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			Book Abstract

			MAIN IDEA

			It’s amazing how many “financial experts” who give advice about investing in real estate have never actually done so themselves. If you want to learn the ins and outs of real estate investing, you should listen to those who walk the talk. When you do so, you’ll find most experienced real estate experts will tell you:

			
					Even though real estate may be in a down cycle in 2009, there will always be a real estate market in the developed world. People will always need a roof over their heads. Investors keep real estate available at a reasonable price.

					There are lots of ways to make money in real estate investing. Success in this field is not limited solely to “flipping” – buying low and hoping to then sell high later on. There are many sophisticated and less risky ways to invest in real estate.

					If you have the requisite skills, real estate is a great investment because you have complete control. You don’t have to hand your financial destiny over to other people to decide. That’s an important benefit.

			

			When you get beyond the hype, you’ll find real estate is a very good investment vehicle. Don’t ignore it simply because it’s out of fashion or in the middle of a down cycle. Stay in the game, learn how to do it well and real estate will be a long-term part of your personal wealth generation strategy.

			About the Author

			ROBERT KIYOSAKI is an investor, entrepreneur and educator. He served in the Marine Corps in Vietnam before going to work for Xerox Corporation. Mr. Kiyosaki left Xerox to found his own company to bring nylon and Velcro products to market. He then founded an international educational company which taught financial literacy. In 1994, Mr. Kiyosaki sold his business interests and retired and then in 1997 published Rich Dad, Poor Dad which stayed on bestseller lists for many years. He decided to unretire and launched a new company which has developed educational programs around the concept of teaching financial literacy. There are now 26 books in the Rich Dad series which have collectively sold more than 27 million copies worldwide.

			Mr. Kiyosaki’s Web site is at www.richdad.com.

			Important Note About This Ebook

			This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.

			Summary of The Real Book Of Real Estate (Robert Kiyosaki)

			1. The business of real estate

			Real estate investing is a business and therefore should be run like a business if you aspire to succeed over the long haul. To get ahead and stay there, you’ll need the normal five elements:

			[image: ]

			1. A workable strategy

			Every successful business has a plan for how it will make money. Real estate is no different – you need a plan in order to succeed. What does distinguish real estate, however, is the fact there are so many ways it can be harnessed to generate money. Not only can you buy-low/sell-high but you can also put together new assets from scratch, go into commercial real estate, create a strong cashflow business by renting property, etc. All kinds of different ways exist to create a financial masterpiece based around real estate.

			To develop your own strategy:

			
					Set your goals – where you want your real estate investing to take you and by when.

					Figure out what it will take to realize your goals – in terms of net wealth and cashflows.

					Determine what level of real estate investment will create your desired cash flow – often using the rule-of-thumb figure that you’ll need $1 million of real estate to generate $50,000 in cash flow.

					Identify where you are today – what your current net worth is once your assets are totaled and your liabilities are deducted.

					Set up timeline targets – a plan for what you’ll need to progressively do in order to meet your future net worth targets.

					Decide what kind of real estate investment niche make sense for you – single-family homes, multifamily duplexes, commercial, industrial, raw land development, etc.

					Determine in advance what your investment criteria should be – what price range, level of appreciation you’ll look for, location, cash flow, etc. By determining your investment criteria in advance, you can save a lot of wasted time later on.“Real estate investing is a business and should be run like a business. Every business has to plan. Your real estate business is no different. A strategy is simply a systematic plan of action designed to accomplish specific goals.”
– Tom Wheelwright
“To me, real estate represents freedom. Real estate means control over my life and my future. I am not depending on a retirement plan filled with stocks, bonds and mutual funds -investments someone else manages. I want control of my financial destiny. Unfortunately, too many people allow their excuses to get between them and the life they would love to lead.”
– Robert Kiyosaki


			

			2. A great management team

			Having a great team of people and companies you deal with often can add lots of leverage to your real estate investment activities. Ideally, you want to access and take advantage of the time, talents, resources, contacts, know-how and capacities of everyone in your team. You should give careful thought to the kinds of skills you need on your team and then go out and recruit the people or organizations you need.

			Generally speaking, your team members will probably come about as referrals from others you trust. Just make certain you put in place good agreements up-front which specify what is expected of each team member and what they can expect from you in return. Doing this right at the outset in writing will cut off all kinds of misunderstandings which can otherwise arise.

			The exact makeup of your team will naturally be dependent on the types of real estate projects you plan on attempting. You’ll probably need a team which includes:

			
					An experienced real estate attorney.

					One or more real estate brokers.

					An accountant who is well versed in real estate.

					An architect who is up to speed with local building codes.

					A civil engineering firm.

					Professional surveyors.

					A hazardous substance site assessment engineer.

					Escrow officers / title agents.

					Mortgage broker or brokers.

					Insurance agents.

					General contractors.“Talent always pays for itself. Accept that hiring a capable and talented real estate team to complete your transaction is in your best interest. Although there will be costs up front, your investment should more than pay for itself over time. You are hiring folks’ brains: let them use their brains to solve your problems.”
– Charles Lotzar


			

			3. Good accounting records

			Real estate is a numbers game pure and simple. If you have good accounting, you’ll generate good reports which in turn will lead to good fact-based decisions getting made. If you don’t have that kind of information at hand, it will be hard to figure out when you should sell a piece of real estate or what kind of changes you need to make to your portfolio to produce the results you require.

			To set up and maintain good accounting records:

			
					Use your financial information as an integral part of your decision-making process -and don’t just view record keeping as something you must do for tax purposes. Speak with your accountant and make the numbers come to life for the purpose of running your business.

					Keep accurate records – which in practical terms means you put everything into your system. Set up a chart of accounts which makes sense for you and enter every debit and every credit. Use your system for everything you do.

					Be consistent – use the same accounts for each type of expenditure rather than putting an item into one category one month and a different category the next.

					Enter data frequently – instead of waiting until the end of the month when it becomes a more daunting task. Remember, you can only make sensible fact-based decisions if your bookkeeping is completely up to date.

					Take advantage of all available tools – make full use of online banking, automatic bill paying and bookkeeping software. All of these tools will save you time and make it easy to keep your financial information sorted.

			

			4. Solid reporting and metrics

			Great companies always manage their operations by metrics -the measurement of the day-to-day results of the business. Real estate investing is no different. If you don’t know what your numbers are, then you run the risk of making poor decisions. To stay on top of your real estate investments, you should be generating these reports on a regular basis:

			
					Statement of cash flows – from each property and the overall cash flow for your real estate business. Tracking where your cash comes from and where it is going each month is vital if you plan on being around for the long haul.

					Ratio analysis – which is all important decision-making information. Watching for changes in your ratios can alert you to looming problems or issues that need immediate action. From a real estate perspective, the most common ratios are:	Capitalization rate = Net operating income / Property value

	ROI = (Annual increase in value + Income) / Cash invested

	Current ratio = Current assets / Current liabilities

	Return on assets = Net operating income / Total assets




					Comparison reports -which take the actual performance data from your real estate holdings and compare it against industry standards, past performance or budgets. These reports are designed to give you a good idea how you’re doing compared to the overall marketplace and your own expectations.

			

			Note real estate comes in many different asset classes:

			
					Single-family dwellings.

					Multifamily dwellings – duplexes, apartment complexes.

					Retail commercial space.

					Commercial offices.

					Industrial buildings.

					Health care – hospitals, nursing homes, assisted living.

					Hospitality – hotels, casinos, resorts.

			

			Within each of these asset classes there are various subcategories and niches as well. The whole point is nobody can feasibly become an expert in all real estate asset classes. What you need to do is choose the one which you think you will enjoy the most and specialize in that class alone. Learn all the nuances and specialist know-how associated with the class you’re focusing on.

			Each real estate asset class runs through a thoroughly predictable cycle. You should become very familiar with the cycle of the real estate asset class you follow in depth because this knowledge can help you make good decisions. If you watch for the indicators involved in each part of the cycle, you will always know where the market is heading next.
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			For commercial real estate, the cycle is:

			
					Phase 1 – Recovery – There is declining vacancy rates and no new construction is taking place. The market goes up in value and this is a great time to buy.

					Phase 2 – Expansion – The rapid increase in value spurs new construction, which in turn results in declining vacancy rates as a flood of new properties become available.

					Phase 3 – Oversupply – The market is in decline even though new construction is still happening. Everyone is trying to guess how far the market will fall and for how long.

					Phase 4 – Recession – Lots of completed buildings will sit vacant because everyone will be waiting for the market to bottom out and start heading back up again. This is not a good time to buy but it is a superb opportunity to do your homework and find some ripe buying opportunities. You’d then buy as soon as the market turns and goes back to Phase 1 again.

			

			5. Knowledge of tax laws

			Tax laws can have a far-reaching impact on the profitability (or otherwise) of your real estate investment activities. It’s essential that you structure your investments to maximize the legal and lawful tax benefits you accrue from your real estate investments.

			“In the United States and many other countries, real estate is a highly favored investment under the tax laws. The good news is that if you are in business, and particularly if that business is a real estate investment, you can easily lower your taxes from 50 percent to 20 to 30 percent.”

			– Tom Wheelwright

			To reduce your income tax by 30 percent or even more:

			
					Talk to a good tax adviser – and get them to help you develop a tax strategy based around real estate investment.

					Look carefully at the ownership structure you use – you’re usually best to own property as a partnership or a sole proprietorship rather than as an S-corporation or a C-corporation.

					Remember deductible expenses can have a large impact -so document and claim all the expenses you are legally entitled to deduct.

					Make sure you claim for depreciation of your buildings – this will be a major source of profits on your real estate and even better there is no cash outlaid to get this benefit.

					Keep good documentation – without this, you have no chance at all of making legitimate deductions.

			

			2. Handling real estate projects

			Most real estate projects can be summed up as: “Buy by the acre and then sell by the foot”. How you achieve that on a consistent basis, however, is where the real money gets made. To pull this off, keep in mind eight specific suggestions:
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			1. Understand genuine needs

			Buying undeveloped land and then getting it rezoned, subdivided and then subsequently onsold has been a staple real estate strategy forever. The trick is to match the market needs of the future with the work you do today to create a real estate product people will buy three- to five-years in the future.

			If you’re tempted to go down this path with an undeveloped block of land, pause and ask a few questions first:

			
					Why has this block not been developed before now?

					Who currently owns it, and why aren’t they developing it?

					What would I envisage as the best use of this land?

					What will the maths look like if that happens as planned?

					Who would buy or rent what I think should be built here?

			

			Buying by the acre and then turning around and selling by the foot can obviously be highly profitable. Just make certain when it comes time to sell, you can because you’ve thought a little bit ahead.

			2. Always add value

			If you plan on being a successful real estate developer, your mantra should be: “Profit from problems.” If you can purchase raw land or existing buildings which are problems for their current owners and then take a value-added approach to your investment, you’ll find all kinds of profitable opportunities.

			To make value-added work for you:

			
					Become an expert in the area where you live – understand all the local issues and nuances.

					First seek out the least expensive sections in your area – and figure out what needs to happen to these properties next.

					Look for problem properties – eyesores, foreclosures, vacancies, etc. Stay positive as you sift possibilities.

					Put together a great turnaround team – people and professionals who can help you purchase, renovate, onsell or lease, get local code approvals, build, design and so forth. If you have a team you’ve worked with on various turnaround efforts in the past, things will go smoother.

			

			There are always problems pieces of real estate in any location and under any market conditions. Position yourself to profit by solving these problems.

			3. Be good at analyzing deals

			Being able to analyze a potential real estate deal at the outset can be the difference between success and failure. The better you can get at doing this, the greater your chances of success become. The key guidelines in this area are:

			
					Never forget there will always be another deal in the future -so you don’t absolutely have to pursue whatever deal is placed before you. Wait for a deal to come along which feels right and ticks all the boxes.

					Remind yourself people have different tastes – just because you like something that doesn’t mean everyone else will love it as well. Look at your target market objectively for whatever you plan on selling and ask whether it will be likely to sell.

					When it comes to financial projections, if you put garbage in all you can ever get out is more garbage – so don’t use totally unrealistic numbers. Do your homework and use numbers which are realistic in your financial projections or it’s all just a waste of time. And ask lots of “what-if” questions.

					Remember you can’t negotiate your way out of a poor location – so don’t even try. Get the best spots and stay there.

			

			4. Carry out solid due diligence

			“Diligence is the mother of good luck.”

			– Benjamin Franklin

			In the quest to find great real estate investments, it’s all too easy to gloss over your due diligence research and make deals on the basis of superficial facts. That’s all well and good but it does put you at risk for some very expensive lessons. A smarter idea is to put together a team of professionals who can help you carry out a thorough due diligence of any property or real estate asset you are considering purchasing.

			A robust due diligence will have five components:

			
					Physical review – have a property management company go over your operating and renovation budgets to make sure they are realistic and reasonable.

					Legal review – have a lawyer check whether there are any potential problems with what you are planning on doing with the property.

					Title review – have a title company research whether the title to the property you’re buying is as free and unencumbered as you think it is.

					Third party review – environmental, property conditions, appraisal and reports on market conditions for your project.

					Accounting and tax review – have a tax accountant figure out how best you should structure the deal in order to minimize your tax liability“All real estate involves taking risks. The difference between the professional investor and the amateur is that the real professional tried to manage this risk by surrounding himself or herself with an incredible team that adds value at every turn. It is too critical to just roll the dice!”
– Scott McPherson


			

			5. Work from the inside out

			Interior design is something first-time real estate investors don’t spend much time on. That’s unfortunate because good interior design can add a lot of market value to any real estate project. It can also help significantly shorten your sales cycle.

			In just the same way as you put together a professional team to help with your due diligence, you should assemble a design team you get to know as well. Your design team will usually consist of:

			
					Architect – who will often function as the team leader. Architects develop the project drawings which define the structure of your buildings.

					Interior designer -who helps you create spaces that work and flow in a logical way.

					Landscape architect – who oversees site design and helps you create a great first impression.

					General contractor – the master builder who oversees construction and manages the input of all the various tradespeople.

			

			Put together a solid design team and you position yourself to create value from the inside out on any real estate project you undertake.

			6. Look for creative financing deals

			Financing is the lifeblood of any real estate business. Unless and until you can secure funding to do what you have in mind, nothing much happens. It is financing that separates the theoretical from the practical. The three basic steps in obtaining finance are:

			
					Have a written business plan – which specifies why you want to buy this real estate, what you’re going to do with it and how much risk you’re willing to take. Your business plan should specify how much funding is required and how those funds will be applied.

					Develop multiple exit strategies -an ideal exit point which will make you lots of money and at least one fallback position where you will make less but become free of long-term commitment. Anyone who you approach for funding will want to know how they will get out of the deal when they want to. Spell that out in clear and unambiguous terms.

					Approach multiple funding sources – and not just your local bank. Hire a competent mortgage broker and get them to approach all the various capital providers. Ideally, you want a mortgage broker who can access:	Credit companies and life insurance companies.

	Mortgage funds and investment banks.

	Hedge funds, pension funds and credit unions.

	Private equity funds.

	Offshore investment funds.




			

			Obviously, the more funding sources your mortgage broker has contacts with, the better your chances of securing funding become. If all of these sources don’t pan out, you can personally approach friends and family for help with funding. Or you may know some angel investors or high net worth investors who are active in your area.

			7. Keep your properties leased

			In most of the real estate deals you put together, you will want someone to rent or lease your property in order for you to meet your mortgage payments. That being the case, it’s folly to worry about handling the leases yourself. You’re far better off hiring a leasing company who will take care of all the work for you.

			In practice, leasing is marketing. It’s detail work. Leasing happens when a property owner and a client come together to create a win-win arrangement that benefits both sides of the equation. Leasing is very hard work because it is so labor intensive, but it must be done because leasing drives your cash flow. And without cash flow, you won’t be in business.

			Look for a leasing agent who is a deal maker and who will provide suggestions

			8. Have solid management

			
			
					Income – good property managers make sure you charge the right rent for your property and aim to have a high level of ongoing occupancy. A good manager should be doing everything feasible to periodically increase your net operating income from rentals.

					Expenses – great property managers will help you lower your expenses through the use of better purchasing power and tax planning. They will also insist you run a credit report and criminal background check on all new tenants so you can avoid costly eviction processes wherever possible.

					Systems – solid professional property managers have good systems in place. They can produce the weekly cash flow reports and so forth you need because they’re organized and properly set up.

			

			
			
			
			
			
			
			1. Create tax shelters

			
			
					Property you own for future development – which is taxed as your ordinary personal income.

					Property you own for a year or less – which is subject to short-term capital gains taxes.

					Your personal residence – which qualifies for a capital gain exclusion based on your marital status.

					Property you own for a year or longer – where you are allowed to write off the cost of the property through annual depreciation deductions.

			

			
			
			
			
			
			2. Buy for no money down

			
			
					You can ask the seller to finance your purchase in all kinds of creative ways.

					You can sell trees or mineral rights which are part of the property you’re purchasing.

					You can find an investor with cash.

					You can set up a partnership.

					You can borrow the broker’s commission and use that.

					You can use sweat equity – the value of fix-up services you perform yourself.

					You can lease a property with an option to buy at a predetermined price before a specified date.

			

			
			3. Focus on foreclosures

			
			
			
					Finder strategies – ways to get to homeowners before they are forced into foreclosure. You can use classified ads, business cards, flyers, mailers, yard signs or online advertising to find homeowners who are moving towards a forced sale situation.

					Adept positioning -you want to be perceived as an advocate rather than a distressed property buyer. The best way to do this is provide potential customers with step-by-step solutions they can use to prevent foreclosure happening. Be genuine about helping them and state openly you’re willing to be an investor if it turns out their situation is irreversible.

					The removal of emotional barriers -an ability to get people to work with you as a problem solver rather than a vulture. One good way to do this is to have an automated system which people use to leave information for you to consider without having to deal with a real person.

			

			
			4. Understand entitlements

			
			
			
			5. Use tax lien investing

			
			
			
			
			
			6. Horse trade properties

			
			
			
			7. Build retail centers

			
			
					You need great relationships – with your potential tenants and with the shoppers you hope to attract. In very direct terms, the more attractions you offer, the longer people will stay at your retail center and ultimately the more they will spend. Deliver the experience shoppers want and they will reward your tenants handsomely.

					You need great real estate – which not only means a superb location but also convenience, affordability, a great mix of tenants and external attractions. One point which is very important is visibility – stores that can be seen from the street. Shoppers will only stop when they know the stores they want to visit are there and that requires that they can be seen from the road. Attractions engage potential shoppers and keep them interested as well so these are a must-have.

					You have to pay attention to detail in retail shopping centers -because by nature retail is a detail business. Retail stores manage the customer experience carefully and assiduously from beginning to end. Not only do you have to do this yourself but you also have to be anticipating what retailers and shoppers will want ten years from now. That has to be matched up with retail cycle trends and local demographics.

			

			
			
			
			
			1. Start somewhere right now

			
			
			
					The importance of building cash reserves for unexpected tenancies into all your projections.

					The difference between financial projections (best-case scenarios) and the real world.

					The proper use of attorneys to point out potential problems rather than to negotiate your deal.

					The importance of paying for the advice you need.

			

			
			2. Be tenacious

			
			
					Find out what you love to do and do that.

					Become an expert in your chosen field.

					Know yourself and know your competition even better.

					Study the world every day – this is your market.

					Focus 100 percent on what you need to be a success.

					Know your blind spots – what you pretend not to see.

					Set the bar high – be the best you can be.

					Habitually think positive. Focus on solutions, not problems.

					Get momentum – be persistent, tenacious and alert.

					Never, ever give up.

			

			3. Ask for what you want

			
			
			
			4. Leave excuses to others

			
			
					Not enough education.

					Too busy and therefore no time available.

					A healthy fear of failing.

					A personalized combination of these different excuses.

			

			
			
					Take some classes or read books – so you know what to expect. Real estate really isn’t that difficult to master.

					Find mentors – people who’ve already been where you want to go. Get them to help you get started.

					Do your homework – be prepared to look at a hundred purchase opportunities or more before you make an offer to buy anything.

					Start small – and expect a few mistakes while you get your systems in place and while you gain know-how.

					Stay humble – and don’t take yourself too seriously. Enjoy your successes and try to learn from your mistakes.

					Have the right mindset – replace worrying about “I can’t afford it” with the notion “How can I afford it?” In real estate, there’s always more than one way to get the job done. Find a way forward that you can live with and benefit from.

					Anticipate problems – keep reminding yourself there is no such thing as a “perfect investment”. You just have to deal with whatever crops up.

					Remind yourself if you do nothing, you learn nothing – so the only way you can move forward is to try.
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