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“Real estate is an imperishable asset, ever increasing in value. It is the most solid security that human ingenuity has devised. It is the basis of all security and about the only indestructible security.”

—Russell Sage (August 4, 1816 – July 22, 1906), financier, railroad executive and Whig politician from New York, United States. 
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EDITOR’S NOTE

While this book offers valuable insight into the Real Estate industry, it is not meant to be the solution for achieving wealth.

Jay Brijpaul has laid out his approach in simple, easy-to-follow steps, based on his cumulative thirty years-knowledge of the Real Estate in Canada. With this knowledge has come experience that has allowed him to excel and be one of the top practitioners in his field.

The principles espoused by the author, apart from the tax implications which differ from jurisdiction to jurisdiction, hold true for any free-market real-estate environment.  While readers will find valuable tips for achieving financial independence and security through real estate investment, the author and publisher accept no responsibility and will not be held liable for investments that don’t meet readers’ expectations. 


Ken Puddicombe, CPA, CMA Jay Brijpaul BSc, FRI

Editor        Author
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My purpose in writing this book is to help you light the path towards your financial freedom. 

My road towards successful real estate investing has not been straightforward and on the way, I learned that those who venture out by themselves to learn-by-doing risk getting lost along the way—much like I did over thirty years ago. The learning curve is steep, and the lack of preparation can be costly. On the other hand, the upside is tremendous. I hope that this book will not only spark your interest in real estate but allow you to see more clearly how to prepare for this remarkable journey and the pitfalls to avoid.

You might be wondering what makes this book special. It is a distillation of my decades of experience as both a real estate agent and an investor. Having attained financial freedom through real estate, over the years I have learned what works and what is best avoided. So, I didn’t need to write a book to capitalize further on real-estate investing, and my sole purpose is to pass on my expertise to you. (The proceeds from the sale of this book are strictly for charity.)

This book is my contribution to a career and a lifestyle that allowed me to provide for my family, arriving in Canada as an immigrant with no savings to rely on. It starts from my first steps in building wealth, in the early spring of life, to disposing of assets and starting to wind down in the late grey autumn days. 

It is my desire that the reader will be prepared for the challenges ahead, armed with the practical knowledge necessary to embark on this journey towards financial freedom. 

​THE BEST INVESTMENT ON EARTH

My Journey to Financial Freedom: Learning Lessons the Hard Way

When I first came to Canada, I knew nothing about real estate. My first residence was an apartment in Scarborough, Lyn Valley. I was advised by friends and relatives to buy the best furniture and appliances because when I eventually bought my home, I could keep them. That was my very first mistake. Consider that back then in 1987, one-bedroom condos were selling for about $40,000. All I needed was $4,000 down. However, based on the advice I had received, I decided instead to buy an expensive bedroom set for the same price. Since my goal was to build wealth, I had already made my first mistake in real estate. The lesson? Be careful whose advice you follow. You should not go to the mechanic when your head hurts or to the doctor when your car breaks down. Consider the experience attached to the opinion.

When I bought my first home, I relied on a friend who introduced me to a realtor. The realtor showed me a home in Malton and convinced me to buy it. The sellers were his friends and they eventually bought another home from him. The home I bought was roach-infested and required work. Unknown to me at the time, I also paid above market value. The realtor assisted me in arranging a mortgage through a broker. This resulted in exorbitant brokerage fees as well as a first and second mortgage. The lesson? Get another, independent opinion. These days, I interview at least three people before deciding. This costly mistake was another detour on my journey to financial freedom. 

Over the decades that I have practiced real estate and invested, I assisted many people financially and received the short end of the stick. I once assisted a client who relocated to Mexico with an outstanding loan. She asked if I could help, promising to repay in a few weeks. It has been over 10 years now, and I am still hoping to see the money. The lesson? If someone does not have the money in the first place, there is good reason to suspect you will not be repaid. If you must lend money to such a person, it is best to simply give and forget rather than to lend and repent.

In the mid 90’s, my friend, a top-notch accountant, advised me to have a mixed investment portfolio. I had a few rental properties then and with his advice, I bought mutual funds. About seven years later, I sold these at a loss and moved on. I had no expertise in such funds and only succeeded in paying the managers (management fees) and advisors (trailer fees) who made money while my investments stagnated. The lesson here? I learned to stick to what I know best. Had I stuck to my area of expertise and used the money to buy a few more rental properties, I would have been on an express flight to financial freedom. 

Oscar Wilde, the famous poet and playwright, once said “Experience is simply the name we give our mistakes.” Throughout my decades of experience as a realtor and investor, I have learned the hard way from thousands and thousands of similar lessons, through countless mistakes. The purpose of this book is to distil my decades of experience into practical wisdom to assist you on your path to financial freedom. By studying the contents of this book, you will be able to learn from my experience while avoiding many of the mistakes I made along the way. 

BACK TO CONTENTS
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Imagine an investment which is always in demand. Land is a finite resource. As populations grow exponentially, the demand for real estate follows. As a result, it acts as a hedge against inflation. Put simply, if prospective homeowners have more money, they will pay more to outbid other potential buyers. Inflation also benefits the real estate investor since today’s dollar is worth more than tomorrow’s dollar (eroded due to inflation). Your ability to pay off the mortgage increases as the mortgage loan dilutes over the years from inflation, while your income hopefully grows to match it.

A great tradesman requires the right tools for the job and must understand how to use them. Similarly in real estate, there are some fundamental building blocks which you must understand before assembling your “real estate toolkit.”

​

​THE LEVER PRINCIPLE

A lever is an instrument that is used to lift heavy loads with the least amount of effort. The longer the lever, the greater the lifting power. The lever, or “leverage”, allows you to own large investments with a minimum down payment. Your assets represent your lever—the more assets you have, the larger your real estate lever. 

Let’s assume that you purchase a property for $600,000 and you invest 10% of your own money. Your initial investment is therefore $60,000. If the property increases by 10% in one year, then it is worth $660,000.  

In this example, your initial investment doubles! You invested $60,000 and made $60,000. That's an impressive 100% growth. A buyer may invest 10% of his own money and own 100% of the property. The other 90% is loaned to you.  

However, there are risks. In a declining housing market, it can be detrimental. If the value of the property drops by 10% in the above example, the down payment evaporates. With multiple properties the loss can be substantial. My advice is to gauge your risk tolerance and do not spread yourself financially thin.

​CONCENTRIC CIRCLES

Imagine a pool of water. If you throw a pebble into the center of a swimming pool, the first ripple it makes is the largest. Subsequent ripples become smaller until they level off toward the end.

Let’s look at a city the same way. The circle at the center represents the downtown core and the circle toward the end represents the surrounding suburbs. Like the rippling effect, there is more activity in the downtown core because of jobs and transportation. For this reason, homes downtown are more expensive than those in the suburbs. In a strong market, homes in the center appreciate faster and, in a recession, homes in the outer circle depreciate faster. The “concentric circle” principle also applies to a smaller area where an economic hub represents the center. 

Always look at the center of action and buy close to it. There are times where the economic center may shift, for example, a new state of the art shopping center will be the new center of action and the concentric circle could shift.

​PROGRESSION AND REGRESSION

The principle of progression states that in an upscale neighborhood, the smallest home on the block will increase substantially in value because of the surrounding area. The principle of regression is when the value of the biggest home on the block decreases because of the smaller homes in the surrounding area. 

Buying a home is like a three-level cake. The base represents the location and is the most valuable part of the cake. The middle represents the size of the property, and the top represents any upgrades. Upgrades are in fact like icing on the cake. One can always upgrade a larger home but cannot always expand a smaller home 

Using the principle of progression and regression, it is better to buy the cheapest home in the most upscale locality than to buy the most expensive home in a less well-off area.

​SUBSTITUTION

David Knox, a world-renowned real estate speaker and author, explains this principle using two homes, side by side, each with a well. 

The first owner spent $20,000 to install the well but the next-door neighbor had to dig deeper and his well cost $30,000. Their costs are different, but the value of the homes is the same because both homes have water.

Value is a function of what you get out of a property and not what you put into it. An owner can easily spend thousands of dollars to modernize but if the size has not changed and the function remains the same then the value will not change substantially. 

Most owners upgrade a home because of enjoyment and not the resale value. Here is another way of looking at it; assuming an owner’s renovation budget is $50,000, he can use the money to modernize the home or to make a basement apartment. He will get some pleasure from the modernization but by making a basement apartment, the function of the property changes and so the value will increase.

BACK TO CONTENTS

​THE WATERFALLS

Think of real estate demand as a waterfall. When prices are high in one area, the overflow will travel towards the next lower priced area. For example, prices in Mississauga, Ontario are higher than Brampton, Ontario and any spillover may “flow” into Brampton, impacting prices. 

It is best to invest in good residential homes in a city which will benefit from spillover in the long term, but where the prices are currently cheaper. By doing so, you allow more room for growth.

Most people do not plan to fail but they simply fail to plan. Like a good farmer, use the tools above to decide where to till the soil and plant the seeds. With time, your investment will blossom.

​WHAT TO BUY

Freehold properties make good investments. It is smart to buy homes on large lots in mature sections of town. The growth potential is higher for the longer term. As the city expands, developers will buy these homes and tear down and rebuild larger homes. Once this happens, the value of your property will climb drastically (the principle of progression).

Bread and butter properties—the ones that are simple and affordable, are the easiest to rent. The idea: multiple smaller, more affordable homes are better investments than one large home. I knew of a few investors who invested in million-dollar homes. The problem they all ran into was that the rent was not adequate to service both the mortgage and property tax while keeping cash flow positive. Smaller homes are easier to rent and cheaper to maintain. Also, in the event of an emergency or the need for liquidity, they are easier to sell. If you buy freehold, consider buying homes away from apartment buildings since you risk diminishing your chance to attract model long-term tenants. Your property value can plummet overnight if there is even one major incident with drugs and other crime in the area.

​SPECULATING OR INVESTING?

An investment must always match the investor’s appetite for risk. This raises an often-asked question: “How risky is investing in real estate?” The answer lies in the difference between an investor and a speculator.  

The speculator’s goal is to make a quick profit. Examples include flipping houses or paying a condominium deposit with the goal of having the interest later assigned for a higher price. Acting as a speculator requires a high-risk tolerance. In the late 80’s, asking prices in the housing market climbed at an alarming rate. Speculators, intent on flipping homes, purchased properties closing, on average, within two years. Despite an enduring long-term demand for housing, the market temporarily crashed in the 90’s. Many speculators lost everything, including their own homes.

The investor reduces his or her risk by focusing on the long-term, thereby maximizing both security and profit. Risk is assessed one good deal at a time, buying opportunistically when others are selling.

My advice? Avoid speculating and focus on investing. As you learn and internalize the rules of this book, consider increasing your risk tolerance upon consulting a licensed professional.

​

​PITFALLS ALONG THE ROAD 

The word “mistake” carries the connotation that we “missed the take!” While I believe all mistakes are learning opportunities, there are some common pitfalls to avoid.

	NOT EXPLAINING YOUR GOALS TO YOUR REALTOR. Everyone has different goals, and a good realtor can adapt to what you need provided they understand your circumstances and situation. An experienced realtor can save you thousands by, e.g., advising you to get an open mortgage if your goal is to flip a property.

	BUYING A HOME WITHOUT HAVING AN INSPECTION. A professional inspection may allow you to renegotiate with the seller. Remember, knowledge is power! In situations where there are multiple offers, buyers may want to inspect the home before the offer date. An experienced investor knows the tricks of the trade and can negotiate accordingly.

	HAVING AN ESCAPE CLAUSE or a condition for financing will give you, the prospective investor, time to consider and, if necessary, rethink the offer. Experienced investors would remove conditions and offer a lower buying price to the seller. In this case, removing the conditions becomes a bargaining tool. 

	BUYING OUT-OF-THE-AREA PROPERTY WITHOUT PROPER RESEARCH. Sometimes our emotions can blindside us from potential dangers associated with out-of-town purchases.


​

​COSTS TO CONSIDER  

Real estate typically requires significant capital upfront. For example, bank sales and distress sale properties are often sold “as is” and require repairs. For this reason, it is important to work through the math from start to finish, making sure the investment is viable. Seasoned investors can sometimes see danger lurking beneath the camouflage or a diamond waiting to be found and polished. 

If you are buying, renovating, and flipping a property, you should factor in the following costs for purchasing:


●  Land transfer tax (in some jurisdictions)

●  Lawyer’s fees 

●  CMHC fees (in Ontario) for high ratio mortgages (homes purchased with less than 20% down payment at time of writing)

●  Disbursements


Upon purchase and closing, the investor must then carry the following costs, typically for about three months, while the home is being repaired or renovated and then

















	Renovate it, so that the value would increase. 

	Increase the mortgage and scoop the equity. 

	Rent the newly renovated home at a premium. 
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