




Eric and Robert’s Principles for Success
by Eric Tyson and Robert S. Griswald

»» Real estate is a proven wealth-building vehicle. Investing in rental proper-
ties can generate current income and significant tax benefits as well as build 
equity from appreciation over the years and decades.

»» Although many people can succeed investing in real estate, rental 
property investing isn’t for everyone. Consider your investment prefer-
ences and personal temperament before buying property. Do you have the 
time to devote to real estate investing? Are you comfortable troubleshooting 
problems or hiring a property manager?

»» Make sure you’re financially fit before investing in rental properties. 
Pay particular attention to your monthly budget and make sure that you have 
adequate insurance coverage. Most successful real estate investors build their 
real estate investment portfolio through saving money and then gradually 
buying properties over the years.

»» Don’t underestimate the importance of establishing good credit. The best 
returns on real estate rely upon the use of credit to obtain the leverage of 
using OPM (other people’s money).

»» Your first (and often one of the best) real estate investment is buying a 
home to live in. Real estate is the only investment that we know of that you 
can live in or rent to produce income. You can also derive large tax-free profits 
when you sell your principal residence at a higher price than you paid for it.

»» Focus on residential properties in the beginning. Residential property is an 
attractive investment and is easier to understand, purchase, and manage than 
most other types of property. If you’re a homeowner, you already have 
experience locating, purchasing, and maintaining residential property.

»» Among residential property options, our top recommendations are small 
apartment buildings and single-family homes. Attached housing makes 
more sense for investors who don’t want to deal with building maintenance 
and security issues. Attached-housing prices tend to perform best in devel-
oped urban environments.

»» Have your real estate team in place before you begin your serious 
property searching. Line up a real estate agent, loan officer, tax advisor, 
lawyer, and so on early because the real estate investor with the best 
resources can identify the properties to ignore and those worthy of careful 
consideration. Move quickly — the speed at which you can close a transaction 
is an advantage in any type of market.



»» Look for properties in the path of progress. Areas where new development 
or redevelopment is heading are where you want to be. The best real estate 
investment properties are ones that are well located and physically sound but 
cosmetically challenged and poorly managed.

»» You don’t get rich trying to find no-money-down real estate investment 
deals. Don’t believe informercial hucksters. Don’t expect to buy top-notch 
rental properties that way.

»» Making at least a 20 to 25 percent down payment provides access to the 
best financing terms. You can make smaller down payments — even as low 
as 10 percent or less — but you often pay a much higher interest rate, loan 
fees, and private mortgage insurance. Leverage, or the use of the lenders’ 
money to cover the majority of your acquisition costs, can boost your rates of 
return. But too much leverage can be dangerous if the rental market turns 
and your debt expenses are high.

»» As the size and complexity of the deal increases, financing options 
become less attractive. The financing options for larger apartment build-
ings (five or more units), commercial, retail, industrial, and raw land generally 
require more money down and/or higher interest rates and loan fees. But 
more advanced real estate investors can enjoy higher overall returns plus the 
benefits of easier management and stability from long-term tenants.

»» For low entry costs, consider real estate investment trusts (REITs) 
and lease options. You can buy these exchange–traded securities (which 
can also be bought through REIT focused mutual funds) for a thousand 
dollars or less. With lease options, you begin by renting a property you may 
be interested in purchasing later, and a portion of your monthly rent goes 
towards the future purchase. If you can find a seller willing to provide 
financing, you can keep your down payment to a minimum.

»» We prefer the adage of “Location, location, value.” It clearly emphasizes 
location but also the importance of finding good value for your investment 
dollar. Owning real estate in up and coming areas with new development or 
renovated properties enhances finding and keeping good tenants and leads 
to greater returns. Properties in great locations with extensive deferred 
maintenance, especially aesthetic issues that can be inexpensively addressed 
are another great opportunity.

»» Make real estate investments close by. Buy property within two hours 
away by your favorite mode of transportation. Venture further only when 
you really know another real estate market and regularly find yourself 
there for other reasons or you’ve found an excellent property manager.



»» Any decision about where to invest starts with an evaluation of the 
overall region’s economic trends. If the area isn’t economically sound, 
then the likelihood for successful real estate investments are diminished.

»» You’re purchasing a future income stream or cash flow when you buy 
an investment property. What you pay for a property and the cash flow it 
generates makes a significant difference in the success of your investment. 
The key is identifying which properties sellers have underpriced.

»» Don’t rely on the seller’s numbers when evaluating a property’s 
potential. Speak directly with the seller to determine the history of the 
property and their motivation for selling. But, don’t rely on historic operating 
results offered by the seller or broker. Develop your own numbers through 
evaluating the property with a team of qualified professionals who are 
specialists in the physical and fiscal management of real estate.

»» The buy-and-flip real estate investment strategy can work, but it also 
has a downside. Buying and flipping can be a way to make quick money in 
real estate if you time your investments correctly in a rapidly rising real estate 
market. However, flipping can cause your profits to be taxed as ordinary 
income and you could lose during a market downturn.

»» Bottom line: Real estate professionals, and you, should value a property 
based on the projected Net Operating Income (NOI). Project the NOI 
preferably for the next few years. Projecting the NOI is time consuming and 
requires a lot of experience, especially if you plan property changes to 
increase income and/or reduce expenses.





Real Estate 
Investing





Real Estate 
Investing

4th Edition

by Eric Tyson, MBA, and  
Robert S. Griswold, MBA, MSBA, CRE



Real Estate Investing For Dummies®, 4th Edition
Published by: John Wiley & Sons, Inc., 111 River Street, Hoboken, NJ 07030-5774, www.wiley.com

Copyright © 2020 by Eric Tyson and Robert S. Griswold

Media and software compilation copyright © 2020 by John Wiley & Sons, Inc. All rights reserved.

Published simultaneously in Canada

No part of this publication may be reproduced, stored in a retrieval system or transmitted in any form or by any 
means, electronic, mechanical, photocopying, recording, scanning or otherwise, except as permitted under Sections 
107 or 108 of the 1976 United States Copyright Act, without the prior written permission of the Publisher. Requests 
to the Publisher for permission should be addressed to the Permissions Department, John Wiley & Sons, Inc., 111 River 
Street, Hoboken, NJ 07030, (201) 748-6011, fax (201) 748-6008, or online at http://www.wiley.com/go/permissions.

Trademarks: Wiley, For Dummies, the Dummies Man logo, Dummies.com, Making Everything Easier, and related 
trade dress are trademarks or registered trademarks of John Wiley & Sons, Inc., and may not be used without 
written permission. All other trademarks are the property of their respective owners. John Wiley & Sons, Inc., is 
not associated with any product or vendor mentioned in this book.

LIMIT OF LIABILITY/DISCLAIMER OF WARRANTY: WHILE THE PUBLISHER AND AUTHOR HAVE USED THEIR BEST 
EFFORTS IN PREPARING THIS BOOK, THEY MAKE NO REPRESENTATIONS OR WARRANTIES WITH RESPECT TO 
THE ACCURACY OR COMPLETENESS OF THE CONTENTS OF THIS BOOK AND SPECIFICALLY DISCLAIM ANY 
IMPLIED WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE. NO WARRANTY MAY 
BE CREATED OR EXTENDED BY SALES REPRESENTATIVES OR WRITTEN SALES MATERIALS. THE ADVISE AND 
STRATEGIES CONTAINED HEREIN MAY NOT BE SUITABLE FOR YOUR SITUATION. YOU SHOULD CONSULT WITH 
A PROFESSIONAL WHERE APPROPRIATE. NEITHER THE PUBLISHER NOR THE AUTHOR SHALL BE LIABLE FOR 
DAMAGES ARISING HEREFROM.

For general information on our other products and services, please contact our Customer Care Department within 
the U.S. at 877-762-2974, outside the U.S. at 317-572-3993, or fax 317-572-4002. For technical support, please visit 
www.wiley.com/techsupport.

Wiley publishes in a variety of print and electronic formats and by print-on-demand. Some material included with 
standard print versions of this book may not be included in e-books or in print-on-demand. If this book refers to 
media such as a CD or DVD that is not included in the version you purchased, you may download this material at 
http://booksupport.wiley.com. For more information about Wiley products, visit www.wiley.com.

Library of Congress Control Number: 2019948942

ISBN 978-1-119-60176-0 (pbk); ISBN 978-1-119-60177-7 (ebk); ISBN 978-1-119-60178-4 (ebk)

Manufactured in the United States of America

10   9   8   7   6   5   4   3   2   1

http://www.wiley.com
http://www.wiley.com/go/permissions
https://hub.wiley.com/community/support/dummies
http://booksupport.wiley.com
http://www.wiley.com


Contents at a Glance
Introduction. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 1

Part 1: Getting Started with Real Estate Investing. . . . . . . . . . . 5
CHAPTER 1:	 Evaluating Real Estate as an Investment . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 7
CHAPTER 2:	 Covering Common Real Estate Investments. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 27
CHAPTER 3:	 Considering Foreclosures, REOs, Probate Sales, and More. .  .  .  .  .  .  .  .  .  .  . 49
CHAPTER 4:	 Taking the Passive Approach . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 67
CHAPTER 5:	 Fast Money: Small Down Payments and Property Flips. .  .  .  .  .  .  .  .  .  .  .  .  .  . 85
CHAPTER 6:	 Building Your Team . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 95

Part 2: How to Get the Money: Raising Capital 
and Financing . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  113
CHAPTER 7:	 Identifying Sources of Capital. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  115
CHAPTER 8:	 Financing Your Property Purchases. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  127
CHAPTER 9:	 Securing the Best Mortgage Terms. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  147

Part 3: Finding and Evaluating Properties. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  157
CHAPTER 10:	Location, Location, Value. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  159
CHAPTER 11:	Understanding Leases and Property Valuation. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  191
CHAPTER 12:	Valuing Property through Number Crunching . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  205
CHAPTER 13:	Preparing and Making an Offer. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  233
CHAPTER 14:	Due Diligence, Property Inspections, and Closing. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  253

Part 4: Operating the Property. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  291
CHAPTER 15:	Landlording 101 . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  293
CHAPTER 16:	Protecting Your Investment . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  329
CHAPTER 17:	Recordkeeping and Accounting. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  341
CHAPTER 18:	Looking at Tax Considerations and Exit Strategies. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  357

Part 5: The Part of Tens. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  385
CHAPTER 19:	Ten Ways to Increase a Property’s Value . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  387
CHAPTER 20:	Ten Steps to Real Estate Investing Success . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  399

Appendix: Sample Purchase Agreement. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  409

Index. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  417

Real Estate Investing





Table of Contents      xi

Table of Contents
INTRODUCTION . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 1

About This Book. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  1
Foolish Assumptions. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  3
Icons Used in This Book. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  3
Beyond This Book. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  4
Where to Go from Here. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  4

PART 1: GETTING STARTED WITH REAL ESTATE 
INVESTING. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 5

CHAPTER 1:	 Evaluating Real Estate as an Investment. .  .  .  .  .  .  .  .  .  .  .  .  . 7
Understanding Real Estate’s Income- and  
Wealth-Producing Potential. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  8
Recognizing the Caveats of Real Estate Investing. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  10
Comparing Real Estate to Other Investments. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  12

Returns. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  12
Risk . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  12
Liquidity . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  13
Capital requirements . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  14
Diversification value . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  14
Opportunities to add value . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  14
Being aware of the tax advantages. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  15

Determining Whether You Should Invest in Real Estate. .  .  .  .  .  .  .  .  .  .  .  19
Do you have sufficient time?. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  19
Can you deal with problems?. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .20
Does real estate interest you?. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  20
Can you handle market downturns? . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  20

Fitting Real Estate into Your Plans . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  21
Ensuring your best personal financial health. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  21
Protecting yourself with insurance. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  22
Considering retirement account funding. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  23
Thinking about asset allocation. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  23

CHAPTER 2:	 Covering Common Real Estate Investments. .  .  .  .  .  .  .  . 27
Identifying the Various Ways to Invest in Residential 
Income Property . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  28

Buying a place of your own. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  28
Converting your home to a rental. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  29
Investing and living in well-situated fixer-uppers. .  .  .  .  .  .  .  .  .  .  .  .  .  .  30
Purchasing a vacation home. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  31
Paying for timeshares and condo hotels. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  33



xii      Real Estate Investing For Dummies

Surveying the Types of Residential Properties You Can Buy . .  .  .  .  .  .  .  38
Single-family homes . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  39
Attached housing. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  40
Apartments. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  42

Considering Commercial Real Estate. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  43
Buying Undeveloped or Raw Land. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  45

CHAPTER 3:	 Considering Foreclosures, REOs,  
Probate Sales, and More . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 49
Finding Foreclosures and REOs. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  50

Taking a closer look at foreclosures. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  51
Examining lender REOs (real estate–owned). .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  57

Getting a Jump on Foreclosure and REO Competition  
with Short Sales. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  59

Recognizing seller benefits. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  59
Comparing short sales to other properties. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  60
Finding short-sale opportunities. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  61
Convincing a lender to do a short sale. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  62

Contemplating Lease Options. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  64
Probing Probate Sales and Auctions . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  64

Examining probate sales . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  65
Trying real estate auctions. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  65

CHAPTER 4:	 Taking the Passive Approach. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 67
Using Real Estate Investment Trusts . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  68

Distinguishing between public and private REITs. .  .  .  .  .  .  .  .  .  .  .  .  .  .  69
Taking a look at performance. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  70
Investing in REIT funds. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  71

Understanding Tenants in Common . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  72
Paying for 1031 availability and “hassle free” management. .  .  .  .  .  73
Asking whether TICs are right for you . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  75

Comprehending Triple Net Properties. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  77
Thinking ahead about landlord/tenant division of duties. .  .  .  .  .  .  .  77
Minimizing the risks of triple net investments . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  79

Eyeing Notes and Trust Deeds . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  80
Looking at Tax Lien Certificate Sales . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  81
Considering Limited Partnerships. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .82

CHAPTER 5:	 Fast Money: Small Down Payments  
and Property Flips. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 85
Purchasing with No Money Down. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  86

Being aware of too-good-to-be-true results . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  86
Understanding why we recommend skipping  
these investments. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  88
Finding no-money-down opportunities (if you insist) . .  .  .  .  .  .  .  .  .  .  90



Table of Contents      xiii

Buying, Fixing, and Flipping or Refinancing. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  91
The buy-and-flip strategy. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  91
The buy, fix, and refinance strategy. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  94

CHAPTER 6:	 Building Your Team . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 95
Knowing When to Establish Your Team. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  96
Adding a Tax Advisor. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .97
Finding a Financial Advisor. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  98
Lining Up a Lender or Mortgage Broker . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  100

Understanding lending nuances. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  100
Building relationships with lenders . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  101

Working with Brokers and Agents. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .102
Seeing the value of working with an agent. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  103
Grasping the implications of agency:  
Who the agent is working for. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  104
Getting a feel for compensation. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  105
Finding a good broker or agent. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  107
Making the most of your agent. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  109

Considering an Appraiser. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  109
Finding an Attorney. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  111

PART 2: HOW TO GET THE MONEY: RAISING  
CAPITAL AND FINANCING. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  113

CHAPTER 7:	 Identifying Sources of Capital. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  115
Calculating the Costs of Admission. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  116

Forgetting the myth of no money down . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  116
Determining what you need to get started. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  117

Rounding Up the Required Cash by Saving. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  118
Overcoming Down Payment Limitations. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  119

Changing your approach. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  119
Tapping into other common cash sources . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  120
Capitalizing on advanced funding strategies. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  123

CHAPTER 8:	 Financing Your Property Purchases. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  127
Taking a Look at Mortgage Options. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  127

Fixed-rate mortgages . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  128
Adjustable-rate mortgages (ARMs). .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  130

Reviewing Other Common Fees. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  134
Making Some Mortgage Decisions. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  136

Choosing between fixed and adjustable. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  136
Selecting short-term or long-term . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  138

Borrowing Against Home Equity. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  139
Getting a Seller-Financed Loan. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  140



xiv      Real Estate Investing For Dummies

Mortgages That Should Make You Think Twice . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  142
Balloon loans. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  142
Interest-only loans. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  143
Recourse financing . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  144
Loan guarantees. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  145

CHAPTER 9:	 Securing the Best Mortgage Terms. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  147
Shopping for Mortgages. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  147

Relying on referrals. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  148
Mulling over mortgage brokers. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  148
Web surfing for mortgages . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  151

Solving Potential Loan Predicaments. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  152
Polishing your credit report. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  153
Conquering insufficient income . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  154
Dealing with low property appraisals. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  155

PART 3: FINDING AND EVALUATING PROPERTIES. .  .  .  .  .  .  .  157

CHAPTER 10:	Location, Location, Value . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  159
Deciding Where to Invest. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  160
Finding Properties to Add Value. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  162
Evaluating a Region: The Big Picture. . . . . . . . . . . . . . . . . . . . . . . . . . . .164

Population growth. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  165
Job growth and income levels. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  166

Investigating Your Local Market . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  168
Supply and demand . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  169
Focusing on the path of progress. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  174
Considering barriers to entry. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .176
Government’s effect on real estate. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  181

Evaluating Neighborhoods. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  182
Schools . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  182
Crime rates. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  183
Pride of ownership . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  183
Role play: What attracts you to the property?. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  184

Mastering Seller’s and Buyer’s Markets. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  187
Understanding real estate cycles . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  187
Timing the real estate market. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  188

CHAPTER 11:	Understanding Leases and Property Valuation. .  .  191
The Importance of Evaluating a Lease. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  191
Reviewing a Lease: What to Look For. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  193

Comprehending a residential lease. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  194
Making sense of a commercial lease. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  194



Table of Contents      xv

Understanding the Economic Principles of Property Valuation. .  .  .  .  196
Determining highest and best use. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  198
Comparing fair market value and investment value. .  .  .  .  .  .  .  .  .  .  199

Reviewing the Sources of Property-Valuing Information. . . . . . . . . . .200
Establishing Value Benchmarks . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  201

Gross rent/income multiplier . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  202
Price per unit and square foot. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  203
Replacement cost . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  204

CHAPTER 12:	Valuing Property through Number Crunching. .  .  .  205
Understanding the Importance of Return on Investment. .  .  .  .  .  .  .  .  .  206
Figuring Net Operating Income. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  207

Evaluating income. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  208
Tallying operating expenses . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  211

Calculating Cash Flow. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  214
Servicing debt. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  215
Making capital improvements. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  216

Surveying Lease Options . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  217
Comparing some of the options. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  218
Accounting for common area maintenance  
charges for commercial buildings. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  219

The Three Basic Approaches to Value . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  219
Market data (sales comparison) approach . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  220
Cost approach. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  223
Income capitalization approach . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  224

Reconciling the Three Results to Arrive at a Single Value. .  .  .  .  .  .  .  .  .  226
Putting It All Together: Deciding How Much to Pay. .  .  .  .  .  .  .  .  .  .  .  .  .  .  227

Examining the seller’s rental rate and expense claims . .  .  .  .  .  .  .  .  228
Deciding which set of numbers to use. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  229

CHAPTER 13:	Preparing and Making an Offer. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  233
Negotiating 101. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  233

Starting with the right approach. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  234
Building a solid foundation of knowledge. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  235
Assembling attractive and realistic offers . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  238

Preparing to Make Your Offer: Understanding Contract Basics. .  .  .  .  241
Bilateral versus unilateral contracts. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  241
Elements of a contract . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  241

Addressing Key Provisions in the Purchase Agreement . .  .  .  .  .  .  .  .  .  .  244
Showing intention with an earnest money deposit. .  .  .  .  .  .  .  .  .  .  .  245
Assigning your rights. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  246
Setting the closing date . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  248
Using contingencies effectively. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  249
Ironing out straggling issues. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  251

Presenting the Purchase Agreement. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  252



xvi      Real Estate Investing For Dummies

CHAPTER 14:	Due Diligence, Property Inspections,  
and Closing . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  253
Opening Escrow. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  254

Escrow instructions. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  254
Preliminary title report. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  255
Removing contingencies. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  256
Estimating the closing date . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  256

Conducting Formal Due Diligence. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .257
Reviewing the books and records. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  258
Inspecting the property . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  261

Negotiating Credits in Escrow. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  273
Determining How to Hold Title. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  274

Sole proprietorship. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  275
Joint tenancy. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  276
Tenancy in common. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  277
Partnerships. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  278
Limited liability company. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  280
Corporations . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  281

Closing the Transaction . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  282
Estimated closing statement. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  284
Title insurance. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  284
Property insurance. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  285
Final closing statement. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  287
Deed recording and property takeover. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  289

PART 4: OPERATING THE PROPERTY. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  291

CHAPTER 15:	Landlording 101. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  293
Hiring Management Help: Yes or No? . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  293

Evaluating your situation and the possibility  
of self-management . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  294
Assessing your skills and interests. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  295

Finding and Hiring Pros . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  297
Doing the research. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  297
Talking money. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  299

Testing for Environmental Issues. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  300
Deciding on Rental Policies . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  301

Determining lease length. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  302
Setting the rent . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  302
Deciding on security deposits. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  304
Creating policies and guidelines. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  305

Working with Existing Tenants upon Property Acquisition. .  .  .  .  .  .  .  .  306
Meeting tenants and inspecting units . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  306
Entering into a new rental agreement. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  307
Increasing rents. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  308



Table of Contents      xvii

Finding Stable, Trustworthy Tenants . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  309
Establishing tenant selection criteria. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  309
Advertising for tenants. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  314
Showing your rental . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  315
Accepting applications and deposits . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  318
Verifying rental applications . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  319
Dealing with rental cosigners . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  322
Notifying applicants of your decision. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  322
Reviewing and signing documents. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  323
Collecting the money . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  324
Inspecting the property with your tenant. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  325

Renovating and Upgrading to Add Value. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  325
Enhancing external appearances. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  326
Improving what’s inside. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  326
Using contractors . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  327

CHAPTER 16:	Protecting Your Investment. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  329
Developing a Risk Management Plan. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  329
Getting the Insurance You Need. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  331

Understanding insurance options . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  332
Determining the right deductible. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  337
Selecting potential insurers. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  337
Talking with tenants about renter’s insurance. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  338
Dealing with claims. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  339

CHAPTER 17:	Recordkeeping and Accounting. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  341
Organizing Your Records. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  342

Keeping records up-to-date and accurate. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  342
Filing made easy . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  344

Knowing What to Account For. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  346
Documenting income and expenses . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  347
Creating a budget and managing your cash flow. .  .  .  .  .  .  .  .  .  .  .  .  .  348

Doing Your Accounting Manually. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  349
Using Software. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  350

Recognizing the value of professional accounting software. .  .  .  .  350
Identifying some of the better programs. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  352

CHAPTER 18:	Looking at Tax Considerations and 
Exit Strategies. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  357
Understanding the Tax Angles . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  358

Sheltering income with depreciation. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  358
Minimizing income taxes. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  360

Considering Exit Strategies . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  368
Selling outright. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  369
Calculating gain or loss on a sale . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  369



xviii      Real Estate Investing For Dummies

Selling now, reaping profits later: Installment sale . .  .  .  .  .  .  .  .  .  .  .  372
Transferring equity to defer taxes . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  375
Using the capital gains exclusion to earn a tax-free gain . .  .  .  .  .  .  379
Selling as a lease-to-own purchase. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  380
Gaining tax savings by investing in “opportunity zones”. .  .  .  .  .  .  .  382
Transferring your property through a gift or bequest. .  .  .  .  .  .  .  .  .  383

Taking in a Final Note on Taxes on Your Profits. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  383

PART 5: THE PART OF TENS. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  385

CHAPTER 19:	Ten Ways to Increase a Property’s Value. .  .  .  .  .  .  .  .  .  .  387
Raise Rents. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  388
Reduce Turnover. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  388
Consider Lease Options. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  389
Develop a Market Niche. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  390
Maintain and Renovate. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  390
Cut Back Operating Expenses. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  391
Scrutinize Property Tax Assessments. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  393
Refinance and Build Equity Quicker. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  394
Take Advantage of Tax Benefits . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  395
Be Prepared to Move On. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  396
Improve Management . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  397

CHAPTER 20:	Ten Steps to Real Estate Investing Success . .  .  .  .  .  .  .  399
Build Up Savings and Clean Up Credit. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  400
Buy Property in the Path of Progress. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  401
Buy the Right Property at the Best Price Possible . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  401
Renovate Property the Right Way. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  402
Keep Abreast of Market Rents. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  403
Recover Renovation Dollars through Refinancing . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  404
Reposition Property with Better Tenants. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  405
Become or Hire a Superior Property Manager. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  406
Refinance or Sell and Defer Again. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  406
Consolidate Holdings into Larger Properties . .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  407

APPENDIX: SAMPLE PURCHASE AGREEMENT. .  .  .  .  .  .  .  .  .  .  .  .  .  409

INDEX. .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  417



Introduction      1

Introduction

Welcome to Real Estate Investing For Dummies, 4th Edition! We’re delighted 
to be your tour guides. Throughout this book, we emphasize three fun-
damental cornerstones that we believe to be true:

»» Real estate is one of the three time-tested ways for people of varied economic 
means to build wealth (the others are stocks and small business). Over the 
long term (decades), you should be able to make an annualized return of at 
least 8 to 10 percent per year investing in real estate.

»» Investing in real estate isn’t rocket science but does require doing your 
homework. If you’re sloppy doing your legwork, you’re more likely to end up 
with inferior properties or to overpay. Our book clearly explains how to buy 
the best properties at a fair (or even below market value!) price. (Although we 
cover all types of properties, this book concentrates more on residential 
investment opportunities, which are more accessible and appropriate for 
nonexperts.)

»» Although you should make money over the long term investing in good real 
estate properties, you can lose money, especially in the short term. Don’t 
unrealistically expect real estate values to increase every year. Downturns in 
the local real estate prices may create temporary buying opportunities, but we 
aren’t real estate day traders. When you invest in real estate for the long term, 
which is what we advocate and practice, the occasional price declines should 
be merely bumps on an otherwise fruitful journey.

About This Book
Real Estate Investing For Dummies, 4th Edition, covers tried and proven real estate 
investing strategies that real people, just like you, use to build wealth. Specifically, 
this book explains how to invest in single-family homes; detached and attached 
condominiums; small apartments including duplexes, triplexes, and multiple-
family residential properties up to 20 to 30 units; commercial properties, includ-
ing office, industrial, and retail; and raw (undeveloped) land. We also cover indirect 
real estate investments such as real estate investment trusts (REITs) that you can 
purchase through the major stock exchanges or a real estate mutual fund.
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We’ve always relied on tried-and-true methods of real estate investing, and our 
core advice is as true today as it was before the real estate downturn in the late 
2000s.

If you expect us (in infomercial-like fashion) to tell you how to become an over-
night multimillionaire, this is definitely not the book for you. And please allow us 
to save you money, disappointment, and heartache by telling you that such huck-
sters are only enriching themselves through their grossly overpriced tapes and 
seminars.

Unlike so many real estate book authors, we don’t have an alternative agenda in 
writing this book. Many real estate investing books are nothing more than info-
mercials for high-priced DVDs or seminars the author is selling. The objective of 
our book is to give you the best crash course in real estate investing so that if you 
choose to make investments in income-producing properties, you may do so 
wisely and confidently.

Here are some good reasons why we — Eric Tyson and Robert Griswold — are a 
dynamic duo on your side:

Robert Griswold has extensive hands-on experience as a real estate investor who 
has worked with properties of all types and sizes. He is also the author of Property 
Management Kit For Dummies (Wiley) and was the author of two popular syndicated 
real estate newspaper columns for more than 20 years. He has appeared for more 
than 15 years as the NBC-TV on-air real estate expert for Southern California. And 
for nearly 15 years, he was the host of the most popular and longest running real 
estate radio show in the country — Real Estate Today! with Robert Griswold on Clear 
Channel Communications.

Robert also holds the Counselor of Real Estate (CRE), Certified Commercial Invest-
ment Member (CCIM), Professional Community Association Manager (PCAM), 
and Certified Property Manager (CPM) designations. He earned a bachelor’s 
degree and two master’s degrees in real estate and related fields from the Univer-
sity of Southern California’s Marshall School of Business.

Eric Tyson is a former financial counselor, lecturer, and coauthor of the national 
bestseller Home Buying For Dummies (Wiley), as well as the author or coauthor of 
numerous other bestselling books in the For Dummies series, such as Personal 
Finance, Investing, Mutual Funds, and Small Business.

Eric has counseled thousands of clients on a variety of personal finance, invest-
ment, and real estate quandaries and questions. A former management consultant 
to Fortune 500 financial service firms, Eric is dedicated to teaching people to bet-
ter manage their personal finances. For more than 25 years, he has successfully 
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invested in real estate and securities and started and managed several businesses. 
He earned an MBA at the Stanford Graduate School of Business and a bachelor’s 
degree in economics at Yale.

Foolish Assumptions
Whenever an author sits down to write a book, he has a particular audience in 
mind. Because of this, he must make some assumptions about who his reader is 
and what that reader is looking for. Here are a few assumptions we’ve made 
about you:

»» You’re looking for a way to invest in real estate but don’t know what types of 
properties and strategies are best.

»» You’re considering buying an investment property, be it a single-family home, 
a small apartment complex, or an office building, but your real estate 
experience is largely limited to renting an apartment or owning your own 
home.

»» You may have a small amount of money already invested in real estate, but 
you’re ready to go after bigger, better properties.

»» You’re looking for a way to diversify your investment portfolio.

If any of these descriptions hit home for you, you’ve come to the right place.

Icons Used in This Book
Throughout this book, you can find friendly and useful icons to enhance your 
reading pleasure and to note specific types of information. Here’s what each icon 
means:

We use this icon to highlight when you should look into something on your own 
or with the assistance of a local professional.

This icon flags concepts and facts that we want to ensure you remember as you 
make your real estate investments.
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Here we point out potentially interesting but nonessential (skippable) stuff.

This icon points out something that can save you time, headaches, money, or all 
the above!

Look for this icon to find real-life examples of real estate situations to help exem-
plify a point.

Here we’re trying to direct you away from blunders and boo-boos that others have 
made when investing in real estate.

Beyond This Book
In addition to the content of this book, you can access some related material 
online. Head to www.dummies.com and type in “Real Estate Investing For Dummies 
Cheat Sheet” in the search box to find additional tips for investing.

Where to Go from Here
If you have the time and desire, we encourage you to read this book in its entirety. 
It provides you with a detailed picture of how to maximize your returns while 
minimizing your risks in the real estate market. But you may also choose to read 
selected portions. That’s one of the great things (among many) about For Dummies 
books. You can readily pick and choose the information you read based on your 
individual needs. Just scan the table of contents or index for the topics that inter-
est you the most.

http://www.dummies.com/
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Understand that real estate is just one of many 
available investment options for you and grasp why 
you may want to consider it in your investment 
portfolio.

Identify the pros and cons of managing rental 
properties and how you can fit real estate into your 
overall personal financial plans.

Examine the gamut of real estate options so that you 
know which ones may be better choices for you, 
depending on your circumstances.

Separate fact from fiction when it comes to passive 
real estate investments (for example, real estate 
investment trusts) and riskier approaches like no 
money down and property flipping.

Begin to assemble a team of competent professionals 
who can assist you with investing in real estate.
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Chapter 1
Evaluating Real Estate 
as an Investment

When coauthor Robert first entered the real estate field while attending 
college decades ago, his father, a retired real estate attorney, advised 
that he use his monthly income primarily to pay day-to-day living 

expenses and allocate money each month into long-term financial investments 
like real estate. This solid advice has served Robert well over the years.

It’s never too early or too late to formulate your own plan for a comprehensive 
wealth-building strategy. For many, such a strategy can help with the goals of 
funding future education for children and ensuring a comfortable retirement.

The challenge involved with real estate is that it takes some real planning to get 
started. Contacting an investment company and purchasing some shares of your 
favorite mutual fund or stock is a lot easier than acquiring your first rental prop-
erty. Buying property need not be too difficult, though. With a financial and real 
estate investment plan, a lot of patience, and the willingness to do some hard 
work, you can be on your way to building your own real estate empire!

In this chapter, we give you information that can help you decide whether you 
have what it takes to make money and be comfortable with investing in real estate. 

IN THIS CHAPTER

»» Focusing on the potential of real 
estate investing

»» Contrasting real estate with other 
investing options

»» Deciding whether real estate is really 
for you

»» Arranging your overall investment 
and financial plans to include real 
estate
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We compare real estate investments to other investments. We provide some ques-
tions you should ask yourself before making any decisions. And finally, we offer 
guidance on how real estate investments can fit into your overall personal finan-
cial plans. Along the way, we share our experience, insights, and thoughts on a 
long-term strategy for building wealth through real estate that virtually everyone 
can understand and actually achieve.

Understanding Real Estate’s Income- 
and Wealth-Producing Potential

Compared with most other investments, good real estate can excel at producing 
periodic or monthly cash flow for property owners. So in addition to the longer-
term appreciation potential, you can also earn investment income year in and year 
out. Real estate is a true growth and income investment.

The vast majority of people who don’t make money in real estate make easily 
avoidable mistakes, which we help you avoid.

The following list highlights the major benefits of investing in real estate:

»» Tax-deferred compounding of value: In real estate investing, the apprecia-
tion of your properties compounds tax-deferred during your years of owner-
ship. You don’t pay tax on this profit until you sell your property — and even 
then, you can roll over your gain into another investment property and avoid 
paying taxes. (See the “Being aware of the tax advantages” section later in 
this chapter.)

»» Regular cash flow: If you have property that you rent out, you have money 
coming in every month in the form of rents. Some properties, particularly 
larger multi-unit complexes, may have some additional sources, such as from 
parking, storage, or washers and dryers.

When you own investment real estate, you should also expect to incur 
expenses that include your mortgage payment, property taxes, insurance, 
and maintenance. The interaction of the revenues coming in and the expenses 
going out is what tells you whether you realize a positive operating profit each 
month.

»» Reduced income tax bills: For income tax purposes, you also get to claim an 
expense that isn’t really an out-of-pocket cost — depreciation. Depreciation 
enables you to reduce your current income tax bill and hence increase your 
cash flow from a property. (We explain this tax advantage and others later in 
the “Being aware of the tax advantages” section.)
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»» Rate of increase of rental income versus overall expenses: Over time, 
your operating profit, which is subject to ordinary income tax, should rise as 
you increase your rental prices faster than the rate of increase for your 
property’s overall expenses. What follows is a simple example to show why 
even modest rental increases are magnified into larger operating profits and 
healthy returns on investment over time.

Suppose that you’re in the market to purchase a single-family home that you 
want to rent out and that such properties are selling for about $200,000 in the 
area you’ve deemed to be a good investment. (Note: Housing prices vary widely 
across different areas, but the following example should give you a relative sense 
of how a rental property’s expenses and revenue change over time.) You expect to 
make a 20 percent down payment and take out a 30-year fixed rate mortgage at 6 
percent for the remainder of the purchase price — $160,000. Here are the details:

Monthly mortgage payment $960

Monthly property tax $200

Other monthly expenses (maintenance, insurance) $200

Monthly rent $1,400

In Table  1-1, we show you what happens with your investment over time. We 
assume that your rent and expenses (except for your mortgage payment, which is 
fixed) increase 3 percent annually and that your property appreciates a conserva-
tive 4 percent per year. (For simplification purposes, we ignore depreciation in 
this example. If we had included the benefit of depreciation, it would further 
enhance the calculated investment returns.)

TABLE 1-1	 How a Rental Property’s Income and Wealth 
Build Over Time

Year Monthly Rent Monthly Expenses Property Value Mortgage Balance

0 $1,400 $1,360 $200,000 $160,000

5 $1,623 $1,424 $243,330 $148,960

10 $1,881 $1,498 $296,050 $133,920

20 $2,529 $1,682 $438,225 $86,400

30 $3,398 $1,931 $648,680 $0

31 $3,500 $1,000 $674,625 $0
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Now, notice what happens over time. When you first buy the property, the monthly 
rent and the monthly expenses are about equal. By year five, the monthly income 
exceeds the expenses by about $200 per month. Consider why this happens — your 
largest monthly expense, the mortgage payment, doesn’t increase. So, even though 
we assume that the rent increases just 3 percent per year, which is the same rate of 
increase assumed for your nonmortgage expenses, the compounding of rental infla-
tion begins to produce larger and larger cash flows to you, the property owner. Cash 
flow of $200 per month may not sound like much, but consider that this $2,400 
annual income is from an original $40,000 investment. Thus, by year five, your 
rental property is producing a 6 percent return on your down payment investment. 
(And remember, if you factor in the tax deduction for depreciation, your cash flow 
and return are even higher.)

In addition to the monthly cash flow from the amount that the rent exceeds the 
property’s expenses, also look at the last two columns in Table 1-1 to see what has 
happened by year five to your equity (the difference between market value and 
mortgage balance owed) in the property. With just a 4 percent annual increase in 
market value, your $40,000 in equity (the down payment) has more than doubled 
to $94,370 ($243,330 – 148,960).

By years 10 and 20, you can see the further increases in your monthly cash flow 
and significant expansion in your property’s equity. By year 30, the property is 
producing more than $1,400 per month cash flow and you’re now the proud owner 
of a mortgage-free property worth more than triple what you paid for it!

After you get the mortgage paid off in year 30, take a look at what happens in year 
31 and beyond to your monthly expenses (big drop as your monthly mortgage 
payment disappears!) and therefore your cash flow (big increase).

Recognizing the Caveats of 
Real Estate Investing

Despite all its potential, real estate investing isn’t lucrative at all times and for all 
people — here’s a quick outline of the biggest caveats that accompany investing 
in real estate:

»» Few home runs: Your likely returns from real estate won’t approach the 
biggest home runs that the most accomplished entrepreneurs achieve in the 
business world. That said, by doing your homework, improving properties, 


