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Foreword

aseball has blessed me with a sensational career and an

avenue to reap rich financial rewards. However, the hard

work does not stop in the baseball diamond, nor does it

end with the paychecks. I am acutely aware that many
professional athletes are paid well for their talents but, sadly,
are victims of poor financial planning.

When I landed my well-publicized 10-year, $252 million con-
tract, I set about finding an investment vehicle that would ensure
my financial fitness long after baseball. I read many books on
wealth, entrepreneurship, and investing, as well as biographies
of successful individuals, but nothing inspired or captivated me
as much as Real Estate Riches by Dolf de Roos. Dolf makes real
estate investing simple and accessible to anyone who has the will
to succeed. He is an All Star in his field!

On my journey to verify the opportunities available in real
estate, | met with Joanne Mitchell, a good friend and local real
estate advisor who owns and operates several thousand apart-
ments in Miami. She immediately recognized the copy of Real
Estate Riches under my arm and consequently pulled her copy
out from her desk. Her book had been highlighted, and notes
had been scribbled in the margins—it had been an inspiration
to her as well. This book holds powerful recipes for prosperity.

I had to meet this wizard of real estate called Dolf de Roos.
After great effort due to scheduling conflicts, we met in Dallas.
To his surprise I was a baseball player and not a basketball
player, and to my surprise he was accessible and eager to teach
a newcomer his strategies. Clearly whether you are on the
baseball field or a field slated for real estate investing, life is a
numbers game. Some days you score big, and others, well . . .

vii



viii FOREWORD

you don’t; but if you practice hard, learn from your mistakes,
stay focused, and above all have passion, then the numbers
start to work in your favor and your success fuels even more
success.

I credit Real Estate Riches and Dolf de Roos as valuable
guides that helped give me the confidence to form Newport
Property Ventures. I began by investing in a small duplex in an
emerging area of South Florida, which led to the acquisition of
several other income-producing properties. With hard work
and determination my projects and portfolio continue to grow
with phenomenal returns. Dolf’s principles are working strong!

That Dolf has passion is apparent from the first few pages
of this book. This passion and enthusiasm for his game is even
more apparent when you meet him in person. Recently we met
in New York where we once again reviewed the principles that
lead to great success in a newfound sport from which I will
never have to retire!

—Alex Rodriguez, #13
M.L.B. American League MVP
Founder and CEO, Newport Property Ventures

August 2004



Praise for Real Estate Riches

“I have always been interested in property but have never had
the courage to admit to myself that property is in fact a passion
of mine and not just an interest. Your book, Real Estate Riches,
has helped me make that final leap and as a result I have de-
cided to pursue my passion and restructure my life to make
more time for real estate investment.”

—Paul Dinis, South Africa

“I read your book, Real Estate Riches, and I loved it. Thanks for
breaking things down in such a simple fashion. I am now look-
ing to get into real estate investing.”

—Mike Desroches, New York
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“I bought your book Real Estate Riches and your course Prop-
erty Investor’s School and used the information to buy a $1.2
million commercial building. Thanks for all of the great infor-
mation. I couldn’t have done the deal without the information
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mediately raised the building value by $160,000.”

—Sam Beckford, Vancouver, Canada

“I have just finished reading your book Real Estate Riches. The
information was helpful and encouraging. Thanks for your
willingness to share your experiences.

“Along with my partner (older sister) I am a novice investor. Six
months ago, we purchased our first property, a six-unit com-
mercial building. Last week, we made an offer on a second
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excitement and profits continue!”

—Mike W. Sanderson, Virginia

“I have just completed your book Real Estate Riches. What a
great book.”
—DBrian Hunter, Boulder, Colorado

“I am a mother of four and awaiting my turn in ‘real estate
riches.” (That was a great book; I'm reading it again.) Because
of the book Real Estate Riches, my husband and I felt bold
enough to take over my parents’ property (they didn't want
to deal with the mortgage anymore). We refinanced, took
money out, and now are in negotiations to buy an invest-
ment property. Dolf de Roos helped us to think out of the
box.”
—Vivienne Pina, California
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“Out of all the real estate gurus I've listened to and read, you
have reached me the most. The message I received from your
books is a source of constant inspiration for me whenever I need
it. I love your can-do attitude and upbeat personality. I hope you
will continue to write and pass on your experiences.”

—Patrick Mintel, Florida

“Just finished Real Estate Riches and enjoyed it very much.
Can’t wait to continue my search for the riches.”
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Preface

| DON'T HAVE A JOB.
SHAME!

0o many people, my situation would be an embarrass-
ment and an imposition. Having no job has a stigma.
Take heart: For me it is not a temporary situation. I have
been this way since birth. To state it more accurately:

| have never had a job.

Furthermore, I have never received a single cent of gov-
ernment money in terms of an unemployment benefit, dis-
ability payout, hardship grant, or anything of that nature. Not
a single cent.

And just to clarify, I am not a trust fund baby. One of the
best things my parents ever did was to leave me to my own cre-
ative devices (not that they had a choice—I am trying to state
the obvious without embarrassing my parents!).

However, never having had a job does not mean that I have
never worked. On the contrary, I probably work as hard as, if
not harder than, most. But in terms of receiving a wage slip or a
salary payment from an employer, [ have no experience at that.

Sometimes people ask me what it feels like to never have
had a job. I simply don’t know, because I don’t know what to
compare it with. It'’s a bit like asking someone what it’s like

Xv



Xxvi PREFACE

never having traveled to Pluto. But I don’t mind not knowing,
as [ hear a lot of people complaining about their jobs.

When I was eight years old, we were living on the Gold
Coast of Australia. Back then I was already trying to figure out
ways of making money. In my very first venture, I set up a
candy stall on the beach. I used to buy candy wholesale at 1
cent, and sell it at 2 cents. In case you are thinking that the
numbers involved are small, the profit margins were huge!

On a sunny Saturday I would sell 100 pieces of candy. That
meant $1 profit. It may not sound like much, but my allowance
(pocket money) was 20 cents per week, so here I had figured
out a way to make five times my weekly allowance per day. 1
was rich!

I was happy until some burly officials shut down my stall.
No one had complained, but there were some bureaucratic
regulations about selling candy in the open.

The next day I was back on the beach with a fruit stall—the
regulations did not cover fruit. [ was so determined to sell my
self-imposed quota of fruit that I resisted calls to come home
for dinner until I had completely sold out. Years later I found
out that one day, in order to get me home before dark, my fa-
ther gave a stranger some coins with the request to buy my en-
tire remaining stock of fruit, so that I would finally return
home. His wisdom in not forcing me home is priceless.

Business and making money are not so much about what
happens to you, or the rules that are out there, but your atti-
tude, perseverance, and desire to succeed.

My sister and I had an upbringing rich in adventure if
not material luxury. Our curiosity was never dampened, but
encouraged.

My parents came through the tail end of the Depression.
Their reality was that to succeed in life, you had to study hard,
because by studying hard you can go to college, and at college
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you can get a degree, and with a degree you can get a good job,
and with a good job you can build a career, and with a good ca-
reer, you can have all the financial security that you could ever
hope for. Education was highly prized in our home.

So it was without much thinking at all that I went to col-
lege. I had a bit of trouble deciding what to do, however. Law
appealed to me, but then you would be restricted to practicing
in the country where you qualify, and having travel imprinted
in my DNA, I didn’t want to restrict myself. I couldn’t stand the
sight of blood, so medicine was out. The thought of looking
into people’s mouths all day didn't appeal at all either. In this
manner I slowly eliminated all professions. Except for engi-
neering. So off I went to engineering school.

It was during my first year studying for a bachelor’s in engi-
neering that it dawned on me that engineers were not uni-
formly rich. In fact, many of them seemed quite the opposite,
judging by their clothes, the clunkers that they drove, and the
modest houses that they occupied. So I took it upon myself to
make a study of the rich, to try to figure out what it was that
they had in common.

The study lasted more than seven months. I read biogra-
phies, autobiographies, the relevant parts of encyclopedias,
books, and magazines about the rich, and interviewed as many
wealthy people as I could. What I found astounded me.

The rich were not uniformly young or old. Nor were they al-
ways male, or female. It did not seem to matter whether they
were a firstborn, lastborn, or anywhere in between. It did not
matter whether they were born into a rich family, lived in a
wealthy country, immigrated from a poor country, or whether
they were devoutly religious, atheist, or agnostic. In fact, after
more than seven months of study, I could find only two things
that the rich had in common.. . .

First, almost without exception, the rich had integrity.
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Their word was their honor. If they said something, you could
count on it. That’s not to say that if you don’t have integrity you
cannot get rich. But I believe that if you don’'t have integrity
and get rich, your lack of integrity will also be part of your sub-
sequent and almost inevitable demise. And since integrity is
not purely genetic, there is a lesson in this for everyone.

The second feature that the rich uniformly had in common
is that almost without exception, the rich either made their
wealth, or kept their wealth, in real estate.

Upon that realization, I decided to get into property.

Things were not always easy. When I was seventeen, I
looked about twelve. I am sure the first bank manager I visited
to seek a mortgage thought it was a prank. (Imagine what it
was like for me as a seventeen-year-old kid, trying to date a
seventeen-year-old girl, and she'd also think I was twelve.) But
I persevered.

Meanwhile, four years later, I got my bachelor’s degree
with honors. And then they said to me: “Four years for a bach-
elor’s degree, but only one more for a master’s, how about it?”
So I started a master’s program. And halfway through, they
told me that I was doing so well that I could switch my regis-
tration from a master’s to a Ph.D. I wondered why not, couldn’t
think of an answer, and carried on. They say there are three
kinds of students: part-time, full-time, and eternal. I was the
eternal kind.

But one day I finally had my doctorate in hand. I was of-
fered a job at $32,000 a year, which at the time was a hand-
some salary. Unfortunately for my prospective employer, the
week before I had just completed a real estate deal that net-
ted me $35,000.

I remember thinking to myself: “Why would anyone in
their right mind agree to work for forty hours a week, for forty-
nine weeks of the year, turning up every morning at 8:00 A.Mm.
and saying, ‘Hello boss, here I am again, what would you like
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me to do today?, when in one week you can do a deal worth
$35,000 and take the rest of the year off?”

My parents, no doubt proud of my academic achieve-
ments, were, | am sure, quietly waiting for me to announce
my acceptance of a job offer. But the announcement never
came. I got more into property. I was involved in various
business ventures. Slowly I focused more and more on real
estate.

When [ was in my mid-thirties, I remember visiting my par-
ents in Europe. They picked me up at the airport, and as we
were driving to their house, they commented: “Maybe you did
the right thing by not having a job.” I know this was a big con-
cession, not to me, but to their belief that a job was crucial to
financial success. Nonetheless, I told them that I would know
that they really believed it when they could drop the word
maybe from their comments.

Over the years, as my property activities became more visi-
ble, I was asked to share what I do, and how I do it. Articles fol-
lowed, then books, and a weekly two-hour radio show on
property. I have lectured on real estate in over fifteen coun-
tries, have made software available to analyze and manage
property, and appeared on radio and television shows dis-
cussing the merits of real estate.

Today there are many books on real estate. Almost all are
correct in what they teach (as you’ll learn in this book, there is
no right or wrong way!). In writing this book, I do not want to
present yet another version of the mechanics of property in-
vestment. Rather, [ want to do two things. First, I want to share
why I think property is so astoundingly simple and lucrative. I
want to show property from a new perspective, so that whether
you are new to the game or a seasoned investor, you will be
forced to rethink how you feel about real estate. And second, I
want to give you an insider’s view of my approach, my atti-
tudes, my techniques, and my secrets.
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If there is something in these pages that inspires you to find
a great deal, [ will be happy. Conversely, I will not mind if you
decide not to get into property. But I could not forgive myself if
in ten years you said to me: “I would have got into property,
only no one ever told me it was this good.”

Successful investing!

Dolf de Roos
August 2004



PART ONE

Why Is Property
So Good?






Chapter 1

FOUR MAGIC
QUESTIONS

he purpose of this book is not so much to give you the

“how-to” of real estate—although there will be plenty

of how-to advice—but to make you sit bolt upright and

exclaim: “Wow, I never realized real estate was this
good!” The reason is that once you “get it,” once you under-
stand why property is such a phenomenally lucrative and as-
toundingly simple investment vehicle, you will never be able
to focus on a sitcom on television again without getting itchy
feet, wondering whether the hour wasted watching the tube
is costing you the Deal of the Decade. You will be itching to
apply my how-to ideas (and those gleaned from other books
and sources), and you will also want to invent your own and
go out there and try them, modify them, and continually im-
prove them.

I will show you that contrary to expectations and what we
somehow seem to have been taught by our parents, relatives,
schools, the mass media, and “experts,” it is possible to find a
bargain property, or even many of them in a row. It is possible
to buy properties using mostly or entirely other people’s
money. It is possible to buy properties where the returns are 20
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or 30 or 50 or 100 percent or more per annum. What'’s more, all
these things are easy.

When I tell people that property is not just as good as
other investments, not just a little better, and not even just a
lot better than other investments, but tens or even hundreds
of times better than other investments, most people do not
believe it.

So, let me in the next few pages show you why I think prop-
erty is so much better.

Imagine you have a lump of money to invest. It does not
matter whether you have $5,000, $10,000, $100,000, or $1 mil-
lion, as the same principles apply in each case. So let’s assume
that you have $100,000 cash to invest. Let’s also assume that
you are considering investing your funds either in the stock
market or in property. Finally, for the sake of simplicity, let’s ig-
nore all brokerage fees and commissions.

I will simply pose four questions . . .

Question One

How many dollars’ worth of stock can you buy with
$100,000 cash?

I often ask this question during seminars and am not infre-
quently met with a sea of blank faces, as if it were a trick ques-
tion. It is not!

For most people, when you have $100,000 of cash to in-
vest in the stock market, you can buy exactly $100,000 worth
of stock.

Now I know some of you will protest that you can buy
stocks on margin, but the reality is that investment houses will
only let you do that with a very limited number of stocks, and
then only for about 30 percent of the value of the stocks. What'’s
more, if the stocks go down in value, they will make a “margin
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call,” in other words, ordering you to pay a portion of the
plummeted value so that your borrowing percentage is down
to within their acceptable margins again. The truth is that for
nearly all stock market investors, they put up the entire pur-
chase price in cash.

So, in nearly all cases, your $100,000 cash will buy you ex-
actly $100,000 worth of stock.

Let’s compare this with investing in real estate.

How many dollars’ worth of property can you buy with
$100,000 cash?

Well, clearly, you could buy a $100,000 property. But you
could also buy a $200,000 property, by taking out a mortgage
for 50 percent of the property’s purchase price. You could also
buy a $300,000 property by taking out a 66 percent mortgage.
In fact, you could buy a $1 million property by taking out a 90
percent mortgage.

Now I know that for many of you the notion of buying $1
million worth of property with a mere $100,000 cash is way be-
yond your comfort zone, and into the fear territory of your
minds. The figure of $1 million may be a bit daunting, and then
you can't help but think that if you have a $900,000 mortgage,
how on earth are you going to pay the interest on that? After all,
at a nominal 8 percent interest per annum, that would amount
to $72,000 per year in interest, which may be more than you
are presently earning!

The answer is that if you did buy a $1 million property
with $100,000 cash, you would have an asset worth $1
million that would generate rental income for you. If you
had bought wisely, then the rent would more than cover your
expenses.

The point is that when you buy stocks, you generally have
to put up the entire purchase price in cash. When you buy
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property, you generally have banks and other lending institu-
tions falling over themselves to give you money.

People often challenge me on this claim that banks and fi-
nancial institutions fall over themselves to lend you money to
buy property. They often cite difficulties they have had with
such institutions, and use examples of these difficulties to
counter my argument.

They are totally missing the point. Anywhere in the world
you can pick up a newspaper or magazine, look at television
ads, or be confronted by huge billboards. You will never see
advertisements saying things like: “Want to invest in dia-
monds, or antiques, or paintings, or precious metals, or
stocks, or certificates of deposit (CDs), or mutual funds, or
phone cards? Come and see us, and we will lend you the
money to invest.” It sounds crazy, right? Yet these same
newspapers and magazines and television channels and bill-
boards continually run advertisements offering financing for
property acquisitions.

Remember how when you buy a new (for you, anyway)
car, you suddenly notice all the other cars of the same make
and model on the road? Well, when you look out for adver-
tisements of institutions looking to lend you money to buy
property, you will suddenly see them all over the place. And
then you will also notice the lack of ads offering financing for
other investments.

There is another way of looking at it. Imagine going into the
bank, and saying to your bank manager something like: “I want
to invest in gold, and my neighbor says that platinum is a good
investment, and my kids are really into phone cards and base-
ball cards, and my husband (or wife) collects antiques, and we
want to buy more stocks and bonds, so will you please, Mr.
Bank Manager, lend us the money to invest in these things?”
Chances are he will laugh you out of his office. And yet if you
were to ask that same bank manager for money to buy prop-
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erty, he will look at the situation with interest, as he is generally
eager to lend money on property.

This tells you two things about property. First, it is still con-
sidered a safe and secure investment. As further proof of this,
consider the interest rates charged on various loans. The inter-
est rate charged on real estate loans is less than that charged
on business loans, which in turn is less than that typically
charged on credit card balances. Clearly, banks exact higher in-
terest rates where the perceived risk is higher.

Second, the important thing to note from the observation
that bank managers happily lend money on property (but al-
most nothing else) is that when you acquire property, you don’t
even need most of the money required for the purchase! What
a dream situation!

Think about this for a moment. Banks have the money (oo-
dles of it!) but fortunately do not want to buy property (other-
wise what would stop them from buying it all themselves?).
And you want to buy property, but don’'t have (all of) the
money. What a great opportunity for synergy!

This brings us full circle: With $100,000 cash, you can gen-
erally buy $100,000 worth of stocks, whereas that same
$100,000 cash can buy you $1 million worth of property.

The advantage of this leverage is self-evident. If both
stocks and properties went up by, say, 10 percent, then your
stocks would have gone to $110,000 (a profit of $10,000),
meaning that you would have made a 10 percent return on
your invested capital. Your property would similarly have
gone from $1 million to $1.1 million (a profit of $100,000),
meaning that you would have made 100 percent return on
your invested capital.

Of course leverage works in both directions. If everything
goes down by 10 percent, then the stockholder would only
lose 10 percent of his invested capital, whereas the property
investor would lose all of it. However, I will show in the next
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chapter why I am not overly concerned with this risk of a
downturn.

Question Two

The moment you buy your $100,000 worth of stock
using your $100,000 cash, how much is your
stock worth?

If Question 1 (from a few pages back) as it relates to stocks
draws blank stares during seminars, Question 2 creates dis-
comfort, as most people seem to assume that this time it must
really be a trick question. Once more it is not!

By definition, at any point in time, a stock is worth that
price at which willing buyers and willing sellers agree to trans-
act a parcel of shares. Even though there may be many tens of
thousands of existing stockholders who could be either poten-
tial sellers or buyers, and an even larger body of people who
could be potential buyers, all of whom may have wildly varying
ideas as to what the stock is worth, the market is structured so
that at any given time, there is only one valid market price for
that stock. Any and all transactions are effected at that one
same price until, through the forces of supply and demand, the
one price moves to a different level. In other words, at any one
time, there is one, and only one, market price for that stock.

Thus, the moment you buy $100,000 worth of stock using
your $100,000 cash, it is worth exactly $100,000.

The moment you buy your $1 million property using
your $100,000 cash and a mortgage of $900,000, how
much is your property worth?

Answers to this question tend to be somewhat guarded, but
from an audience there is generally a muted consensus that
the property is worth $1 million the moment you buy it.
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Well, let me just toss some ideas your way. . . .

Is it not possible that the property for which you just paid $1
million using your $100,000 cash and a mortgage of $900,000 is
only worth $650,000, and that some fast-talking owner or agent
talked you into paying too much for it? Is it not possible that
you bought a lemon?

Of course it is! It happens all the time. Just as people can
pay too much for a used car, only to find out later that there is
the proverbial sawdust (or banana skin) in the gear box, and
just as you can talk yourself into believing that a painting is a
steal because you think it is a Rembrandt, only to discover later
that it truly was stolen, or that it was a bad copy and therefore
not worth 10 percent of what you paid, so too can you pay too
much for a property.

By the same token, is it not possible that the property for
which you just paid $1 million using your $100,000 cash and a
mortgage of $900,000 is worth $1.5 million, and that some
slow-thinking owner or agent let you get away with paying
too little for it? Is it not possible that you bought a phenome-
nal bargain?

Of course it is! It happens all the time. Just as people will
sell you a car incredibly cheaply because “we are leaving town
tomorrow and just want to cross it off our list,” and just as you
can get a painting for a song because the owners inherited it
and never liked it in the first place and didn’t think it was worth
much, and you then find out it is a master after all, so too can
you get a property for what seems like a steal.

It happens every day of the week. In fact, it is much easier
to buy a bargain than a lemon for the simple reason that even if
you sign a contract (subject to finance) to buy a lemon, the
bank will not lend you money on it, as the appraisal will reflect
its true value and not the contract price. Bingo! An instant and
invisible lemon-avoidance algorithm.

Now I know from experience that when I say “It happens
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all the time!” many people need more convincing. After all,
they say, if it happens all the time, why has it never happened
to me?

Well, the problem is that too many people think that if
something sounds too good to be true, then it must be. If that
is your belief, if that is what you have been brought up to think,
then every time you come across something that sounds too
good to be true (like a building worth $1.5 million that is on the
market for $1 million), you will dismiss it as a hoax, as a con, or
as a fiction of someone’s imagination, and you will move on to
more “believable” deals.

Therefore, you will limit yourself to deals of mediocrity, to
the plain vanilla, ordinary, so-so deals with little upside poten-
tial that most of the rest of the world languishes with.

Does this mean that all deals that sound phenomenal are
in fact phenomenal? Of course not! But dismissing them out of
hand merely because they sound good definitely means limit-
ing yourself to those horrid deals of mediocrity.

Even if you accept that phenomenal deals may exist, you
may still be wondering why anyone in their right mind would
sell a building worth $1.5 million for a mere $1 million. There
are too many reasons to list here, but let me give you some
examples. . ..

The most common reason why properties are sold at way
below their true value is, unfortunately, divorce. When peo-
ple are blissfully married they can reason lovingly and at
length, but when things go awry, the battlers want instant re-
sults. So if it is agreed to sell a jointly owned home, the own-
ers generally want each other out of their hair as soon as
possible, and they therefore want their money out fast. There
is no time to prepare the property for a good sale, and some-
times even no time to get an updated appraisal. Let’s just sell
the property NOW, split the proceeds, and never talk to each
other again.
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Not getting an appraisal is a surprisingly frequent reason
why properties are sold at way below the market value. One
example is when people are in a hurry, such as in a divorce
situation as we have just seen. Other times, the owner may
think he knows it all anyway, and since the house up the
street sold for $360,000, and the house down the street sold
for $345,000, he feels he is getting a good deal by selling his
at $370,000, when in fact any of a dozen appraisers would
have put a value of $480,000 on his property since his is the
only one with a triple garage, a swimming pool, and a view to
die for.

Sometimes the owners are simply too stingy to engage the
services of an appraiser. They think that by saving the appraisal
fee (typically around $500 for a single residence), they are
putting that money in their pocket, when in actual fact they
may be depriving themselves of many tens of thousands of
dollars of potential sale price.

Perhaps the owners have lived in the house since 1957,
when they bought the property for $3,200, and they now think
they are ripping you off by accepting $285,000 for it, when in
actual fact the property is genuinely worth $390,000.

Or a property may have been bequeathed to four children.
One of them wants to live in it, the second wants to rent it out,
the third wants to turn it into a commune, and the fourth is
hiking in Nepal and cannot be contacted. General disharmony
ensues, and in the end the lawyers (including the one with the
power of attorney for the hiker) arrange to sell the property
quickly and split the proceeds four ways.

Very commonly a property may be sold by people who
have no vested interest in getting the true market value for it.
This is often the case with foreclosure situations, where the
bank is mainly interested in getting its mortgage back, but also
occurs when people are asked to look after someone else’s af-
fairs. For instance, young Tommy may be asked to go back East
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to sell dearly departed Grandpa’s house and small shopping
mall, because no one else in the family can take the time off
work. However, the reason Tommy doesn’t have a job is be-
cause he likes partying, so back East he does not bother to do
his homework to get the best price—he assigns the task to a
randomly chosen real estate agent (a rookie with two weeks’
experience), and both Tommy and the agent are ecstatic to get
a sale price of $1 million, when the true value was, you guessed
it, $1.5 million.

Each reason why people sell a property at well below its
market value is unique, but they are there nonetheless. Believe
it, and you will find them. Do not believe it, and you can join
the masses who can say with complete honesty and accuracy
that “that sort of thing never happens to me!”

So far, we have asked two of our four magic questions. We
have seen that when you invest $100,000 in the stock market,
you get exactly $100,000 worth of stocks that are worth exactly
$100,000 the moment you buy them. Conversely, when you in-
vest $100,000 in property, you can buy $1.5 million worth of
property for a contracted price of $1 million using a $900,000
mortgage. Let’'s move on to the third question.

Question Three

When you buy your $100,000 worth of stock for a
purchase price of $100,000 (and the moment you
buy it, it is in fact worth exactly $100,000), what
can you personally do to increase the value of
your stock portiolio?

“Pray!” I hear you say. How about writing a letter to the direc-
tors of the company wishing them well? Or how about going
out and buying as much and as many of the products or ser-
vices that the company provides as you can afford?
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I think you will agree that your options are limited.

When you buy your $1.5 million property for a
contract price of $1 million using your $100,000 cash
and a mortgage of $900,000, what can you personally
do to increase the value of your property?

Wow! Where do we start?

You could paint the property. If you do not believe that it is
possible to buy a property for $60,000, have it painted, and
then sell it for $80,000, then you are missing out on spectacular
opportunities.

Wait a minute, you say, let’s slow up a bit! Why would any-
one be willing to pay $80,000 for a painted house, but not
$60,000 for one in dire need of a $400 paint job?

The answer lies in the way we have been conditioned to
expect instant results. We want, expect, and can generally get
instant soup, instant coffee, instant passport photos, instant
credit card application approvals, instant messaging, Jiffy
Lubes, and Curry in a Hurry. So when the masses go looking
at properties, and they see an old house with bare wood ex-
posed on the siding, they tend to dismiss it as being a rotten
old property that will require a lot of work and effort (it prob-
ably has many things wrong with it besides the condition of
the paint)—definitely no instant gratification! Most people
would rather rot in front of the television set than pick up a
paintbrush and paint a $20,000 profit for themselves in a
couple of days (or better yet, pay someone to paint it for
them for a modest $10, $20, or, who cares, even $50 an hour
while they spend the time saved looking for the next $20,000
profit).

Magically, when that same house is painted, the masses
will see it as a cute cottage in excellent condition that they
could move into instantly, that would be a delight to live in,
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and that they could (instantly!) show off to their friends. Per-
ception is reality!

Well, so much for our first idea on how you could increase
the value of your investment in property. There are many other
ideas ... You may increase the value of your property by re-
placing the rusted gutters and downspouts on the front, by
putting in a new heating/cooling system, by changing the cur-
tains or drapes, by modernizing the bathroom, by putting in a
new kitchen, by painting the roof, by erecting or replacing a
fence, by installing an alarm system, by fitting new doorknobs
throughout, by changing the window shades, by adding a
swimming pool, by removing an old shed, by cleaning the car-
pets, or by paving the driveway.

On commercial properties you can increase the value by
finding a tenant for a vacant space, by splitting a large area that
may be worth only $5 per square foot and for which you have
no tenants into two smaller areas worth $7 per square foot and
for which you can easily get tenants, by (again) painting it, by
agreeing to a longer lease length, by attracting a better tenant,
or by replacing the carpets.

There are literally 101 things you can do to massively in-
crease the value of your property without spending much
money. In fact, to prove it, [ have written a book detailing just
that (see Appendix). We will explore some of these ideas in
more detail later in this book.

But for now, let’s get back to the point. Whereas with most
other investments there is little you can do to increase the
value of the investment, with property you are only limited by
your imagination.

This brings us to our fourth and final question for this
section . . .

Part of the reason why we invest is in the anticipation
that things will go up in value. So, let’s assume that all in-
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vested assets have doubled in value. (I am not specifying a
time frame here—it may happen in a year or over a period of
many years.) That means that the $100,000 stock portfolio
has doubled to $200,000, and that the $1.5 million property
has doubled to $3 million.

Question Four

You bought $100,000 worth of stock with $100,000 cash
that was worth $100,000 the moment you bought it. It
has doubled in value to $200,000. What must you do to
enjoy some of the increased value?

Well, for most investors, the simple answer is: “Sell!” You
could sell the entire portfolio, and thereby get your original
$100,000 investment back plus $100,000 profit, or you could
sell a portion of it. Either way, depending on the tax jurisdic-
tion you are in, you will be up for capital gains tax, which will
take some of the wind out of your windfall. What’s more, by
selling part of the portfolio, you are reducing the amount that
is left that can earn further profits for you. Something sounds
counterproductive!

You bought $1.5 million worth of property for a
contract price of $1 million using $100,000 cash
and a mortgage of $900,000. It has doubled in
value to $3 million. What must you do to enjoy
some of the profit?

By now you have probably learned to expect something other
than the pat answer: “Sell it!” And you'd be right. Selling the
property would be the dumbest thing you could do! Why sell
it? After all, you own an asset, the value of which is indexed for
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inflation. It is generating a passive rental income that is simi-
larly indexed for inflation. As time goes on, both the value of
the property and the income it generates will continue to
creep up. What’s more, if you were silly enough to sell, you
may have to pay capital gains tax on the profit.

But, I can hear some of you say, if you don'’t sell, how will
you ever access the increase in value?

The answer is simply to refinance. You get a new appraisal
(this time for $3 million) and go back to the bank and ask for a
new mortgage. At the 90 percent loan-value ratio, you would
get $2.7 million in your hands. After paying off the original
$900,000 mortgage, you would still have $1.8 million left over
of surplus new cash in your hands.

And ask yourself this question: Is the $1.8 million tax-
able? Of course not! Why would it be taxable? It is not in-
come, so there would be no income tax due. Similarly, you
have not sold the property, so there can be no talk of a capi-
tal gains tax.

You could use this $1.8 million as a 10 percent deposit on a
further $18 million worth of property, which, combined with
the $3 million you already own, makes your total portfolio
worth $21 million.

At this stage, if property values were to go up a mere 1
percent, you would have made $210,000 (1 percent of $21
million). And the surplus passive rental income cash flow
would be very handsome. If the property were to go up by 10
percent (perhaps in one year, or perhaps over a period of,
say, five years), then you would have made a further $2.1 mil-
lion (10 percent of $21 million). At this stage you could again
refinance, pull some more money out, and invest in more
property, or you could buy anything else such as an airplane
(tax-deductible if you use it to fly around inspecting your ex-
panding empire).
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This airplane raises an interesting point.... As a broad
generalization, the poor typically earn their money, pay their
tax on it, and then spend what’s left on the things they want.
On the other hand, the rich earn money, spend it on the things
they want, and then pay tax on what is left. Well, the property
investor has an added benefit: When he refinances a property,
first he receives money for which he has expended no effort (as
in exchanging time for money); then, there are no tax obliga-
tions attached. Next, he gets to use this tax-free money to buy
the things he wants (in this example an airplane). Further-
more, he gets a tax benefit from the interest payment on the
money that he didn’t even have to earn but simply got from the
bank. Finally, he can depreciate the asset to give a further tax
benefit. All aboard, please!

But I am getting ahead of myself.

My aim in writing this chapter is to share with you why I
think property is not just as good as other investments, not just
a little bit better than other investments, and not even just
much better than other investments, but tens and even hun-
dreds of times better than other investments.

My belief is that whereas most other investments do not of-
fer significant leverage, property offers tremendous leverage
through the generous application of mortgage financing. What's
more, unlike with other investments, you can often buy proper-
ties at prices significantly below their true value, you can do
things to them to further increase their value way beyond the
cost of the improvement, and you do not need to sell to reap
huge benefits from the increase in value.

Taken one at a time, the advantages just mentioned make
real estate a phenomenally powerful investment vehicle. How-
ever, when considered in unison, when these advantages work
together, the effects compound each other, and, as we have
seen, an investment of a mere $100,000 may give you access to
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$18 million without much effort at all. Even if it were only half
as good, the resulting $9 million would still be phenomenal!
Even if it were only one tenth as good, the $1.8 million would
still be spectacular! Even if it were only one hundredth as good
($180,000), that is still, in my biased view, wildly better than the
results of investing the same original starting capital of
$100,000 in something that does not offer the advantages dis-
cussed in this chapter.

Now I have no illusions: For every argument and example I
present in this book, there will be scores of detractors who will
cry foul. They will seize specific clauses, phrases, sentences,
and passages, and quote them in such a way to try to convince
themselves or their audience that what I am saying cannot be
right. They will say things like: “Where I come from you cer-
tainly cannot get 90 percent mortgages!” or “You cannot make
$20,000 profit by spending $400 on paint and throwing in a
weekend of labor in my town! Deals like that don't exist here.”

If you choose to agree with them, that is fine by me! I will
address the doom-and-gloom merchants, naysayers, disbe-
lievers, and detractors later in this book. For now, please ac-
cept that what I have described here is my reality.

My contention is that most detractors of property do not
fairly compare property with other investments. Consciously
or subconsciously, they distort the truth, and then end up be-
lieving this distorted perception themselves. So, it is time to ex-
plore the benchmark used to compare most investments. You
can then decide for yourself what is accurate and what is not.



Chapter 2
CONSPIRACY THEORY

here are two fundamental ways that the mass media, in
my humble opinion, misrepresent how good real estate is.
The first relates to how the media compare increases in
house prices with increases in the values of other assets.

Increases in Asset Values

On Wednesday, December 27, 2000, a headline in USA Today
read, “Housing Market Beats Stocks in 2000.”

The first paragraph read: “When the numbers are in, 2000
will go down as one of those rare years in which Americans
count their houses, not stocks, as their best-performing assets.”

A table in the article, reproduced here, details how the
value of various assets changed during the year.

Homes Beat Stocks in Value
The average value of a home increased
more this year than many investments.

Home 7%
1-year CD 4.97%
Money market fund 5.5%
Dow Jones Industrials -6.9%
Nasdaq composite -39.6%

19
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These results are appalling! Not because the statistics show
that housing outperformed most other forms of investment,
but the notion that in other years property trailed behind! A
rareyear? Get out of here!

The media’s inability to grasp what I consider to be a fun-
damental advantage of investing in real estate is, | am sure, one
of the prime reasons why potential investors, goaded on by fi-
nancial advisors who have not yet figured out a way to profit
from advising clients into property, stay away from property.

In any comparison, it is important to compare the prover-
bial apples with apples. Thus, in comparing the investment
performance of your money invested in various sectors, it is
important to always consider how the asset performed in rela-
tion to the capital put in. When you buy a CD—certificate of
deposit—you have to put up the face value of the CD. As we
have already seen, when you invest in the stock market (or
money market funds), nearly all investors have to put up all of
the cash representing the investment.

On the other hand, when you buy a property, you may
choose to pay the full price in cash, but you can also (very eas-
ily!) get a mortgage for 20 percent, 50 percent, or 70 percent, of
the value. There are mortgages available for 90 percent and
more of the purchase price. In other words, it is not comparing
apples with apples to compare the performance of a $100,000
investment in CDs, money market funds, or the stock market
with a $100,000 property. And yet this is what most market
commentators will do, and certainly what a lot of financial ad-
visors do to convince their clients that property really is not
that great.

What we should do is compare the performance of a
$100,000 investment in CDs, money market funds, or the stock
market with $100,000 invested in property. Thus, if this $100,000
was used as a 10 percent deposit on a $1 million property, then
a 7 percent increase in property values would translate to an
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increase of $70,000 on our $1 million property, which is an in-
crease of 70 percent on our original $100,000 investment in
real estate.

Once again we have come up against leverage, or gearing.
The same would apply to leverage in other forms of invest-
ment, but like it or not, banks and financial institutions love
lending money secured against property, and shy away from
lending money secured against nearly all other assets. In other
words, gearing is readily available to property investors, and
rarely available to investors in other asset classes.

So, if we can show that statistically most property investors
are geared, while most money market and stock investors are
not geared, then I believe it would be perfectly fair to compare
the performance of property relative to other investments by
taking this phenomenal power of leverage into account.

Calculated this way, even if the stock market goes up by
15 percent, and real estate goes up by only 5 percent, then
any property investors with a modest mortgage of 70 percent
would still have done better than their property-averse
counterparts.

Since the average level of gearing on property in most
Western nations fluctuates around 50 percent, is it not more
accurate to show the percentage increases in house prices rela-
tive to invested capital, rather than property value? That would
immediately double the returns for real estate!

Of course leverage also works in the other direction: If the
market goes down, then the downside is amplified just as
surely as the upside. But that brings me to a very interesting
observation. . . .

Consider all the properties you have ever owned. And
then consider all the properties your relatives and friends
have ever owned. Have you ever known one to plummet in
value by 60 percent, 90 percent, or even disappear off your
balance sheet entirely?
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That is exactly what happens to stocks and shares traded
on markets around the world. In other words, a stock market
may have an increase of, say, 5 percent in a year, but that really
represents the average of many wildly disparate stock gyra-
tions, with some going up phenomenally, others going under,
and everything in between. Whether your collection of stocks
does well or not is, it seems to me, a bit of a gamble.

On the other hand, it is much easier to see which proper-
ties will go up in value: Trends are slower, less volatile, and with
fewer deviations from the average. Thus, the city with the high-
est growth in any nation in a particular year is very likely to be
at or near the top again the following year. In other words it is
stupendously easy to beat the national average! (That’s proba-
bly what investors of technology stocks thought when they
were popular, to their eternal regret.) We will explore this con-
cept of beating the averages later in this book.

There is one more aspect that the newspaper failed to men-
tion. Not only did the value of the property rise by more than
the other asset classes, but the home also provided accommo-
dation for the family. If they didn't own that home, then they
would have had to pay rent somewhere else. And rent on your
own home is not tax-deductible, whereas mortgage interest in
most countries is. Yet the table at the beginning of this chapter
fails to take any of these factors into account.

Yields

The second way in which the performance of property is often
misrepresented is when reference is made to the relative yields
of various investments.

Just to clarify, the yield is, by definition, the ratio of the an-
nual income generated by the investment, divided by the dol-
lar amount of the investment.
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A typical scenario is as follows. It is boldly claimed that
while yields on properties averaged, say, 6 percent in a given
year, the average yields on stocks averaged, say, 19 percent, so
why would you be bothered with all the hassles of real estate
investing when you can get a better return from something
that requires much less involvement?

On the face of it this seems like a sensible argument, and I
know from the countless people who have told me so in per-
son, by phone, fax, e-mail, or letter, that such advice was an
ongoing reason why they did not get into the real estate game
at a much earlier stage.

To understand why such a comparison is nonsense, we
have to, once again, compare apples with apples.

When you invest $100,000 cash in the bank, and you receive
$6,000 per annum in interest, then the yield is simply 6 percent.
(The true yield will vary somewhat depending on whether the
interest is paid monthly, quarterly, annually, or even weekly,
daily, or continuously, and whether it is paid in arrears or in ad-
vance. However, in all cases it will be close to 6 percent, so let us
just generalize and agree that the yield is 6 percent.)

Similarly, when you buy a property for $100,000 and you re-
ceive $6,000 per annum in rent, then the yield is, by definition,
6 percent. (Again, technically there will be a difference depend-
ing on whether the rent is paid weekly, biweekly, monthly, quar-
terly, or annually, but let’s again generalize and agree that the
yield is 6 percent.)

On the basis of yield alone, it would be fair to say that both
investments returned the same amount.

Many advisors who are property-averse are quick to quote
the relatively low yields of real estate, and go on to steer their
clients into other investment arenas.

However, is that where the comparisons should end? By
now you should be jumping out of your skin saying, “What
about leverage?”
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Whereas the $100,000 deposit in the bank required
$100,000 in cash, the $100,000 property could be bought, using
our 90 percent loan-to-value ratio, using only $10,000 cash. So
the rental return of $6,000 should be considered relative to the
cash input, not the arbitrary purchase price.

Of course, if we do that, then we have to take the interest
payments into account. If the interest rate is, say, 5 percent,
then we would be paying $4,500 in interest, and we would be
left with $1,500 per annum ($6,000 in rent collected minus the
$4,500 mortgage interest payments). Done that way, the return
would be 15 percent ($1,500 divided by the $10,000 cash input).

As the owner of the property you also have property taxes,
insurance, maintenance, pest control, management fees, and a
variety of other expenses that have to be taken into account.

Then again, on the plus side, for taxation purposes, you can
depreciate the building, usually at around 2.5 percent to 4 per-
cent depending on where you live. Furthermore, the contents
of the house—the chattels, or fixtures, or fittings, whatever you
want to collectively call the lamp shades, curtains, drapes, ver-
tical blinds, extractor fan, dishwasher, stove, fridge, washing
machine, dryer, floor coverings, irrigation system, wiring,
plumbing, and so on—can usually be depreciated at a much
higher rate, typically around 20 percent to 30 percent. Note
that depreciation means you can reduce your income for taxa-
tion purposes without it costing you even one cent out of your
pocket of the amount depreciated.

Finally, when you deposit $100,000 in the bank for a year,
then all you expect to get out of it is the interest. If you know
what the interest rate is going to be, then you also know what
the return on your investment will have been: It is only the
$6,000 of interest earned, divided by the amount of the invest-
ment. This is really stating the obvious!

Conversely, when you buy a $100,000 property, at the end
of the year its value may have changed. To know what return
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you have had on your investment, you will not only need to
know all the cash flows into and out of the property (such as
rent, maintenance, mortgage interest, and tax benefits), but
you will also need to know how much the property will have
changed in value during the year.

You may have noticed a subtle issue with the two situations
above. When comparing the increases in asset values, the USA
Today article compared the average rise in property values
with the average returns from CDs and other cash investments.
Other charts compare the cash flow yields of equity invest-
ments with the cash flow yields of properties. Apart from
stocks, most financial instruments only enjoy either an in-
come, or a capital growth, whereas property enjoys both.

Clearly, working out the true return on a property invest-
ment is much more complex than simply declaring the yield
on a bank deposit. Later on I will explain how you can quickly
and easily work out the true return on a property, and I
promise you, this will be a real eye-opener, one that will make
you say something like: “Why did no one ever explain it this
way to me before?”

By buying into the notion that it is fair to directly compare
property yields with the yields on other assets, or increases in
property values with the increases in value of other assets, you
may be missing out on some of the most lucrative investment
propositions out there. Always compare apples with apples!






Chapter 3
A TAXING ISSUE

he tax laws as they relate to property are so incredibly di-

verse from one part of the world to the next, and so com-

plex within each country, that it would really go beyond

the scope of this book to attempt to give the reader spe-
cific tax advice as it relates to property investments in specific
geographic locations. However, there are almost universally
applied tax principles throughout the Western world that make
investing in property even more lucrative than the previous
chapters would suggest on their own.

For example, consider a property that has positive cash
flow before tax. This means that before taxation is taken into
account, your income exceeds your expenses, so that there is
money left over. In the normal course of business, you would
expect this profit to be taxed.

Imagine if I told you that, under certain circumstances, the
tax man considers you to be running this property at a loss,
and therefore lets you claim this “loss” against other income
(even though you have positive cash flow!). The net effect of
course is to increase your profits even more. Despite the fact
that you are already making a profit before tax, the government
boosts this profit so that after tax you are making even more.

It sounds too good to be true, right? And yet this is exactly
what happens with property. (Once again I do not know of any

27



28 REAL ESTATE RICHES

other investment vehicle where you can easily and consis-
tently have the government give you money even when you
make a profit—rather than take it away in taxation.)

To understand why the government would boost your prof-
its rather than tax you, you need to understand the concept of
depreciation. In the normal course of events, assets used in
business go down in value over time as they wear out, or as
they are made obsolete through new technology. Governments
want you to stay competitive and efficient, so they want to en-
courage you to upgrade your assets often. One incentive they
give you is to allow you to depreciate your assets. As the assets
go down in value, you can claim the decrease in value, or de-
preciation, against your income.

For instance, let’s assume that you purchase a computer
worth $10,000. We all know that computers go down in value
quickly. In some countries you can claim 40 percent deprecia-
tion per year. This means that in the first year, you can claim
$4,000 against your income as a write-off.

Now it hasn't really cost you $4,000 in cash during the year
(you paid for the computer when you bought it) but the depre-
ciation allowance is fair in the sense that in all probability the
computer has indeed gone down in value.

Let’s say that at the end of the year you want to sell the com-
puter. Remember that you have claimed $4,000 in depreciation,
so that the computer now has a “written-down book value” of
only $6,000. If you only manage to get $5,000 for it ($1,000 less
than the book value), then for tax purposes you can claim an-
other $1,000 as a tax-deductible expense. Conversely, if you
manage to sell it for $7,000, then you have to pay “depreciation
recapture tax” (also known as depreciation recovered tax) on
the $1,000 surplus of sale price over book value.

If you think it is fair to allow businesses to depreciate as-
sets used to generate income, then the depreciation rules on a
computer will seem sensible. In a similar manner, govern-
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ments allow you to depreciate cars, trucks, fax machines, office
furniture, and just about any other income-generating assets.

Now, computers, cars, trucks, fax machines, and office fur-
niture do all go down in value. Property, on the other hand, as
we will see in the next chapter, tends to go up in value. And yet
the government allows you to claim a depreciation allowance
on property. Are they silly enough to think that properties ac-
tually go down in value?

Of course not! They are well aware that there is a housing
need, and furthermore that they are not efficient providers of
housing for the needy. Therefore, by encouraging people like
you and me to invest in property, they will not have to provide
as many properties themselves for the needy.

Some of the depreciation you claim will represent items
that truly go down in value by the amount of depreciation
claimed. This may apply to curtains or carpets. But by the
same token, you can depreciate not only the fittings, fixtures,
and chattels in a house, but also the house itself (everything
but the land—the government is not so silly as to assume that
land goes down in value).

So we have this anomaly where you can claim depreciation
on a property year after year, even though it may consistently
be going up in value.

It is crucial to remember that when you claim depreciation,
it does not cost you any money. So let’s put some numbers to it.
Imagine you own a property that is generating $20,000 per year
in rent. Your expenses (mortgage interest, maintenance, prop-
erty taxes, and so on) amount to $15,000. That leaves you with
a pretax profit of $5,000. Normally you would expect to pay tax
on the $5,000. However, if you had legitimate depreciation al-
lowances of, say, $9,000, then your net income after deducting
depreciation would be negative $4,000. In other words, you are
in reality making a pretax profit of $5,000, but as far as the tax
man is concerned, you are making a loss (on paper, anyway) of
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$4,000. When this loss is applied against other income, you will
effectively pay tax on $4,000 less than you would have if you
did not own this property. At a marginal tax rate of, say, 40 per-
cent, this will save you $1,600 in tax.

Effectively, the government has given you a check for
$1,600, even though you were already making a profit before
tax of $5,000. Thus, while your pretax income from the prop-
erty is $5,000, your after-tax income is in fact $6,600, or 32 per-
cent more.

Of course if your rental income is so high that your depreci-
ation does not wipe out the profits (for tax purposes), then that
is fine too! Making a profit is good.

If these hypothetical figures related to a $200,000 property,
for which we paid a 10 percent deposit and for which we there-
fore got a 90 percent mortgage, then we could already con-
clude as follows:

The yield (the ratio of rental income to purchase price) is
10 percent ($20,000/$200,000).

The pretax cash-on-cash return is 25 percent ($5,000 in-
come divided by $20,000 cash investment).

The after-tax cash-on-cash return is 33 percent ($5,000 +
$1,600 divided by $20,000).

Notice how the boost to your cash-on-cash return from
25 percent to 33 percent by considering the benefits of de-
preciation is not reflected in the yield. This is why I said in
Chapter 2 that the yield is not a good indicator of the perfor-
mance of a property.

Now in some countries, there is a limit to how many losses
(paper losses or real losses) in real estate you can offset against
earned income. In the U.S. at present, that limit is set at
$25,000 per year and decreases as your income goes above
$100,000. However, in other countries there is no such limit at
all. Thus, knowing the local tax laws can help you fine-tune
your strategy for investing in that particular country.
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Never underestimate the benefits of depreciation in prop-
erty! In fact, one of the wisest investments you can make when
you buy a property is to have an appraiser or registered valuer
go through the property and itemize each and every chattel,
fixture, and fitting in the property. Everything. The curtains,
venetian blinds, vertical blinds, thermal drapes, the light fittings,
carpets, rugs, suspended ceilings, refrigerator, garbage disposal
unit, microwave oven, wall oven, stove, hot water heater, heating
plant, air conditioner, pool pump, spa filter, and so on. You can
even depreciate the wiring and plumbing in most jurisdictions!
Whatever the fee charged by the appraiser, you will get that back
many times over in the years to come in the form of higher de-
preciation write-offs.

The specifics of taxation as they relate to property invest-
ment in any one jurisdiction can fill an entire book. Always seek
professional advice on how to deal with the taxes wherever you
invest. The time and money spent seeking expert help will be
repaid many times over in terms of tax saved or refunded.

Property is very tax-friendly. With which other investment
vehicle can you be making a profit, and then still get more
money from the tax man because he wants to encourage you?






Chapter 4

BEATING THE
AVERAGES EASILY

Statistics are just a group of
numbers looking for an argument.

o far we have looked at how people evaluate property rel-
ative to other investments. We have talked about averages
as if we all agree that averages are a fair and consistent
measure that makes the comparisons watertight and
convincing. Nothing could be further from the truth!

If we were out hiking, and I asked you whether you were
warm or cold, and you replied that your feet were a little warm
because you had thick shoes and socks on, but you had for-
gotten your hat and therefore your head was a bit cool, but
that on average you were fine, then no one would try to take
remedial action.

However, if I put one of your feet in a bucket of ice, and the
other one in a bucket of boiling water, and told you that on av-
erage you must be about right, you would have a problem
with me.

It is not enough to just consider the average! In both cases
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the average was about the same, but the variations from the
average were not always acceptable.

The average payout on a lottery ticket is typically less than
30 cents on the dollar (after the organizers—often the state—
get their share, along with the tax man, and the printers for
printing the tickets, and the drivers who deliver them, and so
forth). Based on the average payout of, say, $3 for a $10 ticket,
no one in their right mind would ever buy one! Even if you
bought all the tickets in a lottery and therefore were guaran-
teed to win every prize, you would only get a fraction of your
investment back. On average, the returns are hopeless—you
would be going backward! Yet countless gamblers buy tickets
all the time.

It is not the average return that excites lottery gamblers. It
is the hope that one day they will defy the odds and be the one
in sixteen million (or whatever) to win. The lure of instant
wealth overrides their ability or desire to work on a plan with a
greater average chance of success. In this case you are count-
ing on a high deviation from the average.

Remember, for every lottery winner, there are literally mil-
lions and millions of hopefuls, who dutifully, week after week,
rain or shine, go out and buy a lottery ticket, even though they
have been doing it for years and never won anything. The lure
of the big win is enormous.

Beyond considering averages, we have to ask ourselves,
what is our chance, realistically, of achieving the average?

To determine that, we have to consider two aspects related
to averages:

1. How much does the investment sector I am considering
(e.g., stocks or futures or property) fluctuate around its average?

2. How much does each specific investment within a sector
(e.g., a particular stock or futures contract or property) fluctu-
ate around the sector average?
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Let’s start with the first question. I will explain it graphi-
cally. ..

Stocks are often quoted as having a certain average growth
over the long term. Let’s consider some of these growth statistics.

In the United States, the stock market grew on average by 6
percent since 1960. However, this growth was not, as mathe-
maticians would say, linear and monotonic, meaning going up
by the same amount each and every year. Rather, the graph
looks very jagged: Some years it went up a lot, other years it
went down a lot, and in other years it was flat. The following
graph shows the performance of the U.S. stock market.

Changes in U.S. Stock Market Values from 1960 to 2000

By comparison, let’s also look at how property values grew,
on average, over the same period. The following graph shows
the performance of property.
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Changes in U.S. Real Estate Values from 1960 to 2000

As you can see, the growth in the stock market fluctuates
far more wildly than the growth in the property market.

And this tends to be a universal trend. The preceding
graphs relate to the United States. The results for Australia are
shown in the following graph.

The numbers are different, and therefore the graphs are
different, but the net effect is the same: The average increase in
property values fluctuated far less than the average increase in
the stock market.

What does all this mean for you, the investor?

It simply means that if you buy a property, the chance of
that property going up in value by around the long-term na-
tional average is pretty high. The average increase is relatively
consistent, smooth, predictable, and even boring!

Conversely, if you buy stocks, the chance of the stock mar-
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ket going up in value by around the long-term average is a bit
of a gamble. In some years stocks may do much better than av-
erage. In other years they will do much worse than average. In
many years, the average increase is negative!

But wait! It gets better (or worse, depending on what you
have invested in).

Remember, the second question was “How much does
each specific investment fluctuate around the sector average?”

In other words, if you buy a property at random, how will
it fare relative to the national average increase of property
values?

Please bear with me, for this is one of the most crucial
points about real estate in this book.

If there are, say, 400 houses in a community, and 399 of
them have increased in value by an average of, say, 5 percent,
then the chances are extremely high that the 400th has also
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increased in value by around 5 percent. Property values tend
to increase in unison for the simple reason that if someone is
trying to sell a particular property at too high a price (higher
than average), then buyers will forgo it in favor of another
property whose price conforms more closely to the going
market rate—the average.

Conversely, if there are 400 stocks listed on an exchange,
and 399 of them have increased in value by an average of, say, 5
percent, then there really is no telling just how much the 400th
may have increased in value.

In the case of the properties, the 399 not only averaged 5
percent, but each one individually increased by very close to 5
percent. In the case of the stocks, the 399 averaged 5 percent,
but each one increased by a wildly varying amount: Some may
have gone up by over 1,000 percent (the way Qualcomm did in
1999 in the United States, or the way PDL did in New Zealand
in 1992), some may have gone under, and others may have sat
on exactly 5 percent. In other words, knowing the average in-
crease of stock values does not give us much of a clue as to how
a particular stock will fare, whereas knowing the average in-
crease in property values gives us a good idea as to how much a
particular property—or any property—will fare.

Mathematically, we would say that the standard deviation
is much less. The standard deviation of changes in property
values is much smaller than the standard deviation of changes
in stock values.

Granted, in some parts of the country, property prices in-
crease faster than in others. (Indeed, this fact forms the basis of
the single biggest reason why it is possible to do extremely well
in property, as will be discussed shortly.)

For example, if the national increase in property values is 8
percent, then it is entirely possible that property prices in-
crease on average by 10 percent in California, and only 5 per-
cent in South Dakota. Furthermore, within California, prices
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in San Francisco may increase on average by 12 percent, and
only by 8 percent in Eureka. And within San Francisco, prices
may increase by 14 percent in the Presidio, and “only” 11 per-
cent in Russian Hill. But whether you consider values nation-
wide, statewide, citywide, or suburb by suburb, these trends
are extremely stable and therefore predictable. In other words,
a house in the Presidio in San Francisco is very likely to in-
crease in value by the same amount as other houses in that
neighborhood.

So much so that when considering a property, most fi-
nanciers, appraisers, bankers, and investors want to know
the “comps”—the comparables to that property. In other
words, how much are comparable properties (those in the
same or similar neighborhoods with a similar number of
bedrooms, bathrooms, and so forth) selling for? The values
and trends of other properties will tell you what this one is
likely to be doing.

Compare this with stocks. We have already seen that if
stocks go up on average by 5 percent, then that gives us little
clue as to what a particular stock may go up by. So now let’s
look at particular industry sectors (a loose analogy to the re-
gions we discussed regarding properties).

Assume that the stock market has gone up by an average of
8 percent, technology stocks have gone up by 10 percent on av-
erage, and airline stocks by only 5 percent. If within technology
stocks, those related to the Internet have gone up by 14 per-
cent, what are the chances that the XYZ Corporation, which is
an Internet company, will have gone up by 14 percent?

Who knows? There is no reason at all to assume that it will
perform anywhere near or far from 14 percent.

There is so little correlation between the performance of one
company on the stock market and another, between one com-
pany in a particular industry sector and another in that same in-
dustry sector, between one company in a specific market niche
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and another in that same niche, that in evaluating a company,
you are never asked for the comps on a stock.

Put simply, house prices tend to go up in tandem with their
peers, while stock values fluctuate tremendously with much
more autonomy in relation to their peers.

Seen in this light, investing in the stock market has a much
higher gambling element than investing in property.

You may counter this by saying that, using my arguments,
if you invest in property, you cannot hope to do much better
than average, whereas if you invest in stocks, you can easily do
better (up to 1,000 percent in a year, as lucky investors in Qual-
comm and PDL experienced).

True! But if it were that simple, then most stock market in-
vestors would beat the pants off property investors, and my
studies tend to suggest the opposite.

First off, when you invest in anything other than property,
you do not get the tremendous benefits discussed in Chapter 2,
namely buying many dollars’ worth of assets more than your
available cash, being able to buy at well below market values,
being able to increase the values way beyond expenditure, and
not needing to sell to realize your profit.

Second, to do well (really well) in most investment areas,
you need to develop specialist knowledge, for which a so-
phisticated vocabulary comes in handy. With property, com-
mon sense and just a handful of key words are adequate to
make a fortune.

Sure, if you pick the right stock, then a dollar invested in
that stock may well do much better than a dollar invested in
property. However, if you take 1,000 stock investors at random,
and plot their performance, and then you take 1,000 property
investors at random, and plot their performance, then in the
long run, and relative to cash invested, the property investors
outperform the stock investors by a wide margin.

This is not entirely unexpected. Companies can be
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formed and dissolved very quickly (and frequently are!).
When a new technology comes along, a whole industry may
be rendered obsolete. For instance, when calculators first ap-
peared on the scene in the late 1960s, slide rules were made
redundant. Similarly, the advent of fax machines rendered
telex machines obsolete, while fax machines in their turn are
being largely replaced by e-mail and the transfer of files over
the Internet.

Property, on the other hand, is much slower to be replaced.

Sometimes, properties remain for centuries (which is one
of the reasons why Europe is so endearing to visitors from
the New World). Certainly most properties are around for
many generations. Most people at some stage in their lives
go back to where they were brought up. For most of us, when
we visit the neighborhoods of our childhood, we marvel at
how small the homes were that seemed so big when we were
little. The point here is, nearly everyone’s original homes are
still around.

When [ was a child, my family moved around a lot interna-
tionally. Of the dozen homes that at some stage we owned or
rented in various countries, all but one were still standing on
my most recent visits there (the one that was demolished, on
the corner of Union and Fourth Streets in Dunedin, New
Zealand, was requisitioned by the local city council to expand
the university facilities). All the other homes are still there, and
some of these date back to the 1950s and 1960s.

Compare that longevity with the fate of companies listed
on the local stock market. Some big names have been around
seemingly forever (IBM, Ford, Hertz, 3M, HP, and so on). But
there are countless scores of companies from twenty years ago
that young adults today have never heard of, because they sim-
ply are no longer around. Indeed, even many companies that
everyone knows today weren’t around twenty years ago, such
as Handspring, Lucent, and AOL.
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Companies come and go, but the buildings they work out
of, and the homes that the workers live in, tend to stay around
for along time.

There are very few reasons why properties “disappear.”
Let’s briefly consider the mechanisms by which you may “lose”
a property: requisitions, earthquakes, landslides, fire, and re-
development.

In the case of our family home in Dunedin, mentioned
above, it was requisitioned by the city council. But do you
think they just kicked us out and said: “Sorry, folks, this is now
ours”? No way! They had to compensate us with a fair market
value. Thus, even when you lose a property through govern-
ment requisition (be it to widen a road, put in a highway, make
areservoir, or whatever), you get compensated.

Earthquakes are surprisingly prevalent—recall the massive
earthquake of magnitude 7.9 on the Richter scale in India in
early 2001. There have been, in recent history, devastating
earthquakes in Kobe, Japan (1995), Turkey (1999), and Italy
(1997). In the United States, nearly everyone remembers the
San Francisco quake of 1989, and has learned of the far more
devastating earthquake there of 1906. Were homes and com-
mercial buildings destroyed as a result of these earthquakes?
Sure they were. But we have to consider two factors . . .

Statistically, the chance of losing a property to an earth-
quake is incredibly small. What is more, you can significantly
reduce your chances by not buying properties in known earth-
quake zones! New York, for instance, is built on some of the
most stable land on the surface of the planet. San Francisco, on
the other hand, is prone to earthquakes.

Next, even if your property is completely wiped out by an
earthquake, does that mean that you will have lost everything?
Well, no! It may come as a surprise, but most people have in-
surance to cover them in the unlikely (for most of us) event of
an earthquake.
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In some countries, this earthquake insurance is compul-
sory. In New Zealand, for instance, there was a compulsory levy
to the archaic-sounding Earthquakes and War Damages Com-
mission, which covered you in both of those unlikely events.

In California, one of the world’s earthquake hotbeds, while
earthquake insurance per se is not compulsory;, it is mandatory
for insurance companies to notify their policyholders that
earthquake insurance is available.

Anyway, the whole point is that losing your property to a
requisition or earthquake need not mean you have lost the en-
tire investment.

Losing a home to a landslide is not a common event. Any-
one who was in New Zealand in the 1970s remembers the
spectacular landslide at Abbotsford, where a couple of dozen
homes slid down a muddy slope after a particularly heavy rain-
fall. T also remember a house in Greymouth sliding off a ridge
in the 1980s. There are two points to note: In both cases insur-
ance was able to cover the unlikely events. And landslides are
so rare that I can clearly remember examples from three
decades ago!

The dangers of fire are well known, but once again it is easy
(and common) to have insurance protection against fire.

The final major category of how properties are removed
from the pool of available properties to invest in is when one
building is torn down to be replaced by another. This is called
redevelopment of the site. A building may have outlived its
useful life, but more commonly, the geographic location lends
itself more to a completely new type of activity, and hence the
old building is torn down and replaced. For instance, there
may be a row of fifteen houses that are all acquired by one per-
son or entity, which are then torn down and replaced with a
block of shops, or a movie theater, or even a parking lot. Or al-
ternatively, a house may simply be torn down to be replaced by
a more modern one.
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Even in these circumstances, when old buildings are torn
down, the owners do not lose everything! Whether they are do-
ing the redevelopment themselves, or whether they have will-
ingly sold to the developer, in both cases they have agreed to
go into the deal. It will have been worth their while.

Why have I gone on about all the possible mechanisms by
which properties are taken out of circulation?

Because even though the percentage of properties lost in
the last century to requisitions, earthquakes, landslides, fire,
and redevelopment is minuscule in comparison to the total
number of properties out there, in nearly all cases the capital
loss sustained by the owners was minimal.

Let’s now go back and compare this with stocks that are no
longer around.

The number of companies that no longer exist is not a mi-
nuscule proportion of all companies that were ever formed! It
is estimated by better business bureaus and chambers of com-
merce all over the Western world that around 50 percent of all
new companies fail within the first year, and that by the end of
the fifth year, some 80 percent have failed.

And when a company goes under, the investors in that
company lose their investment, save the fire-sale value of what
little plant, stock, and equipment may remain.

Even solid, respected companies that have been around for
generations sometimes go belly-up. Who in the United States
would have thought that Montgomery Ward would have failed?
Or Bond Corporation in Australia, or Equitycorp in New Zealand?

Companies go under all the time. It is so much a fact of life,
itis so common and prevalent, that we may raise our eyebrows
when we hear a particular company has gone into liquidation,
or receivership, or voluntary chapter 11 bankruptcy, or chapter
13 bankruptcy, but a few days later we have forgotten about it.
It happens so often that it’s not as if a handful stand out be-
cause of the rarity factor.
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What is more, try phoning your insurance broker and ask-
ing him what the premium would be to take out insurance
against a company on the stock market going under. His re-
sponse would be interesting.

Properties very rarely go under, and even if they do, you are
automatically compensated, or you can usually and relatively
cheaply take out insurance against it. (The premiums are so
low because the risk to the insurance company is so low.)

Conversely, companies very often go under, and when they
do there is nothing you can do about it. Even insurance com-
panies will not insure you against this. The premiums would be
astronomical, because the risk to the insurance companies
would be enormous.

So, one of the reasons why stocks fluctuate about their av-
erage so much more than properties do is that new companies
are being created all the time, while existing ones are collaps-
ing all the time.

The reason why the value of any one particular stock may
vary so wildly from the national average is that any one com-
pany may have unique attributes that set it dramatically apart
from other companies. It may have the brand name, patent, li-
cense, rights, or secret formula to something that is highly in
demand that competitors cannot get. Such is the case with Ko-
dak (they own one of the most widely known brand names in
the world), Coca-Cola (a secret recipe), and Rockwell (patents
on high-tech chips). Having an advantage over your competi-
tors is likely to make your stock rise faster than average.

However, just as your stock may rise faster than average, so
may it fall faster than average. For instance, Hewlett-Packard’s
laser printers dealt a big blow to IBM’s electronic typewriters.
The sands of business are constantly shifting. And the trick is
to try and figure out which companies are going to perform
better than average, and which are going to perform worse
than average.
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Properties, on the other hand, vary much less about the na-
tional average than companies. A three-bedroom, two-bathroom
house in a particular area is generally worth about as much
as any other three-bedroom, two-bathroom house in that
same area (although, as we have seen in Chapter 2, you may
purchase it for less than its true market value). The same goes
for commercial property.

About the only factor that sets one property apart from
another similar one is the location. A prime location sells at
a premium for obvious reasons of views or proximity to, say,
downtown or a particular street. However, if you come back in
twenty years’ time (or look at values twenty or forty years ago),
then those same properties selling at a premium because of
their location will still in all probability sell at a premium be-
cause of their location. Once again, properties vary much less
about their national and local averages than stocks.

The Numbers Game

Everyone loves beating the odds. Everyone likes to think they
have a plan or a system whereby they can do just that. The real-
ity is rather sad.

Consider gambling at casinos. It surprises and amuses me
to see countless thousands of pathetic, puffy-eyed hopefuls
robotically inserting coins and pulling at the one-armed ban-
dits, playing the roulette wheel, or craps, or baccarat, or what-
ever. Just like the gamble of lottery tickets, casino games (with
one notable exception) are permanently stacked in the favor
of the casino.

As an example, take roulette. There are thirty-six numbers
on a roulette wheel. Half of them are black, and half red; half
are even, and half odd. If you bet a dollar on black, and a red
number comes up, you lose your dollar; if a black number
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comes up, you get your dollar back, plus one more. If this was
all there was to it, then you could expect to win half your bets
(and make a dollar each time) and lose the other half (and lose
a dollar each time). You would expect to come out even.

Of course this is not all there is to it! There would be noth-
ing in it on average for the casinos, and therefore there would
be no profit left to pay salaries, and rent, and electricity, and
advertising, and directors’ fees, and staff bonuses, and vaca-
tion pay, and insurance premiums, and on and on. So, in their
wisdom, the casinos added another number to the wheel—a
green zero. If the ball rolls into the green zero, then all bets
placed are forfeited to the house. (To be exact, you can “buy in-
surance” against the ball falling on the green zero, in which
case you get to keep all bets except the one placed on the green
zero—the “insurance premium.” However, if you did that
thirty-seven times, then on average you could expect to lose
the premium thirty-seven times, and win $36 once, so that you
would still be $1 down.)

So, the way the game works is that, on average, for every
thirty-seven spins of the wheel, it would fall on red eighteen
times (resulting in you losing $18), it would fall on black eigh-
teen times (resulting in you winning $18), and it would fall on
green once (resulting in you losing $1). The net loss would be
one dollar in thirty-seven gambled, or a 2.7 percent loss. This is
fixed—there is nothing you can do to change these odds.
(American casinos typically have two green zeros, making the
odds 5.26 percent in their favor.)

Despite my contention that there is nothing you can do to
change these odds, countless books have been written on do-
ing just that. These books proclaim strategies for putting the
odds in your favor.

For instance, one common roulette strategy is known as
“doubling down.” Every time you win, you revert to your stan-
dard bet of, say, $1. But if you should lose, then you double
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your bet. So, if you bet $1 and lose, you increase the size of the
next bet to $2. If you lose again, you increase it to $4. If you
lose one more time, you increase the bet to $8. Let’s assume
that at this stage you win. Then you would have lost $1 + $2 +
$4, for a total loss of $7, but you would have won $8 (from your
final $8 bet). At the end of each losing streak, you would be ex-
actly $1 up.

Presented in this light, you would have to agree that so long
as you doubled each bet until you won, and then reverted to
the original bet amount, you would end each sequence with a
win. You cannot lose!

If only life were so simple. The problem is that every now
and then you will get a long sequence of losses. This presents
two problems. One, all betting tables have “house limits,”
meaning you cannot bet more than a certain amount. For ta-
bles that accept $1 bets, this is typically $500. In other words, if
you lost eight times in a row, and doubled your bet eight times
from $1 to $2 to $4 to $8 to $16 to $32 to $64 to $128 to $256,
then you had better win that round, because if you didn’t, you
couldn’t double your bet again to maintain your strategy. You
would lose and the casino would have $511 of your money.
Two, even if there were no house limit, after a relatively small
number of doublings, you would run out of money to place on
the table.

Whatever your strategy is, you cannot change the odds.
With roulette, you lose 2.7 percent of the time on average. Pe-
riod. All you can hope to do is alter the ratio between the num-
ber of bets you place before you lose all your money, versus the
amount of money you lose when you do lose.

If you take 1,000 people at random, then on average they
will have lost 2.7 percent of the money they bet on the roulette
wheel. Your personal ability to do better than that is not based
on any strategy—it is simply a matter of luck.

With the stock market, advisors always promote various
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strategies. Simple strategies are to invest in certain sectors
(most noticeably of late, their advice was to invest in the tech-
nology sector). Other strategies are to do what is referred to as
“dollar-cost averaging”—buying more of a stock whether the
price has gone up or down.

However, just as I have yet to see a strategy that can beat
the casinos in the long run, I have yet to see a strategy for in-
vesting in the stock market that can be shown to beat the aver-
age over the long term. Is there a mutual fund out there that
has consistently outperformed the average?

I have personal experience of this: I had more than a mil-
lion dollars at stake in the stock market in early October
1987. Not one of my team of advisors could tip me off, de-
spite all their analysis tools, computer hookups, and indus-
try buddies, that a crash was imminent. Not only did I lose a
lot, but they did personally as well. One of my brokers was
reduced to teaching remedial classes after school to earn ex-
tra money.

What would be a strategy today to beat the average perfor-
mance of the stock market?

Well, I have a strategy to beat the average in the property
market. It goes as follows. . . .

Beating the Averages
through Geography

When the report in the USA Today article referred to an average
increase in house prices of 7 percent, they meant exactly that.
Consider all the houses in the country, add together all the in-
creases in value, and work out the percentage change.

Now consider a dinky little town somewhere in the back
of nowhere. It may be the township that serviced a long-
abandoned oil well or a shut-down nuclear power station.
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Surely it is possible that the properties in this town did not
go up by the national average?

That means that somewhere else, a bunch of properties
must have gone up by more than the national average in order
for the average to be what it is.

So let’s put some geographic locations to this. Now please
accept that I do not want to embarrass, insult, or upset anyone
living in any regions mentioned! But in the United States, Cali-
fornia is known to have exceptionally high growth. No wonder:
The climate is wonderful, there are many things to do, and it is
a very desirable place to live. Not surprisingly, people move to
California from many other parts of the country. Partially for
that reason, the growth in demand is greater than the national
average, and as a result, prices have grown faster than average.
Predictions are that over the next thirty years, the population
of California is going to double again. Therefore, chances are
that growth in California will continue to be higher than the
national average.

Conversely, in places like North Dakota, Wyoming, and
Iowa, there is not the same growth—people simply do not have
the same desire to flock there. Consequently, growth is likely to
be less than the national average.

These trends are relatively stable and predictable.

In other words, if you want to beat the national average, all
you have to do is invest in those regions that for years have ex-
ceeded the national average.

Now if you live in Cheyenne, Wyoming, you may find this
advice discomforting. You may say: “What is wrong with
Cheyenne?” And I would have to answer that having been
there, there is nothing wrong with the place per se, but that as
far as real estate is concerned, it is not exactly bustling: At
least a third of the commercial space downtown is vacant,
and the statistics on residential property show slow growth
for a long time. So, even if you wanted to continue living
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there, why would you invest there, when you can jump on an
airplane, fly to a region that has higher than average growth,
and invest there?

People are perversely obsessed with investing in their own
town or city or area, when sometimes it would make much
more sense to invest elsewhere.

Look at it from another perspective. Imagine you have
never been to New Zealand, but you wanted to invest in real
estate there. Now Auckland, in the north of the North Island, is
the biggest city in the country. It is not the capital, but it has
over one million inhabitants out of the total population in the
country of some 4 million people. What’s more, the population
growth in Auckland is twice the national average.

At the other end of the country, at the bottom of the South
Island, you have the city of Invercargill. It is the southernmost
city in the country, and is about as close to Antarctica as you
can get while still being in the civilized world. It only just quali-
fies as a city, as the population is around 40,000. Houses are
cheap in Invercargill! A three-bedroom house that in Auckland
would sell for $450,000 sells in Invercargill for a mere $75,000.
In fact, many Aucklanders sell up in Auckland, take the pro-
ceeds of the sale of their house, buy an equal (or even better)
house in Invercargill, invest the huge difference, and then
spend the investment income paying the heating bill.

I'm only kidding about the heating bill, although it is a lot
colder there than in Auckland. So far, you may think that Inver-
cargill doesn’'t sound like such a bad place to live. But let me
give you some more details. . . .

Between two censuses in the 1990s, which in New Zealand
are conducted every five years, the population of Invercargill
declined by 6 percent. What do you think the effect of that was
on the property market?

With a shrinking pool of potential tenants and owner-
occupiers, both capital values and rentals declined.
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So why would you invest there instead of in Auckland?

In Australia, there is a lot of internal migration to the sun-
shine state of Queensland. The reasons are diverse—the cli-
mate is better than in other parts of the country, there are
many things to do (most of the nation’s amusement parks are
there), the job growth is there, people like to go there to retire,
and so on. In fact, the reasons are similar to why in the United
States there has been a lot of internal migration to California.

By contrast, consider the island state of Tasmania at the
southern end of Australia. It is spectacularly beautiful. Indeed,
if you go to the capital, Hobart, which is itself very charming,
and make your way up to the top of nearby Mount Wellington,
the views are breathtakingly beautiful. But would I invest there?

Not by preference!

Despite the sheer geographic beauty of Tasmania, many
people opt for the warmer climate further north—especially in
Queensland. As a result, just like with Invercargill in New
Zealand, the population growth has not only been lower than
the national average, but it has at times been negative. Proper-
ties have ended up vacant, rental levels have come down, capi-
tal values have shrunk, and so the cycle of decline continues.
In the last decade, three of the five major industries in Tasma-
nia have closed down.

But here is the point. With the stock market, no one can
predict with any degree of certainty which sectors will do well
in the next five or ten years, and which will perform poorly.
Consequently, it is very difficult to predict with any degree of
certainty that a particular strategy will, in all probability, beat
the market average. You have to wait and see. As such, the
strategy is somewhat of a gamble.

On the other hand, with real estate, it is relatively easy to
predict which geographic locations will do well. You do not
even have to live in the country you are considering investing
in. As we have seen, in the United States, the population of Cal-
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ifornia is predicted to double in the next thirty years (Califor-
nia has already surpassed France as the world’s sixth largest
economy). Growth in California has exceeded the national av-
erage for a long time, and chances are it will continue to do so.

In New Zealand, Auckland has outperformed Invercargill
for a long time, and chances are it will continue to do so.

In Australia, Queensland has outperformed Tasmania for a
long time, and chances are it will continue to do so.

Indeed, within California, there are areas that consistently
do better than the state average. San Francisco and Marin
County have regularly had growth rates in capital values higher
than the rest of the state. Similarly, in Queensland, the south-
eastern corner encompassing the Gold Coast, Brisbane, and
the Sunshine Coast has regularly outperformed the rest of the
state by a factor of two. Since Queensland is already growing at
double the national average, by focusing your investment ac-
tivity on the southeastern corner, you can reasonably expect to
get a growth rate significantly higher than the national average.

Now it’s probably time for a few disclaimers! I am not saying
that investors in North Dakota, Invercargill, or Tasmania will al-
ways do poorly. On the contrary, if enough people shy away
from these places, then that in itself will present golden oppor-
tunities. After all, these regions will still need hospitals, shops,
banks, and homes for the people who choose to stay there.
However, your chances of beating the national average are
much greater if you focus on those geographic regions where it
can be shown, statistically and definitively, that growth is con-
sistently and sustainably higher than the national average.

Beating the Averages
through Demographics

So much for beating national averages by choosing geo-
graphic locations that have higher than average growth.
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What about property sectors that have higher than average
growth?

Everyone knows that the baby boomers, those people born
between 1946 and 1964, are entering retirement. Before long,
many of them will be in need of retirement homes and assisted-
living facilities. Even if the total population numbers do not
change over the next fifty years, the proportion of elderly peo-
ple will go up dramatically. Already the demand for rest home
facilities in the Western world is increasing rapidly. The de-
mand for leisure activities and all related services can also be
expected to increase.

Given there is this predictable and inevitable trend toward
an aging population, is there a reason why you would not in-
vest to cater to the need?

In fact, the population in our well picked on North Dakota,
Invercargill, and Tasmania is also aging. Therefore, if you
wanted to invest in these regions, then catering to the elderly
may easily enable you to beat the averages there. But that
raises the following thought.

What if you were invest in those geographic areas where
there is greater than average growth (say, three or four times
the national average) and, furthermore, in those sectors that
were also experiencing greater than normal growth (such as
rest homes). Could you not reasonably expect your returns to
be far greater than the national average?

Life Is a Holiday
by the Seaside

As a final example of how to easily beat the national average
in property (before I force you to think of some examples
yourself), I ask you to think about why people live where
they do.
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A hundred years ago, in 1900, the Western world was essen-
tially an agrarian society. In the United States, for instance, a
significant proportion of the population worked on the land,
producing 80 percent of the food consumed (the deficit was
imported from abroad). By the year 2000, only 4 percent of the
population worked on the land, producing more than 120 per-
cent of the food consumed (the surplus is now exported).

The change that permitted a mass exodus from the land
(rural living) to cities (urban living) was mechanization and
automation. A tractor could plow as much in a day as 100 men
with oxen or horses. Refrigerated trucks and ships enabled the
transportation of food to new markets where previously that
food would have spoiled en route. Crop-duster airplanes for
aerial spraying and fertilizing could achieve in an hour what
would have taken a week 100 years ago.

Every operation became much more efficient, eliminating
the time-consuming human component. The people no longer
required to work the land were not relegated to the unemploy-
ment heap, however. On the contrary, vast armies of workers
were required to design, prototype, commercialize, manufac-
ture, assemble, test, deliver, install, service, and maintain mil-
lions of tractors, trucks, and airplanes, to name but a few of the
manufactured goods that typified the move away from an
agrarian society.

And so there was a slow but consistent shift in populations
away from the rural sector to cities where manufacturing was
concentrated. Some cities were so dominated by one or two
main industries that they are still associated with that industry,
such as Detroit with cars, Pittsburgh with steel, Hollywood
with movies, Blackpool with coal, Mt. Isa with mining, Zurich
with finance, and Milan with fashion.

Note that people didn't just drift from the land to end up
congregating in these places, and then spontaneously decided
to start an industry there, such as making cars in Detroit.
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Rather, the (initially) nascent industries attracted workers from
the land as employment opportunities rose in the new indus-
tries while they fell on the land.

In other words, part of the reason why cities grew the way
they did in the twentieth century was that the dominant indus-
tries were hungry for more and more workers, who had to live
near their place of employment.

However, the world is changing once again. All the indus-
tries that required armies of workers during the last century
are themselves being automated and mechanized. Assembly
plants now exist that are entirely run by robots. Financial trad-
ing houses that once had hundreds of brokers running around
and interacting with scraps of paper, shouts, hand signals, and
other cues, now are entirely computerized. Movies have been
produced entirely inside computers, and trains exist that are
fully automated and do not even have a driver.

In addition to this phenomenal wave of automation, com-
munications technology (epitomized by the Internet) has per-
mitted both incredible mobility (you can call the office on your
cell phone while driving to the ski slopes) and an incredible
stay-at-home power (you can video-conference for two hours
with co-workers from around the world instead of all but one
having to spend two days traveling to meet one another).

And here is the point. The reason why people came to-
gether to live in big, sprawling cities (which, as a result, be-
came overcrowded, polluted, crime-infested, and short on
resources such as water and open space) has disappeared. No
longer do the masses need to live on each other’s doorsteps, so
to speak. No longer do we have to congregate within an easy
commute of our places of work. For an increasing proportion
of the population, through the judicious use of communica-
tions technology, we have the freedom to live where we want.

Just hold this thought, for a moment: We have the freedom
to live where we want.
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And now go back to your childhood, and try to think of
where everyone wanted to go for their summer vacations.
Nine out of ten friends and acquaintances that I have asked
this question answer: “To the beach!” or “To the seaside!” All
the holiday resorts from my memory were at the beach:
Schreveningen in Holland, Kortrijk-aan-Zee in Belgium, St.
Tropez in France, Brighton in England, Whangamata and
Sumner in New Zealand, and the Gold Coast in Australia.

The allure of the seaside is varied and deep-seated. For a
start, the scenery is usually far more interesting—and certainly
more alive—than at inland locations. Sunrises or sunsets over
water are coveted by vacationers everywhere. Second, recre-
ational activities abound by the sea. Activities such as surfing,
diving, swimming, fishing, boating, boogie-boarding, and
whale-watching all require water, while land-based activities
such as hiking, biking, and camping, or airborne activities such
as hang gliding and paragliding, can also be done at the sea-
side (with, some would say, enhanced views).

Those still in the workforce who are no longer shackled to
their place of employment may seek to live by the seaside. An-
other category may also want to move there: the vast and bur-
geoning masses of retired people, including the bulge of baby
boomers who are headed for retirement.

Therefore, it is my contention that in the coming years the
value of seaside real estate is going to rise much faster than the
comparable value of inland real estate.

And this trend has already started to happen worldwide.
In the United States, the top 100 seaside counties have had
population growth 50 percent higher than the national aver-
age from 1993 to 2000. I imagine the statistics are similar in
other countries.

Bear in mind that with a higher than average population
growth, property values will also rise faster than average. And
remember, if property values nationwide have gone up by, say,
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10 percent on average, and you are getting better than average,
then you are doing all right!

So, if you agree that properties by the sea may rise in value
faster than their inland counterparts, then I have a new ques-
tion for you. . . .

What if you were to invest in real estate in those geo-
graphic areas where the growth in population was higher
than average, in those demographic sectors that have higher
than average growth, and furthermore where the properties
were by the sea? Is it not possible that you would have an ex-
tremely high chance of beating the national average for
property price increases?

Therefore, when I read that the value of properties went up
on average by 7 percent, but company shares went up on aver-
age by a whopping 11 percent, I do not rush out to sell my
properties and put the proceeds into the stock market. Frankly,
I don't particularly care what the average increase of property
values is (other than out of pure academic interest), as [ know
that my chances of greatly exceeding the average figures are,
realistically, extremely high. I do not feel I would have any ba-
sis or evidence to assume I (or anyone else) can predict with
the same level of confidence that they could similarly outper-
form the average returns on the stock market. Remember, in
October of 1987, no one could tell me what was about to hap-
pen. And I am not even blaming my advisors: It is just a feature
of the fast-moving (relative to property) stock market that such
a big chunk of the market can be wiped out in a very short
space of time.

Similarly, with the more recent decline of the Dow Jones in-
dex and particularly the decline of the strongly technology-
weighted Nasdaq index, I dont recall anyone advising
investors to get out. It would appear that the decline caught
everyone by surprise. Beating the averages seems difficult.

So how do you beat the averages with property?
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First, you are in an industry where the averages move
slowly and predictably. The chances of the property market
dropping in value across the board by 50 percent (the way they
can with stocks) is very remote.

Second, by investing in those geographic locations where
there has been sustainable growth greater than the national
average, you position yourself well to also enjoy that higher
than average growth.

Third, by investing in those sectors that outperform oth-
ers, you can reasonably expect to further your greater than
average returns.

None of this is rocket science. We could go into a country
that neither of us has ever been to before, and within half an
hour of talking with someone with a modicum of statistical
knowledge, we would know which states, provinces, cities,
and even suburbs to invest in to maximize our chances of
beating that country’s average returns. That to me seems like
an incredibly huge advantage that is not only seldom ex-
ploited, but seldom mentioned, and certainly never by the de-
tractors of property.

Keeping Your Eye
on the Market

There is one further difference between investing in property
and investing in other vehicles that I would like you to con-
sider. . . .

Take people who trade currencies, futures contracts, op-
tions, and stocks.

Currencies fluctuate by the minute. A myriad of factors
go into determining the value that the world places on each
country’s currency, and most of these factors change rapidly
and often. Consequently, currency traders tend to spend their
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workday glued to their computer screens, Reuters monitors,
and Bloomberg reports. Having your attention diverted could
cost you a bundle! You really have to work this market minute
by minute. Not surprisingly, most of the currency traders I have
known were burnt out by the time they were thirty.

Futures contracts fluctuate less rapidly. Generally, if you
keep your eye on the market several times a day, you will prob-
ably manage okay.

Further down the scale, options are traded all the time, but
movements tend to not be as rapid as with futures contracts,
and certainly not as rapid as with currencies. Monitoring
things once a day is probably adequate for most investors.

Stocks generally tend to move slightly more slowly still. Un-
less you are staking your position based on small, daily move-
ments, most stock market investors manage very well by
monitoring their stocks once a week or even a couple of times
a month.

Property, on the other hand, moves extremely slowly com-
pared with all of the investments above. You could take a three-
month cruise around Antarctica and not need to worry about
your positions.

Imagine if the currency trader could not make it to work for
a day, and there was no one to cover or work his positions. The
losses could be devastating!

I have properties on other continents that I manage by re-
mote control. If I spend three hours on any one of these prop-
erties per year, its a lot! In other words, the management
overhead is minimal. What's more, the three hours that I do put
in are not scheduled regularly, but come up only if something
happens to require my attention. The other markets, like cur-
rencies, futures, options, and stocks, may suffer if I do not
monitor them actively for unexpected price movements.

So, wherever I am in the world, if someone says: “How
would you like to take a week out of your schedule to go hiking
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in Patagonia?”—or to canoe down the Sepik River in Papua
New Guinea, or to go hunting on the Forbidden Island, or to
look at a deal, or to discuss a business proposal—I can do that
without lying awake at night wondering if there has been an-
other Black Monday (as in October 1987), or if the outbreak of
a war somewhere has dramatically affected the value of my as-
sets, or if my staff are making the decision that in their stead I
would have made.

Property, when seen in this light, is relaxed, laid-back,
solid, consistent, and sure. I did not say “slow but sure,” for as
we saw in Chapter 1, the growth potential of your invested cap-
ital in property can be spectacular. But you do not have to work
it every nail-biting moment of the day.

Before finishing Part One, “Why Is Property So Good?,” I
want to address some of the niggling questions you may still
have regarding investing in real estate. These are the questions
that come up when you think: “Yes, that all sounds very inter-
esting and convincing, but I have this burning question that I
don’t seem to be able to move beyond.” I call these the “yes,
but” questions.






Chapter 5
YES, BUT...

know from experience that even when I cover the ground
that we have just covered in the chapters so far, there are
many questions that keep popping up. One of the most
common is:

“Yes, but where I come from, it is not possible to get 90
percent mortgages.”

I would say: “Look around.” You may be surprised which
banks and institutions lend as much as 90 percent (even if it
is not in their standard literature—after all, they would
rather only give you a 50 percent mortgage, as their exposure
would be lower).

Check out other banks and institutions. I am surprised at
how many people only ever go to “their” bank (the one they
have been with for twenty-three years) to ask for a mortgage,
and when it is rejected, they complain to me that it doesn't
work. Shop around!

Check out the Internet. There are many reputable lenders
whose main portal is not through an office door but through
the Web.

63
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It may surprise you to know that you can get mortgages
for more than 90 percent. In the Netherlands in the mid-
1970s, mortgages of up to 125 percent were being offered.
Banks and institutions were awash with money, and the the-
ory was that when you bought a house, you would naturally
want to renovate it to suit your own requirements. Such a ren-
ovation would increase the value of the property, so the banks
would maintain collateral over the loan. Furthermore, they
would have lent more of their surplus funds (which is what
they wanted to do), and you would have a house entirely to
your liking.

Often, when the loan-value ratio exceeds a certain break-
point, banks will require you to take out mortgage guarantee
insurance (sometimes known as private mortgage insurance or
PMI), but this is a worthwhile expense if it gets you a high per-
centage mortgage.

“Yes, but that still doesn’t work where I am from.
Is there nothing else I can do?”

Of course there is. Your aim is not to secure as much of the loan
as possible against the property being bought, but to borrow as
much of the purchase price as possible. In other words, you
don’t care whether the loan is secured against the property you
are buying, or against anything else.

So, let’s assume that you can only get a mortgage for
70 percent of the purchase price. What would stop you
from borrowing the remaining 30 percent against your own
home (assuming you had such a home, and that you had eq-
uity in it, of course)? Nothing! What would stop you from
asking a relative to let you use their equity to help secure
your loan?
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“Yes, but I don’t own a home, and wouldn’t dream of
asking my relatives for some help. They would be
insufferable in never letting me forget it!”

How about asking the seller to leave in 30 percent of the pur-
chase price at 6 percent interest per annum for five years?
There is no law against that. If the bank agrees to an 80 percent
mortgage, then you could even pocket 10 percent in cash, to
use as the deposit on your next investment.

“Yes, but then I would have borrowed 100 percent of
the purchase price. Is there no law against that?”

No.

“Yes, but what if I lose my tenant? I have 100 percent
borrowed, on which I am paying interest, and no
money coming in. I will go bankrupt in no time at all!”

Get a new tenant. As we will see later in this book, if you have
not had a tenant for more than a couple of weeks, it is not be-
cause the property is too small or too big or facing the wrong
way or it has the wrong color carpet. You will only need to do
one thing to attract a new tenant.

“Yes, but you said in Chapter 3 that if I depreciate an
asset and then sell it for more than the written-down
book value, that I have to pay depreciation recapture
tax. What’s the point in depreciating something if you
have to pay it back later anyway?”

First off, you only ever pay depreciation recapture tax if you are
silly enough to sell. If you never sell, it never comes into question
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(just as with capital gains tax). Second, if you bought a property
for $100,000, depreciated it down to $60,000, and then sold it for
$200,000, it is not a foregone conclusion that you have to pay de-
preciation recapture tax on the $40,000 of claimed depreciation.
The reason is that you never depreciated the land. It could well be
that the value of the house itself has indeed declined, but that the
land has gone up in value tremendously. In fact, you could sell for
$200,000 and still claim a further depreciation on the dwelling if
the facts back you up. Too often we settle for the gloomy answer.

But let’s assume that you bought the property for $100,000
five years ago, depreciated it down to $60,000, and you can
now sell it for $200,000. Are you worried that you will have to
pay depreciation recapture tax on the $40,000 depreciation? At
worst, you will have had an interest-free loan from the govern-
ment that you have to repay only if you sell the property (if you
never sell, you never pay back this loan). Where else can you
get an interest-free loan? What'’s more, the dollars they “lend”
you are hard (present-day) dollars, whereas the dollars you pay
back are soft (future) dollars.

“Yes, but if I have to put up 30 percent of the purchase
price in cash instead of only 10 percent, then my
returns will not be magnified by a factor of 10 as you
showed me in Chapter 1, but only by a factor of 3.33.
Aren’t you shortchanging me?”

This question shows me that we are making progress! At the
beginning of this book, most readers find it difficult to believe
that property can be much better than other investments. And
now you are feeling shortchanged if you don’t get more than
3.33 times the quoted returns!

I emphasize this inclination to say “Yes, but . ..” because
that is how many people typically think. Every time I write a



Yes, Bur. .. 67

new article or column on some aspect of real estate, or share
a recent experience with property, I get a flurry of letters and
e-mail from the “Yes, but” brigade, who seem to relish point-
ing out circumstances where what I say may not apply. It is
as if they go out of their way to find a reason why it will not
work. I guess for them, more often than not it doesn’t.

Instead of proudly proclaiming with confidence:

“That won't work!”
or even saying:

“That won't work for me.”
how about saying:

“How could I make that work for me?”

So destructive is the “Yes, but . . . way of thinking that Tony
Robbins, in trying to get people to break this habit, gets the per-
petrators, every time he catches them uttering it, to grab their
own butts—literally. You soon learn to stop saying: “Yes, but . . .”!

Having fears when considering investing in real estate is
natural. But letting that fear drive you is not productive. Devel-
oping the financial intelligence to be able to discern a good
deal from a mediocre one, on the other hand, is wise.

With sufficient financial intelligence, you gain the confi-
dence to do really well. And with that confidence comes dar-
ing. And when you dare to try, you practice. And through
practice, you develop ability. And the more you exercise this
newfound ability, the more your financial intelligence will go
up as you learn new techniques, or nuances of old techniques.
It becomes a positively reinforcing circle. You get better and
better at it. At believing real estate is good, at finding great
deals, at negotiating them, financing them, acquiring them,
managing them, and watching them grow.

One day you may even wake up, realize that you are mak-
ing more from property than from your regular job, and quit
your job to work full-time on investing in real estate.






Chapter 6

SUMMARY:
WHY INVEST
IN REAL ESTATE?

n Part One of this book, I have presented why I believe prop-
erty is so much better than other investments. I would sum-
marize as follows:

You do not need much of the purchase price in cash to buy
a property.

You can buy many dollars’ worth of property more than
you are paying for.

You can massively increase the value of a property without
spending much money.

You do not need to sell a property to reap the benefits of
any growth.

You do not need to monitor your properties from moment
to moment like a hawk.

Property prices tend to increase relatively smoothly and
consistently.

Property is very forgiving of mistakes.
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Property has exceptional tax advantages.

The fluctuations of any one property relative to the na-
tional average are very low.

It is incredibly simple to do better than the national aver-
age for property.

It is the simplest, most reliable, and most consistent vehi-
cle I know to convert even a little financial intelligence
into a lot of cold, hard cash.



PART TWO

Okay! Show Me
How to Do It!






Chapter 7
THE 100:10:3:1 RULE

ow that we have covered some of the reasons for get-
ting into real estate, let’s get to work and talk about the
how-to.

Many people have considered investing in real es-
tate. For some people, what this means is that they have looked
at a couple of properties, or maybe even half a dozen, tried to
figure out a way to make the deal work, and then given up,
concluding that it was all too difficult.

So let me start by making one point very clear: Investing in
properties is a numbers game, where the numbers involved are
big. And I am not just talking about your profits! I am talking
about the numbers of properties you must look at.

It can best be summed up in my global rule, which forms
the title of this chapter:

The 100:10:3:1 Rule

What this rule says is that if you look at 100 properties, put
offers in on 10, and try to arrange financing for 3, you may end
up buying 1.

These are not just numbers pulled out of thin air. I have

73



74 REAL ESTATE RICHES

found over the years, both through my own experiences and
those of colleagues, associates, and students, that on average
you must look at 100 properties in order to find ten worth
putting offers in on. Good deals are not just there for the
picking. You have to spend a bit of time sorting the wheat
from the chaff. I will show you how to do that in the following
chapters.

Of the ten offers that you submit, not all will be accepted.
In fact, if you found that all your offers were being accepted,
what would that tell you about your offers? Simply that you
were offering way too much. You could have bought many of
the properties for less than you were willing to pay.

So let’s assume that of the ten offers you submitted to
sellers, only three were accepted. Does this mean that you
own three properties yet? Not quite, since you still have to
arrange financing for them. (You would never pay cash!
Why use up a lump of cash of, say, $100,000 to buy one
$100,000 property, when you could buy four $100,000 prop-
erties using a $25,000 down payment and a $75,000 mort-
gage on each one?)

All right, so you try to arrange financing for these three
properties. Again, it is no foregone conclusion that you will
have all three properties successfully financed. Maybe only
one will work. In this case, you will have looked at 100 proper-
ties to successfully buy one.

Of course, if none of the three works out, then how many
more properties will you have to look at to buy another one?
Another 100. Conversely, if all three are successfully financed,
then no doubt you will be very happy.

This whole concept of looking at 100 properties in order to
be able to buy one is a daunting concept for many people. You
need perseverance to make this work. Let me explain what typ-
ically happens, especially to beginner investors.
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Faced with the seemingly arduous task of looking at 100
properties, you get yourself all psyched up, and on your first
Saturday, you go through listings from newspapers and real es-
tate magazines, and go out and look at thirteen properties. So
far so good!

The next weekend you excel yourself, and look at a whop-
ping sixteen. You are doing well. You are nearly one third of the
way there.

But the following weekend it’s raining, and you are still a
bit tired from the party the night before, so you defer looking
to the weekend after. Except that weekend cousin Shirley is
getting married, and you cannot no-show. The following
weekend is the season finale of football, and you do not want
to let your friends down by not going with them. The next
weekend you promised to take your kids hiking, and you really
enjoy that as well, so of course that takes priority! And then
the weekend after that you announce (to yourself more than
to anyone else) that this whole thing about looking at 100
properties does not work.

Your theory that this is impossible is validated!

It also works the other way around. We had a very humor-
ous situation recently with one of my mentoring students.
For a number of years I ran an educational program, where
I took on a maximum of ten students from around the
world for a twelve-month course on real estate that in-
volved one-on-one mentoring complete with exercises and
assignments.

At the first session, I told everyone about the 100:10:3:1
Rule, and that I expected everyone to go out and look at 100
properties during the course of the program. Margaret, one of
the mentoring students, misunderstood me, and thought I
meant that she had to look at 100 properties before the next
one-on-one session in one month’s time.
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Guess which of the ten students was the first to look at
properties? Guess which one was the first to put in an offer,
and the first to successfully arrange financing on a property?
Guess who was the first to buy one?

The fact that Margaret was the first to buy a great invest-
ment property is not important. As I told all the mentoring
students, it was not a race. In fact, when Margaret learned that
she had been working like crazy to meet the “very demanding”
command by me to look at 100 properties in the first month,
only to find out that she really had all year to do it, the anguish
on her face was palpable. But instead of resting on her laurels
and taking it easy for the rest of the year while her fellow stu-
dents caught up, Margaret took the attitude that if she could
do it in the first month, why not in subsequent months? She
kept up her frenetic pace, not always reaching the 100 mark
for each month (she also had a young family and a menagerie
of animals to look after), but looking at a lot of properties
nonetheless.

It should come as no surprise to you that by the end of that
year’s mentoring program, Margaret was a top performer.

Remember, buying properties is a numbers game. Look at a
lot, and you will find some gems. Look at just a few, and you
will find evidence to support the theory that “all the good ones
have been taken.”

It astounds me that people will spend more time, read
more reports, compare more options, drive more miles, and
talk with more sellers when looking for a new car that will cost
money and depreciate during the few brief years of ownership
than they will spend looking for an investment property that
will appreciate and feed them forever.

The reason why it is so important to look at a whole lot of
properties is that, in the process of looking at what’s out there,
you will get a gut feeling for what is the norm. You will know
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whether in the area you are looking it is normal to have two
bathrooms, a double garage with an automatic garage door
opener, and a quarter acre of land, or not. Then, when you
stumble across a property with three bedrooms and a triple
garage on half an acre of land that is selling for less than the
others, you will know that in all probability this really is a bar-
gain. You will know, from having looked at dozens and dozens
of other properties, that you have found one that is worth in-
vestigating further.

If you did not look at 100 properties, how would you know
what is good and what is not? How can you expect me to tell
you what is a good buy in your area, when I may not even have
been there in my life? How could I define a “good deal” for you?
Imagine if I said that a garage is a requisite, when you lived in
New York City where owning a car is not the norm? Or what if I
said that air-conditioning was a real bonus, and you lived in
Alaska or Iceland or Siberia? Clearly, what is desirable is en-
tirely a relative concept. By looking at 100 properties in your
target market, you will get a great understanding of what is a
great deal and what is not.

Just what constitutes “looking at a property”? Does that
mean looking at the text of an advertisement in the newspaper,
or do you have to go to the property and spend an hour in-
specting all the cupboards before you can say you have looked
atit?

What I mean by “looking at a property” is evaluating it to
the extent that you can explain either why you want to buy this
property, or why you want to pass on it.

Let’s assume that the very first property you stumble across
after putting this book down is a $1 million property. One of
the first things you may want to determine is whether or not
the property, realistically, is in your price range. If you deter-
mine that you can only go up to $400,000 in purchase price,
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then you have “looked at this property,” since according to my
definition above, you can explain why you will pass on this
property. However, don'’t kid yourself that you can now look at
another 99 properties priced over $400,000 to meet my quota
of 100!

Since you now know that you must look at properties
below $400,000, then only those properties priced below
that figure (or those properties where you think you can
negotiate the price to below $400,000) qualify as part of
your quota.

Similarly, if you have a reason not to buy on the west side
of town, or near the expressway, or where there are fewer than
three bedrooms, or any property without a pool, then you can
only “look at” properties that meet your increasingly strin-
gent criteria.

In this manner, you quickly narrow down the search to
those properties that really are potential additions to your
property portfolio. Each time you look at a property, you
discover a reason why you should not buy it (for instance,
the returns are not good enough), or, in the absence of any
such reason, you have by default found a property that is a
great buy.

By the time you have looked at ten properties, you are
starting to get pretty specific as to what it is you are looking for.
By the time you have looked at twenty, you will start to get a
feel for what constitutes a good investment property. By the
time you have looked at fifty, you may be getting excited about
the few that were almost good enough for you.

Done in this way, once you have looked at 100 properties,
you will be surprised at what you find.

Okay, so you are fired up! You believe in the advantages
of property, and you accept that you have to look at 100
properties to buy one. And yet you may not have a clue
where to start.



THe 100:10:3:1 Rute 79

In the next chapter, we will cover how to find properties
to look at. In the chapters following, we will look at how to
evaluate them, how to negotiate them, how to put in offers,
how to finance them, how to increase their value (massively)
without spending much money, and finally how to manage
them.






Chapter 8
FINDING PROPERTIES

here is no one magical source for great deals. I try to
cover the field, and manage to find great investments us-
ing all kinds of mechanisms.

Classified Advertisements

The most easily overlooked source is simply the small column
classified advertisements in the local newspaper. These are not
the big display ads put in by the large real estate companies,
but rather three- or four-line, single-column ads. The main
reason why these may be a great way to find properties is that
often this is the advertising method of choice used by owner-
sellers who are not using a real estate agent.

Why do I like it when no real estate firm is involved? Be-
cause the chances are that the owner used his or her own re-
sources to try to figure out the value of their property. Often
they will be way above the market value, but by the same to-
ken, they will often be way below. That is an opportunity for
you, assuming you know how to evaluate these properties.

Also, if an owner-seller has a sign up on their property,
and they run a few ads themselves, then you will have less
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competition than if the property was listed with a real estate
firm, as the firm would not only put a sign up on the property
and run (much larger) ads in the newspapers, but they would
also have the property, complete with photo, listed in their real
estate magazine, in the computer system for their franchise or-
ganization, on the Web, and maybe even with a multiple listing
service so that just about any agent or buyer can find it.

Finally, when you contact such an owner-seller, he will not
have had nearly as many inquiries as an agent would have (had
an agent been involved). So your offer may be more welcome
than it otherwise would have been.

Even if a small column ad has been put in by a real estate
agent, however, it is still worth pursuing: A great deal is a great
deal, no matter how you stumbled across it.

One fabulous investment I came across many years ago
was in fact advertised by a real estate agent as a column ad in
the classified section of the newspaper. It concerned a tiny
property (eighty-five square meters) on the corner of a busy in-
tersection. It was the only commercially zoned property in a
residential suburb, and had as the sole tenant a fish supply
shop. The rental was $10,400 per annum, and the asking price
was $59,000, giving a yield of 17.63 percent. By the time I spot-
ted the advertisement, it was already late on a Sunday night. I
phoned the number, and got the agent at home. I said to him,
almost resigned: “I suppose this property has gone by now,”
fully expecting him to say, “Yes, and my phone hasn't stopped
ringing all weekend.” Instead, he replied that my call was in
fact the first he had received on that property. We arranged to
look at it at 8:00 the next morning.

There was nothing wrong with the property. It had high
traffic flows past it, which was good for the tenant. The rent
hadn’t gone up for years, which was good for me (it meant
that, in all probability, the rentals were below market levels).
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In fact, the reason the owner was selling was that he was in
poor health.

Normally, as you will see in the chapter on negotiations, I
offer less than the asking price (what have you got to lose?).
On this occasion, partially because it seemed such a good deal
and I didn’'t want anyone else to beat me to it, and largely in
deference to the health of the seller (who seemed to have fac-
tored that into the price in the first place), I agreed to pay the
asking price.

I then went to the bank, told them I had bought a prop-
erty that generated $10,400 in rent per annum, but that I
didn’t have a clue what it was worth. They went and looked at
it, said it must be worth at least $80,000, and offered me a 70
percent mortgage.

Now, some of you will be thinking that 17.63 percent yield
is good but not spectacular. My response is to remind you
that I am not particularly interested in yields. With a mort-
gage of $56,000 (70 percent of $80,000) and a purchase price
of $59,000, the total capital I had invested in this deal was only
$3,000. The mortgage interest rate at the time of just under 10
percent meant I was paying $5,400 a year in interest. Because
this was a commercial property, the tenant paid the outgoings
(property taxes, insurance, etc.). Therefore, my net return was
the rental income less the mortgage interest, or $5,000 per
year. Given I only had $3,000 invested, my cash-on-cash return
was in fact 167 percent per annum. In other words, I was
pulling more out of this property every year than I had put into
itin the first place.

What is more, the cash-on-cash return does not give a
complete picture of how this property is performing, as it does
not take into account extra expenses (such as maintenance)
and other benefits (such as depreciation), or, for that matter,
the capital growth. The internal rate of return (discussed later)



84 REAL ESTATE RICHES

for this property was even more impressive than the cash-on-
cash return.

Now, it wasn't always a bed of roses. One winter there was a
particularly heavy snowfall, and the veranda was so laden with
snow that the whole thing came crashing down to the side-
walk. Luckily no one was around at the time. It cost $2,500 to
replace. In cash terms, that wiped out half of my profit for the
year from that property (and reduced my cash-on-cash return
to a paltry 83.33 percent). However, in actual fact, because
most of the $2,500 cost of replacing the veranda was a repair
(and therefore deductible against income) and the rest was
considered an improvement over the original veranda (and
therefore could be added to the capital value of the property
and depreciated), the after-tax situation was not that bad, and
my returns still exceeded 100 percent for the year.

To this day I still own the property. It has never had a week
of vacancy, and is slowly increasing in value with time. I am the
first to admit that the profits from this property would not pay
for the services of a butler or the parking of a Learjet at the air-
port, but the whole point is that small, classified advertise-
ments often have wonderful opportunities.

Real Estate Magazines

Real estate magazines are a preferred source of listings, as
these days they nearly all have color photos included with each
listing, and therefore the advertiser cannot skillfully use words
to hoodwink you into believing that a dump is a fabulous man-
sion. You can very quickly look through many properties, and
based on your knowledge of the area the property is in, the
stated number of rooms, the asking price, and the general look
of it in the photo, you can make a decision as to whether it is
worth looking at in more detail.
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“Looking at it in more detail” may simply mean phoning
the real estate firm involved. A couple of questions can soon let
you know whether to abandon this property and move on to
another one, or whether to continue the research into this
property. Valid questions could be “Why are the sellers quit-
ting?” “What are the rental levels in that area?” “How have
property values shifted in this area in recent times?” and “What
is the population growth here?”

Once, between Christmas and New Year, I was looking
through a real estate magazine in New Zealand (the kind that
are given away free from stands outside real estate firms and in
shopping malls). Being in the Southern Hemisphere and there-
fore the summer holiday season, it was an extra-thick issue
with hundreds of listings. Each listing had a color photograph,
a brief description, and contact details of the agent concerned.
And there I found at the bottom of a page, surrounded by
homes with asking prices of $200,000 to $400,000, a small two-
bedroom cottage, literally a two-minute walk from the center
of Queenstown (a popular and beautiful summer and winter
resort playground), with the curious wording: “Offers over
$20,000 considered.”

I contacted the agent, half expecting her to say that there
was a typo in the asking price. But to my surprise, she reported
that the owner had fled the country owing lots of people
money, and that the bank just wanted to get rid of it.

In talking with her, I said that I found it curious that she
was asking for offers over $20,000. I asked her: “When you ask
for offers over X, does anyone ever offer you X plus $5,000 or X
plus $10,000?”

She admitted that no one ever offered more than the
suggested minimum. Not surprisingly, I limited my offer to
$20,000.

Two weeks went by, and I hadn’t heard anything. I had al-
most given up on it, when I got a letter from the bank that held
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the mortgage. They complained to me that I should well know
that the property was worth a lot more than $20,000, and sug-
gested I come back with a sensible offer.

I replied that it was only their contention that the property
was worth a lot more than $20,000. A property, so I continued,
is not necessarily worth what a seller thinks it is worth (they
may have unrealistic expectations), or for that matter what a
buyer thinks it’s worth (a buyer wants it for a song). A property
is not always worth what a real estate agent suggests—some
may suggest a high price to get the listing, or a low price to ef-
fect a quick sale. A property is not necessarily worth what an
appraiser thinks it is worth—some may suggest a price on the
high side to appease a seller, or a price on the low side to ap-
pease a buyer. And a property is certainly not always worth
what a bank thinks it’s worth. Rather, a property is only worth
that price at which a willing buyer and a willing seller agree to
transact the property. And if the bank really thought that it
was worth a lot more than $20,000, so I suggested, they should
go out and find a buyer who agreed with them. In the mean-
time, to show that I was still an earnest buyer, I raised my offer
to $22,000.

Do you think they suddenly accepted my offer?

No, they didn’t. They wrote back, and said that if I was will-
ing to raise my offer to $22,500, we had a deal.

By going up another $500, they most likely felt they could
save face to some extent. They could always say that I tried to
get it for a ridiculous price, but that they made me come up to
their level. I have no problem with that, so I agreed to $22,500.
But I had bought a property sight unseen.

I had a tradesman who did work for me in Queenstown,
and asked him to check out the property. He said it was gener-
ally in good shape, but that it needed a new front door and a
new shower stall. Twenty minutes later he called again and
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asked: “Are you aware that there is a new front door and a new
fiberglass shower in the cellar?” I replied that I didn't even
know it had a cellar!

The cottage was painted and generally spruced up and was
immediately rented for $130 per week, or $563 per month. The
yield was therefore 30.03 percent.

Many months later I was down in Queenstown on busi-
ness, and went to inspect my $22,500 property (to this day the
cheapest I have ever bought). The property manager I use took
me through it. I commented on the nice furniture and kitchen
appliances. “Yes,” he said, “you’ve done well!”

I replied: “You mean the tenants.”

“Oh no,” he said. “All that is yours.” Unbeknownst to me, as
part of the original purchase, I had acquired a kitchen table
with four chairs, a microwave oven, a stove, cutlery, crockery,
beds, mattresses, freestanding wardrobes, a couch, and nu-
merous other household items.

The property was not perfect in every way. For instance, the
land was not freehold, but leasehold. That means that I pay an
annual lease fee (of around $1,500). However, since I do not
own the land, and since land is the only thing that you cannot
depreciate for tax purposes, I could depreciate the entire pur-
chase price of $22,500.

Soon after I got back home, I bumped into a friend who
asked me what I had been up to. Full of enthusiasm, I related
the story of the cottage. My friend hit her fist into the palm of
her other hand and exclaimed: “Darn! I saw that ad but
thought it was a typo!”

Remember, just because something seems too good to be
true doesn’t necessarily mean that it is.

I still have many unanswered questions related to this
property. Why did the owner not try to sell it for more? Why was
the property not listed at a higher price (in which case more
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people might have thought it was viable and would have re-
sponded)? Why did the real estate agent involved not buy the
property, or tip off a friend or acquaintance that there was a
deal going down cheaply?

Who knows, and in a sense, who cares? The fact is that
these sorts of deals happen all the time. Just because a bargain
property has been listed in a real estate magazine that is dis-
played and distributed from countless real estate agents’
premises, and read by thousands of agents and buyers, does
not mean that you will not be able to acquire it. You can find
properties that offer spectacular returns no matter how well
advertised they are.

By the way, just as with the $59,000 commercial property, I
still own the Queenstown cottage to this day. It is still chugging
along, generating between $100 and $150 per week (depending
on the season) of passive income. The internal rate of return is
phenomenal. I still claim depreciation every year (the written-
down book value is getting pretty low!). And, just as with the
$59,000 commercial property, on its own it may not pay for
much, but I am sure you will agree that if you have enough of
these small, great performers that you never sell, then com-
bined they amount to something worth having.

Real Estate Agents

If classified advertisements and real estate magazines give you
a huge pool of properties to consider and the occasional phe-
nomenal bargain from publicly available sources, then real
estate agents offer you an ongoing stream of good recommen-
dations that are not always out in the open yet. A real estate
agent worth his salt will know what you are looking for, and
not waste your time with properties that you would turn down
in a hurry.
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That brings us to the question of how you should go about
choosing a real estate agent.

One: Never stick to just one agent. Why would you? One
lone agent does not have access to every property on the mar-
ket, and he or she does not get to hear on the grapevine about
every deal that is coming up.

Two: Work with agents who are themselves investors. I
know that sounds counterproductive, on the basis that if the
agent were to stumble across a bargain, he or she is hardly
likely to offer it to you. On the face of it that is true, but there is
a limit to how many properties agents will buy (they have this
constant dilemma between selling properties to earn a com-
mission and buying them for the long haul). Most important,
real estate agents who are themselves investors know what it is
that you are after in a property. They will not waste your time
telling you how gorgeous the view of the garden is from the liv-
ing room, or how cozy it seems at night, or how the deli up the
road has great liverwurst on Sunday mornings. They will pro-
vide you with the things you want to know—growth in popula-
tion in that area, growth in rentals, vacancy rates, property
taxes, and other such factors.

So how do you find a good real estate agent? The simple an-
swer is to interview them. You may receive a recommendation
from someone, but if not, you can always try some at random.
Just as looking at properties is a numbers game, so is finding a
good real estate agent that you are happy to work with. You
might interview fifty to find four or five that you can work with
regularly for a long time.

One exercise I get the mentoring students to do is go to a
real estate office where they have never been before (any office
picked at random in an area where they have determined they
want to invest), and ask: “Who would be the best agent to deal
with concerning investment properties?” If there is a lot of
foot-shuffling and blank stares, go to another office. But if
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someone volunteers or is volunteered, ask him or her the sim-
ple question: “What is the best investment property that you
have on your books at present?”

If he identifies one, then you are 10 percent on your way to
finding a good agent. I say only 10 percent, because you still
have to ask the following qualifying question: “Why?” In other
words, why does he think that the property he has just pointed
out is the best investment property on his books.

If he says: “Because the decor is so tastefully done” or “The
neighborhoods are so lovely,” then you have to move on. But if
he says: “Well, this property sold five years ago for $328,000 or
about the same as similar properties at the time. Today it is on
the market at $415,000, but other comparable properties have
been selling for over $500,000. What is more, the owners have
received approval to pop the top and add another story, and
rentals in the area have been strong. Vacancy rates are uni-
formly low.” Then, whether or not the property is a good deal
for you, you know you are dealing with an agent who can speak
your investor language. This will make life a lot easier for you.

Those real estate agents who do not speak your language
can make life very frustrating for you, and can seem to inhibit
your ability to invest. Take heart! They also make it frustrating
for your competition!

This was brought home to me in the early 1990s. I had spot-
ted a newspaper advertisement for a block of three shops in a
popular seaside community. The quoted yield seemed high, so
I asked the agent to confirm that a local tax had not inadver-
tently been included in the quoted rentals. She replied (erro-
neously) that the tax did not apply to commercial property,
and suggested I visit the butcher in the end shop, as he was the
owner and seller.

I duly visited him in his shop. There were no customers.
To start off with, I asked him why he was selling the building,
and he replied that he was far too busy to talk and referred me
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back to his real estate agent. So much for making it easy for
me to buy, especially when you consider that his business
was in trouble (it went into liquidation soon after I bought
the building).

I went back to the agent, and said that I had done my own
research, and that I was ready to put in an offer. Could I submit
it that afternoon?

This was the middle of December, and her answer stunned
me. “No,” she said, “I cannot do that, as I am packing to go
away on vacation.”

“Wow!” I said, “must be some vacation. Where are you go-
ing? To Europe for six months?” She replied that she was only
going down the road for a few days, but was adamant that she
was too busy.

“Great!” I thought. She is going away, and will not come
back until just before Christmas when everything is shutting
down. Furthermore, the owner is hardly likely to sell the build-
ing without her, given his attitude during my brief visit to his
shop. Therefore, their perception of the pool of buyers will be
artificially low, and their expectation of price will be dimin-
ished accordingly.

She did not submit my offer until January 11, by which time
I had dropped it another couple of tens of thousands. It was
the only offer they had received. I fully expected them to
counter, but it was accepted as is.

Sometimes, when the other side seems slow, not focused,
or not motivated, it can really work in your favor.

“Well, what about the butcher who went under just after
you bought the building?” I can hear you ask. Good question.
Before I heard that he had closed his doors for the last time, I
got an inquiry from a woman to say that the shop seemed
empty, and that it would make a great delicatessen. Could she
take on a lease? At first I thought she must have been talking
about another building, but it soon became apparent that she
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wasn't: The butcher shop was indeed empty. She signed up for
a 12-year lease, and spent more than $30,000 renovating the
premises. It is still a delicatessen/coffee shop to this day, and
yes, as with the other properties discussed earlier, I still own it.
Why wouldn’t 1?2 It still generates passive income, its income
and capital value continue to go up, I have refinanced it to pull
out some money, and by not selling, I have no depreciation re-
capture tax issues or capital gains tax issues to worry about.

Another example of how a “slow” real estate agent can
work in your favor concerns a funeral parlor I came across in a
country town. While I had been out of the country, this partic-
ular property got passed in at an auction at $195,000. It was a
custom-built funeral parlor, which meant it had a waiting
room, a chapel, a slumber room, a viewing room, a mortuary,
and a chilling room (no marks for guessing what they kept
cool in there). However, the operators had left the industry,
and the building was empty. What else can you do with a fu-
neral parlor? There are not many alternative uses that I could
think of. A theme restaurant (vegetarian, of course) would
seem very distasteful.

So I had someone call every funeral operator in the coun-
try, to ask them if they wanted to expand into this town. Most
said no, some laughed out loud, and one said: “Yes! I've always
wanted to operate in that town.”

I signed the funeral operator up on an agreement such that
if I should become the owner of the building, he would then
become the tenant. Already, the building was worth more to
me (with a committed tenant) than it was to the seller (who
had only an empty building).

Anyway, I went to see the real estate agent involved. It was a
cold winter afternoon when I drove into town, and when I got
to his office, his receptionist told me that he was busy, and
would be for at least another half-hour. I told her I would be
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back, and spent the next half-hour walking in the rain. When I
got back, I was told that he was still on the phone, and was
likely to be so for some time more. I replied that that was fine,
and that I would simply wait in the reception area.

Eventually he came out, and asked me gruffly what it was I
wanted. I replied that I wanted to look at the funeral parlor
premises. We arranged to meet there in yet another hour. More
time in the rain.

Sometime during this tour, I think the agent realized that I
was serious after all about the building. He asked me if I
wanted to go through it again, perhaps with him, or perhaps
on my own. I replied that I had seen it, and that we should get
back to his office to write up a contract.

“You can’t do that!” he exclaimed.

“Why not?” I asked.

“Because the seller wants to lease a small portion of an-
other building on the property, and you would have to figure
out a rental value for that portion.”

I told him that I already had a figure in mind, and that we
would just include it in the wording of the offer. I asked him to
start writing up the offer. He hesitated, and seemed unable to
fathom my speed or direction. So I offered to write it up myself.
He agreed, and his relief was obvious.

It seemed to me that the agent was just not ready for a sale.
Who on earth would want an empty funeral parlor?

Of course, for me it wasn't empty. I acquired the entire
property for a net figure of $170,000. I told the bank that that’s
what I had paid for it, but that I now had two tenants. One, the
funeral parlor operator, was signed up on a 10 + 10 year lease
(ten years with a right of renewal for another ten years), and
the other, the seller, was signed up on a 6 + 6 year lease, for a
total rental of $30,500 per annum. Therefore, so I told the bank,
it might be worth more than what I paid. The bank sent in their
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own appraiser, valued it at $240,000, and gave me a 66 percent
mortgage of $160,000. So in this case, I had only $10,000 of my
own capital tied up in the property, while I was receiving
$30,500 in rent, less $15,500 in mortgage interest, for a net
$15,000. While the net yield on the purchase price was a “mod-
est” 17.94 percent ($30,500/$170,000), my cash-on-cash return
was in fact 150 percent ($15,000/$10,000). Once again I was
pulling more out of this property every year than I had put in
as a one-off at the beginning.

Apart from showing that even an empty funeral parlor can
offer some attractive passive income streams, the point here is
that the attitude of the real estate agent did not help to make a
sale, which of course worked in my favor. It’s a bit like when
there is a lot of red tape to deal with: It makes it difficult to do
business, but it also makes it difficult on your competition. So
long as you have some degree of perseverance, you can easily
leave competitors way behind.

When the people I deal with are fast, knowledgeable, and
efficient, I am grateful for the ease with which the work at
hand can get done. And when the people I deal with are, to
put it politely, in the wrong profession, then I am grateful that
most of my potential competition packs up and goes away.
You win either way. This is a much healthier way of looking at
it than saying that astute agents will never sell you a bargain
(as they would buy it themselves) and that slow people will
never offer you a bargain (as they couldn’t find one if they
wanted). Once again, whatever you believe is what will mani-
fest itself for you.

To finish off our discussion on real estate agents, bear in
mind that just as you want to deal with an astute agent, a good
agent will like to have an astute investor to work with. People
who buy homes to live in tend to buy on average only once
every five years (and most of them own only one home to live
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in at a time). But an investor may buy one a month, or three in a
good week. That is more interesting (financially!) for a real estate
agent. Once you have found a cluster of astute, like-minded real
estate agents, you will find that you tend to stick with each other
for along time.

Off-Market Sales

So far in considering how to find properties, we have only con-
sidered those advertised in newspapers or real estate maga-
zines, and those listed through real estate agents. There is
another category altogether, namely properties where the
owners do not even know they want to sell.

The presence of a “For Sale” sign on a property is a clear in-
dication that the owners want to sell. However, the absence of
such a sign does not necessarily indicate that they do not want
to sell. There is only one way to find out: Knock on the door
and ask.

[ am not suggesting you go up and down every street asking
all the property owners if they want to sell. You would waste a
lot of time and make a general nuisance of yourself. However, if
you have identified a property as being particularly well suited
to your needs (meaning the needs of a potential or prospective
tenant), then there is no law against you asking the current
owner if he would consider selling. In particular, if the value of
the property to you is a lot more than the value to the present
owner, then it could well be a win-win situation.

For example, you may own a property that has a large back-
yard, but you cannot drive a car down between the house and
the boundary fence. By buying the property next door, and cre-
ating a right-of-way or easement, you may gain car access to
the rear of both properties.




96 REAL ESTATE RICHES

Similarly, right now I am looking at a commercial build-
ing in downtown Phoenix. It is a beautiful art deco building
with a historic places designation on it (meaning tax breaks
for anyone renovating it). One concept is to turn it into con-
dominium apartments, but the downside is that there would
not be sufficient parking. So I am looking at the building next
door. It is an old building, in a terrible state of repair, and is
used as a transients’ hotel. It will probably not be there much
longer. As a hotel, it has limited value. However, as the site
for a potential parking garage for the condominiums next
door, it has great value. Therefore, the potential value to me
may be much more than the value to the current owners.
There is no “For Sale” sign on it, but I would be foolish to
limit my search to those buildings that are officially on the
market.

Does this mean that every property owner I approach with
an offer welcomes the offer with open arms? Of course not! I
am rejected more often than not. But the few times you are
welcomed makes all the rejections worthwhile.

Write Your
Own Advertisements

Often in life, we sit waiting for good things to come our way.
However, generally speaking, no one will ever come up to you
and say: “If you sign this contract to buy this property, you will
instantly increase your net worth by $100,000, have an annual
income (indexed for inflation) of $12,000, and you do not even
need to put any money into the deal.” The deals themselves ex-
ist, but you have to go out and find them.

Therefore, if you agree that you need to expend some ef-
fort in finding your deals, why wait until someone else has
become motivated enough to place an advertisement in the
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paper, or to approach a real estate agent? Why not take the
initiative, and run your own advertisements offering to buy
properties?

Your advertisement may read something like:

Serious investor wants to buy properties.
Maintenance or repairs no problem.
Quick decisions. Phone (123) 555-1234.

You may run this advertisement in your local paper and get
no response, or you might get dozens of responses. Change the
wording to see what works in your area. Often, people want
quick results. When they read your advertisement, they may
think: “Wow, if T call this person, it could just save me the
bother, hassle, and expense of going through a real estate
agent, signing all kinds of documents, and possibly being
taken for a ride. What have I got to lose?”

You may even consider other ways of advertising your will-
ingness to buy properties. Once I spoke at a seminar at a large
hotel in Los Angeles. As I drove up to the lobby, I saw a large
van in the parking lot with the words “WE BUY HOUSES”
boldly painted on the side of the van in fluorescent green,
along with the phone number. Not surprisingly, the owner of
this business was in the audience. I asked him whether the ad-
vertising worked, and he replied that he was bemused but
happy that no one else was doing it. When he handed me his
business card, the most prominent thing on it was not his
name or title, but rather the words “WE BUY HOUSES” again.
Very memorable.

Let the world know that you are in the market to buy in-
vestment properties!
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Other Sources
of Property Listings

There are many other sources of property listings that, with
time, may work better for you than all the methods described
above. Once people get to know that you are a serious property
investor, then they will catch some of your fever. For instance,
your cousin hears that his neighbor has got his property on the
market, and the price does seem rather cheap to your cousin,
so he calls you up and suggests you take a look at it. Or a friend
phones you to say that he just bought a beachfront property,
and that there are a couple of other properties on the market
that seem underpriced. He would like you as a holiday-home
neighbor anyway, so he calls you about it. People come out of
the woodwork to offer you deals, merely because they know
you invest in property.

Hilariously, after I bought the funeral parlor, I received at
least one phone call a week for months from people wanting to
know if I wanted to buy their (or their client’s) funeral parlor as
well. They all thought that I “invested in funeral parlors,”
rather than great property deals. None of the other parlors had
anything to offer that interested me, so I only ever bought that
one. And yes, [ still own it.

Many years ago, I was asked in New Zealand to talk to a
group of real estate agents from Harcourts, the country’s
largest real estate company, about what an investor is looking
for in a property. At the time I never thought that there would
be anything in it for me, but I went along anyway. Unbeknown
to me, the national training coordinator for Harcourts was in
the audience. She said at the end that what I had said was very
interesting, and asked me if I would like to teach all their
agents throughout the country. I remember telling her: “I want
to buy property, not teach you people how to sell it.” But she
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reasoned with me that if I were to teach their agents around
the country, I would get to see an awful lot of great properties,
and meet with many of the top agents. And of course she was
right. In this way, teaching what an investor is after was a great
vehicle for me to look at more than my quota of properties. The
numbers game was working.

That is not to say that you have to teach agents in order to
find properties to buy. But it does reinforce the concept that
property is a numbers game. The more properties you get to
look at or consider, through whatever mechanisms are avail-
able, the greater the likelihood that you will find your next deal
that sounds too good to be true.






Chapter 9
ANALYZING DEALS

o, let’s have a reality check. You believe (for now, anyway!)

that property is worth pursuing further. You agree that

you have to commit to the 100:10:3:1 Rule to succeed.

You have worked the various methods of finding proper-
ties. And now you have a short list of properties that you think
may be good, but for the life of you, you cannot determine
which really are great, and which only appear good. You do not
know whether to be cautious about buying one, or whether
you should be clamoring to buy them all.

It’s time we learned how to analyze properties.

Yield

As we saw in Chapter 2, the yield is simply the rental income
divided by the purchase price. It is not very interesting for the
simple reason that it takes no account of how much cash we
have put into the property.

Cash-on-Cash Return

Imagine a property costs $100,000, and that the rental income is
$10,000 per annum. Then, by definition, the yield is 10 percent.
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But the return on your money will be 10 percent only if you put
up the entire purchase price in cash. If you only put up a deposit
of $30,000, and got a mortgage for the remaining $70,000, then
the return on your investment would now be $10,000 less the
mortgage interest, divided by a capital outlay of only $30,000. If
the mortgage interest is, say, 7 percent, then the mortgage pay-
ment would amount to $4,900. Your return would then be
$5,100/%$30,000, or 17 percent.

Notice that the property is the same, the purchase price is
the same, the rental income is the same, and yet the “return”
has gone from 10 percent to 17 percent. And we have only just
started, because we still haven't taken account of property
taxes, maintenance, property manager fees, the vacancy rate,
repairs, gardening, principal repayments, mortgage applica-
tion fees, appraisal fees, or spiderproofing, to name just a few
expenses. Nor have we taken into account the depreciation
you can claim, and the subsequent increase to your cash flow.

If we were to take all these factors into account, then we
would have a pretty good picture—a snapshot in fact—of how
this property will perform at any one moment in time. Cer-
tainly, the cash-on-cash return is far more useful than the yield
in determining if a property is a good investment. Nonetheless,
itis still just a snapshot. What we really want is a motion picture
that enables us to see into the future.

Internal Rate of Return

Remember how we said that the yield was a simplistic measure
of a property’s performance, since it didn't take into account
the fact that you may not pay cash for a property?

The cash-on-cash return does take account of the fact that
you are borrowing part of the purchase price. But it also has its
limitations.
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What if you know that the rents on your property are going
to increase by 50 percent next year? This crucial piece of
knowledge is not reflected in the yield or the cash-on-cash re-
turn, as they both just consider the current rent. Similarly, nei-
ther the yield nor the cash-on-cash returns are changed, even
if we know that the property will double in value over the next
eighteen months.

If the cash-on-cash return looks at all the cash flows into
and out of a property at any one point in time (the snapshot),
the internal rate of return looks at how the cash flows and
property value change with time (the motion picture). To do
this, it takes into account what the projected growth in rentals
will be, what the capital growth is expected to be, what the
mortgage interest payments will be, given that the principal is
slowly being paid off, and what depreciation can be claimed
each year.

For instance, using our $100,000 investment property, it
may be determined that the net after-tax cash flow out of the
property is, for argument’s sake, $1,000 per year for each of the
next five years. At the end of this time, the property may be ex-
pected to be worth $150,000, based on the expected capital
growth rates. Our equity (what we own in the property, or the
market value less the mortgage) may then be, say, $85,000.

The cash flow sequence (the motion picture) would there-
fore be: $30,000 in at purchase (the down payment), $1,000
out for each of the next five years, and then an equity at the
end of $85,000.

The internal rate of return is that return that a bank would
have to give you, such that if you gave the bank $30,000, they
could give you $1,000 for each of five years, and at the end of
five years, give you $85,000.

Like it or not, in our hypothetical property, that is exactly
the cash flow sequence that we are facing. $30,000 in, $1,000
out for each of five years, and then $85,000 out. What is more,
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the IRR takes the time value of money into account. A dollar
today is worth more than a dollar in a year’s time (that is why if
I owe you money, you want it now, and not in a decade or two).

Thus, even though the yield is an accurate measure, it is
not very illuminating. The cash-on-cash return gives us a far
more detailed and clear picture of how a property is perform-
ing, but like the yield, it is still only a snapshot of one instant in
time when you look at this property.

The IRR is by far the most interesting measure, as it takes
the future into account.

Of course, while the yield is easy to work out on the back of
an envelope, and while the cash-on-cash return is easy to work
out on a calculator, the IRR would be almost impossible to
work out on the back of an envelope, and extremely difficult on
a calculator. Fortunately, computers are perfect for the job, and
you can now determine the IRR of a prospective investment
property in no time at all.

With appropriate software, you can, in about one minute
flat, put in the pertinent financial details of a property, and
then see the yield, the pretax cash flow into or out of the prop-
erty, the after-tax cash flow, the buildup in equity, and the in-
ternal rate of return.

To do this, the software must take account of all the rele-
vant factors that will influence your cash flows and buildup of
equity. These will include:

m purchase price

m renovation costs

m true market value

m closing costs

m rental income

m vacancy rates

m expected capital growth rate

m expected inflation of rents and expenses
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m mortgage interest rate

m mortgage structure (interest only or principal and interest)
m property management fees

m property taxes

m maintenance

m repairs

m mortgage application fees

m your income level

m prevailing tax rates

When all these factors are put into the software, then the
results (both the numbers and the graphs) will give you an in-
sight that would be almost impossible to get any other way.
Some properties that seemed great when you inspected them
are suddenly shown to be lemons. Conversely, properties that
seemed marginal can turn out to be great performers.

Furthermore, if you want to know how your property
would perform if the rent went down by 5 percent or $200 a
month, you can easily do that. Similarly, you can see what
would happen if the mortgage interest went up, or if your ex-
penses ballooned. This is called doing a sensitivity analysis.

Once you have used the software, it is difficult to attempt to
evaluate properties without it! It’s a bit like driving at night
without your headlights.

The other thing about the software is that the internal
rate of return that it generates is dimensionless. This is a
fancy way of saying that it is just a number. It is a percentage
that you can compare with the internal rate of return on any
other property. In other words, you can compare the IRR on a
$140,000 property with a 90 percent mortgage at 7 percent
interest to the IRR on a $650,000 property with a 40 percent
mortgage at 5 percent interest, and get a fair comparison,
even if they are in different countries where the tax rates and
management fees are different.
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Our popular software package REAP (Real Estate Acquisition
Program) is available on our Web site at www.dolfderoos.com. It
enables you to quickly evaluate a potential investment property,
perform sensitivity analyses, and print reports that are useful for
mortgage applications. A demo version of REAP is also available,
complete with an audio-visual tutorial explaining every aspect
of the program.

Other Factors to Consider

While I place a lot of importance on the internal rate of return,
there are of course other factors that should always be consid-
ered when buying a property. As most real estate books will tell
you, the top three criteria for a property are: Location, Loca-
tion, Location! But just what constitutes a good location where
you are looking may be somewhat of a subjective thing. For
residential properties, generally it is desirable to be located
near schools (but not backing onto them!), near the shops (but
not beside them), and with good access to freeways or arterial
routes. However, since it is so subjective, it is risky for me to
dictate what you should look for in your area.

Remember, part of the trick is to find a property with a
twist. If you can find property for a song that backs onto a
schoolyard, don't reject it just because you recall me writing
somewhere that you don’t want to back onto a schoolyard. A
bargain is a bargain, and your tenants may just have two kids
who go to that school and consider the proximity a bonus.

Keep looking at many properties. Expect to look at 100 to
find one to buy. The more you look at, the easier it is to develop
a gut feeling for whether a particular property will be a good
performer or not. If you decide to use the software, it will fur-
ther speed up the process. You will begin to develop a nose for
a good property.
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Even if you are in unfamiliar territory, you will be able to
make surprisingly astute investment decisions. In fact, often
there is an advantage in being from out of town. The locals all
are limited by their perceptions of what is a “good” area and
what is not. You, on the other hand, are just concerned with the
numbers. If the cash flow and the growth prospects are good,
then you may be able to find a bargain because you have not
been somewhere long enough to absorb the local snobbery.
And I'll guarantee you one thing: Once a dollar is in your bank
account, it does not matter (and no one will ask you) if it came
from a posh part of town or an average one.






Chapter 10

NEGOTIATIONS AND
SUBMITTING OFFERS

fall aspects of property investment that we have covered up
until now seem a bit like cranking a handle, then the negoti-
ation phase of property investment is where you can really
let your creativity and imagination run wild.

The rules and regulations that cover most other transac-
tions are spelled out in great detail and adhered to under threat
of fines and ostracism from the game. For example, when you
go to an auction of merchandise, from a local secondhand
dealer’s to Sotheby’s, the rules are read out, one by one, and
people are often given a copy (just in case they couldn’t hear
properly) as a backup. The rules spell out how you must bid,
what constitutes a valid bid, what happens the moment the
hammer falls, how much you will pay as a deposit, in which
form you will make the payment, when and how you will pay
the balance, when and from where you must collect the arti-
cles bought, and what they will do to you if you get anything
wrong. If you like living by other people’s rules, auctions must
be heaven!

Similarly, when you deal in stocks, options, futures, certifi-
cates of deposit, treasury bills, mutual funds, term loans, bank
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deposits, or annuities, the rules are numerous, rigid, and
strictly enforced.

This contrasts sharply with real estate. As I alluded to in
Part One of this book, property is unique in that you can in-
clude just about anything you want in the negotiations. And
people often do!

Remember the funeral parlor I bought? The offer I wrote
out in front of the reluctant agent had a clause whereby the
seller agreed to lease a specific portion of the premises com-
prising 800 square feet at $6.25 per square foot plus outgoings
(property taxes, insurance, etc.) for a period of six years with a
right of renewal for a further six years, with rent reviews (up-
ward only) occurring every two years.

The seller countered the offer by stipulating that the canvas
awning over the front door would remain his property at the
end of the lease. So here we are negotiating a $170,000 prop-
erty, and part of the negotiations concern a canvas awning that
will probably need to be replaced several times during the
twelve-year lease period.

I felt like countering this offer by stipulating that the seller
mow my lawn every Sunday for three months after the pur-
chase, but thought better of it. The whole point is that you can
put in a contract anything that you like, and people often do.

I have seen worn-out BMWs firing on only three cylinders
included in property contracts. I have negotiated with sellers,
incumbent tenants, and prospective tenants for cleaning con-
tracts, repairs to premises, remodeling jobs, the removal of
some buildings, and even loans.

A great lesson can be learned on how you can put anything
in a real estate contract from one particular property I bought
back in 1993. In a small classified advertisement, a real estate
agent had simply advertised: “Commercial property, $12,000,
17% yield, phone XXX-XXXX.”

Just like with the $59,000 fish shop, and the $22,500 cottage
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in Queenstown, this sounded too good to be true, but I phoned
nonetheless. In case you are wondering whether I ever phone
such an advertisement to find out that there is in fact a typo,
the answer is a resounding yes. In fact, I would say that for
every twenty calls I make where the deal sounds too good to be
true, probably nineteen of them are. However, the twentieth
deal usually makes the time wasted phoning the other nine-
teen hopefuls worthwhile. Those odds are pretty good, in
fact—much better than the odds faced by people who buy lot-
tery tickets, and yet the lotteries attract the masses, and what I
do is considered bizarre by most people. Indeed, when I open a
newspaper to look at real estate, I consider it a bit of a lottery,
with the difference that I know that, in all probability, there are
several winners right there on the page staring at me.

Anyway, in this particular case, the agent told me that
there was indeed a typographical error, and that the pur-
chase price was in fact $120,000, not $12,000 as advertised.
However, since the rental was $20,000 per annum, the yield
was still 17 percent.

The property in question was a restaurant, built in a beau-
tiful log-cabin-style home. It was the only commercial premise
in picturesque Cass Bay, about a twenty-minute drive outside
Christchurch, New Zealand. The owner wanted to stay on as
the tenant, and was willing to sign a five-year lease with three
rights of renewal for periods of five years each.

We negotiated a deal at $120,000. A couple of months later,
as the closing day (settlement) approached, the seller con-
tacted me and said, rather undiplomatically: “You will have to
pay me $130,000 instead of $120,000 for the property.”

I just about fell off my chair! Here we had a contract, and
the seller was sounding as though he wished to renege on the
original deal. Now I am sure that many people will relish such
a situation, and say: “Sue him!” But in my experience, litiga-
tion is not a good way to increase or improve in any way your
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passive income. Rather, it just tends to increase the active in-
come of the attorneys involved.

I said to my seller: “Why?”

He replied that he simply could not pay off his mortgagee
and satisfy other debts secured against the property unless he
had a sale price of $130,000.

Now before you read on, ponder for a moment what you
might have done in this situation. It seemed apparent that he
didn’t have any equity at all, so canceling the deal and suing for
specific performance (his inability to meet his contractual
obligations) would probably not have netted much.

I started by asking: “What’s in it for me?”

He said that he would be willing to pay $22,000 in annual
rent instead of $20,000. In other words, I would get a return of
20 percent on the extra $10,000 capital outlay he required for
me to acquire the property. It seemed that the business could
support such a rental. Would you have agreed to this?

I did not. I told him that I would not pay him $10,000 extra,
but that I would lend him $10,000. The rental would still go up
to $22,000 per annum, and he would have to repay the $10,000
loan on the earliest of (1) the expiry of his lease, (2) his default
of the lease (if he doesn’t pay the rent), or (3) his assignment of
the lease (if he sells the business). Just for security, I put in the
contract that I would hold a chattel mortgage over his restau-
rant equipment.

Five weeks later he sold the business, and I got my $10,000
back. The rental meanwhile stayed at $22,000.

You can write your own rules with real estate (so long as you
can reach an agreement with the other party). In the case of the
restaurant, despite a situation that on the surface seemed un-
able to be resolved, both the seller and I got what we wanted out
of the deal. He got the extra money he needed to pay off his debt
secured against the property (he paid me back out of the pro-
ceeds of the sale of his business). And I still paid only $120,000

TLFeBOOK
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for the property as originally agreed upon. Plus of course I was
collecting $2,000 extra in rent. After the business was sold, my
yield therefore went up to 18.33 percent ($22,000/$120,000). My
cash-on-cash return, while not over 100 percent as in previous
examples, was still a healthy 55 percent.

Your ability to write just about anything into a real estate
contract is one of the most overlooked and underrated advan-
tages of real estate investing.

As part of my negotiations with the seller of a property, I
usually incorporate the following four concepts. They are not
always mandatory or even appropriate, but [ use them often.

1. Do not always write up the contract in your own name.
There are many ownership structures you can use to acquire
properties: in your own name, in companies, family trusts,
partnerships, and as joint owners. Since I may not know what
the best entity will be for a new acquisition, I usually sign my
contracts “As Nominee.” This gives me the legal leeway to buy
it in my own name, or to assign the contract to anyone else of
my choosing, or an entity.

2. Since I am always trying to acquire properties with as lit-
tle cash as possible, I need to make sure that I can negotiate
not only a good price to buy the property, but also a good
mortgage. Hence I usually put in the following clause:

This contract is expressly subject to and conditional
upon the purchaser arranging financing suitable to
himself, such financing to be confirmed within 21
working days from the date of signing of this contract.

The words “suitable to himself” are crucial, as otherwise, if
you cannot find financing on reasonable terms (such as at
market interest rates), the seller may say to you that he will
provide financing for the entire purchase price at 65 percent
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interest per annum, and since you now have financing
arranged, you could be obliged to proceed with the deal.

3. Another clause I often add gives me a legal out in case
we identify something is wrong with any part of the property:

This contract is expressly subject to and conditional
upon the purchaser’s attorney’s approval as to title, en-
cumbrances, liens, easements, and any other regulatory
impositions that may relate to the subject property, such
approval to be given in writing by the purchaser’s attor-
ney to the seller’s attorney by no later than 5:00 p.M. on
the 20th working day after the signing of this contract.

Many standard contracts used in various parts of the world
already include variations on this theme, but it pays to make
sure that you are covered.

4. Depending on what you are trying to achieve and how
prolific you are in a particular market, there may be advan-
tages in having a secrecy clause in your contract, so that only
the people you are negotiating with on any particular deal get
to know about that deal until everything is signed, sealed, and
delivered. For instance, with the downtown Phoenix commer-
cial property that I discussed in Chapter 8, I would not neces-
sarily want the owner or agent to know that I had successfully
negotiated a great price on the transients’ hotel next door, as it
may alert them to what I am up to, and more important, it may
cause them to raise their expectation of price on their property.

Their reasoning may be: “Wow, they got that for a song!
That is going to make their deal very sweet. Surely they will
still want to go ahead, even if we increase our price by half a
million!” You could of course circumvent this problem by
buying the high-rise building first. But in that case, you
would want a secrecy clause on that deal, so that the owners
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of the transients’ hotel didn’t suddenly elevate their expecta-
tion of price!

When buying a single residential investment property,
the need for a secrecy clause may be nonexistent. But keep it
in mind. You may suddenly want to buy the three adjacent
properties to meet the land requirements for putting up an
apartment complex (or to sell the land to a well-heeled devel-
oper who wants to do the same). If your neighbors get wind of
what you are doing, do not be surprised if the price goes up
on you.

How to Make Your Offer

Incredibly Seductive
to the Seller

Let’s assume that you have analyzed some properties, and
found one to be a spectacular deal. Alone or in conjunction
with your real estate agent, you have written up an offer. The
offer is for less than the asking price, as you feel you can al-
ways increase your price if you want to later. Is there any-
thing you can do to greatly increase the chances of your offer
being accepted?

Well, there is. Most offers are structured such that if the
seller agrees to your offer, you immediately have to come up
with the deposit—a sum of money that can vary from a token
amount to typically 5 percent or 10 percent of the purchase
price. In other words, if the seller countersigns the contract,
then you have to pay the deposit.

Staple a check for the deposit to the contract! It makes no
difference to your cash flow: If they do not countersign, then
they cannot bank the check, and if they do, then you would
have to write it out anyway. However, the psychological power
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of this check stapled to the contract is phenomenal. The seller
knows that you are serious. He knows that if he countersigns,
he can bank the check immediately. While it doesn’t make
sense to me personally, I know from having applied this tactic
countless times that it becomes a very persuasive element in
the seller’s decision as to whether or not to accept your offer.

With the cottage in Queenstown, I stapled a check for
25 percent of my offer to the contract (even so, it only
amounted to $5,000). Once I stapled a check for the full offer
price to the contract. The offer was not accepted (it was an
ambitious offer!) but I didn’t have to go up in price much be-
fore we had a deal.

On another occasion, I came across a property advertised
in a real estate agency. The owner had failed to keep his mort-
gage commitments, and so the property was in foreclosure.
Where once it had a registered appraisal of $500,000, the ask-
ing price now was $380,000.

I wrote up an offer, stapled a check with a healthy deposit
to it, and handed it to the agent concerned. He took one look
at the $315,000 offer figure, handed it back to me, and said
that he simply couldn’t submit an offer that low. I was some-
what taken aback, as I figured that agents had an obligation to
submit all offers. So, I went to the head of the firm, and said:
“Peter, one of us has a problem, and I don't think it's me.” He
asked what was going on, and I replied that I had given an of-
fer to one of his agents, and that he had refused to submit it to
the seller.

Peter replied: “Give me the offer, I will submit it personally.”
I handed it to him, and when he looked at the amount of the
offer, his next words were: “I wish I hadn't just said that!”

Nonetheless he went around to the bank that afternoon to
submit the offer. I received a phone call about an hour later. An
anonymous voice with a typical banker’s intonation simply
said: “We have banked your check.”
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Stapling the check to your offer does not enhance your le-
gal position, reduce your obligations, or guarantee the deal.
But it sure makes it tempting for the seller to say yes.

lt's Just a Game of Poker

Negotiating a property deal is a bit like playing poker. You may
not always want to reveal why you want to buy a property, or
that you already have a tenant lined up—maybe even signed
up—or that you don’t want this crummy old building for its
own sake, but simply to use as a parking garage to enhance the
value of the high-rise next door. For their part, sellers do not al-
ways want to reveal why they want to sell. They may have an
ongoing dispute with the neighbors, be leaving town to be with
a mistress, or be worried about the way the building shakes in
earthquakes. Part of the excitement of being in real estate is
that you live by your wits. If you are caught napping, you may
miss an important point regarding the property you are about
to buy, and not only could it cost you plenty, but there is no
state-funded body to bail you out. This living by your wits has
an element of excitement and adventure about it that you can-
not get in many professions and occupations. And, unlike
most professions and occupations, and unlike even playing
poker, each time you “win a hand” at the real estate game, you
increase your net worth and your passive income. That’s no
doubt why I don’t care much for a profession, an occupation,
or for that matter, the game of poker.







Chapter 11

GETTING HIGH ON
OPIUM (aka OPM)

Me: Hey, buddy, will you lend me $50?
You: $40? What do you want $30 for?

enerally, we are reluctant to lend people money. Nearly
everyone has been burned by someone who has failed to
pay back a loan. Similarly, we have all been exposed to
the notion that in order to make money, you need money.
Consequently, there is something wonderfully and intu-
itively satisfying about making money—big dollops of it—
without having to put up any capital. As we saw repeatedly in
Part One, banks and other financial institutions are very will-
ing to lend money secured against property.
In case you haven't yet got my message clearly enough, let
me spell it out once again.

Banks want to give you money.
Let them give it to you!

When you buy property using Other People’s Money
(OPM), you are gearing your investment through leverage.
You are using other people’s money to make money for
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yourself. It almost sounds as though it should be forbidden,
as though there is something alluring but illegal about it. It’s
as if suddenly recreational drug use is sanctioned by the gov-
ernment, but people are still too scared to go out and do it in
public.

Well, it’s perfectly legal (buying real estate with OPM, that
is), and the people whose money you use even encourage you
to do so!

However, just because real estate lends itself very well to
using Other People’s Money doesn't mean that there are no
traps for novice players.

Finding Sources
of Finance

A generation ago, the only viable way for most people to get a
loan for a property was through a bank. Bank managers were
venerated as noble pillars of society. Consequently, a visit to
the bank to ask for a mortgage was a trip that most people
feared. And not entirely without reason!

The bank manager would sit there, in his oversized leather
chair, glaring down at you in your low chair on the other side of
his huge oak desk. You would almost sit there, cap in hand,
asking (begging) for him to condescend himself and the bank
to consider you for a mortgage.

No wonder that even early on in my real estate investing,
many friends (and friends of friends) would ask me to accom-
pany them to the bank to ask for a mortgage. The fear from
their parents’ era still lingered (and I got plenty of practice at
overcoming it!).

I remember reading in some magazine at that time that the
biggest fear among the public was not the fear of dying, or the
fear of contracting some rare and horrible disease. The biggest
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fear was the fear of public speaking, followed closely by the
fear of asking the bank manager for a loan.

How things have changed! Today, mortgage finance is
offered by many banks, financial institutions, insurance com-
panies, contributory mortgage companies, mortgage brokers,
lawyers’ client funds, and even real estate companies. No
longer do you have to make an appointment with the bank
manager three weeks in advance! No sir, you can now call any
of dozens of mortgage lenders around the clock. Many institu-
tions even have roving “mortgage managers” who will visit you
at your home, work, or investment property to offer you a deal.
You can even apply for and get a mortgage on the Internet.

Of course, we now know that money is just a commodity.
There is nothing special about the money from your bank. In
fact, once you have the money to buy your property, it doesn’t
matter where the money came from. All that matters is what
the terms are and the conditions associated with the loan.

At a seminar, I once heard someone say that you had to
choose your bank carefully, as you didn’t want your bank to go
under. But what's the fear? After all, you have their money! At
worst, the loan would be assigned to someone else.

Various Classes
of Mortgages

Although a mortgage is simply an agreement to take on a
loan, to pay interest on any amount outstanding, and to re-
pay the principal according to a set plan, there are many
variations on this theme, and so there are many different
classes of mortgages.

The most common kind of mortgage is a principal and in-
terest mortgage. Every time you make a mortgage payment,
you pay interest on the amount outstanding, and some of the
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principal back. At the beginning of the term of the mortgage,
nearly all of your payment is interest, and only a very small
amount is principal. Toward the end of the term, most of the
payment is principal.

An interest-only mortgage is where you only pay interest,
until the end of the term, when you pay back all of the princi-
pal in one hit. Some mortgages even allow you to capitalize the
interest: In this case, you do not pay anything for a while, and
the interest payments that you would have made are instead
added to the principal amount outstanding.

At the other end of the spectrum, you could borrow $300,000
today, and pay it all back tomorrow plus one day’s interest.

All mortgages are simply varying ways of lending money,
paying interest, and paying back principal. Which one is most
suited to you (and which ones the banks will offer you) varies
from time to time, country to country, and investor to investor.

Applying for a mortgage is very streamlined these days.
Most banks and financial institutions have set forms to be
filled out, and after much paperwork and form-signing, you
have your mortgage.

For situations where things are a little more complex, a
nonstandard application may help your cause.

I recommend drawing up a proposal for finance for each
investment property you want to buy. This document will
spell out exactly what it is that you are offering the bank, and
will describe the investment property in sufficient detail for
them to know that it is a safe and sound investment, both for
you as investor and for them as mortgagee. A sample pro-
posal for finance document can be found on our Web site at
www.dolfderoos.com.

Of course you would include the reports from the REAP
software, because then the bankers would have to agree that
based on the assumptions made in the analysis, it looks like a
good investment.
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And when you print your proposal for finance, make eight
or ten copies, and then hawk them around to various banks
and lending institutions.

Many years ago, [ remember the secretary of the top person
at one of the nation’s largest real estate companies phoned me
to say that she had attended a seminar of mine some time be-
fore, and had been so enamored with what she learned that
she went out and bought a property. However, even though she
had done everything I had said, she was in a real bind, because
her bank had turned her down. In fact, she was so distraught
over this that she was almost in tears.

I asked her: “What did the other banks say?”

There was a brief silence, and then she said: “Could you re-
peat that?”

I said: “Sure. What did the other banks say?”

And she replied: “But I've been with this bank for fifteen
years!”

I told her that I thought she had obviously been giving her
bank far more loyalty than her bank was giving her, and that
the only way for her to move on was to apply with many other
banks. Of course, the next day she had her loan, and the new
bank had all her business.

Getting mortgage financing is a bit of a game. Compared
with even ten years ago, however, it is easy. Any good mortgage
broker will guide you through the process.

Should You Pay Off
the Mortgage?

One of the most difficult tasks I have is convincing people that
they do not need to pay off their mortgages. In fact, I think you
would be downright silly to.
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Now just for the record, I am not talking about the mort-
gage on the home you live in, but the mortgage on your invest-
ment properties.

Why on earth would you want to pay it off?

Imagine you have a property with a mortgage of $200,000
on it. Suddenly you get hold of a lump of $50,000 in cash. It
may be tax-paid income, or an inheritance from Aunt Mur-
gatroyd, or a bonus from work. Why would you apply that
$50,000 to paying down the $200,000 mortgage, when you
could equally well use the $50,000 as a deposit on another
$500,000 property?

What's more, by paying down the $200,000 mortgage to
$150,000, you are reducing your interest payments, and there-
fore your tax-deductibility. While the yield on your investment
property may not change (neither the purchase price nor the
rental income has changed), the internal rate of return in fact
goes down.

The situation gets even more bizarre if you consider that
what most investors do after a number of years is refinance
their properties to release some equity, to enable them to go
out and buy even more property.

In other words, why use tax-paid money to pay down prin-
cipal, when in doing so, not only are you reducing your tax-
deductibility and therefore your internal rate of return, but you
will have to pay the bank another fee to ask for your money
back when you refinance?

Okay, so you may not want to use lumps of cash to pay
down your mortgage. But what is wrong with having a princi-
pal and interest loan, so that, over time, the debt is paid off?
There is nothing wrong with that. It’s just that it may not be the
smartest thing for you to do overall.

Imagine two investors, back in 1960. They each had $4,000
cash. The first used his $4,000 cash to buy one property for a
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purchase price of $4,000. Today it is worth, say, $250,000, and
he has no debt. He has done well, but because he devoted his
starting capital of $4,000 to one property, he still owns only
one home.

The second investor used his $4,000 cash to buy four prop-
erties worth $4,000 each, using four deposits of $1,000 each,
and four mortgages of $3,000 each. Today, his properties would
be worth $1 million. If he never paid off the mortgages, he
would still have a debt of $12,000, but who cares about the
$12,000? It is so small (compared with the total asset value)
that it almost doesn’t matter.

Now let’s assume further that in 1970, both investors re-
ceived a lump sum of $12,000, and that by then properties had
increased in value to $12,000. Our first investor, if he was lucky,
may have bought another property with the $12,000 cash, so
that by today he would own two for a total value of $500,00.

Our second investor had a choice: either pay off his exist-
ing debt of $12,000 on his four existing properties, or buy
more property. If he pays off his debt, then he will have a
cash flow advantage, but by today he would still own $1 mil-
lion in property.

If, on the other hand, he used the $12,000 cash to buy more
property, then he could easily have bought four more (based
on the same loan-value ratio of 25 percent as with the initial
properties in 1960). Thus, his $12,000 could buy him another
four properties, adding $36,000 of mortgage debt to his exist-
ing $12,000. By today, he would have $2 million of property,
and “only” $48,000 of debt.

It made sense for our second investor to use his $12,000
lump sum not to pay off his existing four mortgages in one hit,
but to buy four more properties. Since this is true for a lump
sum of $12,000, it also applies for two lump sums of $6,000, or
twelve lump sums of $1,000, or 12,000 lump sums of $1.
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Some Closing Thoughts
on Mortgages

To give you another perspective on it, I do not buy property to
own the land, as land in and of itself is nonproductive. I do not
buy property to own buildings, as they deteriorate and require
maintenance. I do not buy property to get tenants, as they re-
quire management. The biggest reason why I buy property is to
acquire debt, for the simple reason that the amount of debt
stays the same, but the asset against which that debt is secured
goes up in value.

Debt on depreciating assets (such as cars, stereos, and jet
skis) is bad. You shouldn’t even buy these things on credit, but
if you already have, pay off the debt as fast as possible. How-
ever, debt on appreciating assets is good. And as we have al-
ready seen, about the only appreciating asset for which banks
are pleading with you to take on debt is property.

Furthermore, most people associate a mortgage with a
problem. Wrong! When you owe the bank $5,000, you've got
a problem. But when you owe the bank $5 million, they've
got a problem!

When the numbers get that big, they have a vested interest
in looking after you. So, they start to phone you to invite you to
lunch. The conversation may go like this:

“Good morning, we just have had some new money come
available, and were wondering if you needed any of it. How
about discussing it over lunch?”

Now being as wise as you are, you realize that last week
they already took you to lunch, and they paid for it, so you are
wary that all this may just be a ruse to get you to buy them
lunch. You are about to congratulate yourself on how astute
you are when they continue:

“Of course, lunch is on us, as usual.”
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How can you refuse?

Once you have shown yourself to be a successful property
investor, they will prefer to lend mortgage financing to you
over anyone else, as they are comfortable that you will pay the
interest and principal repayments. Once you have built up a
portfolio, no matter how small, they will see you as serious
about investing. But for someone buying his first home, or his
first investment property, they perceive the risk to be much
higher, as they do not know if you are a committed property
owner, or a whimsical fool.

The more you play this game, the more that banks will
want to give you money. I can't say it often enough: Banks want
to give you money. Let them give it to you!






Chapter 12

MASSIVELY INCREASE

THE VALUE OF YOUR
PROPERTIES (WitHourt
SPENDING MucH MONEY)

n Chapter 1, I claimed that one of the attributes of property

that sets it apart from other investments is that you can eas-

ily do things to property to increase its value way beyond

the cost of the improvements. The possibilities are so exten-
sive and varied, that I have devoted an entire book to detailing
101 ideas complete with examples of their implementation.
However, I think it is appropriate to discuss some of them here,
to give you an idea of how you can easily increase your equity
with little effort or capital outlay.

The Humble Carport

One of my favorite examples of how to increase the value of a
property way beyond the cost of the execution concerns a
carport.
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Imagine you have a residential investment property that
has neither a carport nor a garage. The tenant’s car must be left
outside in the rain, snow, and sun.

Surely it is reasonable to assume that if you were to provide
a carport with this property, the value to the tenant would go
up. Now I know from experience that in many parts of Aus-
tralia, New Zealand, the United States, and Canada, the addi-
tional rental that you can get by having a carport is easily
around $20 per week or $80 per month. In some places it will
be a bit less, and in others a bit more, but let’s assume that this
is a reasonable increase in rental when you put in a carport.

Now a carport is not a difficult structure to build. In
essence it comprises maybe six poles with a sloping roof on
top. An outlay of $1,000 generally covers it.

If you get an extra $20 per week, then your annual income
from the carport will be around $1,000. In this case, the return
on your $1,000 investment would be 100 percent per annum. If
you owned such a residential investment property without a
carport or garage, why would you not build one?

I do not know of any other investment vehicle other than
property where you can easily spend an additional $1,000 and
then get a massive 100 percent return on that extra investment
per annum.

But our carport example doesn’t stop there!

One option is to pay cash for the carport, and then receive
a 100 percent return per annum. But this is how you could do
even better. . . .

Imagine you had the carport built. You haven't paid for it
yet, so remember that you must still pay the $1,000. However,
with the new rental in place, you call the appraiser back, and
tell him you want a new appraisal based on the fact that you
now have increased your income by $1,000 per annum. With
an extra income of $1,000, the value of the property is likely to
go up by something like $10,000 (based on capitalizing the
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rental at 10 percent). With this new appraisal for $10,000 more,
you can go back to the bank and get a new mortgage. Using a
very modest 70 percent loan-value ratio, the bank will lend you
$7,000 at an interest rate of, say, 10 percent.

So now you have received $7,000 from the bank. Remem-
ber, you still have to pay for the carport, so you use $1,000 of
the $7,000 to pay the contractor. You also have to pay the bank
annual interest of $700. (Note that the interest paid on the
$7,000 mortgage may be tax-deductible only if the principal is
used to generate income.) Now you are receiving an extra
$1,000 per annum, so after paying your mortgage interest, you
are left with only $300 of annual income.

However, you still have $6,000 left in your pocket (the
$7,000 mortgage, less the $1,000 to build the carport). Ask
yourself this question: Is the $6,000 taxable? Well, it certainly is
not income, so no income tax is payable. And you didn'’t sell
anything, so there can be no talk of a capital gains tax. There
are in fact no tax obligations on the $6,000. This money has
been created out of nothing!

Just to recap, you can either pay for your carport in cash,
and receive $1,000 per year indexed for inflation (a 100 percent
return on your investment of $1,000). Or, you can pay nothing,
receive $300 per year indexed for inflation (an infinite return
since you did not put up any capital), and put $6,000 in your
pocket on which there are no tax obligations.

Either way, if you owned such a property, why would you
not do it? And if you think that it is not worth it for a mere
$1,000 per year, what if you had twenty such properties? Would
you do it for $20,000 per year, or, using the second option,
would you like to put $120,000 in your pocket?

Now I can already hear the “Yes, but” brigade complain in
protest: “Yes, but where I come from, you couldn’'t possibly
build a carport for a mere $1,000.” Look, even if it cost you
$4,000 to build, that would still represent a cash-on-cash return
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of 25 percent, or using the second option, you would still be
putting $3,000 in your pocket. Putting no cash into the
$4,000 carport is still infinitely better than putting no cash
into the bank!

Let’s Build Five
Storage Garages

The example with the carport is real enough, but the concept
also works for much larger projects. I own a block of shops that
are butted up to the sidewalk, but out back there was a lot of
vacant land. It was continually being overgrown by weeds, and
the tenants tended to store their rubbish there. I was after a
creative solution. This is what I did: I found out that rentals on
storage garages were running at around $40 a week. My vacant
land could just accommodate five garages, for a total of $200
per week, or just over $10,000 per year. I knew that capitaliza-
tion rates on commercial properties in the area were hovering
around 10 percent, so theoretically the extra rental of $10,000
per annum would increase the capital value of the property by
around $100,000. All that remained to be done was to figure
out what the garages would cost to build.

The quote came in at $33,000. Once again I faced a choice.
Either I could build the garages for $33,000 cash and enjoy a
healthy 30 percent return on capital ($10,000 annual income
divided by $33,000 capital outlay), or I could have the garages
built, get a new appraisal, and borrow against the extra
$100,000 of equity. At 70 percent, that would put $37,000 of tax-
free money in my pocket, and still give me an annual income
(indexed for inflation) of around $3,000 ($10,000 rental income
less, say, 10 percent interest on a $70,000 mortgage).

Again, the point is, if you are in such a situation, why would
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you not do it? It's not as if you have to build the carport your-
self, let alone the garages. In the latter case, I simply made a se-
ries of phone calls: to several contractors for quotes, to an
architect for some drawings, to an appraiser to get the ap-
praisal done, and to the bank to arrange a new mortgage. It is
not difficult. In fact, I would go so far as to confess that it is not
even particularly mentally stimulating. But it sure is lucrative!

As soon as you learn about the carport concept, I am sure
that you will never see a residential investment property that
does not have a carport in the same light again. In fact, when
such a property is on the market, others will tend to see it in a
negative light (it doesn’t even have a carport!), which will fur-
ther decrease interest in that property. That in turn will reduce
the expectations of sale price for the seller. After a while, you
will hear yourself saying: “Great!” when a property doesn’'t have
a carport or garage.

The same applies to a property with some spare vacant
land. You will wonder: “What else can I put up here that
will generate income?” After all, you do not have to pay for
the land!

Of course, you have to check that the carports and garages
conform to local regulations in terms of site coverage (some-
times, not all of the area of a property may be covered in build-
ings) and other restrictions. But on average your efforts will be
well rewarded.

So far, we have only covered two things you can do to mas-
sively increase the value of your property without spending
much money.

There are many more. You may want to do something as
simple as changing all the doorknobs, to putting in a swim-
ming pool. You could install an electric garage door opener, re-
move old curtains, replace the carpets, install an alarm, fit
vertical blinds, take out a fireplace, knock out a wall, subdivide
a huge room, erect a tall fence, take down a fence, put in a sky-
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light, seal the driveway, fit dead bolts to the doors, paint the
outside, replace leaky spouting, double-glaze the windows, re-
place the wallpaper, and/or install a new stove. The optimal
mix of improvements will depend on the state of the local mar-
ket, the condition of the house in general, the specific condi-
tion of the items being considered for replacement, and the
local culture.

Similar but grander things can be done with commercial
properties. The biggest way to increase the value of a commer-
cial property is, as we have seen, to acquire a property in a va-
cant state, and to put new tenants in. However, you can also
make tremendous gains when you subdivide a large premise
into smaller areas. You may not even be able to get a tenant for
the original, large area, but you may fill the entire space when
you rent out the smaller areas, even at a higher rate per square
meter or foot. A small building on a large piece of land may not
be worth much to anyone, but when you put up a high-security
fence around the property, then suddenly the property is ap-
pealing to a trucking company that just needs a secure place to
park its trucks at night.

Check out our Web site at www.dolfderoos.com for more
details on the book 101 Ways to Massively Increase the Value of
Your Real Estate Without Spending Much Money. You can even
submit ideas that we have not thought of, and look at the ideas
that others have submitted.

I hope to have whetted your appetite just a little bit for the
sorts of things you do to have a dramatic effect on the value of
a property without spending much money.

I am hoping that if someone shouts out loud: “Property
without a carport or garage!” you will immediately recognize
that there is an opportunity here to put money in your pocket.
In a similar vein, every time that I inspect a property, a voice
inside my head blurts out all the things that I can do to mas-
sively increase the value of the property I am looking at. In
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that sense, when I look at a property, it is a different property
from when you look at it. Of course physically it is still the
same property, but we each bring with us a different set of ex-
periences, ideas, and daring, so that a property that I think
will not work for me may well work handsomely for you, and
vice versa.

The secret is to do your homework, get the courage of your
convictions, and then dare to try. You will either win or learn.
And you never learn less.






Chapter 13

MANAGING
YOUR PROPERTIES

an you remember as a child the thrill of being told that

you could get your own pet animal? Weeks of anticipa-

tion would culminate in the wonderful day when you fi-

nally received your pet. Two weeks later, however, the
reality of having to feed it, wash it, groom it, and clean up after
it set in. Suddenly, the notion of owning a pet was not so glam-
orous anymore.

Owning a property can be a bit like that. Excited as you
may be about acquiring a new property, at some stage the re-
ality of having to find new tenants, look after it, and clean it
sets in.

There are consolations, though. First, unlike just about
anything else you will own that requires care and attention, a
property will actually feed you. Second, the whole operation
can be farmed out to professional property managers. In fact
you would be silly to manage your own properties as before
you had acquired too many properties, this could well become
a full-time job, and you would have no time (or inclination) left
to find more properties.

So, while I will make a strong case later on for engaging the
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services of property managers wherever you own property, this
chapter will start off by looking at some of the things I have
learned about property management that may help you as
well. These tips should help you if you decide to manage your
properties yourself for a while, but they will also help you in
determining whether a property management company will
handle your assets in a manner that you are comfortable with.

Indeed, managing properties yourself for a while is great
training to understand the components that you will want to
look for in a professional property management company. By
managing your own properties for a while you will gain confi-
dence, and the knowledge to ask sensible questions of
prospective managers.

Tenant Selection

About the most critical factor in running your properties
smoothly is the judicious choice of tenants. With the wrong
sorts of tenants, you will face a lot of trauma from late rental
payments, untidy properties, high tenant turnover, excessive
wear and tear, complaints from neighbors, and evictions.

Conversely, there are many things you can do to keep these
sorts of problems to a minimum. Indeed, through a combina-
tion of good luck and good planning, I have managed to all but
eliminate the problems that seem to plague so many investors.
Let me share some of my philosophies. . . .

The most crucial determinant of the type of tenant you will
attract is the area in which you buy your property. If you buy a
property in the worst part of town, then the returns may be
spectacular, but part of the reason why the returns are spectac-
ular is that otherwise no buyer would be attracted there. Keep
this in mind when you look at properties.

It also pays to spend a day or so interviewing prospective
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tenants. Just as you have to look at 100 properties in order to
end up buying one good one, you sometimes have to interview
many tenants to find one that is well matched to your property.

Supply and demand comes into it too: If there is a dearth of
tenants, you may be happy to accept someone that you would
reject outright if there was a glut.

By interviewing many prospective tenants, you develop a
nose for determining who is genuine, and who has merely
borrowed the twelve-piece tweed suit to impress you during
the interview.

References are useful. If the prospective tenant volunteers
references, then check up on them. Phone the people involved
to make sure that they are not bogus, and ask the question:
“Would you have these people as tenants again?”

In jurisdictions where you can, ask the prospective tenants
how long they were in their last home, what their plans are,
where they are from, where their family lives, and what they do
for a living. This needn’t be in the form of an interrogation!
Make it part of the conversation. After all, if you and I were
talking, we surely would not mind sharing these details with
each other. People who make good long-term tenants in gen-
eral do not mind, either. If they have difficulty answering, then
file that away with all the other information you are processing
to make up your mind.

Another good technique is to visit the prospective tenant
at their present home, if circumstances permit. I once ac-
quired some town houses (duplexes) cheaply “off the drawing
board.” When they were nearly finished, I advertised for ten-
ants in the papers, and got to speak with a Korean couple.
They seemed anxious to become the tenants, as they defi-
nitely wanted to live in a new (not used) property. In fact,
they were so eager that they asked me in their broken English
whether I would mind showing them the rental agreement
that evening. When I went around to see them, as I got to
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their front door, and before I even rang the doorbell, I noticed
rows of shoes outside. Realizing that shoes were not permit-
ted inside their house, I knew in that instant, before even
meeting them, that I had stumbled across a conscientious
couple. They were my tenants for two years, I only ever saw
them once again after that initial meeting, and when they fi-
nally left the house, it was as spotless and pristine as the day
they moved in.

Finding Tradesmen

There is, unfortunately, no magic formula for finding quality
tradesmen. One way to increase the chances of getting good
work done is to ask your friends and acquaintances if they
know of a good roofing contractor, plumber, electrician, or
whatever is required. Another is to join a local property in-
vestors’ association (if one exists where you live) and ask for a
list of recommended tradesmen.

If your friends cannot suggest anyone, and there are no ref-
erences from a local property investment association, then you
may have to resort to trial and error.

Once again, talk with the prospective tradesmen. Ask them
if they have done that specific kind of work before, and how
long they think the job will take. Then, when they have done
the job, go around and check the work to see if the job was
done to a standard that you are happy with.

Bear in mind that in the beginning, when you first start out
investing, you will monitor the progress of every small repair or
maintenance job with emotion and deep personal interest.
However, as your portfolio increases in size, you will be less
and less interested in the day-to-day running of the operation.
If something is broken, you will simply want it fixed as soon as
possible. That brings me to the next topic.
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How to Get a Tradesman
to Do Your Work
First, Always

Whenever we need a tradesman, we generally want him in-
stantly. I am always amused at the antics of fellow investors as
they try to inspire their tradesmen to go to their properties
straight away. I know of some who always allude to bigger jobs
down the road if this job is done swiftly (if they weren’t so busy,
your “big job” may tempt them, but the reason they cannot at-
tend to you straight away is precisely because they have so
much work!). I know of one investor who tried to lure trades-
men with the promise of food and drink, again to no avail.

I have developed a foolproof method that even as I write it
down seems so facile that I find it difficult to believe that it
works. And vyet it is so effective that I can only conclude that
very few other people employ it.

The method is, simply, to pay the tradesman the same day
that you get the invoice. Now this means that if they write out
the invoice as they finish the job, then write out a check
straight away. If you receive the invoice in the mail three days
later, then post your check the very same day.

Word will soon spread that you always pay your account
instantly. The biggest bane for tradesmen is not whether they
get promises of bigger jobs down the road, or whether they get
food and drink on the job, but whether they have to chase bad
debtors. No one likes to phone or write debtors for money that
should have been paid long ago. And yet so many people let
their accounts go overdue, sometimes by days, sometimes by
months, that the instant payer stands out like a breath of fresh
air. Therefore, when they have a choice between two jobs, one
offered by you (and they know they will have the money from
that job tomorrow) and one offered by someone else (who
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usually pays within three or four weeks of the due date), then
you can be sure that they will choose your job.

For the life of me I cannot figure out why people delay pay-
ments anyway. Most accounts accept payment “within three
weeks,” or “by the 20th of the month following,” or “at the end
of the month.” What do you hope to gain by not paying for two
weeks? Interest on a $2,000 bill that you manage to delay by
two weeks, at an interest rate of 8 percent, is worth the
princely sum of $6.15. Factor in that it is tax-deductible, and
you may be looking at a saving of around $3 by delaying the
payment. But that $3 will buy you a lot of goodwill, which can
be priceless.

Not only does my instant-payment system get a quick re-
sponse when I need a tradesman, sometimes they offer their
services before I am even aware of a need. Once there was a vi-
olent storm in a city where I had built up a considerable prop-
erty holding. Before I had even heard about the storm, the
local roofing contractor called my office to ask if I had any
roofs that needed repair. He put me right at the front of his
queue. Like it or not, money speaks a language that everyone
can understand.

Rule Enforcement

Part of the art of being a good landlord is to be firm but fair,
and friendly but not familiar. Just as with any other area of
business, your real skills and abilities are not put to the test so
long as everything is going fine! When everything is fine, then a
moron could run just about any business, including your
property portfolio. It is only when there is a potential problem,
such as a tenant who has skipped a rent payment, that your
real worth as a manager comes into play.

The biggest mistake that I see property investors make is
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trying to be too friendly with their tenants. They are immediately
on a first-name basis, stop by just for chats on non-property-
related topics, and generally become very familiar. I think their
theory is that if they are on really good terms with their tenants,
then the tenants will be more inclined to pay on time. Unfortu-
nately, the theory can backfire.

Just as it makes sense for a property investor to assume that
a tenant with whom he is friendly is unlikely to not pay the
rent, so a tenant may think that a landlord with whom #he is
friendly is unlikely to take action when the payment is late.
And there probably is some truth to that.

Of course, there is absolutely nothing wrong with being po-
lite, pleasant, understanding, and compassionate. However,
there is a fine line between those qualities and being a bit of a
sucker and easily taken for a ride. The variations on excuses
that you will come up against as to why the rent could not be
paid will astound, amuse, and infuriate you. That is exactly
why it pays to be firm right from day one.

Make the rent obligations that the tenant is taking on very
clear. Give them a copy in writing, and talk about it during your
meeting as well. More important, spell out what action will be
taken if the rent is in default. And most important, if they do
end up being in default, make sure you implement the appro-
priate action right away.

Everyone weighs the risk of breaching some rule against
the consequences of getting caught and having action taken
against you. Take parking, for instance. In my travels around
the world, I come across wildly varying levels of parking fees
and fines. In some cities, on-street metered parking may cost
around $1 per hour, but the fine if you are caught with an ex-
pired meter is only $8. The chances of getting caught are slim:
In years of parking without feeding the meter, I have only been
fined once. In other cities, parking costs about the same, but if
you are caught with an expired meter, the fine is $50, and if
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your car is still there an hour later, your car is taken away and
impounded, to be released only on payment of a $400 fine. Do
you think I feed those meters?

It is the same with your tenancies. If tenants know that you
are fair, but that you also take swift action on any breaches of
the agreement you have with them, then they will respect that,
and will seek out a slower-reacting creditor to not pay when
money is tight.

Accounting

The ownership of any property comes along with obligations
to the tax man. Since your initial purchase is recorded on offi-
cial documents, since many of your expenses are paid directly
from bank accounts, and since many tenants pay by automatic
bank transfers, there is so little room for “under the table”
transactions that I would not even contemplate it. Apart from
anything else, property has so many wonderful tax advantages
that you often get money back rather than pay any taxes. Either
way, you would be silly to risk something underhanded.

If you agree that you need to fully account for the dollars
related to your property investment, then it only remains to
be decided how you will do that. My recommendation is to
have a computerized system that you update at regular inter-
vals, such as weekly or at most monthly. This way, there will
be no onerous task at the end of your financial year. On our
Web site at www.dolfderoos.com, you can check out our Real
Estate Management System (REMS) software. It streamlines
the task of record keeping, makes filing your tax returns easy,
and keeps tabs on which tenants are behind in their rent.
The need for such software may not be obvious when you
only have one investment property (of course Bob paid his
rent for this month!), but when you have multiple tenancies,
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it is easy to not notice missed rent payments unless you are
well organized.

Evictions

One of the toughest things you may ever need to do as a land-
lord is to evict a tenant. Usually this will come only after in-
creasingly acrimonious relations with the tenant, or perhaps
after a complete loss of contact with them. Either way, if it has
become apparent that you are facing a losing battle in terms of
getting payments from them, then it will be necessary to act
quickly, decisively, and firmly.

Most countries have numerous rules regarding evictions,
so make sure that you abide by them. Although it may be a
tough process, you do not want to end up in a position where
you are providing the tenant with free accommodation for a
long time to come because you took a shortcut on some rule,
wrong though that rule may seem to you.

One advantage of evicting someone is that word soon
spreads like wildfire that you evict for nonpayment, and your
rent collection rate will go up dramatically.

Having said all that, I have evicted only a relatively small
number of tenants. Have a system in place: As soon as the rent
is overdue, contact them to point it out and to remind them of
their contractual obligations. It is easier to not pay someone
who never calls than to not pay someone who is on the phone
all the time.

Property Managers

[ want you to think very carefully about something. If you own
one, or two, or even half a dozen properties, it may well be pos-
sible to manage them yourself. But if you want your property
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portfolio to grow, so that you may end up with several million
dollars’ worth of property or more, do you think it is advis-
able—or even possible—to manage them all yourself?

My opinion is that every hour spent managing an existing
property detracts from your ability to find, analyze, negoti-
ate, finance, and own another one. Therefore, you will be
wise to farm out the management to a property management
company.

In Queenstown, New Zealand, apart from the $22,500 cot-
tage that I discussed earlier, I have two other homes and a
commercial property. Notwithstanding the fact that Queens-
town is one of the most beautiful places in the world, and that
the growth in property values can be very high, I seldom spend
more than a few days a year there. Therefore, it would be folly
to try to manage the properties myself.

One of the biggest advantages of having a property man-
ager in place is that they not only do all the actual manage-
ment for you (selection of new tenants, completion of the
appropriate paperwork, inspections, and so on), but they also
do much of the accounting. From most of my property man-
agers in various places, I get a monthly statement detailing the
gross income, the expenses incurred, their commissions, and
the net amount wired into my bank account. Consequently, I
only have twelve entries a year into my own accounting sys-
tem, plus the depreciation issues to deal with. It makes for very
easy accounting.

Typically, property managers charge anywhere from 4 per-
cent to 15 percent of the rental income to manage your proper-
ties. Usually, the bigger your portfolio (and therefore the more
desirable it is for them to manage your properties), the lower
the commission rate they will settle for. This is particularly true
of commercial property.

Another advantage of using property managers is that the
less pleasant work of evictions, notices of rental increases, and
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notices requiring tenants to remedy shortcomings in keeping
the property clean and tidy no longer need to be handled by
you personally.

To put it another way, having a property manager enables
you to work on your business, not in it.

That of course brings us to the question of how you are go-
ing to choose your property manager. Just like with the selec-
tion of a property to buy, or the selection of a real estate agent
to work with, or the selection of a tradesman to work on your
properties, it is somewhat of a numbers game. Go with recom-
mendations from friends, interview prospective managers, ask
them how they have dealt with particular problems in the past,
and then try them. You can always change them later if you do
not see eye to eye.

Further, just because you use one management company
to look after one or several properties, it should not be a fore-
gone conclusion that you always use the same firm for any
subsequent properties you acquire in the same region. In fact
engaging two competing firms can be healthy, in that they will
each try to do well by you to win over more business.

As with any other aspect of your life, the more organized
you are, the more you can take on. Develop systems to manage
your properties. Even if you engage the services of property
managers, develop systems to manage the managers.

As a result, you will not only benefit from Other People’s
Money, but also from Other People’s Time.
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Chapter 14

RESIDENTIAL
VERSUS
COMMERCIAL
PROPERTY

ne of the most frequent questions I get is whether you

should buy residential or commercial property. I have

very strong personal views on this, but before getting to

them, let’s clarify just what we mean by residential and
commercial property.

Classes of Property

Residential

Residential property is, as its name suggests, property that
people use primarily for residential accommodation. It there-
fore includes freestanding homes, duplexes, condominiums,
apartments, town houses, and apartment buildings. If you
have an old commercial building that has been modified for
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residential accommodation (for instance lofts), then that is,
from your perspective, a residential property investment.

Some banks classify apartment buildings as commercial
property, but I want to differentiate them on the basis of
whether you have residential tenants, for reasons that I explain
below.

Commercial

Commercial property includes offices, shopping malls, free-
standing retail shops, strip mall shops, bank buildings, med-
ical offices, funeral parlors, restaurants, real estate outlets,
pawnbrokers, coffee shops, parking lots, plant nurseries,
bakeries, and convenience stores, to name just a few. If you
lease out a home on a commercial lease for use as an office,
then that would qualify it as a commercial property from
your perspective.

Industrial

Industrial properties include warehouses, bulk-storage facili-
ties, self-storage facilities, fuel depots, bus depots, sawmills,
sewage treatment facilities, factories, power-generating plants,
distribution facilities, telephone exchanges, and so forth.

Hospitality
Included in hospitality properties are hotels, motels, back-

packer hostels, YWCA and YMCA hostels, youth hostels, re-
sorts, and spas.

Despite the distinctions listed above, the term “commercial
property” is sometimes used to denote all kinds of property
where some form of commerce is transacted. Thus, commer-
cial can be interpreted to include industrial and hospitality
properties. Since much of what I have to say in this chapter
about commercial property applies to industrial and hospital-
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ity as well, then I will simply talk about commercial property as
encompassing these other two categories as well.

The Philosophical Difference
Between Residential and
Commercial Property

Before getting into the tangible differences between investing
in residential and commercial property, let’s pause to make a
big distinction. When you invest in residential property, you
are essentially dealing with people. When the rent is not paid
on time, you have to deal with a person (the tenant). If you feel
the property is not being kept “clean and tidy” in accordance
with the rental agreement, then you will have to deal with peo-
ple, who may have a different opinion as to what constitutes
cleanliness and tidiness.

On the other hand, when you deal with commercial prop-
erty, you are essentially dealing with contracts. If the rent is not
paid on time, then the contract (the lease agreement) stipu-
lates a series of remedies that the landlord can take. If the
property is not kept up to a certain standard, then the contract
may stipulate that you can send in a commercial cleaner and
send the bill to the tenant.

Generally speaking, governments have countless rules
governing the renting of property to residential tenants, which
override anything that you may put in your rental agreement.
For instance, in California, if tenants are behind in their rent,
you can't just evict them! Bureaucrats have put all these pro-
tections in place so that the tenants will not be exploited. You
have to let them fall behind in rent for thirty days before you
can take action to remove them from your premises. (In con-
trast, when you overstay your welcome on one of their parking
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spots in town, they reserve the right to fine you—and in some
cities impound your car—if you go even one minute over the
time for which you have paid rent!) In Arizona, by contrast,
the government is much more landlord-friendly, and only al-
lows tenants to fall behind in rent for five days before you can
take action.

With commercial property, on the other hand, what is in
the lease contract is generally what goes.

Many commercial leases have a clause in them that stip-
ulates that if the rent is late by more than a week, then
penalty interest will be applied to the amount of rent out-
standing. Furthermore, if the tenant still has not paid the
rent a certain period of time after that, then you have the
right not only to change the locks and take your premises
back, but also to seize all the tenant’s fittings, furniture, and
equipment on the premises, and to sell them to recover the
rent owing. Now to be sure, there are certain specific rules
governing how this may be done, but the point is that your
remedies as a commercial landlord are far stronger than
those as a residential landlord.

When I first started out with commercial property, [ used to
draw up my own lease documents. This forced me to really un-
derstand each clause. Assume a tenant’s rent was $9,000 per
month. Then I would write up the contract to say that the
rental was $10,000 per month, but subject to a discount of 10
percent if the rent was paid by the due date. Sometimes the
tenants, on reading the lease, would complain that the rent
agreed on was only $9,000 and not $10,000. My response
would be: “But if you pay on time, it will in fact be $9,000. You
do intend to pay on time, don’'t you?” This was a tremendous
incentive to pay the rent on time.

The whole point is that with commercial property, you
can (and people do) make up the rules, largely unfettered by
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external influences, whereas with residential property, gov-
ernments the world over seem obsessed with “protecting the
rights of the tenant,” even when evidence shows time and
time again that such protections actually work against the
tenants. We will explore the interference of government in the
next chapter.

As we have just discussed, with commercial property you
tend to deal with contracts, whereas with residential property
you tend to deal with people. Let’s now explore some of the
more obvious differences.

Rentals

In North America and Europe, residential rentals are quoted
on a monthly basis, while in Australia and New Zealand,
the default residential rental period is a week. All over
the world, however, commercial rentals are quoted on an an-
nual basis.

More particularly, with residential properties, usually the
total rental figure for the property is quoted, whereas with
commercial it is usually quoted per square foot (or per square
meter). Furthermore, residential rentals are typically quoted as
an all-inclusive figure, whereas commercial rentals are quoted
as so much per square foot plus costs (where costs include
things like insurance and property taxes).

Care of the Property

With commercial property, the tenants usually derive their
income at your premises. Thus, particularly if their clients
visit them at the premises, they have a vested interest in
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keeping the property looking good. With residential tenants,
there is not the same drive to maintain your property, let
alone improve it.

Over the years I have noticed that all of my commercial
tenants tended to improve their properties, sometimes with-
out even consulting me, and sometimes, as most of my lease
contracts specify, by getting my consent first. Remember the
woman who turned the butcher shop into a delicatessen? She
spent over $30,000 renovating the premises (replacing the old
concrete cool-store with a modern one, replacing walls,
putting in a new floor, among other improvements). These
things are still in my building, even though she has long since
sold her business to someone else (who has since also sold it).
But my building still has the benefit of her remodeling work.
Remember the funeral parlor operator? He spent some $25,000
putting shutters on all the windows, extensively remodeling
the inside, and putting in decorative gardens. He too has since
left, but his work remains behind.

Contrast that with my residential tenants. As I sit here [ am
thinking hard to recall even one instance where a residential
tenant has improved one of my properties, but I cannot think
of anything. Furthermore, none of my residential tenancy
agreements mention anything about how improvements will
be accounted for (financially), which shows it is not a common
occurrence. However, my commercial leases tend to have a
clause which stipulates that tenants may only make additions,
alterations, or improvements with the approval of the landlord,
and furthermore that if the landlord is to pay for any improve-
ments, then the tenant will pay a percentage of the improve-
ment cost as increased rental. The prevalence of this clause in
one form or another shows that improvements are common
with commercial property.

In conclusion, commercial tenants want to improve their
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(your!) property all the time, whereas residential tenants do
not really care.

Some of my commercial tenants paint their premises
every two years, not because they want to please me, but
for their own reasons. More important, if a tap leaks in one
of my commercial properties, the tenant tends to either fix
it, or have it fixed by someone fast: They earn their in-
come there and want to get on with the job at hand. With res-
idential properties, on the other hand, even if the tenants
have the skills and tools to make minor repairs, the psychol-
ogy of renting houses is that you call the landlord if anything
happens.

In other words, I get far fewer calls to fix and repair things
on my commercial properties than I do on residential.

Lease Length

Another fundamental difference between residential and com-
mercial property concerns the typical length of the contracted
lease period.

With residential properties, it is slowly becoming more
popular to have six-month contracts or even one-year con-
tracts. But in many places, residential properties are still
rented out on a month-to-month basis.

Commercial properties, on the other hand, are generally
leased out for many years at a time. On smaller strip mall-style
shops, the rental period may only be for periods of two years at
a time. But on larger buildings, the leases may run for many
years—leases of twenty years are not uncommon.

With residential properties, from a tenant’s perspective, a
long lease is seen as an imposition, as something that reduces
your freedom to move on if you so desire. After all, if you pay
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the rent on time, your landlord is unlikely to want to evict you,
so why sign up for a long time?

With commercial property, on the other hand, a long
lease is generally seen as something desirable from even the
tenant’s perspective—it gives their company or business the
security of the same premises to operate out of. In fact, many
tenants of mine, as their lease draws to an end (or sometimes
years before), ask me for a new, longer lease, or an extension
on an existing lease. This may sound absurd initially, but
consider a tenant who wants to sell his business. He will not
get much for it if the lease only has seven months to run and
he cannot guarantee that you as landlord will extend the
lease for the new tenant. Part of the value of any business is
the goodwill factor of clients knowing where the business
is, and going there regularly. To be sure to maintain that
goodwill, many tenants will seek out long-term leases. Banks
obviously like long-term leases as well: The longer and
stronger the lease, the more willing they are to lend money
on the property.

Getting a New Tenant

With residential property, if a tenant leaves, that is usually the
end of your association with that tenant. Certainly, if a new
tenant fails to pay the rent, you cannot go back to the previous
one and ask him for the shortfall! And yet that can happen with
commercial property.

When a business is sold, it is not as if the existing lease
comes to an end, to be replaced with a new one for the new
tenant. Rather, an assignment of lease document is exe-
cuted, which means that the lease is assigned or transferred
to the new tenant. Clauses in this document stipulate that
should the new tenant fail to meet its obligations, then the




RESIDENTIAL VERSUS COMMERCIAL PROPERTY 159

previous tenant is still there as guarantor to the new tenant.
Part of the reason for this is to prevent a tenant who wants to
quit his business from selling it to anyone at random and
thereby absolving himself of any lease responsibilities. With-
out such a clause, few landlords would ever sanction the sale
of a business. Of course when the lease comes up for re-
newal, then only the incumbent tenant will sign (the previ-
ous tenants are not required to stay on the new lease, and
would be foolish to do so).

Sometimes, a business operated in one of my properties
may have had three or four assignments of lease during the
term of the lease. I do not mind at all: I then have three safety
nets to ensure that the rent will be paid.

Finding a New Tenant

So far there have been a lot of advantages of commercial prop-
erties. Not all the advantages are stacked in the favor of com-
mercial property, though.

The biggest advantage of residential property over com-
mercial comes when your property is empty. If you have a
house where the tenants have just left, then it should be rela-
tively easy to find new tenants. If it has been empty for three
weeks and you are starting to despair, then do not fret! The
house is not empty because the carpet in the living room is the
wrong color, or because the bedroom is facing the wrong way,
or because the window in the dining room is too high. There is
only one reason why the house is still empty: The rental is too
high relative to market rental in that area at that particular
time. Drop the rent by 5 percent or maybe 10 percent and you
will get a tenant.

On the other hand, if you have a commercial property that
has been empty for three months or even three years, then the
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problem may not be that the rent is too high. Even if you were
to slash it in half or more, you may still not find a tenant.

The reason for this difference is simple. Just about any resi-
dential property on the market has all that is required for some-
one to live in it. It will have at least one bedroom, a kitchen, a
bathroom, and so on. In other words, we all tend to agree on
what is needed in a residential property to make it functional as a
home, and therefore anyone could, if needed, live there. How-
ever, when it comes to commercial property, how do we stipulate
what is required? The requirements vary wildly from commercial
tenant to tenant. Hence, when a tomato cannery becomes va-
cant, it may not simply be a matter of reducing the rent to find a
tenant. No matter how much you drop the rent, no photographer
looking for a studio is likely to settle for the tomato cannery. No
wine bar operator is likely to want a mini-storage facility, and no
shoe store that largely relies on passing foot traffic will want the
top floor in an office tower, no matter how good the view or
cheap the rent.

Commercial property is far more specialized than residen-
tial, and hence it may be more difficult to find a tenant in the
areas of specialization catered to by your premises.

Capital Required to Buy

There is a general notion that in order to buy a commercial
property, you have to be a very wealthy person, while more
modest means will suffice to buy a residential property. While
in general this may be true, we have already seen in Chapter 8
that it is possible to buy a viable commercial property for
$59,000 that has all the advantages of any commercial prop-
erty. So long as people think that commercial properties are ex-
pensive, then you will have little competition looking at small
(low capital value) commercial buildings.
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To the extent that it is true that commercial properties are
generally more expensive than residential properties, there is a
commensurate benefit. To own $10 million worth of residential
property, you generally would have to own a lot of separate
properties, with many dozens of separate rental agreements.
The management overheads could be huge! A single commer-
cial property, on the other hand, could be worth the same $10
million. You may have only one lease document, and therefore
much reduced management concerns.

Since there are so many people in the market for a
residential property, and since the capital values involved
tend to be much smaller, it will be much more difficult to
find a residential property selling for less than 10 percent of
its replacement cost than a commercial property at such a
discount.

Let me give you an example. In the mid-1990s I was in-
volved in a bid on a building in downtown Dallas, Texas,
known as the Republic Tower. It actually comprised three tow-
ers of fifty floors, thirty-three floors, and eight floors respec-
tively. When the first tower was built, it was the tallest building
west of the Mississippi. The revolving searchlight on top could
be seen at night for many miles. The buildings comprised a
massive 1.92 million square feet of rentable space. The cost to
replace the buildings was around $300 million. What would
you have offered for these buildings?

My consortium’s offer was in fact for $15 million. That is
not a typo! We were offering around 5 percent of the cost of re-
placing the buildings.

Now at this stage I should give you a few more details.
Commercial buildings are generally valued on the basis of their
rental income. The Republic Tower back then was only around
6 percent leased. In fact, the total rental income did not cover
the operating expenses: There was a shortfall of $1.6 million.
Based on a capitalization rate of around 10 percent for office
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space, that would have put a value on the property of negative
$16 million.

On the other hand, with market rentals of around $20
per square foot (per annum), the building had a potential
rental income of nearly $40 million per year (1.92 million
square feet times $20 per square foot). At that same capital-
ization rate of 10 percent, that would give it a value of almost
$400 million.

Now for a number of reasons, our bid was not successful.
In case you are thinking: “I should think not! I don’t want to
hear of anyone buying well over $300 million worth of prop-
erty for $15 million in one fell swoop,” then take heart. In De-
cember of 1997, the property was reportedly sold to a
partnership involving Credit Suisse First Boston for the
princely sum of $25 million. They are now spending $75 mil-
lion completely refurbishing the property (including, for in-
stance, replacing all of the 8,000 panes of glass with
dual-pane, energy-efficient reflective glass). But even so, it is
a great deal, and a testament to my strategy that you can find
properties that are selling for a fraction of their real value, if
only you are willing to look for the extraordinary, for proper-
ties with a twist, for properties where by changing something
around, you can reap huge benefits.

Another deal I was involved with concerned a massive single-
story building in the Sydney suburb of Yennora. Known as the
Sydney Wool Exchange, this building comprised a vast three
million square feet of warehouse space. It was believed to be
the largest building in the Southern Hemisphere, and it took
quite some time just to drive around the perimeter. The wool
clipped from some 20 million Australian sheep would pass
through its storage facilities. The building was built for the gov-
ernment, owned by the government, and leased to the govern-
ment. And now, the government had decided it was time to sell.
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Since the rental income was $7.9 million, and since capital-
ization rates were around 11 percent, it was determined
through initial negotiations that a sale might be effected at
around $72 million.

On the face of it, a return of 11 percent would not get
me excited at all. However, there were some extenuating
circumstances.

First, by only considering the capitalized income, you are
completely overlooking the fact that the three-million-
square-foot building was sitting on seven million square feet
of land. The government had not taken the land value into
account, probably on the basis that it was not generating any
income anyway. The surplus land was worth some $16 mil-
lion, however.

Second and far more important, the government, as we
have noted, was leasing this building to themselves. In other
words it was money out of one pocket and into another. They
had no vested interest in getting a market rental for the build-
ing, as it would not benefit them anyway. The average rental of
some $2.63 per square foot was nowhere near market rentals.
The large, national tenant in the building next door was paying
$5.60 per square foot, more than double.

We commissioned an appraisal, which came in at over $140
million. In the end, we were outbid by a consortium from Hong
Kong, who bid $2 million more than we did, but they still got it
at effectively half price. The point is, these deals exist! In this
case there was over $60 million to be made after costs.

In mentioning these examples, I am not trying to impress
you with big numbers, but rather trying to impress upon you
that great deals happen all the time, from little $22,500 cot-
tages and $59,000 commercial buildings, right through to com-
mercial properties worth many hundreds of millions of dollars.
And by the way, the effort involved in buying a $1 million
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building is about the same as the effort involved in buying a
$100 million building. Would you rather do a $100 million deal
once, or a $1 million deal 100 times?

Loan-Value Ratios Available

Banks and financial institutions will easily lend you 80 percent
of the value of a home. Some readily go to 90 percent, and de-
pending on economic circumstances, some even go to 100
percent and above.

Such high loan-value ratios, however, are extremely un-
common with commercial properties. Typically, banks will
lend 50 percent of the appraised value of a commercial prop-
erty. Some will go to 60 percent, and more rarely you can talk
banks into 66 percent.

Having said that, it is generally much easier to instantly in-
crease the value of a commercial property from the low pur-
chase price you paid to the new appraised value after you have
owned the property for a few weeks. The reason is simply that
an empty residential property still appraises for close to what
its value would be if it were occupied. However, an empty com-
mercial building is not worth much at all.

Consequently, you may buy a commercial property for a
song, put in a tenant that you had lined up before you bought
the property, get a new appraisal, go to a bank, get a modest
50 percent mortgage, and still end up with more money than
you need to pay for the property according to the contract
price. I did a similar thing with the funeral parlor described
earlier. You may recall I bought it for $170,000. That is proba-
bly all that it was worth empty. However, with tenants in-
stalled paying $30,500 per annum, even the bank thought it
was worth at least $240,000. My 66 percent mortgage of
$160,000 almost covered the purchase price. These things are
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easier to do with commercial properties than with residential
properties.

Management Overheads

The nature of residential properties is such that once you get to
own about twenty of them, you almost have a full-time job
looking after them. Of course weeks may go by where you have
hardly any phone calls, late rent payments, or maintenance re-
quirements to sort out. By the same token, during some weeks
you may be working overtime.

Commercial properties on the other hand are not nearly
as demanding of your time. As we have seen, tenants tend
to look after minor repairs themselves. Tenant turnover is
not nearly as high, and is very predictable—just look on
your lease schedule to see when the leases come up for re-
newal. When you have many tenants in one building, one
watertight roof means many tenancies with no leaking roof
problems (compare that with residential properties, where
twenty tenants in separate homes means twenty roofs to
maintain).

The difference in management overheads can be high-
lighted in another way: Whereas all of my residential proper-
ties are managed by professional managers, many of my
commercial properties are not managed by outsiders at all.
These properties attract so few phone calls per year, have so
few maintenance and upkeep requirements, and have such
low tenant turnover, that it does not seem cost effective to me
to give up 10 percent or even 5 percent of the rent roll to have
someone else handle the few calls and management issues
during the year.

Here is a summary of the differences between residential
and commercial property.
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Residential Versus Commercial Property

Residential

Commercial

Rentals are quoted monthly or
weekly.

Tenants have little interest in
maintaining or improving the
property.

Leases are nonexistent or tend to
be short.

Tenants phone you for minor
problems.

Bureaucrats tend to stick their
noses in protecting the rights
of the tenant.

Capital required to buy can be
minimal.

Banks will easily lend up to 90
percent and more of appraisal.

Appraised value when empty is
not much less than when
tenanted.

If the property is empty, it is usually
easy to find a new tenant.

For a large sum invested, the
management overhead can be

high.

You deal with people.

Rentals are quoted annually.

Tenants have a strong vested
interest in keeping the property
looking good and functional,
and even improving it.

Leases tend to be long.

Tenants tend to fix minor
problems.

Bureaucrats tend to leave you
alone.

Capital required to buy can be
large.

Banks will lend only 50 percent
to 60 percent of appraisal.

Appraised value when tenanted
may be two or three times the
value when empty.

If the property is empty, it may
be difficult to find a new
tenant.

For a large sum invested, the
management overhead is
usually low.

You deal with contracts.
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Residential or Commercial—

Which Is Right for You?

Whether you should invest in residential property or com-
mercial property is a decision that you will have to make on
your own. I do have some points to offer for your considera-
tion, though.

If real estate seems daunting to a lot of people starting out
in the game, then commercial property is far more daunting
than residential. The reason is simply that everyone knows
what constitutes a home that someone could live in. You would
notice the absence of a kitchen, or a bathroom, or if there were
no windows!

However, if you came across a commercial property with
no kitchen, no bathroom, or no windows, would that matter?
Storage units would be worth less if they had windows (as then
people could see what you were storing, and the risk of theft or
arson would be greater). So it is much more difficult for begin-
ners to know what it is that commercial tenants will want.
Whereas residential properties tend to have a lot in common,
commercial properties are far more specialized.

Having said that, if you are serious about having a growing
portfolio, then for me I would rather have a large amount of
money tied up in commercial property than in residential
property. Imagine if you wanted $20 million worth of proper-
ties. That would be a lot of homes, with a lot of plumbing,
roofs, gardens, and wiring to maintain! On the other hand, a
commercial portfolio of $20 million may comprise just a few
properties, with much less management overhead. Further-
more, the tenants of commercial properties tend to pay the
outgoings (property taxes, insurance, maintenance, and so
on), they have a vested interest in keeping the properties look-
ing good, there is much less government interference, they
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have signed up on long-term leases, you as landlord have
stronger remedies if the rent is not paid, and since the tenants
derive their income there, the chances of having defaulting
tenants is in my experience much less.

The reasons I have just outlined may help explain why, of
all the extremely high-net-worth property investors I know,
only two own predominantly residential properties. The rest all
own commercial.



Chapter 15

GOVERNMENT
INTERFERENCE

t will come as a surprise to many people that the property

market is in fact the largest industry in just about every

Western nation. When you consider the capital tied up in

property, and the annual rental values, then the size of the
property industry exceeds the next biggest industry by a
wide margin.

The fact that the property market works so efficiently is a
testament to the natural forces of supply and demand largely
unfettered by the interference of governments. I believe that
property markets are the biggest and most free markets any-
where in the world. Other markets, such as those for com-
modities, stocks, futures, and options, are highly regulated and
controlled. Real estate on the other hand is mostly left to the
natural forces of supply and demand.

There are some notable exceptions, however, that make an
interesting exercise in showing how, more often than not, the
effect of government intervention is exactly the direct opposite
of that intended.

Let me give you an example. At various times, governments
have deemed it necessary to impose rent-rise restrictions to

169
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protect innocent tenants from the greedy claws of rapacious
landlords.

On the surface such restrictions sound perfectly justifiable.
Assume that for whatever reason, there is a sudden shortage of
accommodation, and that landlords capitalize on the situation
by increasing the rent on their properties to way above what
the market “should be.” Tales of suffering of particular tenants
are reported on the news, and before you know it, politicians
are on their soapboxes promoting the imposition of rental
controls so that landlords cannot increase their rentals “on a
whim.” Needless to say, the theory is well received, as which
good citizen with a conscience would want these tenants to
suffer at the hands of the rapacious landlords?

A law is passed, limiting the increase in rent that a landlord
may impose to the annual inflation rate, or to the consumer
price index. So far so good.

But before long there is a problem. Sometimes, property
values (and therefore rental levels) rise more slowly than the
general inflation rate, and sometimes they rise faster. Let’s as-
sume that property prices have doubled in a relatively short
time (because of the same forces of supply and demand that
would have caused rents to rise), but that rentals, restricted to
the inflation rate, have only gone up by 5 percent. Suddenly,
the yields on rental properties have almost halved. The natural
effect is that fewer investors will want to invest in property in
that region, and many existing investors will sell and get out.
Consequently, the pool of available rental stock will diminish.
Through the forces of supply and demand, the price of rental
accommodation would be driven up even further, but because
of the rent-rise restrictions, the few available are held artifi-
cially cheap. A black market may develop, people become re-
luctant to move (because then landlords can impose a new,
“market” rental), and the spiral continues. With more investors
leaving the market, rental prices rise even further.
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The net result is the exact opposite of that intended by in-
troducing the rent-rise restrictions in the first place. The best
thing for governments to do when rentals rise steeply is sit
back and do nothing, as then, again through supply and de-
mand, developers will build new housing stock until rentals
come back down to an equilibrium.

This phenomenon is real. The Netherlands introduced
rent-rise restrictions soon after the Second World War. An aunt
of mine in The Hague lived in the same apartment for forty
years because her rent was the equivalent of around $38 a
month, and the day she moved, she would have had to pay
market rentals somewhere else that would have been orders of
magnitude higher. Since rentals were kept artificially low by
the rent-rise restrictions, yields were artificially low, and there-
fore developers had no incentive to build new stock. Is it any
wonder that the Netherlands had a housing shortage long after
Germany did, even though a much greater proportion of Ger-
many'’s housing stock had to be replaced?

In New Zealand in the mid-1970s, the flamboyant prime
minister at the time, the late Sir Robert Muldoon, introduced
not just a rent restriction, but a rent (and wages) freeze. The net
effect was a chronic shortage of rental accommodation, and
prices that, when the rent freeze was finally and inevitably
lifted, went sky-high.

In the United States, the city with some of the highest
rentals in the country, San Francisco, is also the city with the
harshest rent-rise restrictions.

My point in raising this whole issue is as follows. The rea-
son why property works so well as an investment vehicle all
over the world is largely because it is self-directed and self-
regulated through the natural forces of supply and demand.
The minimal government interference that there is (through
rent-rise restrictions and absurd and onerous obligations im-
posed on landlords to be forgiving of defaulting residential
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tenants) hinders rather than helps the very people that the in-
terference is designed to protect.

It is incumbent on all of us to be aware of what local and
national politicians are trying to impose, to think it through,
discuss it, and to do our bit to ensure that the market is kept
alive, pure, and functional. This is not just self-serving; it also
helps tenants, the very body of people that the government
purports to be protecting at our expense.



Chapter 16

THE EIGHT GOLDEN
RULES OF PROPERTY

The reasonable person accepts the world the way it is.
The unreasonable person insists on changing the
world to suit his own requirements. That is why all
progress depends upon the unreasonable person.

nvesting in real estate is definitely infectious. You either love
it, or you don't. If you don't, you can't fake it, and if you do,
you can't hide it.

Recently, I was sitting at a table with a friend dis-
cussing some business when, seemingly mid-sentence, he
said: “How would you like to look at some properties?”
At first I wasn’t quite sure whether he meant figuratively or
literally, but I replied: “Always!” Within minutes we were in
the truck cruising around Phoenix, phoning agents who had
“For Sale” signs up, discussing rental trends, and looking for
“angles.”

If driving around town looking at properties is a chore to
you, then property is probably not for you. But if you can be
perfectly happy cruising around looking for great deals, then
you have the makings of a devout property investor.

173
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Over the years, I have been lucky enough to meet many
accomplished investors, and to have read even more books on
the subject. From what they taught me, and my own experi-
ences, l want to leave you with my Eight Golden Rules of Prop-
erty. These rules may not be the “be-all and end-all” of
property. There are many other things to take into considera-
tion when investing in property. But when these eight rules are
followed, success will be close by.

1. You make your money when you buy.

Even though we have said that property is very forgiving of
mistakes, you make the huge dollops of profit by buying well
at the beginning. When you buy a $240,000 property for a
mere $165,000, then whichever way you look at it, you have
just made $75,000 tax-free. It may not be in the form of fold-
ing cash, but it is $75,000 that you can add to your net worth
nonetheless. It can take a long time to earn that same
$75,000 from a job, or even as surplus income over expenses
from a property. Keep looking, and you will keep on finding
great deals.

2. Always buy from a motivated seller.

If you ask someone whether or not his property is for sale, and
he replies, “No way, I love this property and never want to
move, although if you pay me enough, I will of course consider
it,” then you are unlikely to buy that property at a cheap price.
The more motivated (read desperate!) the seller, the better the
deal will be for you. And don't feel guilty that you are buying it
for what seems like a steal: You are still paying him more than
his next best offer, right?
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3. Fall in love with the deal, not the property.

One of the biggest mistakes I see investors make is when
they buy an investment property not on the basis of the re-
turns, but because they “absolutely adore that cute little
property.” There is nothing wrong with adoring a property. In
fact, when it comes to choosing a home to live in, the more
you like the property, the happier you are likely to be. But
when it comes to an investment property, leave your emo-
tions behind. You are building passive investment income.
Stick to investment factors: Do the numbers work? What are
the growth prospects? It is a numbers game. There is nothing
adorable about a funeral parlor.

4. Never be the first to name a figure—that person
always loses.

During my weekend Property Investor Schools, I get the stu-
dents to play a negotiation game. I split the group into buy-
ers and sellers of imaginary properties. I tell the buyers what
a property is appraised at, and what they are willing to pay
for it. I then tell the sellers the same appraised value, and
what they need to sell it for. Then I let them loose on each
other. The results are hilarious. In all cases, the buyer-seller
pairs are negotiating the same property, with the same
known, appraised value. Buyers never pay more than the
maximum I specify, and sellers never sell for less than the
minimum I specify. And yet, a particular property may be
transacted at, say, anywhere from $380,000 to $690,000.
There are many lessons to come out of this game (especially
if you are in it, rather than reading about it), but the first and
most glaringly obvious is that the first person to name a fig-
ure nearly always loses. Even those negotiators who think
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they did a good deal often cringe when they hear what a rival
buyer (or seller) did the same deal at.

This rule of never being the first to name a figure works in
all aspects of your life, and not just property. It will just be
worth a lot more to you in your property dealings than when
negotiating at the local yard sale!

5. Be countercyclical.

It takes a lot of fortitude to go against the grain. And yet to do
well in property, you have to cultivate the stamina to do just
that: to buy when everyone else is selling, and to bide your
time when everyone else is buying.

In the early 1980s in New Zealand, tight monetary condi-
tions resulted in mortgage interest rates going through the
roof: They were over 20 percent per annum. People were telling
me [ was crazy to be in property. Even when I tried to finance a
wooden villa (split into two apartments) with two newer rental
units at the rear of the property, the banks asked me if I was
sure | wanted to proceed, given that interest rates were so high.
In the end, there was only one bank who would even lend me
the money, a bank called Broadbank, and the interest rate was
a whopping 24 percent per annum. Why did I still proceed?
Well, first off, my yield was 27 percent, so my interest was cov-
ered, but more important, I knew that as interest rates fell
(which had to happen sooner or later), then property prices
would skyrocket, as the prices of properties were based on af-
fordability. And that is exactly what happened: Within a year,
interest rates were back in the low teens, and the value of the
property took off. (Just as a point of interest, Broadbank is no
longer around but the villa with the two units still is.)

Similarly, when there is a boom on, when everyone is
jumping in thinking that there will be no end to the increases
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in price, that is when you should lie low. Conversely, when
everyone else is trying desperately to get out, that is when you
must have the fortitude to go in there, boots and all, and buy as
much as you possibly can. People’s memory is very short. For a
while after the 1987 stock market crash, the masses vowed
never to risk all on the market again. But a mere ten years later,
an unprecedented amount and proportion of Americans’ net
worth was invested in the market. Sometimes it is not easy to
know if a market is at a peak or merely climbing, or if it is at the
bottom or still falling. (Remember, I did not hear many people
say in early October of 1987 “Sell! Get out! The market is at its
peak!”) Therefore you sometimes have to make a judgment
call. But with property you can generally tell when a market is
low. Advertisements tend to state things like: “Any offer consid-
ered,” “Vendor financing available,” “Come and make a deal,”
“Settlement terms to suit the buyer.” Properties are on the
market for a long time. As a buyer, you are welcomed with
open arms by both real estate agents and the owners of prop-
erties that you are inspecting. For you, these times are great.

6. Always try to buy with zero or little down.

For years we have been told by our parents to “pay off your
debt.” There is something unnerving about having a big mort-
gage. We have this natural inclination to want to get rid of it.
Consequently, when it comes to buying property, we tend to
want to put in as much cash as we can.

And yet putting in a lot of cash does not make good in-
vestment sense. Remember from Part One of this book how
one of the biggest advantages of investing in real estate is
that you do not need to put up all of the money yourself?
Well, the less money you put up, the bigger the advantage
to you. First, your returns will be higher (not the yield, but
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certainly the cash-on-cash return and the internal rate of re-
turn). Second, you will be able to buy more properties. In-
stead of spending $100,000 cash on a single property costing
$100,000, why not put down a $25,000 deposit on each of
four $100,000 properties, or even a $10,000 deposit on each
of ten $100,000 properties?

7. Seldom Sell.

It is tempting for me to write: “Never Sell.” In general, people
who sell their properties (to cash in on the lure of a profit)
never do as well as people who just keep hanging on to their
properties. When you talk with people who owned properties
in the past, they will visibly cringe when you ask them what
those properties would be worth today. I have heard more of-
ten than I can remember, retired people telling me that the
house they bought back in 1962 for, say, $4,200 is now worth
$365,000, and how they wish that they had only bought two of
them. Imagine if they would have bought ten!

Now I realize that sometimes circumstances force you to
sell, or make it wise to sell. One day, the restaurant in Cass Bay
I described in Chapter 10, after years of having a succession of
tenants, was vacant. As such, its value plummeted. Then I got a
call from Switzerland: Someone wanted to run it as a restau-
rant, but decided that the only circumstances under which
they would do so would be if I would sell them the property.
Now I may believe in the general concept of never selling, but I
am not silly!

Sometimes it is wise to sell. Occasionally you may have to
cut your losses, or quit a property that is draining a greater
than normal proportion of your resources (financial, staff, or
mental energy). However, in general, people who hang on to
properties for decades thank their lucky stars that they did,
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and people who sell, apart from having to think of taxes such
as capital gains tax and depreciation recapture tax, one day see
the property at the new, current market price, and are forced to
think: “Wow, I could have still owned that property and made
an extra million or two for no extra work.”

8. The Deal of the Decade comes along
about once a week.

I have kept the most important rule until last. As I have al-
luded to at the beginning of this book, if you believe that
great deals do not really happen, then you will not see one
even if you fall over it, or if someone hands it to you on a sil-
ver platter. Of course, the more good deals you see, the more
you will believe they exist. If you are just beginning and not
yet a believer, then the only way out of this impasse is to start
looking, and keep looking. You will be amazed at what you
will find.

Years ago, when a girlfriend of mine had her birthday, I told
her that I had hidden her present somewhere in the house. She
got very excited as she started searching for it. Eventually of
course she found it, and she thanked me profusely. After
breakfast, I told her that I hadn’t just hidden one present in the
house, but three. Once again, she got very excited, and started
looking again until she had found all three. Once again, she
thanked me profusely.

After lunch, I told her that to tell the complete story, I had
to reveal that there were in fact ten presents hidden through-
out the house. Once more, she got very excited, and resumed
her search. However, as each present became more and more
difficult for her to find (and I couldn’t know when I hid them
which ones would be easy and which would be difficult), it
took her longer and longer.
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However, knowing they were there, she persevered, until she
found all ten. Needless to say, she thanked me again profusely.

But you see, she didn't start looking for the first present un-
til after I had told her that I had hidden one. She stopped look-
ing when she had found it, because she had no reason to
believe that there would be any more. It was only when I told
her there were three that she continued her search. Similarly,
when she found the first three, she stopped looking again, as
she had no reason to suspect that there may be any more. Even
when she had found all ten, she stopped looking, even though
she might have had reason to suspect (falsely, as it turns out)
that I may have hidden even more.

When it comes to real estate, the problem is that there is
nobody to tell us how many good deals there are out there that
we should be looking for. And just like my girlfriend, we tend to
not look unless we know for sure that something is there.

It takes a certain courage to look for something, risking all
along that you may not find it. If you refuse a friend’s invitation
to go out sailing because, so you say, you are “looking for a
$22,500 cottage worth much more, or a $59,000 commercial
property worth $100,000, or a $400 million office tower for a
mere $15 million,” then they are likely to think you are a bit
crazy. But when you find them, you can not only go out sailing,
you can go out and buy a boat or two.

If you truly believe that the Deal of the Decade comes along
about once a week, then just as surely as my girlfriend found
her presents, you will find your deals.



Chapter 17

THE WORLD
IS YOUR OYSTER

Laugh and the world smiles with you.
Sleep, and you snore alone.

hen I was a child, I used to play the game Monop-

oly for hours at a time with my friend Dean. How-

ever, after a while, the board that came with the

game was too small, too repetitive, and too boring
for us.

So we created our own board. We unfolded large cardboard
boxes, laid them out flat in the huge living room of Dean’s fam-
ily farmhouse, and created our own board with felt-tip pens,
inventing our own stations to charge rent on should the other
be unlucky enough to land on it. We also ditched the little plas-
tic progress markers that came with the game for far more styl-
ish Matchbox Lamborghinis and Porsches.

While writing this book, it suddenly occurred to me that I
hadn’t played Monopoly in literally decades. I wondered why;,
and while I was having fond memories of turning the living
room at Dean’s house into a vast real estate empire, it suddenly
dawned on me. I haven't played Monopoly in decades on a
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board because my life has become one huge game of Monop-
oly. I play the game every day.

There are, to be sure, some differences between the Mo-
nopoly of Dean’s living room and the Monopoly of my life that
are worth noting. One is that you win the game of Monopoly by
bankrupting your opponents (your friends, for heaven'’s sake!).
In real life, you can “collect the rent” from people who, at best,
willingly pay it in return for accommodation or premises to
run their businesses from, and at worst from people who ac-
knowledge that if they weren’t paying rent to you, theyd be
paying it to another landlord.

Another difference is that in the game of Monopoly, you
collect money only when someone (unwillingly!) lands on one
of your properties. In my real-life Monopoly, I do not have to
wait for someone to chance upon my properties for one rent
payment at a time: I have signed most of them up on long-
term leases. What is more, they do not land there unwillingly.
Every tenant I have taken on leases or rents my premises by
choice. They may not relish paying rent, but they choose to
rent there nonetheless.

What is more, I can play my real-life game of Monopoly all
over the world. Real estate is truly international. With many
professions such as doctor, attorney, dentist, psychiatrist, and
pilot, if you want to practice in a new country, you have to
study again and pass examinations to prove you are qualified
for the local conditions. Even if you want to be a real estate
agent, you have to gain local qualifications.

But if you want to be an investor, there are no qualifications
required! You can move around from country to country, pick-
ing the eyes out of local conditions, rules, tax laws, and eco-
nomic circumstances. Unlike many other professions, there
are no stand-down periods, no minimum-stay requirements,
no residency requirements, and no qualification requirements.
For instance, there is nothing to stop you from spending two
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weeks looking at investments in Czechoslovakia, one week in
Italy, and then a month in Finland, if that is what took your
fancy. Most professions would find such liberty impossible.

Furthermore, you do not even need the money to invest. If
you want to invest in most other asset classes, a normal ques-
tion would be (and is): “How much money do you have to in-
vest?” But in all my years of investing in real estate, I have
never been asked how much money I have. Occasionally I will
be asked: “What price bracket are you looking in?” Now, you
can say anything you like. My normal response is that price is
not as important as the returns, or the nature of the twist in the
property. Who cares if the purchase price is three times what I
have in the bank? I can find someone else to put up the money!
Remember, banks want to lend you money to buy property!

Given that investing in property is so relatively simple and
so uniform around the world (there are few local rules to
learn), and that it is so easy and cheap to travel these days, [ am
utterly surprised that most people still only consider owning
investment properties within a few miles of their home. What
is stopping them from finding real estate gold mines further
afield? (Mind you, it surprises me that the vast majority of peo-
ple die within a few score miles of where they were born, and
that the majority of people when they retire cannot put their
hands on $12,000 despite working for an entire career.) Of
course some countries like Japan make it exceedingly difficult
for foreigners to invest in their country. But there are many
countries where there are no or minimal restrictions.

Imagine I told you that there was a Western country where
there was no capital gains tax, no estate or death taxes, no
wealth tax, no transfer tax or stamp duty, unlimited deductibil-
ity of losses (paper or real) in one enterprise against profits in
another, no limit to the amount of mortgage interest you can
deduct against income, and generous depreciation rates based
on purchase price and not written-down book value as passed
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on from owner to owner. Would this pique your interest? What
if I went on to say that capital growth in this country had aver-
aged 10 percent per annum for the last 100 years, that there
was a stable political environment, and that the country in
question was an extremely desirable place to live. Would you
think of going there to invest?

Such a country exists! It is New Zealand. What if you went
there for two weeks and didn’t find an investment property
that met your criteria? Would that have been two weeks of your
life utterly wasted? Of course not! Hopefully, you would have
had some fun, learned a bit, met some interesting people, and
gained some knowledge in property that will make your next
scouting trip—to New Zealand or anywhere else—more likely
to succeed. And such a trip, being part of your business as an
investor, would be tax-deductible.

Does this mean that all New Zealanders only ever invest in
New Zealand? Of course not! Many New Zealanders invest on
the Gold Coast of Australia. Why would they do that, given that
in Australia there is a capital gains tax, there is a stamp duty or
transfer tax, the written-down book value of a property is
passed on from owner to owner for depreciation purposes, and
marginal tax rates are much higher?

Perhaps it is for the lure of the Gold Coast, the dream of
maybe retiring there one day to enjoy the fine weather, the ex-
pected high growth brought on by the population influx, and
the sheer adventure of going somewhere else and having the
whole exercise tax-deductible since it is what you do for a liv-
ing. The point is, anyone can invest almost anywhere.

There is no one optimal place to invest. That means that
your suburb in the city where you live is not the only place
that you should consider. Open your mind to the possibilities.
There are always windows of opportunity that come up from
time to time. Since the Berlin Wall came down in 1989, we
have seen some spectacular opportunities come and go. I



THE WoRtD Is Your OvsTer 185

have just been to Eastern Europe. Right now the prospects for
Prague and Budapest are tremendous. Who knows where the
next great opportunities will be. But by sitting at home watch-
ing the local newscast to see which crimes have been commit-
ted, you will no more hone your international investment
skills, let alone increase your passive income, than wake up on
the moon.

We are going to be dead for a mighty long time. Every mo-
ment counts. Make the most of life. Decide what it is you want
to do, and then go out there and do it. If you are not having fun,
change something until you are. Decide what it is you are pas-
sionate about, and then pursue it with vigor. Keep your eyes
open! Don’t spend too much time sleeping. Once today is over,
it is gone for good. Remember, the Deal of the Decade comes
along about once a week. Find a couple for yourself. And most
important of all, have some fun along the way!

Successful investing!






Appendix

OTHER BOOKS
BY DoLF DE R00S

101 Ways to Massively Increase the Value of Your Real Estate
Without Spending Much Money

As suggested in Chapter 1, and explained in more detail in
Chapter 12, not only does Dolf contend that there are 101 ways
to massively increase the value of a property without spending
much money on it, but true to form he sits down and details
them in writing.

In this book, Dolf shares some obvious and some esoteric
ways that you can easily increase the value of your property by
far more than the cost of the improvement. If by spending
$1,000 to build a carport, you increase the rental income of
that property by $1,000 per year (which is a 100 percent return
on your $1,000 investment), why would you not do it? Espe-
cially if, as Dolf shows you, you do not even have to come up
with the $1,000 out of your own pocket in the first place.

You may not choose to implement all of the 101 ideas de-
tailed in this book on one property, but there will be ideas
here that you would never think of in a month of Sundays on
your own. Why would you not implement at least some of
them?
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Extraordinary Profits from Ordinary Properties

For years, Dolf shared his experiences in the real estate mar-
ket with people through his writings, his books, and his sem-
inars. His success stories were so regular that people began
to think that while it may be easy for him, it was not possible
for them to achieve anywhere near the same sorts of results.
Consequently, Dolf invited people on his database to submit
photos and a brief description of properties they had
bought, thinking that the submissions would lead to some
interesting statistical analyses.

However, the stories that people submitted were so amaz-
ing, so enthralling, and so inspirational that Dolf essentially
reproduced them verbatim to show how even ordinary prop-
erties can lead to extraordinary profits.

Originally written using examples from New Zealand, fur-
ther editions are being compiled showing examples from other
regions as well. Check out his Web site at www.dolfderoos.com
for details on the latest editions.



About the Author

Dr. Dolf de Roos began investing in real es-
tate as an undergraduate student. Despite
going on to earn a Ph.D. in electrical and
electronic engineering from the University of
Canterbury, Dolf increasingly focused on his
flair for real estate investing, which has en-
abled him to have never had a job. He has,
however, invested in many classes of real estate (residential,
commercial, industrial, hospitality, and specialist) all over
the world.

Today he is the chairman of the public company Property
Ventures Limited, an innovative real estate investment com-
pany whose stated mission is to massively increase stockhold-
ers’ worth. Over the years, Dolf was cajoled into sharing his
investment strategies, and he has run seminars on the Psychol-
ogy of Creating Wealth and on Real Estate Investing through-
out North America, Australia, New Zealand, Asia, the Middle
East, and Europe since the 1980s.

Beyond sharing his investment philosophy and strategies
with tens of thousands of investors (beginners as well as sea-
soned experts), Dolf has also trained real estate agents, writ-
ten and published numerous bestselling books on property,
and introduced computer software designed to analyze and
manage properties quickly and efficiently. He often speaks at
investors’ conferences, real estate agents’ conventions, and
his own international seminars, and regularly takes part in ra-
dio shows and television debates. Born in New Zealand,
raised in Australia, New Zealand, and Europe, Dolf, with six
languages up his sleeve, offers a truly global perspective on
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the surprisingly lucrative wealth-building opportunities of

real estate.

To find out what you can learn from Dolf’s willingness to
share his knowledge about creating wealth through real estate,
and to receive his free monthly newsletter, please visit his Web

site at www.dolfderoos.com.
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132-133
Visiting prospective tenants,
139-140

Worth of property, 86
Writing:
advertisements, 96-97
items into contract, 111-113
Written-down book value, 28

“Yes, but” brigade, 66-67
Yields, 22-25, 101
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