world have caused various ripple effects in the market that could significantly impact an investor’s portfolio.

In a 2014 article on usatoday.com, Lawrence Creatura, a vice president and portfolio manager at Federated Investors, explained why the U.S. stock market is so vulnerable to outside threats. “Stock prices are derived from expectations of future earnings,” he says, which essentially means that if there is any uncertainty whatsoever, stock prices will likely take a hit as stockholders begin to unload shares. He notes that another attack similar to 9/11 wouldn’t lead to the same level of economic crisis as it did in 2001 because government leaders would know what to expect; it is the unknown that stands to have the biggest impact on the stock market at any given time. Creatura mentions the ongoing threat of the Islamic State and the ability of individual members—many of whom can gain direct entry into the United States from the Middle East—to sow feelings of economic fear and uncertainty.

But terrorist threats aren’t the only factors dictating market fluctuations. Economists have shown that oil and stock prices typically move in sync, and with oil prices periodically falling due to an excess of worldwide supply and decreasing demand, stock prices have also plummeted. Meanwhile, an early 2016 market dip triggered by a crash in the Chinese stock market shows how closely the U.S. stock market is tied to the global economy and, as a result, just how little control Americans have over it.

Consumer trends, and global market fluctuations, can change overnight without warning and leave you with stock that’s not worth the paper it’s printed on. On the other hand, let’s take a look at owning rental property. This type of investment is far less prone to consumer whim—it is driven more by need than want. People want to own a home but some can’t afford one, so they rent. As the population of this country increases, so will the need for affordable housing. Florida isn’t getting any bigger just because people keep moving there! Doesn’t it make sense that the laws of supply and demand will prevail? As we have more and more people needing an affordable place to live, those of us providing rental homes will have a larger pool of tenants to rent to. And in most areas in this country it is cheaper to rent than it is to buy. Historically, there has always been a large segment of the population who will either need to or want to rely on rental housing. Along with being trend resistant, there are quite a few other reasons why owning rental properties is an attractive way to build your wealth.

The Advantages of Long-Term Rental Property Investment—A Review

So to summarize, investing in rental properties gives you four main advantages over other types of investment.

• You can predict your monthly cash flow. Rental properties generate revenue for you through, no surprise here, the collection of rent. You can predict it and budget for it, and it won’t be subject to the short-term whims of economic forces and trends. If the euro begins to outpace the U.S. dollar, your tenants aren’t going to suddenly panic and move out on you, leaving you holding the bag. Yet that same announcement can cause the stock market to plunge hundreds of points while you watch your hard-earned dollars going down the drain. By far and away, the predictable and consistent flow of revenue from rents is a huge advantage over the more volatile stock market.

• You are building equity. As you pay off your mortgage, your debt ratio decreases and your profitability increases. As you make those payments like clockwork, you’re essentially paying yourself through the equity you are building in the property. The only way to own a greater portion of a company is to buy more stock in it, and if the company is doing well, you will have to pay more for those shares than you did for the previous ones. With a rental property, your debt is a fixed amount initially that decreases over time. You will be paying less while earning more.

• Your property will appreciate. If we have seen one trend that we can all count on, it is this: well-cared-for, solid rental properties, in a well-chosen location, will continue to increase in value, and rents will continue to rise. The days of an annual 20 percent increase in valuation may be over, but for lots of reasons (some of which I will get to in a moment) solid rental properties will continue to increase in value, and rents will continue to rise. That’s the definition of a win-win.

• You get tax benefits as a property owner. Finally, you can enjoy
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