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approximately what $40,000 or $50,000 is worth today, depending on inflation. 
Also, a word on retirement. So many people react negatively to what 

retirement means. Retirement is simply a state of mind. When a person 
reaches his financial goal, he is thereby able, if he so wishes, to quit his 
present job and devote the rest of his lifetime to doing the kinds of things that 
are important to him. It does not mean that he has to quit; it means that he is 
able to if he wishes to. Some people like to work, and work is important to 
them. To these individuals, part of their financial goal may be to have an 
income coming in at a specific level (dollar amount) while they continue to 
work and receive stimulation that comes from working with other people. 

I also want to mention a word about the capacity of many individuals to 
even imagine the possibility of having a certain large amount of money 
coming to them every year without having to work for it. The first goal that I 
ever set for myself was to have $100,000 in net worth by the time I was 30 
years old. I set that goal when I was 26 years old. At that time, I was going to 
college and living on an income of about $200 a month. This figure of 
$100,000 was such a large and incomprehensible figure to me that I almost 
hesitated to write it down. What most of us dpn 't realize is that we are • 
literally stuck in a rut of small thinking so that a figure of $100,000 or 
$200,000 or half a million dollars is almost incomprehensible to us. As our 
capacities to understand that goal increase, our goals also increase. 

I can remember a time when having a goal of a million dollar net worth 
was totally unattainable in my view and now I have significantly increased 
my goals to even higher limits. We are consistently changing our goals as our 
capacity to understand them increases. Don't be afraid about setting a goal 
now that you do not seem to understand or comprehend. Your subconscious 
mind is totally able to comprehend these large figures and is completely 
powerful enough to suggest ways for you to reach your goals. What's more 
important now is not that you fully understand your goal but that you write it 
down and that you want it badly enough that your subconscious mind 
believes you and starts to help you accomplish it. 

c. Specific Amount of Yearly Cash Flow. In the previous discussion of cash
flow, you set a goal of obtaining a definite amount of cash flow each year.
This cash flow has to come from the investments that you have been able to
accrue to yourself over the period of your investing. A simple way of looking
at your net worth objectives is to take your ultimate cash flow goal and
multiply it by 10. In other words, if you wanted to retire in seven years with a
net worth of $50,000 a year coming in from your investments, that would
mean that you would have to have 10 times that amount in net worth: 10 x
$50,000 is $500,000. If that $500,000 were invested in tax-free bonds, say,
yielding 10 percent interest, then that would give you a $50,000 a year cash
flow from your invested net worth. And this net worth would continually
generate this $50,000 a year for as long as you left it in that specific investment.

d. Specific Plan of Action: The Gross Equity Appreciation Formula. Now that
you have set a specific date, five to ten years hence, determined a specific
cash flow that you would like to retire on, and multiplied that cash flow by
10 to determine the amount of net worth needed to generate this cash flow,
you must next have a specific plan of action to follow to help you accumulate
that net worth. This is done by looking on the next several pages at the two
charts there: Gross Equity Appreciation Schedule and Gross Equity
Accumulation Schedule.

(1) Gross Equity Appreciation Schedule. Let's look first of all at the Gross
Equity Appreciation Schedule. This chart has been designed to show you 
how quickly real estate values increase and how quickly an investor in real 
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(a) "How to
Eat an Elephant" 

estate can accumulate a large net worth by buying property and holding it 
for future appreciation. For example, let's suppose that you are able to go out 
into the marketplace and follow the assumptions I have written at the bottom 
of the chart, i.e., that the values of properties you are purchasing are 
increasing by 10 percent a year, that all of your purchases are with little or no 
down payment, that there is no equity build-up (which is an assumption that 
we are going to have to make for the purpose of the chart, although it is not a 
true assumption since in most cases there will be equity build up), and that 
all the figures in the chart are rounded to the nearest or highest tenth. 

If I were able to go out into the marketplace and purchase a quarter of a 
million dollars worth of real estate-perhaps a four-unit apartment building 
and maybe two or three investment homes-and hold that property for 11.6 
years, the property would generate after that period of time $500,000 equity 
in it. The figures to the left of the chart in the Gross Value of Real Estate 
column show the gross value of the real estate that you are buying. The 
figures at the bottom of the chart are net equities that are accumulated. 

Using the same example, how many years would it take a person who 
bought a quarter of a million dollars of real estate today to become a 
millionaire? You go to the left hand side of the chart and find a quarter of a 
million dollars and then you go along the column to the right until you find 
where the quarter of a million dollar column intersects with the bottom 
million dollar column, and that would be 16.9 years. 

A note about inflation: All real estate that is well selected and properly 
maintained will increase in value in time. During the 1970s the average rate 
of appreciation on most rental properties was approximately 10 percent per 
year. At that rate of appreciation, a well-selected property would have 
doubled in value in just over seven years. The decade of the 1980s will 
continue to see appreciation on rental properties, but at much lower rates, at 
least for the foreseeable future. Depending on the rate of inflation, and the 
location, appreciation rates could vary between 5 and 15 percent in the next 
IO years. The charts we include here show what a 10 percent appreciation 
can do. But even a 5 percent rate of appreciation can produce exciting results 
over a longer period of time. 

Unfortunately, the Gross Equity Appreciation Schedule does not approxi­
mate reality. In other words, very few individuals will walk into the market­
place and purchase for themselves a million dollars worth of real estate all at 
once and then kick their feet up onto the table and wait for that to pyramid 
into a million dollars worth of equity. Most of us buy property one piece at a 
time. We have an elephant that we need to eat; we're going to eat that 
elephant one bite at a time instead of looking at the elephant and saying to 
ourselves, "My goodness, I could never eat that elephant." We must say to 
ourselves, "If I take one bite at a time, I can accomplish my goal." And, 
therefore, by looking at the next chart, the Gross Equity Accumulation 
Schedule, we can better understand how a long-range financial objective can 
be reached. 

(2) Gross Equity Accumulation Schedule. The Gross Equity Accumulation
Schedule is based upon the assumption that if a person buys one piece of 
real estate a year and holds that piece of real estate for the long-term, that 
this method of purchasing, over a period of time, will generate enough 

equity to take a person to financial independence. Let's make an assumption 
here. Suppose I had set for my goal to retire in seven years with a $50,000 a 
year cash flow coming in from my investments. How would I accomplish 
that goal? First of all, I have to say to myself, "If $50,000 a year is my goal, 
then how much net worth do I have to accumulate? $50,000 x IO = $500,000. 
If I had a half million dollars in a bank somewhere generating IO percent 
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it is in any other type of investment. Why? First of all, the normal ordinary 
individual, having come up through the apartment and house-dwelling 
ranks, understands more adequately the renting out of a house or an 
apartment building. Most of us have purchased a home and understand the 
process of going through the closing and making mortgage payments. Most 
of us have rented something in our lifetime and understand the process of 
paying rents and the collection of rents and the paying of expenses, etc. This 
makes all of us at least partial experts in this field already. This is not the 
case with the renting out of shopping centers and warehouse space and 
commercial space. It's an extremely complicated field and has to be done 
carefully in order for a person to be successful at it. 

This brings us to our next subject. If both houses and apartment buildings 
offer benefits, which should I choose? Where should I concentrate first? Why 
should I choose houses over apartment buildings? 

a. In General: Not What but How Much and How Consistently. I have always
said and I still maintain that it is not what a person buys in the real estate
area as far as houses and apartment units are concerned, but it is rather how
much that person buys and how consistently. How much do you buy each
year? What is your particular goal? You must maintain a consistent pattern
of purchasing properties each and every year without fail so that that
compounding purchasing effect will lead you to financial independence.
Therefore, when I go out in some marketplace to look for some piece of
property, I'm not wholly concerned about whether it's a house or an
apartment building. I buy the property from the first flexible seller I can find,
and I put it in my portfolio.

There are relative benefits, however, to houses and apartment buildings. 

b. Specific Factors to Consider.

(1) Size and Desirability of Homes. Houses have specific benefits. They
are small; they are easy to understand. They are easily rented because they 
are more desirable to a renter than apartment buildings. Usually when 
families get larger, with two, three, or four children, they have to go to a home 
because they can't find an adequate or suitable three-bedroom apartment in 
the right kind of area. It is more desirable to rent a home because it's usually 
in good suburban neighborhoods, close to shopping centers, etc., and there 
are more desirable locations for homes. 

(2) Management. In addition, there is one aspect that makes houses
easier to manage: the tenant usually pays all the utilities. It is customary in 
apartment buildings that the landlord pays the water, sewer, and garbage; in 
the renting of homes, the tenant usually pays the water, sewer, and garbage 
and all other utilities. 

(3) Liquidity. The houses are also purchased in smaller increments and,
therefore, if a person finds himself with a portfolio of 10 houses and finds 
himself in a bind for cash, he can sell off one of his houses and raise the cash 
to solve his problem and still have nine-tenths of his portfolio still intact. But 
if a person owns a 10-unit apartment complex and finds himself in a 
shortage of cash and can't borrow it, then he has to liquidate his entire 
portfolio to solve his cash need, which means he may be faced with capital 
gains taxes and all the other problems that are inherent there. 

(4) Rent Controls. Houses are usually exempted from rent controls in
most cities, whereas apartment buildings (especially those over four units) 

may be subject to rent controls. Rent control mentality is sweeping the nation 
now in many of the major cities, and this is not going to be a diminishing 
problem but an increasing problem that we, as investors, should be aware of. 
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3. Which to Choose:
Apartments or Homes
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5. Diversification

b. Cash Flow Factors. As you stay in the lower priced homes in your
particular area, you are going to have a greater possibility for a positive cash
flow because rent will be commensurate with the small mortgage payment.
The higher the price, the more difficult it will be for you to be able to rent that
house out for enough to cover its mortgage payment. Therefore, as you
inspect the houses, you should stay in the lower priced area.

c. Selecting the Best Community. Now some cities like Los Angeles, San
Francisco, or Vancouver, B.C., where the medium income priced home may
be upwards of $100,000, the probability of finding a home you can rent out
without negative cash flow is almost zero. Therefore, you may even be wise to
leave your own area and travel 50 or 60 miles to find lower priced properties.
These are going to be the next booming towns. Each of you has to make the
decision of where you are going to invest. There are still plenty of possibilities
of making money in any city no matter what the prices are. Real estate
increases in value because of supply and demand. Choose an area where
there will be consistent, steady demand throughout the length of your
ownership.

This discussion of houses and apartment buildings should not lead you to 
believe that I have had any great love for one over the other. I do believe in a 
diversified portfolio spreading your marbles in as many baskets as you 
possibly can. Apartment buildings have a greater potential for a condo­
minium conversion, so there are benefits and detriments in each kind. 
Therefore, remember: it is not what you buy but how much you buy and how 
consistently. As to diversification, you should always maintain a portfolio of 
several homes and several apartment buildings to take advantage of the 
benefits of each. 

As a summary of this particular section, let it be remembered that 
houses and apartment buildings offer the greatest potential for the future, 
with the least amount of risk. And that is where you should concentrate. One 
last word for the person who does not wish to heed my advice but has already 
a certain amount of expertise in other types of properties, such as shopping 
centers, warehouses, and commercial space. If you feel that your expertise is 
enough to warrant your investing there, don't let my advice stop you. I'm 
generally, predominantly, speaking to the beginning investor who wants to 
be able to do the most amount of investing with the least amount of risk. 
There is generally more money to be made in shopping centers and 
commercial spaces and development of land. But there is also risk that goes 
with it. If you don't know what you're doing, you can lose everything. 

"/ am diversified 
heavily into real estate!" 

-Robert G. Allen
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All real estate transactions must 
have a down payment in cash. 

When gathering information about 
a property, be courteous and tact­
ful: ask the seller only general 
questions. 

When a seller responds to your 
questions, he conveys facts about 
the property. 

When you need cash for a trans­
action, either use your own or bor­
row some from a bank. 

Borrowed funds must be repaid in 
specific fixed installments of princi­
pal and interest at a steady rate. 

When the deal is closed, the buyer 
walks away with the deed, and the 
seller walks away with cash. 

In order to obtain mortgage money 
from hard-money lenders, you need 
to have (1) cash down, (2) good 
credit history, (3) strong financial 
statement, and ( 4) a good, steady 
job. 

When you retire at 65, you will have 
a gold watch. 

When a down payment is required 
in a transaction, it might be in the 
form of cash, paper, property, pro­
fessional services, or any considera­
tion that might be of value to the 
seller, subject of course to local 
statutes and legislation. 

When gathering information about 
a property, be courteous and tactful 
but ask any question that will be of 
help to you in the transaction. 

When a seller responds to your 
questions, he conveys facts about 
the property but more importantly 
about himself: his attitudes, his 
flexibility, his openness to creative 
ideas, his degree of being a don't 
wanter. 

When you need cash for a trans­
action, use your own funds or bank 
funds only when you absolutely 
have to; preferably borrow funds 
from all the others involved: the 
seller, the real estate agent, the 
renters, the holders of underlying 
mortgages, a partner, even the prop­
erty itself. 

Borrowed funds may be repaid in 
any mode acceptable to lender and 
borrower (variable interest, balloon 
payments, interest only, etc.). Poten­
tial combinations are limited only 
by the imagination. 

When the deal is closed, the buyer 
walks away with the deed, and the 
seller walks away with paper. 
Sometimes the buyer also walks 
away with cash in his pocket. 

In order to obtain mortgage money 
from hard-money lenders, you need 
to have these four things or be 
linked with someone who does. 

When you retire in five to 10 years, 
or sooner, you will have financial 
independence. 
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20. Would you reduce the down
payment if I gave you a higher
price?

21. If I gave you all cash and full
price, would you close in six
months?

22. What is the lowest price you
would accept? - all cash in
thirty days?

-Which is more important to you:
cash or profit? If you are interested in

profits, perhaps I can get in for nothing
down.

-The property is priced way under
the market; perhaps I could set up an
earnest-money option and sell my
interest for a profit.

What is really your bottom -line price? 

(You can think of many other variations on these questions to suit the 
particular circumstnaces of the seller analaysis.) 

D. WHAT TO DO IF THE SELLER BALKS

l. Assure him of your serious intent and remind him that any buyer who
is about to invest such a large sum of money really needs to know as much 
about the property as possible. 

2. If he is a don't wanter, carefully interpret his fears and try to relieve
them. Remember your role as a problem-solver and show genuine interest in 
being of help within the limits of your own resources and powers. Everyone 
can benefit. 

3. If the seller still seems hesitant, ask him politely if the answers to the
questions might dissuade you from being interested in buying his property. 

E. A FINAL WORD ABOUT SELLER ANALYSIS

This is an important step of the purchase but should not be confused with 
negotiations. Although the seller may begin to mention numbers here, you 
should not make any commitments or indicate your willingness to buy or 
reveal any part of your forthcoming offer. 

Of course, the better part of genius is common sense. If things suddenly 
fall in place to your liking, go ahead and make an offer on the spot. You don't 
succeed in slow motion. 

And here is a concluding point: Not only am I as a buyer analyzing the 
seller at this stage, but he is analyzing me. Oftentimes the seller becomes 
more and more flexible as he sees he can trust me. The only way the seller 
will consider the kinds of creative financing techniques we offer him is if he 
trusts us. Throughout the entire purchasing process you should strive to 
build trust with the seller. 
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B. GETTING PROFESSIONAL OPINIONS
ABOUT THE NEIGHBORHOOD

Now whom can you call to answer your questions about the neighborhood? 

The real estate agents are probably the best and cheapest source of informa­
tion. They can tell you where to go, which neighborhood to concentrate in, 
where the concentration of don't wanters is. 

Professional property management companies can be notified, especially if 
you are looking at an apartment building. They will tell you what their 
experience has been in renting apartment buildings in that particular area of 
town. They can tell you what vacancy rates they have experienced. And they 
usually are willing to share this information with you, because it is their job 
to locate new dients all the time for their apartment management. And if 
they seem to give you a favorable answer, perhaps you might come to them 
for some of your property management in the future. 

You can talk to managers of adjacent properties and ask them what the 
problems have been, ask them what their vacancy rates have been, ask them 
what their opinion is of the neighborhood and of the particular location. 

You can call the police department. You will find that most all modern police 
departments have a listing of all areas and all quadrants of their city. They 
know where the most complaints and the most robberies occur, and they can 
steer and guide you into the neighborhoods where there is less crime. 

I also find it is an excellent idea to visit with the local planning and zoning 
officials. They are public appointed officials and in most instances are most 
happy to divulge information to you about your particular city. They can tell 
you which areas of the city have need of careful attention. And I also find 
that if I can get to know the members of the planning and zoning commis­
sion, they are knowledgeable about areas of the city that will be developed in 
the future. And they can tell you the information about which areas of town 
will be more valuable in the future, which corner, which area will be 
commercially zoned. Most of this information is a matter of public record, 
and they are more than happy to share it with you. But very, very few people, 
just a small percentage, really know what's going to happen. Most cities have 
five- and IO-year plans, and sometimes in large cities it is known up to the 
year 2000 what they are going to do in several areas of the city. This is 
important information; it's profit-making information, and you should avail 
yourself of it. 

C. KEY WORD FOR
TESTING LOCATION: POWER

There is a key word for testing location, and that is "P-0-W-E-R." 

Careful attention to the following factors will put power into your decisions: 

P Proximity to amenities, shopping centers 
0 Opportunity to raise rents (competition density not too high) 
W Worst property in best neighborhood, not best in worst 
E Employment configuration of area adequate to supply tenants 
R Rent level of area in keeping with mortgage arrangement 

(rents sufficient to cover the mortgage payments) 

1. Real Estate Agents

2. Professional Property
Management Companies

3. Managers of
Adjacent Properties

4. Police Department

5. Local Planning
and Zoning Officials
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Choose your tenants carefully. The rest is easy. 

2. Always a deposit!
• Up to one month's rent in advance.
• Not to be counted by the tenant as rent at any time in the future. It is a

security deposit.
• Not returned until 15 days after the property is vacated to insure against

late utility bills and unnoticed damage. (Review local laws on this
subject.)

3. Rent is due on time!
• Late fee to be deducted from security deposit if five days past due. Better

still, use a discount system-a fixed amount is deducted from the rent for
prompt payment.

• Rent is a top priority item. Then comes food. Then comes clothing. Don't

let the tenant feel as if you will be lenient with the payment of rent;
otherwise he will change the priorities, and the motorcycle will get paid

first, leaving you out in the cold until next paycheck. Establish with him at
the very beginning that you have a mortgage payment to make, and you
can't wait-because your bank doesn't wait for you!

4. Minor repairs are yours-I'm busy!
• You don't have time to fix every leaking faucet. Delegate this to the tenant at

the outset and sleep in peace.
• Try to set tenants up on a "self-management" program. They take care of

all maintenance under $200 in exchange for special benefits (a discount on
the rent, an option to purchase, first right of refusal, etc.). Discounts come
in various forms, e.g., a percentage (such as 8 percent per month), a fixed
amount (such as $50 per month), or twelfth month free each year.

5. Inspection regularly-at least once a month!

6. Get a lease or rental agreement with teeth!
• Obtain copies of good local leases from a good property management

company or the Apartment Owners' Association (in Canada, the

Landlords' Association).

7. Cut turnover!

• Thirty-day notices before leaving.
• Long-term relationships with present tenants.

• Proper advertising.
• You may even consider giving a small percentage of the eventual profit to a

good long-term tenant. This cuts turnover, gives you responsible manage­
ment for out-of-state owners, and can even cut negative cash flows.

8. Always inspect property with prospective renter and prepare an inventory
of any existing damage.

9. Tenants pay all utilities if possible to cut escalating fuel costs; also, mows
the lawn.

10. Once you reach your breaking point (with one or 100 units), get
professional management. They know what they are doing. (Obtain copies
of the excellent management books by Leigh Robinson and Al Lowry listed
in the bibliography. Learn how the experts do it.)
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■ 1-4

1. Learning to
Compare Unit Prices 

2. Eliminating Risk
by Comparative Analysis 

1. Real Estate Agents and
MLS Sold Books 

2. Asking Owners

3. Appraisers

B. THE PRICE OF THE PROPERTY:
HOW DOES IT COMPARE?

The second type of market analysis is whether or not the property that you 
are buying is competitively priced compared to other properties in the 
marketplace. 

If we're talking about houses, we need to know what the square footage is; we 
need to know how many bedrooms there are; we need to know how many 
properties there are in the immediate vicinity that are selling for prices 
comparable to the price of the property that we are looking at. 

If I am looking for apartment buildings, I need to know what people are 
paying per unit. Are they paying $25,000 a unit; are they paying $50,000 a 
unit for a standard two-bedroom size apartment unit? The more you know 
your marketplace the more money you are going to make. It's as simple as that. 

We need to know if the seller has looked at the marketplace. It's a good 
idea to go into your marketplace and to choose IO or 15 different properties 
before you buy and analyze them compared to the property that you are 
buying to see whether or not you are paying too much for it. This is one of 
the most important things I can recommend to you. Money is made in real 
estate investments when the real estate investor learns how to understand the 
marketplace, learns when and when not to buy, and learns when he is 
making money and when he is paying too much. That is one of the most 
important exercises you can learn. And all it takes is some time and exposure 
in the marketplace. When you locate a property that is $10,000 below the 
marketplace and you can determine that it is below the market, you can act 
quickly. If you don't act quickly, someone else is going to get it. But if you 
don't know if it's underpriced, you won't act quickly, and you are going to 
lose that profit. 

C. SOURCES OF INFORMATION

There are several sources of information. 

Real estate agents are probably the best. They know the marketplace better 
than anyone else because they are in it at all times. They also have 
information that is compiled in multiple listing sold books, which is a listing 
of all the previous three months' sales, including location and sales price. 
That is an excellent way of determining quickly what properties have been 
selling for in the past three months. 

I can also stop at "for sale by owner" signs and ask these people how they 
determined the price of their property. Did they determine it by picking a 
figure out of the air that they would like to get? Did they figure it by going 
into their own neighborhood and comparing their property with other 
properties? By driving through a neighborhood and asking resident owners, 
I can usually determine within a very short period of time and within a few 
thousand dollars whether or not my property is priced too high or too low. 

If I feel uncomfortable about the analysis that I have done on my piece of 
property, I can hire an appraiser. They can charge me anywhere from $50 to 
several hundred dollars to do the same kind of analysis, but it gives me a 
more professional yardstick on the market price. In some instances if I really 
am conservative, I can make my offer to the sellers subject to an appraisal by 
a conservative appraiser so that I know that I 'm not going to pay more than 
what that appraisal price is. 
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• J-8
The Ten Commandments of Property Selection 

1. Never buy a property in a poor location-not under any circumstances!
2. Never buy a property with a point total less than nine!

3. Never buy a property with poor financing unless it has an excellent
price! 

4. Never buy a property with a poor price unless it has excellent
financing! 

5. Never buy a property in poor condition unless it has an excellent
price and you have the capital, know-how (can be hired), and mental 
toughness to want to improve a property! 

6. Never buy a property unless it has one excellent factor (score of
three). 

7. Don't live the greater fool theory. Stay as far from the line as possible.

A nine is a marginal property. The higher the score, the more desirable the 
property. Don't buy only for tax shelter. Most tax shelters are nines. 

8. Never borrow partnership money to invest in a marginal property.
9. Never buy a property that has more than two poor factors (points = 1)

unless under the extremely rare circumstance of an immediate condo 
conversion planned to take place after the purchase . 

10. Never buy a property unless you are committed to following through

on the major and minor details of property management, whether you 
handle the management or hire a professional company. 
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which time one party will buy the other out or the property will be sold and 
the proceeds divided as originally agreed upon. 

The tenant equity participation arrangements of this type-where the 
tenant is deeded part ownership of a property-are fairly recent and not yet 
thoroughly tested in the courts. What happens if a tenant fails to pay the 
agreed-on amounts as required, and the investor/owner has to take steps to 
terminate the agreement and take back a full equity position? The outcome 
seems fairly straight-forward-"No pay, no equity." But the tenant may sue 
after having paid in a considerable sum of money, and there may be 
unforeseen legal ramifications. Expert help is essential in such arrangements 
from the outset. 

Other tenant-partnership arrangements are possible. An example is the 
lease-option agreement where the tenant pays higher-than-market rents in 
order to secure the privilege of being able to buy the property at a specified 
price within a specified period of time. The tenant takes care of all the 
negative cash flow, and the investor/seller builds on acceptable profit into 
the arrangement. There are many other variations. 

D. WHAT TO DO ABOUT BALLOON NOTES

Beginning investors will often succumb to the easy solution of agreeing to 
give the seller a short-fuse single-payment note in exchange for early relief 
from negative cash flows. Let's be clear about it-balloons can be dangerous! 
Anything less than a five or seven year term on a balloon is too short-fused 
in these times of uncertain growth and high interest rates. Be sure you can 
satisfy the terms of a balloon note before agreeing to them. The offer to 
purchase involving a balloon should always contain a clause where the seller 
must permit the buyer to extend the balloon for an additional year (or 
longer) provided a sweetener is used (usually a one-time payment toward 
principal or an increase in the interest rate on the remaining principal). 

What does the investor do when the balloon note comes due? There are 
seven basic strategies. 

(1) Refinance the property. If possible, pull out enough money to pay off
the balloon and still have an extra fund for servicing negative cash flows. 

(2) Refinance another property to generate the needed funds.
(3) Renegotiate the balloon. Perhaps the seller would convert the

balloon to monthly payments and/or postpone the payment of the balance 
until a later date. Usually a bonus is required-a hike in the interest, pay­
down of part of the principal, or higher monthly payments beginning some 
time before the balloon is due. Above all, don't wait until a month before the 
balloon is due to renegotiate it-start at least a year ahead of time, pref­
erably two! 

(4) Bring in a partner to pay the balloon-either as an investment to be
repaid or in exchange for an equity position in the property. 

(5) Sell the property-pay off the balloon and take your profit. (In tough
money times it may be necessary to sell for nothing down and discount the 
carry back note to raise the needed capital.) 

(6) Sell another property in your portfolio.
(7) If all else fails, give the property back to the seller. (At least you will

have had the tax advantages and perhaps some cash flow in the meantime!) 
Be careful with balloons! 
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■ L-6 Negotiation Checklist 

Then the compromising begins. Note the dynamics of motivation: from 
the standpoint of the selling price, liberal terms (low in the chart)will tend to 
support a high price; hence, the seller will be highly motivated. Strict terms 
(high in the chart) will tend to drive the price downward, and the seller may 
be less motivated to sell. Somewhere between these two extremes, he will be 
motivated to compromise and come to terms. 

As far as the example goes, we start on number eleven, since we are 
starting at the bottom, and we offer the seller a $15,000 unsecured loan. Will 
people accept unsecured notes for at least a part of their equity? Well, I've 

only been able to do it three or four times in the past few years. Generally, 
people don't like to accept unsecured notes, but sometimes they find 
themselves in situations where they find they have to, or they find themselves 
in situations where they don't ask for a secured note. Sometimes they don't 
understand that they are supposed to have a secured loan. 

One of our graduates found a fellow who was selling a home and had 
about a $15,000 equity in it. By asking the seller first for an unsecured loan, 
he was able to buy the property from him by just using his own signature by 
giving the fellow a $15,000 unsecured note. Then he went and sold the house 
and collected the $15,000 in cash and used that as his initial seed money to 
start his investment program. You remember that the unsecured note means 
that if you don't pay the loan off, the holder of the note can sell or attach 
everything you own until that note is paid off. So it has its benefits, and it has 
its detriments. You never can know if the person will accept that unless you 
ask. And this is my challenge to you. 

Suppose he doesn't accept your $15,000 unsecured note. Then you go up 
to number 10 in the checklist, which is a mortgage on other property. "In 
other words, Mr. Seller, as an entire down payment on your $50,000 house, 
would you accept as payment for your equity a $15,000 note secured against 
my own personal residence?" If he doesn't accept that, he might go to 
number nine. "Would you then accept a $15,000 second mortgage loan 
secured against your own property?" And on one of those transactions 
(numbers 9, 10, or 11) I am able to get in with absolutely no cash involved. 

You go on to number eight; he says perhaps he won't accept that. You 
say, "Well, then will you take my $5,000 boat plus the mortgage on my house 
for $10,000?" Therefore, the seller is getting something of value and also 
receives a note for payment. If he won't accept that, we go to number seven, 
which is: "Accept my $5,000 boat and a $10,000 note on your property." If he 
won't accept that, then you say, "All right, then we'll go to number six. Will 
you accept my $5,000 boat and my $10,000 recreational lot that's located in 
XYZ county?" You're always trying to be able to have the seller accept what 
you have without having to use your cash. Let's go to number five. In this 
area we are starting to have cash involved. 

"Will you accept a $5,000 cash payment plus a $10,000 mortgage on my 
house?" If not, then number four. "Will you accept a $5,000 cash payment 
plus equity in my recreational lot at $10,000? Therefore, you are getting 
$5,000 in cash plus some equity that you can use for something else. If not, 
would you accept a $5,000 down payment in cash with a $10,000 note second 
mortgage or a contract on your own property? If not, will you let me go and 
refinance your property for $45,000 and give you the $10,000 in cash for the 
refinance plus a $5,000 down payment?" And number one is, "Do you have 
to have your $15,000 in cash? If so, I don't think I'm interested." 

As I move from the bottom of this chart to the top of this chart, I'm 
negotiating for lower prices. As I move from the top of this chart to the 
bottom of this chart, I'm expecting to pay higher prices. The reason that I 
have this chart for your inspection is so that you can get in the habit of 
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■ M-6 5. Purchase Price: The total purchase pnce of the property shall be 

8. Paym ent: Purchase poce is to be paid by Buyer as follows· Aforedescribed earnest money deposit .. 

Additional payment due upon acceptance of this offer ... . .................. $ ______ _ 

Add1t10nal payment due at closing ... 

Balance to be paid as follows: 

7. Title: Seller agrees to furnish good and marketable title free of all encumbrances and defects, except mortgage liens and encumbrances as set lor1h in this agreement. and to make conveyance by Warranty 

Deed or _________________________________ .Seller shall furnish in due course to the Buyer a title insurance policy insuring 
the Buyer of a good and marketable title in keeping with the terms and conditions of this agreement Prior to the closing ol this transaction the Seller. upon reQuest, will furnish to the Buyer a preliminarytltle report 
made by a title insurance company showing the cond1lion ol the title to said property. II the Seller cannot furnish marketable title within thirty days after receipt of the notice lo the Buyer containing a written state­
ment of the defects. the earnest money deposit herein receipted shall be refunded to the Buyer and this agreement shall be null and void. The following shall not be deemed encumbrances or defects: building and 
use restrictions general to the area; utility easemenls; other easements not inconsistent with Buyer's intended use; zoning or subdivision laws. covenants. conditions. restrictions. or reservations of record; 
tenancies of record In the event of sale of other lhan real property relating to this transaclion Seller will provide evidence of title or right to sell Of lease such personal property. 
e. Spec I al RaprHentatlon1: Seller warrants and represents to Buyer (1) that the sub1ect property is connected to ( ) public sewer systen\ { ) cesspool or septic tank, f I sewer system available but not 
connected,( ) city water system,{ ) private watersysten\ and that the following special improvements are included in the sale: ( ) sidewalk, ( ) curb and gutter,( ) special street paving,( ) special street 
lighting; (2) that the Seller knows of no material structural defects; (3) that all electrical wiring, heating, cooling. and plumbing systems are free ol material defects and will be in good working order at the time the 
Buyer is entitled to possession; (4) that the Seller has no notice from any government agency of any violation or knowledge of probable violations of the law relating to the subject property,(5) that the Seller has no 
notice or knowledge of planned or commenced public improvements which may result in special assessments or otherwise directly and materially affect the property; and (6) that the Seller has no notice or 

knowledge of any liens to be assessed against the property. EXCEPT -------------------------------------

9. Escrow Instructions: This sale shall be closed on or belor __________ 19 ___ by 
or such other closing agent as mutually agreed upon by Buyer and Seller. Buyer and Seller wit� immediately on demand, deposit with closing agent all instruments and monies required to complete the purchase in 

accordance with the provisions of this agreement Contract ol Sale or Instrument of Conveyance to be made in the name of ---------------------,----· 
10. Closing Costs and Pr�Ratlon: Seller agrees to pay lor litle insurance policy, preliminary title report (If requested), termite inspection as set forth below, real estate commission. cost of preparing and 
recording any corrective lnslruments. and one-half of the escrow tees. Buyer agrees to pay tor recording fees for mortgages and deeds of conveyance, all costs or expenses in securing new financing or assuming 
existing financing, and one-hall of the escrow lees. Taxes tor the current year, insurance acceptable to the Buyer, rents, interest. mortgage reserves. maintenance lees. and water and other utllltles constituting 
liens. shall be pr<>-rated as of closing. Renters' security deposits shall accrue to Buyer at closing. Seller to provide Buyer with current rental or lease agreements prior to closing. 
11. Termite Inspection: Seller agrees. at his expense. to provide written certification by a reputable llcenced pest control Ii rm that the property is tree of termite infestation. In the event termites are found, the 
Seller shall have the property treated at his expense and provide acceptable certification that treatment has been rendered. If any structural repairs are required by reason of termite damage as establ!shed by 
acceptable certification, Seiter agrees to make necessary repairs not to exceed S500. If repairs exceed S500, Buyer shall first have the right to accept the property �as Is" with a credit of S500 to the Buyer at 
closing, or the Buyer may terminate this agreement with the earnest money deposit being promptly returned to the Buyer ii the Seller does not agree to pay all costs of treatment and repair. 
12. Conditions of Sale: The following conditions shall also apply, and shall, If confllctlng with the printed portions ol this agreement, prevail and control: 

13. Ll■blllty and Maintenance: Seller shall maintain subject property, Including landscaplng, In good condition untn the date of tranaferol title or pcsseaalon by Buyer, whichever occurs first AU rltkof losa and 
destruction of property, and alt e-xpensea of Insurance, shall be borne by the Seller until the date of possession. II the Improvements on the property are destroyed or msterialty damaged prior to closing, then the 

Buyer shall have the rlght to declare thls agreement null and void, and the earnest money deposit and an other sums paid by Buyer toward the purchase price ahall be returned to the Buyer forthwith. 

1•. PoHeHlon: The Buyer shall be entitled to possession of property upon cloalng or _____________________________ 19 ___ , 
15. Default In the event the Buyer fails to complete the purchase as herein provided, the earnest money depcslt shall be retained by the Seller as the total and entire IIQuldated damage&. In the event the Seller 
falls to perform any condition ot the sale as herein provided. then the Buyer, may, at hlaopllon. treat the contract as terminated.and all paymenta made by the Buyer hereunder shall be returned to the Buyer fort� 
with, provided the Buyer may, at his option, treat this agreement as being In lull force and ettect with the right to action for specific performance and damages. In the event that either Buyer, Seller, or Agent shall 
institute suit to enforce any rights hereunder. the prevelllng party shall be entitled to court costs and a reasonable attorney's lee. 

1e. Tim• Umlt of Offer: The Seller shall have untiI _________ �
(n

�
o

-
u7�

-------- --------
-(7da

�
,.

�
1
--------- 19 __ _ 

to accept this ofter by delivering a signed copy hereof to the Buyer. It this ofter la not so accepted, It shall lapse and the agent (or Seller, shalt refund the earnest money deposit to the Buyer forthwith. 
17. General Agreemente: (1) Both parties to this purchase reserve their rights to assign and hereby otherwise agree to cooperate In effecting an I nternal Revenue Code 1031 exchange or slmllartax-related 
arrangement prior to close of escrow, upon either party's wrlttan notice of Intention to do so.(2) Upon approval olthls offer bythe Seller, this agreement shall become a contract between Buyer and Seller and shall 
Inure to the benefit of the heirs, administrators, executors. successors. personal representatives. and assigns of said parties. (3) Time is of the eaaence and an essentlal part of this agreement (4) Thia contract 
constitutes the sole and entire agreement between the parties hereto and no modification of this contract shall be binding unless attached hereto and signed by alt parties to the contract No representationa, 
promises, or Inducements not Included In this contract shall be binding upon any party hereto. 
18. Buyer's Statement and Receipt: �I/we hereby agree to purchase the above property In accordance with the terms and conditions above stated and acknowledge receipt of a completed copy of this agree-

ment. which I/we have fully read arld understand" Dated ____________ 19 ___ , 
-

---.(n""o"'u"'�
----

Phone No: Home <--�'-
=-

----- Business <---'------,,---
111. Seller'• Statement and Response: Ml/we approve and accept the above otter, which I/we have fully read and understand, and agree to the above terms and condition• this day of 

_________ ,. ___ , _______ _ (hour, 

Phone No: Home <---L------- Buslness <---L-------

20. Comml•slon Agreement Seller agrees to pay a commission ot___ % ol the groas sales price to 
tor services In thls transaction, and agrees that, In the event of lorfeiture ol the earnest moneydepoalt by the Buyer, said deposit aha II be divided between the Seller's broker and the Seller(one halt to each party), 
the Broker's part not to exceed the amount of the commission. 
21. Buyer's Receipt for Signed Offer: The Buyer hereby acknowledges receipt of a copy of the above agreement bearing the Seller's signature in acceptance ol this otter. 

Dated 

C1983 The Allen Group, Inc. Form B82Gl 

The form is taken from the book How ro Write a Nothing Down Offer So Thar Everyone Wins. by 

Richard J. Allen. © 1985 The Allen Group. Inc. Used by permission. 
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search is critical to analysis of the title, in order to locate all liens, caveats, 
easements, and other forms of encumbrances. 

Information about loans and money trends will be available from the 
real estate agent and from mortgage loan officers. 

N-5 ■
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SECTION 0 

CREATIVE 
GENERATION 

OF 
DOWN 

PAYMENT 

SECT ION P 

OPTIONS 

SELLER 

BUYER 

TECHNIQUES 

.----------------.i 9 SAYINGS ANO INHER ITANCES 

t----------------.i10 SUPPLY SELLER WITH NEEDS 

t----------------.i 11 ASSUME SEI.LER'S DEBTS 

t----------------.i12 USE TALENTS, NOT MONEY 

>--------.i14 ANYTHING GOES 

,-----------9115 CREATION OF PAPER 

"SEE SECTION R FOR 
TECHNIQUES 16·18 

16 TWO•WAY EXCHANGES 

17 THREE•WAY EXCHANGES 

18 LEMONAOING 

REAL TOR >--------------•19 BORROW COMM ISSION 

RENTERS 

PROPERTY 
ITSELF 

HOLDERS 

LONG• 
TERM 
LOANS 

�------20 RENTS 

�------ 21 DEPOSITS 

�------22 SPLITTING OFF FURNITURE 

�---------.i23 SPLITT ING OFF PROPERTY 

24 SMALL AMOUNTS FROM 5 BANKS 

26 CREDIT CARDS 

27 HOME IMPROVEMENT LOANS 

28 HOME EQUITY LOANS 

29 REFINANCE BOAT, CAR, STEREO 

33 VARIATION OF THE CRANK 

p;
I
���ESfu. l--------------37 CREATIVE USE OF PAPER 

GAGES 

INVESTORS }--------------40 SELL ING 20 TRUST NOTES 

�------41 BORROWED FINANCIAL STATEMENT 

f----------.i42 MONEY FOR DOWN PAYMENT 

PARTNERS >--------.i-------43 BORROW DOWN P. TIL S COMES 

f-----------44 YOUR CASH. MY EQUITY 

�------45 YOUR CASH, MY TIME & EXP ER Tl SE 

(NOTE: SEE SECTION --' 45 ROLLING OPTION 
P ON OPTIONS FOR 
TECHN IQUES 46-50) 

..._ 47 EQUITY FOR OPTION 

- ... 48 SALE OPTION BACK -

_ 49 EARNEST MONEY OPTION 

- SO LEASE WITH OPT ION 

-

-
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■ P-14 The detriments, of course, are that you have to be a manager of your 
units and make sure they are taken care of. You also do not get the benefits of 
a tax shelter or equity build-up or the total amount of the appreciation, but 
you do get to pick up long-term appreciation and cash flow. I know of one 
investor who has approximately 30 to 35 of these lease with option to 
purchase houses, and this is his full-time job. He spends all his time 
managing and leasing out his houses and earning the benefits that come 
from the cash flow and long-term appreciation. 

A note to the wise: If properties in your area have not been following a 
pattern of healthy and attractive appreciation in recent times, it does not 
mean that the lease-option technique will not work for you. It simply means 
that you will want to be doubly careful to find properties that can be locked 
into a discounted price. This way, you can make your profit "going in" to the 
transaction and do not need to speculate on future appreciation. In fact, it is 
smart for all of us to structure our lease-option deals in such a way that we 
can win without gambling on property appreciation. In that way, if properties 
do appreciate beyond our expectation, it's all cream! 
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■ R-6

Technique 18: ►

18 

The Three-Way Exchange 

In that case, we are going to try to find a C that B will accept. If we do, C 
will have to want A, or we will have to find a D to complete the circle. You can 
see that some exchanges can get complicated. 

E. THE DONT WANTER REAL ESTATE AGENT

A lot of don't wanters are created out of multiple exchanges when the real 
estate agents involved are forced to take the first leg of the exchange (A) in 
order to complete an exchange that is endangered. Their commissions are 
paid by giving the real estate agents one of the properties in the multiple 
exchange. Obviously, the real estate agents usually don't want the property 
they have just acquired. They would rather have cash or cash flow from 
notes. In this way, it is possible to buy properties from these exchangers with 
nothing down-only paper. This is called "papering" a property. I have 
found several good properties by dealing with exchangers. They understand 
flexible and creative financing and are more prone to accept it. 

F. LEMONADING

One of my very first exchange clients was a couple who had purchased a 
piece of speculative real estate years before. It was more a swindle than an 
investment, and they had experienced little appreciation. What's worse, the 
property had been up for sale for more than a year with no success. They 
came to me wanting to see if there wasn't some way to move the $19,000 
equity in their land into something more attractive. 

I came up with a quick solution by suggesting that they refinance their 
house and add the proceeds of $30,000 to the equity in the land; with $49,000 
equity composed of land and cash, they might have a better chance of 
moving their problem property. 

I made a trip to Phoenix to a real estate exchangers' meeting, and within 
two days I had 20 or 30 offers to trade for the property. I quickly learned that 
when a little cash is involved, people pay attention. Lemon plus sugar makes 
lemonade. Add sugar (cash) to your sour investments (lemons) and see how 
fast they go! 
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■ S-4 14. If possible, attend an exchange meeting to get the feel of how property is
exchanged.

15. Visit three to five banks in your area. Make application for (I) loans and

(2) MasterCard and VISA

16. Establish relationships with the professionals. Sooner or later you're

going to need them.
• Attorneys
• Accountants

• Title companies (U.S.)
• Property rental and management companies
• Appraisers

• Bank and loan officers

• Real estate agents
• Local zoning and planning officials

• A local building contractor

• An inspection service

• A well-known and successful real estate investor

Most initial visits will be free. You'll be surprised how the fear will 

dissipate once you remove the high-powered titles and stick people's names 

and faces in their place. 

17. Find out which rules of thumb your area uses in doing financial
investment analysis. Call on a few properties in the paper or in the MLS
book. Perform your cap rate analysis. Practice, practice, practice!

18. Know what your market is!

19. Obtain some Earnest Money Agreements (in Canada, Interim Agreement

and Offer to Purchase). Make an offer on a property you pass by on the way

to work. Get the feeling for what it is like to be turned down for presenting a
"creative" offer. It won't be the first time-or the last.

20. Remember patience! You must learn to temper the motivation part of this

course with persistence. Relax. All will fall into place in time. For some of
you it will be feast from the very start. For some of you it will be famine. Be

prepared to wait it out if necessary. And don't gorge yourself at feast time

either. If you are buying too many properties, you are not a very good
negotiator.

If you can buy just one property each year, you 're doing fine! 
If you can buy two, that '.s fantastic! 
If you can buy three, you have my admiration as well as the respect of all your 

fellow graduates. 
God Bless You. 

Sincerely, 

Robert G. Allen 
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■ T-6 "Invest in Dallas-that's the spot!" 
My sixth sense warned me I should not. 
A very prudent man am I 
And that is why I never buy. 

How Nassau and how Suffolk grew! 
North Jersey! Staten Island, too! 
When others culled those sprawling farms 
And welcomed deals with open arms ... 
A corner here, ten acres there, 
Compounding values year by year, 

I chose to think and as I thought, 
They bought the deals I should have bought. 
The golden chances I had then 
Are lost and will not come again. 
Today I cannot be enticed 
For everything's so overpriced. 
The deals of yesteryear are dead; 
The market's soft-and so's my head. 

Last night I had a fearful dream 
I know I wakened with a scream: 
Some Indians approached my bed­
For trinkets on the barrelhead 
(In dollar bills worth twenty-four 
And nothing less and nothing more) 
They'd sell Manhattan Isle to me. 
The most I'd go was twenty-three. 
The redmen scowled: "Not on a bet!" 
And sold to Peter Minuit. 

At times a teardrop drowns my eye 
For deals I had, but did not buy; 
And now life's saddest words I pen­
"lj only I'd invested then!" 

You don't steal in slow motion! 
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FORMS AND INVESTOR AIDS 

- Consumer Guide to Mortgage Payments. Financial Publishing Company.

RETAIL $5.95 ACRE PRICE $5.25 

- Creative Real Estate Forms by Robert Steele. RETAIL $25.00 ACRE PRICE $22.50 

- Earnest Money Receipt and Offer to Purchase Form. The Allen Group, Inc. Developed by 

Richard J. Allen. Package of 30 four-part carbonless forms.

RETAIL $10.00 ACRE PRICE $9.00 

-Financial I Calculator. Full-function amortizing calculator. Easy to use.

RETAIL $33.50 ACRE PRICE $30.00 

-Leasehold Document Formsby Robert Steele. RETAIL $25.00 ACRE PRICE $22.50 

- Legal Forms by Wade B. Cook. Sample contracts, forms, and agreements.

RETAIL $22.95 ACRE PRICE $19.00 

-Professional Planner: The Forced-Focus System for Time Management by Wm. Rolf Kerr. 

RETAIL $69.95 ACRE PRICE $59.95 

-Realty Bluebook by Robert De Heer. A daily reference tool for use in every phase of real estate.

-Real Estate Dictionary. Financial Publishing Company.

-Record-Keeping System by Wade B. Cook.

RETAIL $17.00 ACRE PRICE $15.25 

RETAIL $3.95 

RETAIL $19.95 

ACRE PRICE $3.55 

ACRE PRICE $17.00 

- Screening Sellers by Phone by Sam F Hall. Questions designed to glean information necessary

to analyze potential investment property. Includes 50 analysis forms.

RETAIL $5.00 ACRE PRICE $4.50 

-Do-It-Yourself Legal Forms by Stephen Wayner. 

RETAIL $50.00 

- Who's Who in Creative Real Estate by William R. Broadbent.

RETAIL $25.00 

ACRE PRICE $45.00 

ACRE PRICE $22.50 
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