An excellent book. The writing is clear and simple. If truth be told, …
the crux of successful real estate investing is in how you think about
and approach what it is you are trying to achieve. How I Made My 1st
Big Payday is about changing your mindset and making a paradigm
shift to “entrepreneurial” investing, an alternative, and more
profitable, business model.
…a great book for those who are looking to enter into the investing
arena, as well as those who are “stuck” and can’t necessarily pinpoint
why. It’s a roadmap to success as told from someone who has “been
there” and “done that”. After reading it you will feel more confident to
develop a solid business model and truly change your life.
Karen Swinger, MBA
Investor & Wholesaler
Chicago, Illinois
Thank you Phil! Your How I Made My First Big Payday really
hit home. I’m a certified appraiser and broker here in Colorado. I
should be using my skills and acquiring new skills for investment
purposes. Hopefully I can get up to one of your workshops in the next
few months. Never been to Chicago. I hear the pizza is fantastic.
Russell Harrist, R.E. Broker
& Certified Appraiser
Hi Phil,
I just finished reading the book and I think it's just great! It
contains an abundance of information especially for newbies and best
of all a narrative that is clear yet witty.
Lilla Horvath, Investor
New Westminster, B.C.

How I Made My First

BIG PAYDAY
in Real Estate
and How You Can Too!
Philip Elmes

▫ How to (re-) start your business
▫ Make more $$ Buying than Selling
▫ How to raise $$ (when you don’t have any)
▫ Avoid Traps imbedded in the System
▫ Be an Entrepreneurial Investor
▫ How To Put Tax Dollars to work for you
▫ Buy Distressed– It’s the Fast-Track Silver Bullet
▫ Your Action Plan for Fast Track Wealth Building

!
Northbrook, Illinois
www.urbanrehabber.com

Wealth Note to You, the reader––
At this moment we’re in an extraordinary time of change and almost
unprecedented opportunities, opportunities not seen since the days of the
Savings & Loan melt down and the Resolution Trust.
Fortunes were made in that time of change and fortunes will be made
today as we muddle through the aftermath of the sub-prime lending rampage
and real estate “correction”, as they say in the stock market.
We don’t really know when ‘retail sales’ will return to ‘normal’, if we
remember at all what normal was. But we do have choices, choices that will
transform your future if you take action now.
For some real estate ‘practitioners’, brokers and sales associates
accustomed to making their living on commission income, their choice may
have been to go back to the apparent security of the Day Job they left
behind– if that day job still exists at all. Others are adapting to the new
environment, seeking out the many new opportunities that change always
bring.
As investors and real estate developers, we face our own challenges.
Investors wonder when or if the market values will be restored to the
properties they already own; for now many if not most are waiting. Real
estate developers are back at work, but it’s not what it was. What is needed
is a New Paradigm better suited to today.
This book is for those willing to look at Change as Opportunity for
personal and professional growth. Real estate is a marketplace that
always adapts to new realities. Housing is a “commodity” like food
and clothing, that will always be central to human needs. Upscale or
down, everyone “needs a place to live”. Real estate developers,
investors and brokers make this work: We are the “hands on”
facilitators.
There is much you can do, right now, to benefit from this fast
changing environment. Fortunes are made in times of economic dislocation
and change. Wealth is created.

In the chapters that follow we will look at Seven Strategies and Action
Steps you can take right now that will reposition your investing for today
and for your Future. Along the way we will also look at the Pitfalls, the
traps, that await the unwary.
Philip Elmes
The Urban Rehabber Program
Chicago, Illinois
p.s. You will find a Resources Page at the end that lists books and web page links I found useful.
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Disclaimer
The materials in this book are intended for educational purposes, to
enhance your knowledge and understanding of real estate principles and
practices. The book does not provide tax, legal or investment advice to
readers of this text. Nor do Neighborhood Development Partners, Inc., its
principals or employees, the Urban Rehabber Program, or Philip Elmes
individually, represent that they give taxation, legal or investment advice
or carry on the business of doing so. While this book provides accurate
and authoritative information, readers are strongly encouraged to rely
upon their own inquiries and upon advice provided by licensed and
qualified advisors concerning their specific situation or proposals.
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Introduction– A little background
Few of us come into the real estate business “naturally”. I don’t
think there’s a gene for it. There’s a new crop of real estate professionals
coming up trained in masters degree programs devoted to real estate; you
can earn an MBA in real estate. Chicago real estate billionaire Sam Zell
always knew he wanted to do real estate, and he did it well. Interestingly
enough in what’s called “distressed” real estate. We’ll talk more about that.
Many more seem to end up in real estate by default, often working part time
as a sales associate in some retail brokerage firm, “showing the pretty
houses”.
In my own case, I was celebrating my freshly minted college degree
and heading off to graduate school to study history when my Uncle Lee, the
family real estate guy, suggested I consider a career in real estate. I
demurred. (No mean commercial career for me!) Not too many years later,
with a young family and a low paying job as a college admissions counselor,
I joined the legions of others, testing the waters as a part time real estate
salesman. (Uncle Lee was delighted.) Within months, as you might guess, I
was making more money fooling around in real estate part time than I was
working full time for that little college. This was all in Hyde Park, on the
south side of Chicago. And Lord knows 25 years later, somehow, I found
myself back on the South Side. (Just how that happened is a story for
another day.)
Initially, I made a “contingent” commitment to the real estate business
(there’s a real estate word for you). I’m sure this is familiar to many still in
the field after a number of years, particularly those who may have shared my
notion then that “I’m only going to do this for five years. I’ll be able to
either retire or go back to a recreational career in academe.” Well, I didn’t go
back to the Hallowed Halls. But I can say I never quit reading. I didn’t quit
writing. I never quit teaching, and decades later I’m still messing around in

real estate. There’s something to be said for “You can’t teach old dogs new
tricks.”
Never one to follow convention, I did my first real estate syndication
– an investment partnership – within a few months of coming into the
business, and made that a specialty for some years. The reason I was able to
do that was, being a professional student – which one becomes when you
commit yourself to years of graduate school – I read a lot about the business
I was now in. We all understand taking that broker’s exam is like getting
your bachelor’s degree: All it is is a license to start learning about the
business.

Chapter One– ‘Jump Starting’ your
business
Call it a ‘work around’ or thinking outside the box, when business
stalls it’s time to innovate. Are there other ways to work with the
market you already know?

My first listing was a “gift from the boss” to help get my business
underway. The property was a little three-unit commercial building, down in
Hyde Park. The three stores were on 53rd Street, “historic 53rd Street” but
nobody thought about that then. It had just been built, a cinder block
building with a brick facade, the cheapest possible kind of construction. And
the listing was for… I don’t know, $175 thousand, or whatever, but it had
three great leases on it.
So, I thought, ‘I’m going to score on this one! I’m going to get out of
these $25 thousand condos I’d been showing...’ (which are now turning
over for $150-200 thousand).
But you know what? I couldn’t sell my new commercial listing. No
“savvy” investor was going to put money in a commercial property, a retail
property in Hyde Park. (“Bring us one on the North Side!”) I’m sure many
folks, likely in the business in urban and suburban neighborhoods, have to
fight the same battles today, getting retailers or investors to come to
“problematic” locations. But through my reading I learned of a New Thing .
And you may find it incredible. It was a new thing then and so very familiar
now. That was limited partnerships or “syndication”.
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WHAT TO DO WHEN YOUR SALES SLOW
Frustrated by my lack of quick success, I speculated “If I can’t find
some investor with, at that time, perhaps 40 thousand dollars... (There was
no 90% financing or hundred percent. You had to have 20% down, in real
money.) If I couldn’t find an investor with $40, 000, maybe I could find 8
investors with $5 thousand. Since time immemorial, merchants and
investors have pooled money to invest in costly or high risk ventures.
“Smart Money” in Hyde Park, in those days, figured my little commercial
building was both costly and high risk. I was able to tie up the property with
a note. (I certainly didn’t have any money!)
Where did I get this ‘inspiration’? Because I’d been reading Learning
about syndication. “Syndicates” flourished in the late Middle Ages a new
to fund exploration and trading expeditions and, later, to establish thing
colonies. Such partnerships and joint ventures built much of our country and
continue to do so today. Beginning in the 1960s, the Securities and
Exchange Commission (SEC) established rules permitting real estate
developers and promoters to sell to investors “limited partnership interests”,
in fact securities, like stocks or shares in a company, to fund major projects.
One of the first was the syndication of the Empire State Building (think the
Willis Tower of today). Thousands of small investors were enabled to “own”
a piece of the Empire State Building. The offering, in thousand dollar units,
sold out in days, raising the equity required to buy the property. The details
of this path breaking venture were spelled out in the professional journal
Real Estate Review.
I got together with a neighborhood attorney. (I think he went to
school on this subject on my dime.) I promised him five grand but that was
all right. We did a partnership agreement and you know what? I sold 10
partnership units, “just like that,” at $5 thousand a pop. The “extra” $10
thousand was for the legal and other startup costs. Of course these investors
were happy with having a piece of the deal, rather than the whole thing.
7

MAKING MORE $$ BUYING THAN SELLING
When it comes to “structuring” real estate deals, as you Multiple
might guess, I earned the real estate commission for having sold the income
sources
property to the partnership I had formed. I received a payment for
“selling my contract rights” to the partnership. Over the next few years I got
a management fee for looking after the property. And then I got a so called
“subordinated equity position” of 10%, which meant, once all the investors
got their money back upon liquidation, that I would stand in for 10% of the
profit. But until that happened, until I resold the property at a profit, my
10% interest wasn’t worth a dime. When I in fact eventually sold the
property a few years later – because ultimately investors did figure out that
maybe one might invest in commercial property on 53rd street – I collected a
real estate commission again (and my 10% of profits).
IT’S REALLY ABOUT ENTREPRENEURSHIP
Over the next several years, the next 5 or ten years, I followed that
model in most of my early rehabs, my early condo conversions... They were
all limited partnerships. (I never did find that high rolling investor who was
going to put fifty grand in my hands to invest on his behalf.) Today Limited
Liability Corporations (LLCs) are used in much the same way: to raise
money from the public.
The message in all of this? If you take entrepreneurial leadership in a
situation, if you’ve got the fortitude and belief in the project, and you put
your earnest money down to get the Contract Rights, then you have
something to sell to an investor.
If you simply find a piece of property – and this strategy is as good
today as it was 30 years ago – you find a piece of property you think is
going to be a great deal for some reason. You believe the property is a good
investment, a possible condominium conversion, a piece of vacant land that
you’re convinced some fast food franchise would just love to have. And
8

having found it, you seek out that “deep pockets” investor and lay it all out
about what a terrific deal it is. That investor has two choices. What do you
think they might be? Number 1, if you’re lucky, they merely take a giant
bite out of your deal because, friend, you’ve got a great idea... (but no
money, no control). Or (#2) they simply go around you and buy it
themselves. You know the line. Show ‘em the property, explain the merits,
and their question to you is, “If you think it’s such a great deal, why don’t
you buy it yourself?” With luck, maybe you get a commission; the investor
gets the profits.
AN ALTERNATIVE BUSINESS MODEL
There is another scenario, call it an alternative business model,
where you are no longer working for the sales commission and become an
entrepreneur– You’re going to ‘buy it yourself’. When we
More than
have this entrepreneurial business model in mind we view just
commissions
the marketplace differently, as actors (some like to say
Players) not merely as agents for others. When we
understand the mechanics of the industry, if we have schooled ourselves in
the use of Tools and Techniques such as the use of limited partnerships and
LLCs, then we are in position to act.
It’s all about using your available resources, your money. To plunk
down the Earnest Money, recognizing that if the deal doesn’t fall in place,
that maybe your money is gone– That’s your entrepreneurial move. And
that is putting your money where your mouth is. But, putting that money
down, securing the Contract Rights to the property, is also giving you
absolute control of that transaction, in a sense the asset itself, for a period of
time. And at that point only do you sit down with one or more investors...
TIP– I still counsel against working with a single investor. I don’t
want anybody having that much leverage or control over my life. I
will assemble a group. That way, no single person has so much
money in the deal that they can yank my chain whichever direction
9

they care to, right or wrong. That business model, assembling a
group of investors, is still the operative model and applies even to
the little niche market that we’ll talk about shortly.
!

Lack of ready cash does not necessarily deny you the opportunity to
be a player. Not if you have schooled yourself in the protocols of
raising money from the public. Investing time and energy learning
about partnerships and syndication is modest in comparison with the
rewards available to successful entrepreneurs.
Your investors are interested in the fact you took initiative; that you
control the deal. Why you did that is revealed in the quality of the
proposition, the benefits available to them if they choose to
participate. It’s your knowledge of the marketplace that intrigues and
reassures them, not your liquidity or FICO score.
Make your proposition unique. There’s nothing more unique than a
new and highly profitable niche the investor otherwise has little access
to. For years my favorite niche has been Distressed Real Estate.
!

Distressed real estate is an industry niche market in its own right. It’s
a piece of the business I came to late. Not “too” late, because it’s bigger
today than when I turned my hand to it over 30 years ago. Are you presently
involved in, or moving in the direction of, or actually taking those seminars
about “doing foreclosures”, short sales and all the rest? And maybe even
buying those lists, subscribing to those wonderful lists and getting those
reams of paper over the internet? Well, welcome to My World... At least up
to a point.
There’s a whole new generation of seminars being floated today that
purport to disclose the nuances, the specialized methods used to reap the
rewards(!) of the Short Sale. This is promoted to real estate professionals as
10

a strategy for securing discounted, reduced price (mostly residential)
properties for the benefit of bargain hunting home buyers or investors.
I don’t fault the propriety or motivation of those pursuing short sales.
Or those figuring out how to negotiate with REO bank-owned sellers. What I
don’t understand is why one goes into this specialized market – with the
extra skills and work it entails – merely for the compensation to be realized
as the broker. All this work and expertise for a few thousand dollar
commission?
My hat’s off to those learning this new marketplace. It’s real and this
market will be with us for awhile. But to pursue pre-foreclosures and short
sales as a band aid of choice for one’s flagging brokerage business is to miss
an extraordinary entrepreneurial opportunity.
Have you brokered (sold) a property for an investor or Quit passing
all the profits
dealer? You may have been focussed mostly on your
to your
commission check, and properly so. But recall who walked clients!
away with the Serious Money? Most likely it was the seller.
On which side of the table would you prefer to be sitting? Seller or broker?
Just how do you “switch sides” and move the to the Money Side?
If there’s an underlying message it is this: There are amazing
opportunities out there today due to the extraordinary rise in foreclosures in
every market. Foreclosures are, by definition, distressed real estate. Taken
collectively, for our purposes, foreclosures are a niche market.
Building Wealth on The Fast Track. In any market distressed real estate
presents opportunity for investors and dealers. Those who school
themselves in what’s required to respond to the opportunity will prosper.
Key to capitalizing on the situation is entrepreneurial intervention. Pick
your market segment, perhaps single family residential because of the easy
entry and low risk, and take action. In fact any market segment, including
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commercial, will do. If you have the capital to pursue the higher
priced properties.
Taking positive action is the intervention; buying and fixing is
the intervention. Left alone, that distressed property will
languish and perhaps deteriorate further. Unlike the investor’s incremental
increase in value over time, restoration of value to a distressed piece of
property results in an immediate increase in value. It’s what we call
“building wealth on the Fast Track”.

Action Steps
▫ Google “Entrepreneur” & “Entrepreneurism
▫ Scan your local Multiple Listing Service (MLS) for six
(6) projects “too big” for you, but nevertheless
“interesting” (look for apartment buildings, smaller strip
shopping centers or commercial buildings)
▫ Answer the question: “Why are these deals interesting?”
(See Appendix __ for worksheet.)
▫ Put together a list of self-declared or potential Investors
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Chapter Two– ABOUT THE PHOENIX1
–A way to ‘rise from the ashes’?
Some years ago I found my self at loose ends, casting about for something
else to do. I had just attempted the “deal of my career”. After 2 or 3 years
into the mission– essentially, the project was successful but it sank me, and I
needed another Opportunity.
And trust me, if you’re in the business long enough... Unless you’re
very conservative and so “risk adverse” that you never invest in anything, I
guarantee you will have opportunity to make more than one real fortune
along the way. Generally, they don’t pile up cumulatively. Just as often it
means one fortune went out the back door, or down the... You know what I
mean. You get to dust yourself off and do it again. Like the legendary
phoenix, we rise again from the ashes of our descent.
But we do get smarter. And the Come Back Trail, with Dealing–
expertise not smoke and mirrors, not flash, not dash but with A fast track
to Big Pay
expertise, you’re back on the hustings. In months, not years.
Days
And in my case stripped of capital, stripped of resources. I
found this little market and I wasn’t alone. A lot of folks were into it. In the
industry it’s called dealing in distressed properties; let’s call ’em “boardups”.
!

In any market distressed real estate is by definition acquired at a
discount. The abandoned or functionally obsolete property is ignored or

1 A phoenix

is a mythical bird with a tail of beautiful gold and red plumage (or purple and blue, by some
sources). It has a 1,000 year life-cycle, and near the end the phoenix builds itself a nest of cinnamon twigs
that it then ignites; both nest and bird burn fiercely and are reduced to ashes, from which a new, young
phoenix or phoenix egg arises. -Wikipedia
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denigrated by conventional investors; often they simply don’t want to be
bothered by the effort required to “fix” the problems.
The entrepreneur sees an alternative use or strategy to restore or add
value. Successfully executed that intervention immediately enhances
value. Dealing in distressed real estate is a Fast Track to real estate
wealth.
!

WHY LOOK AT ‘DISTRESSED PROPERTY’?
I spent the next year or so after my Fall from Grace, making every
mistake I could possibly make, “cutting my teeth” in this market. Why was it
so hard? Because all the rules that I’d learned, all the properties I’d done, the
loft buildings I’d redeveloped as condos, the 6 and 12 flats I’d done years
ago in Hyde Park, just didn’t seem to apply to these little neighborhood
board-ups.
I had new lessons to learn. Lessons in many ways peculiar to the
market that I now chose to go into, which is the one that today I absolutely
and enthusiastically endorse. The marketplace is the Inner City, ‘though it
can be done anywhere, and the product is Affordable Housing. (Google it,
“affordable housing” is a national issue.)
NEW GAME: NEW RULES...
There were (and remain) “cultural” aspects to working There’s a
‘street
in this market that need to be learned. There are behavioral
culture’ to
peculiarities also that I was absolutely unprepared for, a “street be learned
culture” I didn’t understand. What I found was that, with due
diligence and doing my homework (and paying my dues), I had to go back to
basics. And take all the rules and techniques I’d learned in my years of real
estate development, brokerage and marketing, and apply them in new ways
to this market.
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I also discovered that approached as a true Business Opportunity, not
as a lark or a chance to “pick up a little extra cash” when you’re down on
your luck, one can make an extraordinary amount of money, starting with
very little capital and manageable risk. Buying and fixing distressed single
family homes, once you understand the market, lends itself to almost
“cookie cutter” production methods. And when combined with aggressive
but conventional acquisition and financing techniques, professionalism is
rewarded. It is those who fail to prepare or, worse, avoid the obligation to
“do right” that compromise or spoil the opportunity.
Benefits to dealing in distressed housing–
· Very little capital involved; manageable risk
· Once learned, lends itself to “cookie cutter” methods
· Professionalism is rewarded
Folks involved in the Urban Rehabber Program2 will tell you. With
remarkably limited preparation of the right sort, it is possible to successfully
get involved in rehab. One reason to do that is if you’re an investor, intent on
building wealth. Another is the desire to have a Business of your own, to
work for Yourself.
WHO, WHAT IS AN INVESTOR?
When I talk with investor groups and if you ask, most
It’s
investors
folks there identify themselves as “investors”. I often pause to
who win in
discuss this. Because I’m really talking about investors in the
the end
traditional sense. I believe the true investor is essentially
someone who is manipulating income streams, watching discounted cash
flows and “ROI” (Return on Investment), and building wealth very long
term. This is an absolutely commendable way – very likely the only reliable

2

For more on the Urban Rehabber Program see “Resources”, page __.
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way – to build wealth over time. Buying with the intention to sell as soon as
possible is not investing, it’s dealing or speculating.
Curiously, this point of view is seldom promoted on the seminar
circuit. I ran some numbers not too long ago for a workshop I teach, that
suggest in a real estate market that is appreciating at an annual rate of merely
3 percent, one’s equity, or capital, will multiply nearly ten times (pre tax) in
a decade. (That 3% is the historical norm for real estate, ignoring boom or
“bubble” phenomena.) That said, 3% is seldom enough to inflame the
interest of prospective seminar attendees; they are more attracted to the getrich-quick promises of the promoters.
Take a look at an industry newsletter. You’ll see that the markets I’m
describing, found within the inner city, were going up 8, 10, 12% and more,
annualized, prior to our present doldrums. It is extraordinary. Yes, that’s
ahead of the 3% “historical norm”. That’s what happens when you take into
account changes in lifestyle, employment opportunities, transportation
patterns, and even gentrification. Urban areas can be very dynamic.
You will find increasing values happening today – even in our media
defined “sluggish market” – in Chicago’s Lincoln Park or the “Gold Coast”,
Old Irving Park, Kenwood-Oakland and Bronzeville, to name only a few
neighborhoods. Perhaps you have considered dipping into such booming
neighborhoods, and the price of admission is merely fifty to a hundred
thousand dollars. Say you have that kind of money to work with, then
consider this––
There is an alternative to this “high priced spread”, to putting serious
cash (or, worse, credit) into a property in a rapidly appreciating market and
gambling that the market will continue to boom. The goal in this scenario is
a quick and profitable resale after six months or a year. Better be quick,
because that pricey property will never “work” as a rental!
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TIP– Instead, I suggest that you consider investing a fraction of the “risk
capital” that you might otherwise invest in go-go markets. $10 or $15
thousand will put you into a single family “affordable” rental home worth
$140 thousand in today’s Chicago market. And at the end of the day, with
refinancing, that $10 or $15 thousand will be back in your Working
Capital account. Your rental property will “cash flow”, the rents covering
debt service and operating expenses with cash left over. The return on
investment (ROI) will be terrific. Why? You have no cash in the deal. It’s
all sweat equity and “entrepreneurial reward”.

HOW THE NUMBERS WORK
The reason the situation is extraordinary is simple if you
understand real estate and cash flows (which few really do).
Understanding real estate dealing and investing in finance terms, is all
about yield and leverage, summarized in terms of “return on your
money” (ROI). That’s what it’s about. If you earn $10 thousand on a
$100 thousand investment, that’s a 10% yield. If you “leverage” that
investment by putting up only $10 thousand (your “equity” in a real
estate purchase) and borrow the rest, and the investment increases $10
thousand in value, you’ve doubled your equity, for a cash on cash ROI
“yield” of 100%.
Is there a “guru model” that will make these 100% ROI deals happen
for you? If so, I haven’t found it.3 There’s apparently too little romance in
the conventionally financed deal. Much of what they preach is “no money
down” avenues to real estate wealth. So called “Insider Strategies” like
Seller Financing undergird their business models.
Well, these strategies work OK; any experienced practitioner can tell
you how to do it when the (rare) occasion arises. (It’s really all about selling
on Articles of Agreement, or the Contract Sale.) But this is not a sustainable

3

Check out John T. Reed’s web site. He’s got a lot to Say about these erstwhile gurus.
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business model. At some point, the investor has to step up prepared to do the
conventional deal, with real money and real credit. And then do it again, and
again. That’s how you build wealth.
WHAT ABOUT THE ‘NO-MONEY-DOWN’ DEAL?
Several years ago I wrote an article for StreetWise newspaper. At that
time the Chicago based not-for-profit sponsoring the newspaper was taking a
real interest in affordable housing issues. Interestingly, the publication is
targeted to an upwardly mobile, socially conscious urban readership. I’d
been writing for them for some time. In my writing I took that opportunity
to attack many of the lending and marketing practices which are catching up
with us today. One article dealt with no-money-down approaches to buying
investment real estate popularized since the 1970s by more than one real
estate guru.
!
There are many traps awaiting the uninitiated. Chief among them
are the no-money-down schemes widely promoted and practiced, and
the industry-wide consequences of “flipping” and the non-seasoned
deal.
!
Ever creative, many real estate practitioners in time developed
variants of the no-money-down deal to entice newcomers into real estate
investing. Hardly investors, these hapless souls were attracted to the market
by the idea one could get rich in real estate with little more than a strong
FICO score and no money down! The availability of aggressively marketed
and poorly underwritten sub-prime mortgages only served to grease the rails
of this new “creative investing” opportunity. Finally: the Icing on the Cake–
If you were really smart, it was said, there were ways to not only put no
money down, with Seller financing, but a “savvy” buyer could actually walk
out the door with more money than he or she arrived with.
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That’s how easy it was to do, it was claimed. And there’s Gaming
the
every reason to believe the specific techniques may have
System
changed, but the scam is still widely pursued. You get the
money… You, as a ‘newbie investor’ get the seller to pay your closing
costs. In fact, lenders will accept that. The Seller can certainly contribute to
the buyer’s closing costs. Lenders and, more importantly, Fannie Mae, even
FHA, accept such seller ‘contributions’ up to 3% of the value of the deal.
From the seller – legitimately. Using “gift” programs such as Nehemiah or
AmeriDream, or any number of government-sponsored home buyer
assistance programs, sellers can contribute even more to buyer costs.
But where Lenders have a problem is when your appraisal is punched
up to perhaps more than the true market value. And the lender has agreed to
90% investor financing, or 80% plus a 10% second, with no private
mortgage insurance (PMI). And then, once the closing happens, out in the
hallway afterwards the seller ponies up a check for ten percent of the
purchase price, payable to the purchaser. The broker assures you, “It’s all
right. It’s how we do these deals. It’s how the ‘no money down deal’ is
done...”
Well, that’s not a simple matter for the new lender. For that lender, the
buyer (and maybe his brokers) just committed bank fraud. And, you know,
that’s a felony. And anybody at that closing table who knows about it is
collaborating and colluding in the fraud. Question: “You really want me to
sell you the house under those terms?
If it was the only house I was ever going to sell in this decade of my
life, and I really must unload it, maybe. But for those of us having a long
term commitment to real estate investment and ownership, a pattern of
unethical and sometimes illegal business practices can catch up with you.

19

WELL THEN, HOW ‘BOUT FLIPPING?
On the other hand, maybe you’d like to do what I do, which some
folks call “flipping”. I’ve always loved buying and reselling for profit. No
matter how they choose to glamorize “flipping”, buying real estate for quick
profit is real estate dealing... Maybe you bought a book on the subject. Or
attended that seminar about ‘flipping’ real estate.
I hate that term. I’m a dealer. If I invest in a piece of property and,
because of my skill and great timing, turn around and sell it two weeks later
for $10 or $15 thousand dollars more than I bought it for, and nobody’s
getting ripped anywhere up or down the food chain, that’s a legitimate role
in the real estate marketplace. This has always been a legitimate role in the
market place.
And guess what? The IRS loves me because as a dealer I
The IRS
pay ordinary income tax on the profits in everything I buy and sell will love
you too!
as a real estate dealer. Of course – and I’ve been told this – some
folks figure, “Oh no, if you’re careful, you can pay your taxes at Capital
Gains rates, or less than half what’s figured on ordinary income.” No, you
can’t. Not if you’re honest, if you report your income honestly. If you’re
buying and selling routinely, and holding the property less than a year, as far
as the IRS is concerned, you’re a Dealer and you will be taxed at ordinary
income tax rates.
The whole concept of flipping is very destructive. Those who
participate in some of these ‘smoke and mirrors’, no-money-down, cashback-at-closing variations on the theme, dance on the edge of illegality.
You’ve got to be in my business. Let’s say, in the course of doing these
“flipping” deals I have one that I’ve sold go south because of foreclosure;
and somebody pokes around in the transaction and investigates what
happened. Say they find repeated instances of suspect transactions three
years from now. In today’s climate, they’ll say, “Let’s take a look at this
guy.” They can find me. They can find every transaction I’ve done in the
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last five years. They can find a pattern of behavior of such “structured
deals”. I will get a lovely 3 to 5 year ‘holiday’ in some rural resort that I
believe is sort of a “gated community” up in Northern Wisconsin. And so
will sellers who routinely do such deals.
This is not an esoteric issue. I said there are “cultural” attitudes and
practices to be alert for and overcome. When someone defends their
proposal to you with the claim that “everybody” does these “structured”
deals, walk the other way. That’s a culture of Gaming the System. Trust me,
there are legitimate ways to accomplish the deal; and, yes, it is still possible
to provide assistance to your buyers that may even provide, at your expense,
the no-money-down deal. Learn about such home buyer assistance programs
and add them to your marketing mix.
These implications are not generally understood. The
Don’t
strategy is called flipping by those who want to sell you a book. glamorize
‘flipping’
Well, I can help you with this: I’ll sell you a book. Only my
book will be called “Real Estate Dealing”. (In fact I teach a workshop by
that name.) The book will tell you how to do it right. You buy carefully, you
buy astutely. You resell. It’s not flipping! (Nor is it Rocket Science.) Let’s
be clear. We’re sensitive about flipping because we actively improve
property. There are no hidden or ‘latent’ defects passed to the unsuspecting.
We enhance the communities we serve.
AN OPPORTUNITY THAT BUILDS ON WHAT YOU KNOW
Like the legendary phoenix we all have the opportunity to “rise from
the ashes”. Whether the ashes are those of adverse business conditions, job
loss or personal crisis, within each calamity lies the seed of our recovery.
But it is up to each of us alone to cultivate and grow that seed.
The most efficient approach to this latent opportunity is to build on
what we already know. For those with a background or serious interest in
real estate the present market presents unprecedented opportunity for
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personal recovery and wealth building. To accomplish this we must look at
the market with fresh eyes.
Extraordinary success in business is always achieved by those who
identify and develop overlooked or underserved market niches. This is how
FedEx came to rival the U.S. Postal Service and, for a while, nearly
overpower UPS in providing faster, more efficient delivery services. And
how Volkswagen and the Japanese carved a huge chunk out of the American
automotive market. Volkswagen and Toyota recognized a niche demand for
small, fuel efficient cars, and mobilized to serve that market.
This is our opportunity today. While real estate agents across the
country await the “return of the market”, a handful of entrepreneurial
investors and dealers are mobilizing and buying. And the niche opportunity
they are exploiting is distressed housing. Both the players and the agents
who serve them will prosper.
Having learned the protocols peculiar to this market, one may
participate at many levels. Those with strong marketing skills learned from
their “earlier life” may choose to buy, as dealers, for immediate resale to
others, perhaps investors or rehabbers. Here we say these dealers are
functioning as “wholesalers”.
Anyone with a bit of cash and reasonable credit has the opportunity to
buy at today’s depressed prices as an investor, and wait out the return of the
market as a landlord. With carefully management of refinancing
opportunities, there is the possibility of “recycling” one’s working capital
from one deal to the next (what I call “rolling your equity”), building a
portfolio of rental properties. Absent the cash or credit, there’s always the
prospect of syndication, working with the resources of passive investors.
But in each of these initiatives, success will best be realized by taking
the High Road. There’s no need to play the Smoke & Mirrors games still
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being promoted today. All the tools are available, or can be learned, to
initiate and grow a sustainable investment or business enterprise.
Action Steps
▫ Think about your Present Business. Are you where you want or
need to be? What’s your Dream?
▫ Goals: Do you want to be an Agent for Others? Or the Principal,
central to doing the deal? (Or both? That’s OK.)
▫ Do your Balance Sheet. List your Assets, both personal and
financial. Do a Personal Financial Statement (know where your
are). [ See Appendix for form. ]
▫ Make a list of the professionals, architects, lawyers, accountants,
and investors, who you may come to call upon as members of Your
Team.
▫ At least in a preliminary way, identify a geographic area or
neighborhood where you feel opportunities will be found. Realtors
may refer to this area as their “farm”. We’ll call it your “target
area”.
▫ Make a list of the apparently distressed properties within your
target area.
▫
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Chapter 3– WHAT IS An
ENTREPRENEURIAL INVESTOR?
The life of the dealer appears more lively and in many ways it is.
Compared to the Investor who acquires properties for long term wealth
building, real estate dealing is certainly more active, more dynamic. For
starters, the dealer’s activity is more entrepreneurial. Investors generally
don’t care to take risks; they want predictability, not surprises. Investors
think long term. Dealers are “out there” on the front lines, taking risks,
buying and selling for immediate profits.
I sometimes promote my workshop on real estate dealing as “Buying
& Selling Real Estate for Fun & Profit”. The workshop describes the
business opportunity and who’s involved; how a skilled dealer evaluates the
deal; and, importantly, just how to document the whole process. Sure, I even
describe the presentation as “The Art of the Real Estate Flip”. (OK, I guess I
caved on that one.) The dealing workshop attracts those interested in
maximizing short term income. Their prospective customers, or “clients”, are
generally investors.
Have the
The greater opportunity is to combine the benefits of long
Best of
term investment with the short term entrepreneurial rewards
both
enjoyed by the dealer. The dealer should be looking at the properties worlds
that pass through his or her hands as potential investments. And the
investor should appreciate the immediate benefit to be derived by engaging
the market as a dealer and making the improvements necessary for that
initial “bump” in value one enjoys by finding and fixing the property on his
own account. There’s a great opportunity for ‘cherry picking’ the best
properties for one’s own long term investment. And of course, when you
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refinance and keep a property there are no immediate tax consequence. What
does this really involve?
REHABBING... A Trap for the Unwary?
Whether you are doing this on your own account or for resale– The
skilled rehabber will complete his rehab in 3 to 4 weeks. I’m really
describing the typical single family or 2-flat home. In the seminar that I
teach, and in our workshops, we explain that procedure, that approach to the
business – The 21-day Rehab. And that’s a very important protocol, which
we documented in a DVD by that name (See “Resources” for more
information).
In the Urban Rehabber Program we often hear the war stories. I get
them all the time at our round tables, about how the newcomer’s first project
took 8 months and that it was a nightmare. There’s always more. How they
did everything their “experts” (their contractors) told them to do. How the
job dragged on, and how they had to step in and do the work themselves
because, before it was half done, all the money was gone and all the
contractors left... And why now they still own the house as a rental because
the appraisal came in for less than what they had invested in the property. If
they hold it long enough, they’ll get their money out, but it’ll take a while.
“Chastened but undaunted” they come to us to figure out how to do it right.
ALL ABOUT TIMING AND EXPERTISE
The protocol is all about timing and expertise. If you know what
you’re doing, you buy that piece of property (at the right price, because you
know what that is). The day after you close your demolition crew weighs in.
And then, three days after that, your plumbers move in with their rough
plumbing, and a day and a half later, as the plumbers are finishing up, the
electricians arrive and start piping. You plan that, and you schedule it in such
a way that the hard part of that job – you might call it the “rough
construction” phase – takes days, not weeks.
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This is important. Your first week on the job is your period of greatest
vulnerability to loss of control over the job, to running over budget, and to
vandalism or theft. Don’t kid yourself: You will get your project ripped off
in the suburbs just as fast as you may get ripped off down in the
neighborhoods if you leave tools and building materials unattended. That’s
the period of vulnerability. Anywhere.
You’ve got every reason in the world to move quickly. Your sole
mission in life at that moment is to get in there and move through the
process efficiently. There are people in the program– I think the current
record holder is doing this routinely in three weeks, with an end loan already
in position to refinance a property he’s keeping. In that 3 weeks, he’s
making the capital improvements necessary. (I like to call it “fixing what’s
broke”.) The new appraisal is done and a clean loan closing on the schedule.
Out of the closing the “hard money” interim lender is paid off (we’ll talk
more about hard money lenders). The investor’s working capital is back in
the bank and maybe there’s even a little “walking around money” as boot (to
use an old real estate term).
The goal–
Is this guy, our ‘current record holder’, typical? Maybe
not. But from where I stand as a mentor, he’s my hero. I will say The 21-day
Rehab
5 to 6 weeks is not uncommon, even for newbies. The Goal to be
achieved is 21 days. The reason we accomplish this is that as
dealers and investors involved in this micro market, we are perhaps a bit
more proactive.

I think in my bones, since I was a kid... I’m the guy that would go to
the garage sales and used book stores. I go to garage sales looking for old
books and tools. (I’m told there are those who go to garage sales, actually
looking for some sort of china figurines! Too much of Antiques Roadshow
I’d guess.). I want to buy wholesale, same as when I shop for furniture or
appliances for my home.
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When it comes to real estate, I buy the “distressed” property, probably
a bank foreclosure; that’s wholesale. I want to buy my building trades
wholesale, so I’m going to be active enough in the whole process that there
is no 50% over ride paid a general contractor or, as a practical matter, any
general contractor on my job at all. Because that “over ride” is by and large
the income I’m going to make as earnings on the project (not profit).
Once in a while a rehabber will share with me that he made Where’s
the
a profit of $25, 000 on a deal. And I’ll say, “Stop! You say
Profit?
you’re making a profit of $25,000? The reality is you likely
earned $15 thousand. That was Sweat Equity and more, my friend– You
were there. You tended and coddled that project. You controlled your costs.
You managed well. But don’t kid yourself that was all profit. The $15
thousand you would have paid a general contractor– instead you chose to
assume that role, managing the job yourself.” So that first $15 thousand was
earned; you put in the time, you get the dime.
“The nice thing about it is you get to keep the property– that’s your
profit. This was your entrepreneurial profit. And your Financial Statement
enjoyed a nice bump up, in the right direction.” The increased value of the
asset has been validated by the appraiser and the bank that made you your
end loan. No “smoke and mirrors” here.
WHAT ABOUT TAXES? (Tax Benefits)
Eventually we do get taxed on this income. If you’d sold, or “flipped”
the house immediately – the goal of those so enamored with “flipping” –
whatever profit you made is taxable as Ordinary Income, just like you’re
earning now. But not in this case. Here we’re talking about being taxed on
your “gain” whenever you sell, a year or more after you buy the property.
And that’s a good thing. Today capital gains taxes are “capped” at 15 20
percent as opposed to the 35, 40% or more, you might be paying otherwise.
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!
Any income taxes that can be deferred legitimately and, even better,
converted to a lower tax rate contributes to Working Capital. Call it a
‘gift from the government’, in support of your entrepreneurial efforts.
!
By postponing the pleasures of immediate income you’re Save (&
actually building added wealth in a more subtle way– by reducing invest!)
your
the taxes you will pay. Any tax dollars you’re not obliged to pay Tax
Dollars
now are, at least for the time being, added to your Working
Capital. Converting immediate or short term earnings realized by running
your own job to capital gains income taxable only when eventually you do
sell, is a good thing. The remainder of that margin, the restored value of the
property itself, is the reason we’re in the business, whether we hire a
contractor or run the job ourselves. That’s profit in the true sense of the
word. It is your reward for your entrepreneurial intervention in salvaging the
distressed property. And when in time you do sell that added income will be
taxed at the lower capital gains rates.

HOW TO BUY ‘DISTRESSED’? (& WHAT TO LOOK FOR)
I’m not talking about buying a pretty little house in the suburbs and
then slapping on a coat of paint and cleaning the carpeting. Realtors call
these “handy man specials” and the numbers don’t work for us. Have you
read Kevin Myers’ book, Buy It, Fix It, Sell It– Profit? Sensational book.
Check out his Ugly Fixer Upper. We buy “ugly fixer uppers”.
If you read Myers’ description of this ugly fixer upper, just About
the Ugly
maybe you’re going to love this. Just for starters, he writes, the
Fixeryard’s overgrown. The house looks dingy, the storm door is gone, Upper
as are the screens. Shingles are falling off. Once inside the door,
the house smells bad. You check out the toilet; it’s rocking back and forth
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because the floor underneath is shot. How ‘bout the furnace? Nope, it’s
gone...
That’s the kind of project that gets me all excited. Why? Because you
– if you’re new to the business–go in there and take a look and figure “this
ought to be demolished”. And you go away. The conditions that turned you
away give me an entrepreneurial opportunity to get a great price and,
because of the skills I have learned, we can also fix that place fast and at
wholesale cost. That’s what Myers is talking about. In spite of the title of
his book, it’s not all profit. It’s largely compensation for expertise, and the
entrepreneurial reward is for your intervention, your willingness to
undertake the task. (If you know what you’re doing, it’s not necessarily that
risky.)
Is there a secret to finding the house? Not in today’s market. Don’t
wait around for the classic case of the estranged couple where the wife really
wants to “stick it to the Old Man” and sells it to you for $2500. No, there’s
nothing like that. That’s close to the urban legend about how you got a
Mercedes. That’s right, for fifty dollars. I haven’t had that opportunity.
Most folks don’t.
But you might have the opportunity of estate sales, where kids (young
adults really) approach you on the street and and say to you, “We just got
Mom’s house and let me tell you, we don’t know what to do with it.” Well,
that might be interesting. Because the problem is they need some cash real
fast because they’ve got this “habit” they’re supporting. And $25 thousand
sounds like a great deal of money to them. If the deal gets done; it’s never
that easy. And don’t count on the money you give the kids lasting them very
long (for most it’s like winning the Lotto).
While I’ve heard of so-called “bird dogs”, who hang out around the
neighborhood looking for unconventional opportunities to take to their
investors, I’ve never really consummated such a windfall deal. Same for the
probate deals we hear about; maybe if you’re tight with lawyers who
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specialize in probate, but you have to wonder about the ethics of such a
relationship. And, in today’s market, why work that hard?
KNOWING THE MARKET
We don’t need the “street smart” Carleton Sheets look-alike
strategies. We learn the formulas. We work to understand the marketplace,
work with the marketplace and its peculiar protocols. We learn the players
and the institutions that support them.
When I started in this niche market ten years ago, there were only a
handful of real estate brokers who more or less controlled the “real estate
owned” (REO) inventory. The acronym refers to properties that have been
taken back from defaulted property owners through foreclosure. Today, it
seems everyone is in on the REO act. So the properties aren’t hard to find.
Scan the multiple listing services (MLS); look for “corporate” or “bank
owned” listings. These are REOs, and there are lots to look at, at least for
now.
It’s always safest starting out to look for the all-American home: the 3
bedroom, 1 or 1 1/2 bath home (frame or brick, depending on the
neighborhood). A full basement is good, again depending on neighborhood
norms. 2-car garage? That’s a plus. But, in general, what you’re looking for
is the “worst house on the street” which, when fixed up, will complement its
neighbors once again.
WHO’S GOING TO LEND YOU THE MONEY?
What is
Even today, finding lenders willing to work with boarded
a ‘hard
up foreclosures, often in great disrepair, takes an understanding of money
the business. In the Chicago area market there are only a handful lender’?
of so called “hard money” lenders who are in the business. In
recent years regional, and perhaps national, internet-based lenders have
come into the market.
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To be sure, this is premium priced borrowing. But consider their
collateral. The property may not even be habitable. It doesn’t take long for a
vacant property to be stripped of anything of even negligible value. The
furnace and hot water heater are first to go; then any copper piping, in the
basement and in the walls up through the house. Electrical panels and the
(copper) wiring itself. Windows, doors, the list goes on. In this condition of
disrepair, the property is likely in Building Court, with outstanding code
violations and maybe even a demolition order pending.
Few conventional lenders will loan on this kind of asset; they always
worry what they’d do with it in the event they’re obliged to foreclose. Hard
money lenders will loan you that money. Don’t be surprised at an
annualized 13, 14, or 15 percent interest rates. And they’ll generally charge
3-5 points or more to do the deal. I’ve had people walk away, outraged at
these terms.
Five points? Not a bad deal when you think about it. You’re only
borrowing 50 thousand dollars. That’s $2500 in points. They’re going to
charge 14 percent interest, annualized for six months. Any conventional
construction lender is going to charge you 9%. So, it’s simply a premium
charged to do the deal.
Points pay for the underwriting, documentation, and perhaps
commissions to loan originators or brokers. Any mortgage banker will tell
you: It’s just as much work to write up a $50 thousand deal as a $250
thousand deal, or a $million deal. Conventional home lenders won’t charge
that much in points; that’s because they figure they’ll profit in the long run.
(And that’s what prepayment penalties are all about: reimbursement of the
lender’s expenses for loans paid off before they have a chance to recoup at
least some of their costs.)
So, at the end of the day, maybe that hard money loan is
going to cost you about $3,000 or $3500. Say, you’ve just told
me there’s $25 thousand “at the back end” to be made on this

Your goal?
A $Million
credit line!
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deal. And I hope you’re right. (I don’t do a deal if I can’t see at least $25
thousand when all’s said and done.) The relatively high interest and loan
fees are a “Cost of Doing Business” in this unique, dynamic and highly
profitable marketplace. And, as you get more experienced, and stronger
financially, there will be opportunities to secure bank credit lines that free
you from short term hard money lending. Many of our more successful
program members within a year have $1 million credit lines that allow them
to buy (and rehab) “for cash”, on short notice as opportunities arise, without
extraordinary underwriting fees and at much lower interest.
We learn to work effectively and strategically with these resources.
We find the best lenders and mortgage brokers we can. Particularly, if we’re
reselling. Because lenders must understand and appreciate that, if we are
any good in what we do, we’re buying and selling or refinancing within
weeks, not months, or even a year.
If you’re in the real estate business you know where I’m going with
this. Would you say this is not a problem? Have you been told “quick sales”
or refinancings are easy to do? Well, it’s simply not true. For years, many if
not most mortgage lenders have had issues with “seasoning”.
WHY ARE ‘SEASONING’ ISSUES SO IMPORTANT?
What is the seasoning issue? You run into this when
The Achilles
you as the seller have only held a piece of property for a short Heel of the
business
time, say a month or two. And you have a buyer “ready,
willing and able” to buy the home and in need of a first mortgage. The preapproval goes just fine, and subsequently you’re told “they’re approved for
the property subject only to the appraisal.” And the appraisal comes in right
where everyone wants it to be. Off to “underwriting” and the all-important
“clear to close”. (You’re already making plans for those sales proceeds.)
Then, just when you’re expecting to hear a closing date set, the broker
calls to tell you the loan was turned down. Why? “Oh, the borrower’s OK.
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It’s the house... You haven’t owned it long enough.” Understand what’s
happening here. The lender is simply saying that as a function of time, that
you cannot have taken a $40 thousand property and be selling it to this poor
innocent for a $110 thousand. There is the implication that it’s against the
law; but, there is no law against buying and promptly reselling. So... You’ll
be told “It’s their policy.” This is not an unusual event, not for those in the
business of buying and selling on the Fast Track.
THE SHADOW SIDE OF FLIPPING
Well, you’ve just bumped up against just one of the downsides of this
“flipping” fad. A side they don’t tell you about on cable television, or in the
seminars. Over the last ten to fifteen years a whole sub culture of rascals
sprang up specializing in defrauding banks, mortgage companies and
unsophisticated home buyers. Their most straight forward strategy is buying
distressed or foreclosed properties and doing as little work as possible before
selling it to unsuspecting, often first time, home buyers. While arguably sold
at “market value”, there are often problems with the house that appraisers
can’t be expected to identify. And with the high loan-to-value financing
typically provided, the homeowner will lack the cash or resources to fix the
problems. The house declines in value and becomes a prime candidate for
foreclosure. So, let’s call this at the very least a “sharp business practice”,
involving deceiving the consumer, and maybe that’s always been with us.
The overt fraud came a little later, when drug dealers
Avoiding
and other Bad Guys figured out this real estate scam was less Bank Fraud
is a good
risky and more profitable than running dope. Often in cahoots idea...
with real estate agents, appraisers, and sometimes even title
company loan closers, they began simply “cooking the numbers”, inflating
values, using fictitious buyers and stolen identities, and then abandoning the
properties to the defrauded lender. Nobody really knows how pervasive it
became, but it was (and still is) a nationwide problem, costing lenders
hundreds of millions of dollars in loan losses. The Chicago Tribune ran a
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series of articles in 2006 or early 2007 detailing such dealings in the Chicago
area that included the fraudulent sale of properties owned by others, homes
sometimes occupied by families who had owned and occupied the properties
for years. For the mortgage lending industry, this was and is today Flipping
Run Amok.
Across the country lenders began rigorously screening for apparent
flips, or short term in-and-out deals, the trademark of these quick turn scam
artists. Fannie Mae issued advisories and, I believe, now refuses to buy loans
that fail at least a six month “seasoning” test. In the worst case scenario,
mortgagees simply refuse to consider a deal, regardless of the facts or
circumstances, that has not been owned by the seller for at least a year. For
the real estate dealer or rehabber specializing in short-term deals, this is an
obvious hurdle to overcome.
HOW DO ‘SAVVY’ INVESTORS & DEALERS SOLVE THE
SEASONING PROBLEM?
Active dealers and investors must deal with seasoning issues every
day. The most direct solution is: Don’t go into the conventional mortgage
lending environment at all. Today some major mortgage lenders continue
struggling with foreclosures within their own poorly underwritten mortgage
portfolios. So called “sub prime” lenders, the very lenders who led the way
in promoting low or no-money-down loans to less qualified borrowers, have
folded their tents in disgrace; others are in bankruptcy or dissolution.
That’s not to say all lenders fled the field. After all, they Your
make their living writing new mortgages and, only to a lesser business
model will
extent, by servicing the loans already in place. And not all
create
Seasoning
lenders, for that matter, have abandoned their willingness to
Issues for
underwrite “unseasoned” loans. It’s up to a conscientious loan lenders.
broker or investor to identify such lenders and confirm their
position on the seasoning issue. But this has always been the case; seasoning
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is not a new issue, nor a novel outcome of today’s still recovering lending
environment.
A competent, if not talented, loan broker has always been an
important member of the investor’s and dealer’s team. It’s important that
they fully understand and appreciate your business model (as opposed to
theirs). If you’re in the business of buying and selling, or buying, fixing and
refinancing with cash back at closing, they need to know that. By definition,
your business model carries with it inherent, repetitive seasoning issues for
lenders.
Address this problem up front. If the broker doesn’t
Work with
understand the problem, you’re working with the wrong broker. the Right
Lenders
There are lenders today that will put aside concerns about
seasoning under some circumstances; sometimes it’s simply a matter of
interest rate and terms, or fulsome documentation on the improvements
made to the the property that have enhanced or restored the property’s value.
If the broker cannot satisfy you on these questions, concerning a specific
lender, then just don’t go there. You’ll be wasting time and, you know,
“Time is...”
We can address those important seasoning issues forthrightly because
as professionals, in the process, we entirely document our work. We’ve
always done that, as a matter of interest, careful record keeping and pride.
We want to learn from our mistakes when we make them. We have the
‘before’ pictures and the ‘after’ pictures; here’s the money we spent... “This
house has been substantially restored.
It is as if to say, “What I paid for the house is immaterial. What your
legitimate concern is, as a lender, what is the property’s market value
today?” Or so the argument should go, if they’d only listen, which they don’t
always. Rather than attempt argument or persuasion, work with lenders
willing to examine and understand the value of your work.
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Action Steps
▫ Identify two (2) “Hard Money Lenders” lending in your
community – some are statewide, even nationwide, rather
than local – and get pre-qualified. Some banks will lend on
rehabs; whether they call it hard money is a matter of local
practice.
▫ Identify three (3) real estate brokers that specialize in
bank owned (REO) properties. Best bet: The listing brokers.
▫ Canvas area mortgage lenders and/or mortgage brokers to
determine which lenders will waive Seasoning requirements
and under what circumstances. So-called “portfolio lenders”
(often banks) are a good bet here.
▫ Read Kevin Myer’s Buy It, Fix It, Sell It: PROFIT! (See
Resources for publ. info.)
▫
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Chapter four– Are we Miracle Workers?
PARTICIPATING IN THE MARKETPLACE
My role in the market place, and yours if you choose to join in, is not
Miracle Worker. It is simply identifying a distressed piece of real estate and
restoring its underlying value. Real simple. And let me tell you. It’s not
smoke and mirrors. Or a promise of “get rich quick”. Though I have friends
and clients who want to believe that.
An interesting thing about investment clubs is that I meet lot of folks
who have been studying this “real estate opportunities” thing for a long time.
And many feel they are getting close: “Soon,” they tell me, “they’re going to
do their first deal.” There’s something to be said for being in the melieu, an
environment focused on real estate and entrepreneurism. With luck, you
might meet people there in fact doing everyday what we’re talking about
now. (More often they just want you to believe that.) But sadly, more likely,
it’s really all about “All I need to do is take one more correspondence
course, or maybe the right seminar, and I’ll be good to go...”
I like that seminar part. I teach a seminar, and a series of workshops,
and we have coaching and mentoring opportunities. I’ve been teaching and
coaching this niche business for over 15 years (I’ve been in the business far
longer than that). I teach the seminar because, for several years, we were
primarily wholesalers of distressed properties. I can find the profit potential
in a board-up; and I’m pretty good at it. But it became clear early on that our
buyers, our customers, were failing as investors and rehabbers. Their lack of
experience and training made them easy pickin’ for every disreputable
contractor, loan broker and real estate agent on the street. And they asked for
my help, the ‘Old Hand in The Business’. The Investor / Rehabber
Seminar© and Urban Rehabber Program™ grew in response to this need.
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We soon turned this awful situation around, at least for You can be
our program members. Since that time in early 2000, hundreds successful
at this
of aspiring investors and rehabbers have attended what we
called the “Investor/Rehabber Seminar” that I developed and expanded over
time (it’s now a 2-day event). Countless investors have taken one or more of
the work shops we teach, based on the seminar. We’ve come to understand
our program as a coaching and mentoring system, designed to bring our
participants “up to speed” as fully functioning independent real estate
investors and entrepreneurs in a period of months, not years. All the while
supported by monthly learning and networking sessions, the Urban
Rehabber Round Table.
BUILDING HOME BASED BUSINESSES
Essentially, we’re helping people build home based businesses. (I
like to think of it as “Grass Roots Entrepreneurship”.) Our guess is well over
2 thousand homes have been rehabbed by folks trained by our program since
2000; that’s over $200 Million even at today’s values.
For some, the program helped them leave less rewarding “day jobs” to
pursue investing and rehab full time, many with great success. Two of our
early “stars” were Eric and Dwayne, two friends who worked together as
claims adjusters with a major insurance company. As partners, they took the
seminar and within just over 18 months, built a portfolio of 23 rental units,
and sold even more. More recently Lee, a former public health
administrator and researcher, with no background in real estate, amassed a
portfolio of nearly 50 units (worth over $5 million). And he’ll tell you, “I did
it one project at a time”. With all his obvious success, Lee continues as a
regular member of our Urban Rehabber Round Table.
!
Whether dealing in distressed real estate or not, being an Investor in
distressed housing simply offers the opportunity to buy at a discount
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and realize a nearly immediate (tax deferred) enhancement in value
and increase in Net Worth. In the end, it is the investor who builds
serious wealth over time.
!
Now, I’d like to be clear about this–– It is possible to execute a
prototype “Robert Allen deal” if you’ve got a lot of nerve and you are
willing to sign some pretty big contracts and mortgages. You remember
when I said, “You don’t have anything to sell until you have contract
rights”? Well, if you want a big score, you better make it a five million
dollar property. That’s it. Donald Trump and Robert Allen are all about big
time home runs. As they both learned, those deals don’t always work as
planned (but they seem to hang on to bragging rights).

MAKING IT WORK FOR YOU
Bottom line is, like the Boy Scout motto, “be prepared”. Our folks set
out armed with their new understanding of the marketplace and undertake
Project #1 almost as an exercise, but with determination. Call it Graduate
School. The work to be done and costs involved will be well within their
means, both practical and financial. The dollars involved are often modest:
they’re seldom exposed to the tune of more than 60 to 90 thousand dollars,
mostly borrowed (“OPM”). That $60-90 thousand will be about 65-75% of
the end value of the property, sometimes called the “after repaired value” or
ARV.
That’s important when starting any New Thing. These first-time
investors might do most everything wrong and not be taken down.
Following Urban Rehabber protocols, they have a team in place, an in-place
network of others involved in the business and the tradesmen they use.
Maybe even a Coach who’s working with them on those all important first
projects. That’s not the case if you bite off a six figure project without the
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right preparation and resources, and maybe relying on others who likely
know little more than you about the process.
Give yourself one or two or three little projects. You will The merit
make money. Grow your program as you become comfortable. in ‘starting
easy’
We have folks who are good for doing one a month. Others are
fine with 3-4 a year and are keeping their day job. It works because the
process itself is very fundamental. It follows a proven, highly repetitive
protocol. You do one rehab and, with minor variation, the next one is the
same, and the one after that the same again. And, after that they’re all alike.
(With the startling possibility that, after doing three frame houses you come
on a brick home. You’ve learned the nuances of vinyl siding; now you’ll
learn about tuck pointing!)

WHO’S RESPONSIBLE FOR YOUR SUCCESS?
Successful investing and rehab involve understanding a very finite
package of Tools and Strategies. Understand how to present yourself
properly to others and to the professionals you work with. For example your
mortgage broker– if she understands your business model–will put you with
the right lenders. If for some reason you never told her what you do, and
you get down to closing the sale and the deal falls apart on that seasoning
issue, who’s fault is that? You don’t do that sort of thing. The mortgage
broker didn’t let you down– You didn’t inform her what your program is all
about.
Most entrepreneurs do what they do because they seek autonomy and
accountability for their own actions and those of others. You’ll never be a
victim because, at the end of the day, you know you are responsible.
Same thing holds true with real estate brokers. They cannot do an
appropriate job selling your property if they don’t understand your program.
Putting your property on the MLS and waiting won’t sell your property. You
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need a Marketing Plan; and the sales function is only a part of that plan. It’s
like every other aspect of what we do, dealing with the City, dealing with
Code violations: You have to be proactive.
Work on that shortlist of skills and you will get
Work on that
‘Short List’ of
better. You don’t need hired professionals on every side.
skills
You don’t need a lawyer to review simple contracts, though
they may come in handy when you sell. You don’t need an architect to tell
you what needs to be done with that house. (You bring in the architect when
you need permit drawings for an architectural modification to the building.)
You sure don’t need a home inspector for $350 or $400 who will simply
scare the daylights out of you.
Sure, hired professionals are essential from time to time. Just
remember their advice is meant to protect themselves first, then you. It is
said, “we live in a litigious society,” and they don’t want to get sued, least of
all by you. So what you get from them are generally ‘worst case scenarios’;
and, when given, Costs to Fix according to local practices, rather than the
more aggressive pricing achieved by experienced rehabbers (which, of
course, you are not yet aware of).
You will need to develop your own comfort level with the issues and
the technology, which are eminently learnable. In weeks not years. You
don’t have to be a carpenter. You don’t have to be a dry waller to understand
a properly struck joint. Electrical or plumbing? Hire good, honest tradesmen
on the recommendation of others more experienced than you, not out of the
Yellow Pages or off Craigs List.
GETTING GOING (RIGHT NOW)– The Entrepreneurial Imperative
We hear all the the time that it’s great to seek out new challenges, and
about those robust individuals who claim to “love a challenge”. (They
probably ran the high hurdles and tried the pole vault in high school.) The
market place, the niche, we’ve been talking about may be described by some
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as challenging. In some respects it may be. There is surely much to learn to
be successful.
I prefer to think of real estate dealing, investing and rehab as quite
simply a unique opportunity that we may choose to prepare for and pursue.
If it’s challenging then that’s only because it is unfamiliar. The apparent
challenge diminishes as one learns the business. In this book we have
discussed seven business strategies that will help you to design and
formulate the program that will be unique to you. We will review these
strategies one more time in the next chapter...
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Action Steps
▫ Review your State real estate license law, with special
attention to disclosure requirements when submitting Offers
to Buy to others. (In Illinois, licensed real estate
professionals are obligated to disclose that fact when buying
or selling on one’s own account.)
▫ Review guides and outlines for preparing a written
Business Plan. Then write your business plan. The Small
Business Administration (SBA) is a good source here. (See
Appendix for an outline used in the Urban Rehabber
Prepare Your Business Plan workshop.)
▫ Find information on –or better yet – take a workshop on
“best rehab practices for investors”. Myers’ book is a good
start but doesn’t really go far enough. Take a look at the
Urban Rehabber Construction Practices and Project
Management one-day workshops.
▫ Review REO seller’s Riders. Be familiar with the “as is,
where is” language. Most bank owned sales require the
buyer’s acceptance of their rider (with little opportunity to
negotiate the terms). A little preparation here will ease the
dismay. (See Appendix for sample riders.)
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Chapter five– 7 Business Strategies for
Today’s Market
1.Identify a Niche Market that works for you. Your niche might be
anything from single family homes to apartment buildings; strip
shopping centers; or self-storage or warehousing facilities. In any
market, your best opportunity will be the distressed properties within
that niche.
2.Be an Investor. The short term attractions of turning that Quick Deal
or “flipping” (for quick cash) notwithstanding, the Serious Money is
made in real estate by those who hold their properties for the long term.
The very decision to approach the market as an investor, rather than as
a Dealer or Speculator, informs your every business decision going
forward and is a business strategy in its own right.
3.Consider managing the “fixing” of a distressed property yourself.
You don’t have to be a “hands-on rehabber” swinging a hammer. In
fact that’s a sign of mis-spent time and energy. Supervise the timing
and execution of work on the job; be the “project manager”. The time
spent as manager is rewarded with enhanced Control and Greater
Profitability.
4.Be a Syndicator. When working Capital, or credit, are issues for
you, put together one or more partnerships to fund your program.
You’ll be trading your expertise and initiative for a “piece of the deal”.
(If possible, avoid working with a single “money partner”.)
5.Use our Tax Laws to build wealth. Today’s IRS tax codes favor real
estate investment in ways not available to most other investment
vehicles. Not the least of these are: deductible depreciation, interest and
operating expenses, and–most importantly–reduced taxes on long term
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capital gains. Call these tax benefits “loop holes”, federal investment
incentives or subsidies, making use of them is a powerful wealth
building strategy. Any money legitimately not sent off to Kansas City
in April adds to available working capital.
6.Take the High Road– Avoid Smoke & Mirrors. There will be more
than a few opportunities to engage in “structured” real estate deals and
other questionable business practices. Those with a long term
commitment to real estate investment or dealing will confine
themselves to using conventional means to achieve extraordinary
outcomes. (And you will sleep better.)
7.Be an Entrepreneurial Investor. It is the Uncommon Investor who
ventures into unfamiliar territory. More often they take a pass on
problematic ventures in favor of the predictable. When focused on
distressed properties there is the appearance of unpredictability to
those unschooled in the basics of construction technology, dealing with
contractors, and the vagaries of Building Codes. But therein lies the
opportunity for Extraordinary Profit, that immediate enhancement of
value one achieves upon restoring the property to service.
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THE GREATER CHALLENGE
The greater challenge, then, is to begin thinking as an entrepreneur.
Entrepreneurs take risks, but the risks are measured. We used to say it’s all
about “moderate risk”; it’s not about rolling the dice. Entrepreneurs do not
gamble. They prepare carefully, develop a plan and a Plan B, and then they
take action. Speculators take Leaps of Faith, entrepreneurs do not.
This book is really all about thinking of yourself as a Principal rather
than as an Agent working to satisfy someone else’s wealth building agenda.
Ask yourself now: What can you do today to build on the tools and skills
you already possess in new ways? What resources are available to you today
that will help reposition your business benefit from today’s market
conditions? I have tried here to suggest more than a few.
Entrepreneurship has the power to change your
business and your life. Invention is not required. We are
talking about new applications of “existing art”.
Innovation is relevant only insofar as your apply
traditional techniques to slightly differing situations.

Entrepreneurship
will enhance your
business (and
maybe your life)

Only those who stand aside and merely observe while you step out in
new ways will be so naive or patronizing as to call you “creative”. You will
know that what you are really doing is building on your own considerable
strengths: In this case bringing your personal and professional skills,
informed by a transformative spirit of entrepreneurship, to bear on today’s
new environment.
Those who take action now will prosper. And it’ll sure beat a Day
Job...
•

•

•
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Action Steps
▫ Write a Marketing Plan. The day you decide to “go into the
business” is the day you want to launch your marketing plan.
(For more on preparing a marketing plan see the Urban
Rehabber [ e-book, workshop, home study guide ].
▫ Start learning the “technology”. Start with your local home
center; they hold great weekend “how to” workshops. And read,
read, read. Make it your hobby. Won’t make you a contractor,
but you will know good work when your see it.
▫ Join or create a MasterMind group of like minded
entrepreneurial real estate investors. Help each other. Learn
from each other. Make it a regular weekly/monthly “cast in
stone” meeting over breakfast or lunch (Dutch treat).
▫ TAKE ACTION! Get pre-qualified with a qualified Hard
Money lender (and ask about a “proof-of-funds” letter). Keeping
the property? Explore pre-qualification with an “end
lender” (long-term mortgagee).
▫ TAKE ACTION! Put offers in on 3 houses each week; make
this Your Goal for the week. Then go with the (one) best of the
accepted offers. It’ll take a while; you won’t be overwhelmed.
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Resources
Web sites
· Urban Rehabber Program http://urbanrehabber.com/more_info
· Chicago Rehab Network. http://www.chicagorehab.org/

· John T. Reed http://urbanrehabber.com/Recommends_John.T.Reed

Reading
· Richest Man in Babylon / The Success Secrets of the Ancients. By George
S. Clason. This classic dispenses financial advice through a collection of
parables set in ancient Babylon. Signet Publ. 2004 / First published in 1926 /
ISBN 0451205367

· The Wealthy Barber by David Chilton. This fictionalized “story” of a small
town barber’s financial advice to three young people provides an accessible
explanation of basic financial planning strategies, including the remarkable
consequences of “paying yourself first” and compound interest. Prima Publishing,
1998. 211 pps. ISBN: 0-7615-1311-6

· Millionaire Next Door by Thomas J. Stanley and William D. Danko. What it
takes to become a millionaire in one generation. Stanley and Danko spent 20
years studying the habits and personal characteristics of 1st generation American
millionaires. While not a ‘how to’ book, The Millionaire Next Door offers often
surprising insights into the values and behaviors shared by those who succeed in
today’s business environment. Longstreet Press, 1996. 258 pps. ISBN
1-56352-330-2.

· Buy It, Fix It, Profit! (2nd ed.) by Kevin C. Myers. Myers’ book is a useful
step-by-step guide to establishing a successful home-based real estate business,
concentrating on purchasing undervalued or ‘distressed’ single-family homes for
resale to the public. A must-read for beginning real estate rehabbers in any
market. Incl. Glossary & Index. Real Estate Education Company, div., Dearborn
Financial Publishing 2003. 298 pps. ISBN: 0-7931-6938-0

· Fine Homebuilding. Monthly magazine features thoroughly written and well
illustrated articles on new and rehab home design and improvement. Taunton
Press. Also, a very useful free e-zine; go to: FineHomebuilding@e.taunton.com

Other
· Rehab Chicago Style! The 21-day Rehab.Video documentary of the rehab.
of a 2-bedroom home on Chicago’s south side, including the dormer addition of
two bedrooms and second bath on the second floor (attic). Commentary by Philip
Elmes. Shot in real time, in 21 days. DVD (3 hrs, 20 min.) © 2005 NDP Urban
Rehabber Program. Purchase on-line at: http://www.urbanrehabber.com/21-dayrehab-dvd/
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Supplements
·
1. Project Search & Purchase

Discussion
Table/worksheet for listing “distressed” prop’s. (Chap. 1)
Sample Bank/REO Seller’s Rider (Chap. 6)

2. Your Personal Financial Statement (Chap. 2)
Discussion & Forms
3. Your Business Plan Outline & Discussion (Chap. 3)

4. Your Marketing Plan / Calendar
Discussion & Form Calendar

Project Search & Selection
Much attention is paid to finding “off market” or unlisted properties
for sale when searching for investing opportunities. Many believe there is
may be a significant price advantage when negotiating the purchase of off
market properties. While such properties do exist they tend to be found only
with a great deal of extra effort.
Buying from Dealers and Wholesalers
That said, there are sources for such opportunities. First among these
are “bulk buyers” and wholesalers. Bulk buyers have the wherewithal to
purchase properties in quantity – in packages of 50, 100 or more – typically
from major lenders liquidating large inventories of foreclosed real-estateowned (“REO”) properties. These buyers then resell these properties at a
profit, generally to real estate wholesalers but occasionally to individual
investor-buyers. The problem will be in locating these major dealers; they
seldom advertise their offerings in the public marketplace.
Wholesalers, particularly in urban markets, are more readily
identified. They will develop their own “buyers list” with which they
communicate as properties are added to their for-sale inventory (which will
invariably be far more limited than the bulk buyers noted above.)
Wholesalers may attract prospects by advertising “off market” properties;
and generally they will frequent investor clubs as well.
Understand what’s offered
Care must be taken when dealing with wholesalers. It is important to
know for a fact that they own the property being offered. Should a “finder’s”
or consulting fee be required, this may be construed as “practicing real estate
brokerage” without a license, which is against the law (for both seller and
buyer) in most jurisdictions. Absent a license, the best a wholesaler has to
sell would be bona fide contractual rights (or “contract rights”) to purchase a
property. Prospective buyers are well advised to consult local and state-level

regulations governing such transactions. Unsophisticated erstwhile
wholesalers are often entirely unaware of these statutory regulations. And
the penalties for violating these regulations are substantial.
That said, this writer has often done business with wholesalers. The
proper protocol here is the purchase of documentable ownership of the right
to purchase–a signed contract to buy with the right to assign. The purchase
of these contract rights, which are generally considered “personal property”
rather than real estate (which has yet to change hands), is perfectly legal. To
pay a finder’s fee or any other “consideration” for identifying the property is
not. When in doubt, consult an experienced real estate attorney.
MLS an efficient marketplace
In the end, the most efficient way to identify potential properties will
be real estate brokers, preferably brokers that specialize in bank foreclosures
(REOs). Yes, this generally means right off the MLS, the very opposite of
the “off market” marketplace. There are brokers in every market who have
developed favored relationships with specific lenders having foreclosed
upon properties for sale; they also will be particularly knowledgable on the
protocols peculiar to purchasing bank-owned properties. Discussion of these
protocols and practices warrants more detail than is possible here.
Two things may prove useful, first when canvasing for properties,
then when actually initiating a purchase. You will find a simple worksheet
helpful, where you will be able to record in summary form properties you
have looked at or perhaps are interested in (print page).
This worksheet is followed by a highlighted form rider typical of
those required by selling banks/lenders as a condition of sale. This should be
reviewed in detail as to “as is, where is” language.
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ADDENDUM # 1 TO CONTRACT OF SALE
(Single-Family Real Estate Disposition)

This Addendum is to be made a part of the agreement (Contract of Sale) dated
, 20~~_~
between Federal Home Loan Mortgage Corporation (Seller, sometimes described as Freddie Mac or HomeSteps) and
NOP Holdings LLC

(Purchaser), for the property located at:
...::2..--=S::.;:O~U...:...;TH~CA~R..:.:..P-=E~NT..:..;:E::..R:..;S;.:.T..:...:.R::.::EE::...:T.!....:
. C::.. :.H. :. :.;IC::.. :.A.;, ::G::..::O:.:. . :.=;IL.l....:60:..:..6:;,::2:..;..1_ _ _ _ _ _

(the "Property").

IN THE EVENT ANY PROVISION OF THIS ADDENDUM CONFLICTS IN WHOLE OR IN PART WITH THE TERMS OF
THE CONTRACT OF SALE. THE PROVISIONS OF THIS ADDENDUM SHALL CONTROL.

1. CONDITIONS OF SALE. Purchaser acknowledges that Seller obtained the Property by foreclosure, deed in lieu of
foreclosure, forfeiture or similar process. The Contract of Sale is subject to each of the following conditions: (i) final
acquisition of the Property by Seller; (ii) the ability of Seller to provide insurable title; (iii) the mortgage insurance
company's approval of the sale; and (iv) if required by Seller, the repurchase of the Property by the prior mortgage
servicer from Seller. In the event any of these conditions are applicable, at Seller's option and at Seller's sole
discretion, then Seller may notify Purchaser that the Contract of Sale is canceled and the deposit shall be returned to
Purchaser and Seller shall have no further obligation to sell or convey the Property to Purchaser.
IT IS EXPRESSLY AGREED AND ACKNOWLEDGED BY THE PURCHASER THAT ANY EXPRESS
REPRESENTATIONS, WARRANTIES, OR STATEMENTS CONTAINED IN THE CONTRACT OF SALE,
WHETHER REFERRING TO THE CONDITION OF THE PROPERTY, OR WHETHER REFERRING TO THE
EXISTENCE OF FEATURES, FUNCTIONS OR SERVICES RELATING TO OR SERVING THE PROPERTY
(INCLUDING, BY WAY OF EXAMPLE ONLY, WHETHER THE PROPERTY HAS PARTICULAR TYPES OF
UTILITY SERVICES), ARE SPECIFICALLV WAIVED, DISCLAIMED, AND RENDERED NULL AND VOID.
IN THE EVENT THAT THE CONTRACT OF SALE CONTAINS ANV EXPRESS PROVISIONS IN WHICH
OPTIONAL LANGUAGE EXISTS FOR SELECTION BY THE PARTIES (INCLUDING, BY WAY OF
EXAMPLE ONLV, BOXES TO BE CHECKED), THE PURCHASER EXPRESSLY AGREES AND
ACKNOWLEDGES THAT THE REPRESENTATIONS, WARRANTIES, OR STATEMENTS CONTAINED IN
SUCH LANGUAGE (EVEN IF CHECKED, SIGNED, INITIALED OR OTHERWISE MARKED SIGNIFYING
AGREEMENT WITH OR ACCEPTANCE OF THE LANGUAGE) ARE SPECIFICALLY WAIVED,
DISCLAIMED, AND RENDERED NULL AND VOID.
IT IS THE EXPRESS INTENTION OF THE SELLER AND THE PURCHASER THAT THE ONLY
WARRANTIES, REPRESENTATIONS, OR STATEMENTS (IF ANY) MADE BY THE SELLER AND RELIED
UPON BY THE PURCHASER ARE THOSE THAT MAY BE CONTAINED IN THIS ADDENDUM.

2.

II.!bE.

The extent of Seller's obligation with respect to title shall be to provide insurable title to Purchaser. Title to
the Property may run from the owner of record , or from Seller by act of power of attorney on behalf of the recorded
owner. Conveyance will be by deed that covenants that grantor grants only that title which grantor may have and that
grantor will only defend title against persons claiming by, through or under grantor. Such deed may be known as a
SPECIAL WARRANTY, LIMITED WARRANTY, QUIT CLAIM OR BARGAIN AND SALE DEED, or other local form of
Deed acceptable to the recording agent and Seller. The closing attorney/agent is responsible for providing the legal
description of the property. The legal description shall be the same legal description as contained in the foreclosure
deed or the deed-in-lieu of foreclosure, as applicable, or any revision thereto.

3. UNWRITTEN STATEMENTS

Unwritten or oral statements, representations, promises, negotiations, or agreements
shall not be considered to be part of the Contract of Sale unless incorporated in writing into the Contract of Sale.
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4.

TIME IS OF THE ESSENCE: CLOSING. IT IS AGREED THAT TIME IS OF THE ESSENCE WITH RESPECT TO ALL
DATES SPECIFIED IN THE CONTRACT OF SALE. THIS ADDENDUM AND ANY ADDENDA OR AMENDMENTS
THERETO. SettlemenVclosing shall be held in the offices of Seller's attorney or agent, or at a place designated and
approved by Seller, unless otherwise required by applicable law. Closing shall occur on or before November 5 , 20~,
or within seven (7) calendar days of loan approval, whichever is earlier, unless the closing date is extended in writing
signed by the Seller and Purchaser. The deposit shall be held by the attomey or agent approved by Seller in a noninterest bearing trust account. At closing, Purchaser must pay any amounts due by certified, bank, or cashier's checks
made payable to the attomey or agent. The sale may not be closed in escrow without the prior written consent of Seller.
In the event closing does not occur by the closing date specified in this Section 4, or any written extension, this
Agreement is automatically terminated and the Seller shall be entitled to the remedy described in paragraph 19 of this
Addendum . In the event Seller agrees to Purchaser's request for a written extension of this Agreement, Purchaser
through and including the new closing date specified in the
agrees to pay to Seller a per diem of $ 100.00
written extension.

5.

PRORATIONS. Seller and Purchaser agree to prorate the following expenses as of closing: utility charges, water
and sewer charges, real estate taxes and assessments, common area charges, co-operative fees, maintenance
fees, and rents, if any. Payment of homeowner's association or special assessments shall be paid current and prorated
between Purchaser and Seller as of the closing date with payments not yet due and owing to be assumed
by Purchaser without credit toward purchase price. HOWEVER, Seller shall not be responsible for homeowner's
association assessments that accrued prior to the date Seller acquired the Property. In determining prorations, the day
of closing shall be charged to Purchaser. All prorations at closing, including prorations for taxes, are final. If the property
is a single family property with no more than one dwelling unit, then rents (if any) shall not be prorated.

6.

OCCUPANCY STATUS. In the event the Property is occupied by tenant(s), Seller makes no representations regarding
(i) compliance of the Property with any rent control or registration laws, (ii) the existence of any written leases, (iii) the
remaining term of any tenancy, (iv) the amount of monthly rent, and (v) whether the tenant(s) are current in payment of
rent. In addition, Seller does not hold any security deposits for any tenant(s) and shall not transfer any security deposits
to Purchaser, and after closing Purchaser shall be solely responsible for the return of any security deposits (and interest
thereon, if applicable) upon the demand of any tenant(s). Seller shall not be responsible for any eviction expenses
incurred by Purchaser before or after clOSing.

7.

DELIVERY OF POSSESSION. Seller shall deliver possession of Property to Purchaser at closing and funding of
sale, or upon successful completion of closing and settlement in accordance with local practice and custom. Purchaser
may not occupy the Property prior to closing and funding. In the event Purchaser alters the Property or occupies the
Property or permits it to be occupied by any other person prior to closing, then Purchaser shall be in default of the
Contract of Sale and Seller may terminate this Agreement and Purchaser shall be liable to Seller for damages caused by
such alteration or occupation of the Property prior to clOSing. Purchaser's deposit and rights to any improvements to the
Property shall be forfeited to Seller and Purchaser hereby waives any and all claims for damages or compensation for
improvements made by Purchaser to the Property including but not limited to any claims based on unjust enrichment.
The remedies available to Seller described in this paragraph shall not be limited by the remedies described in paragraph
19 of this Addendum.

8.

CONDITION OF PROPERTY.
a.

PURCHASER UNDERSTANDS THAT SELLER OBTAINED THE PROPERTY BY FORECLOSURE. DEED IN LIEU
OF FORECLOSURE. FORFEITURE OR SIMILAR PROCESS AND CONSEQUENTLY. SELLER HAS LITTLE OR
NO DIRECT KNOWLEDGE REGARDING THE CONDITION OF THE PROPERTY. Purchaser accepts the
Property in "AS IS" condition at the date of the Contract of Sale, including, without limitation, any defects or
environmental conditions affecting the Property, known or unknown. To the extent Seller makes any repairs or
upgrades to the condition of the Property, Purchaser accepts such items in "AS IS" condition at the date of closing.
PURCHASER ACKNOWLEDGES THAT NEITHER SELLER NOR ITS AGENTS HAVE MADE ANY WARRANTIES.
IMPLIED OR EXPRESSED. RELATING TO THE CONDITION OF THE PROPERTY. Seller and its agents shall not
be responsible for the repair, replacement or modification of any deficiencies, malfunctions or mechanical defects in
the material, workmanship and mechanical components of the appurtenant structures and improvements prior or
subsequent to closing. Seller makes no representation or warranty as to whether the Property is connected to or
served by a public sewer or a water supply. In the event that the Contract of Sale contains a statement or
representation to the effect that the Property is connected to or served by a public sewer or water supply,
notwithstanding such statement or representation the Purchaser acknowledges and agrees that such statement
Seller's Initials
Buyers' lnitials
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or representation is specifically waived , disclaimed, and rendered null and void. Items of personal property are not
included in this sale. Seller makes no representation or warranty as to the condition of personal property, title to
personal property or whether any personal property is encumbered by liens. Purchaser agrees that Seller shall have
no liability for any claim or losses Purchaser or Purchaser's successors and/or assigns may incur as a result of any
condition or other defect which may now or hereafter exist with respect to the Property.
b.

9.

Purchaser understands and acknowledges that neither Seller nor its agents and contractors are expert in the
detection or remediation of mold, mildew, fungus and associated environmental conditions or related adverse
health effects. Purchaser is encouraged, in conjunction with Purchaser's rights to inspect the Property in Section
9 of this Addendum , to inspect the Property for mold, mildew, fungus and associated environmental conditions,
including water leaks from plumbing and sewage pipes and fixtures, and moisture penetration in floors, walls,
ceilings and structural components of the Property. Purchaser understands and acknowledges that, in its efforts
to put the Property in marketable condition, Seller may have hired or may hire contractors to make repairs and
improve the appearance of the Property by, among other things, painting walls, replacing floor coverings, and
cleaning interior and exterior surfaces. Purchaser agrees that neither Seller nor its agents shall be liable for any
claims or losses that Purchaser, Purchaser's family members, Purchaser's successors and/or assigns, or persons
occupying the Property as guests, tenants or licensees of Purchaser may incur as a result of the discovery, after
the delivery of possession of the Property to Purchaser, of mold, mildew, fungus or associated environmental
conditions regardless of whether those conditions existed prior to the delivery of possession or developed
thereafter.

INSPEC110NS. Seller authorizes Purchaser, at Purchaser's expense, to make a complete inspection of the Property
within ten (10) calendar days from the final execution date (Seller's acceptance date) of the Contract of Sale. The
purpose of the inspection(s) will be to inform Purchaser in a written report or reports if the Property is
in a condition materially different than Purchaser expected when making the offer to purchase the Property by executing
the Contract of Sale. Purchaser acknowledges that it is Purchaser's sole responsibility to obtain inspection reports by
qualified professionals on the appliances, structural components, and alterations or additions to the property and to
determine the presence of any environmental conditions affecting the Property and/or any toxic or hazardous
substances on the Property which would make it uninhabitable or dangerous to the health of the occupants, or other
factors regarding the Property about which Purchaser may be concerned. No inspections may be made by any building
or zoning inspector or government employee without the prior written consent of Seller. In the event the inspection
reveals material deficiencies, Purchaser may cancel the Contract of Sale. To cancel in such event, Purchaser must,
within twelve (12) calendar days from the final execution date of the Contract of Sale, provide Seller with written
notice of cancellation, together with the inspection report(s) and a written designation of the deficiencies.
PURCHASER'S FAILURE TO FURNISH VVRITTEN NOTICE OF CANCELLATION . TOGETHER WITH THE
INSPECTION REPORT(S) AND THE DESIGNATION OF DEFICIENCIES. WITHIN THE TWELVE (12) DAY TIME
PERIOD SHALL CONCLUSIVELY BE DEEMED PURCHASER'S ELECTION TO ACCEPT THE CONDITION OF THE
PROPERTY AND TO PROCEED WITH THE TRANSACTION .

10. COMPLIANCE CER11FICATES. Any obligation of Seller to obtain a compliance certificate relating to the Property (such
as a certification relating to smoke detectors) shall not apply in the event the Property is not in habitable condition,
unless otherwise required by law.
11. TERMITESIWOOD DESTROYING INSECTS. Notwithstanding any provision to the contrary in the Contract of Sale,
Seller shall not be required to repair or treat any damage caused by termites or other wood destroying insects unless
Seller specifically agrees to do so as indicated below.
a. ( 0) Seller shall not repair or treat any such damage caused by termites or wood destroying insects.
b. ( D) Seller agrees to limited repairs and/or treatment of damage caused by termites or other wood
destroying insects.
THE PARTIES AGREE THAT THE COST TO SELLER FOR SUCH REPAIRS AND/OR TREATMENTS SHALL
. If the cost for any such repairs exceeds such amount, then
NOT EXCEED $ 0.00
(i) Purchaser shall be responsible for the cost and expense of any amounts exceeding such termite repair
limit, or (ii) Seller shall have the right to cancel the Contract of Sale and the deposit paid by Purchaser shall be
returned to Purchaser.
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12. REPAIRS. Seller's responsibility for any repairs required by Purchaser's prospective lender shall not exceed $,....::0.:..;::;.0.:::..0_ _
_ _ _. If the cost for any such repairs exceeds such amount, then (i) Purchaser shall be responsible for the cost and
expense of any amounts exceeding such repair limit, or (ii) Seller shall have the right to cancel the Contract of Sale and
return the deposit paid by Purchaser. PURCHASER SHALL NOT HAVE THE RIGHT TO
MAKE ANY REPAIRS TO THE PROPERTY PRIOR TO CLOSING.
13. INDEMNIFICATION. Purchaser agrees to indemnify Seller and fully protect, defend and hold Seller, its tenants, agents,
employees and contractors, harmless from and against any and all claims, costs, liens, loss, damages, attorney's fees
and expenses of every kind and nature that may be sustained by or made against Seller or any damage to the Property
of any adjoining property, or any injury to Purchaser or any other persons that may result from or arise out of inspections
made by Purchaser or its agents, employees and contractors prior to closing.
14. FINANCING. The type of financing shall be as follows (check either paragraph a, b or c below as applicable):
a. ( 0 ) Purchaser shall apply for Freddie Mac special financing from a participating lender in the form of a
which amortizes over a period of
first mortgage secured by the Property in the amount of $
_ _ years at the prevailing interest rate at time of loan application. Under this financing, Purchaser will not
be required to obtain mortgage insurance so long as the sale closes on or before the date specified in
Section 4 of this Addendum .
b. ( 0 ) Purchaser shall apply for financing from a third party financial institution in the form of a first mortgage
secured by the Property in the amount of $
. Purchaser agrees to accept a prevailing rate of interest
at the time of closing. Also check one ofthe fol/owing as applicable:
( 0 ) Conventional, (0 )FHA, ( 0 )VA,
( 0 ) Other:_ _ _ _----:----:-_ _ _ _---:-:c. ( Ii1 ) Purchaser shall pay ALL CASH at closing, with no financing involved in this transaction.
15. APPLICATION FOR FINANCING. If this sale is being financed, Purchaser shall have five (5) business days from the
final execution date of the Contract of Sale to make loan application. The Contract of Sale may be canceled by Seller in
the event Purchaser is not "prequalified" by a lender within seven (7) business days from the final execution date of the
Contract of Sale.
16. NOT CONTINGENT UPON PURCHASER'S SALE OF REAL ESTATE. Notwithstanding any other provision of the
Contract of Sale (including, if applicable, any financing contingency), in no event shall this Agreement be contingent
upon the ability of the Purchaser to sell or close other real estate owned by Purchaser.
17. CLOSING COSTS/cONCESSIONS.
a. REGARDLESS OF LOCAL CUSTOM, REQUIREMENTS OR PRACTICE, AND NOTWITHSTANDING
ANYTHING TO THE CONTRARY IN THE CONTRACT OF SALE OR ANY OTHER ADDENDA. SELLER WILL
NOT PAY ANY FEES COSTS OR EXPENSES NOT EXPRESSLY PROVIDED FOR IN THIS ADDENDUM.
b. Purchaser shall pay all of a purchaser'S customary closing costs (which shall include lender charges,
survey and any FHANA non-allowables), except for Seller'S contribution toward such closing costs,
The amount to be contributed by Seller toward closing costs shall not exceed $ 0 .00
• Seller's
contribution may be applied to any or all of the following actual expenses: FHA or VA non-allowables,
non-recurring closing costs, discount points, loan origination fees, other customary and reasonable
lender fees and pre-paid expenses, survey, and appraisal. In the event the total of
closing costs are less than the amount of Seller's contribution toward closing costs, then Seller's
contribution shall be limited to the total of such actual closing costs. In any event, Seller will not be
obligated to make a contribution toward any closing costs if Purchaser does not pursue and obtain the
financing specified in Section 14 of this Addendum.
c. Purchaser may choose the title insurance company for the closing. If Purchaser agrees to use the title insurance
company utilized by the Seller's attorney or agent, then Seller agrees to pay for Purchaser's Owner's
Title Policy. SELLER WILL NOT BE OBLIGATEp TO PAY ANY PORTION OF THE COST OF
AN OWNER'S TITLE POLICY IF THE POLICY IS NOT OBTAINED FROM THE TITLE INSURANCE COMPANY
UTILIZED BY SELLER'S A TIORNEY OR AGENT.
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18. TRANSFER TAXESITAX STAMPS. Seller is exempt from payment of state taxes and tax stamps on deeds,
mortgages and notes (12 U.S.C 1452(e» and if payment of such state taxes or stamps is necessary to record
the deed or mortgage, the tax will be paid by Purchaser and will not be considered part of closing costs.
19. DEFAULT/REMEDIES. In the event that either party fails or refuses to proceed to settlement for any reason
(except for reasons permitted or authorized by the Contract of Sale or this or other addenda), Purchaser and
Seller acknowledge and agree that the economic consequences of such action by either party, considered at
the time of contract formation, are speculative and uncertain. In such event, Purchaser and Seller agree that
the recovery of liquidated damages is a suitable and preferable alternative to remedies that might otherwise
be available at law or in equity. Therefore, in the event that Seller fails or refuses to proceed to settlement in
violation of the Contract of Sale, Purchaser'S sole and exclusive remedy shall be the recovery of liquidated
damages in the amount of one thousand dollars ($1 ,000.00). Seller shall promptly tender said sum upon
demand from Purchaser. In the event that Purchaser fails or refuses to proceed to settlement in violation of
the Contract of Sale, Seiler's sole and exclusive remedy shall be the recovery of liquidated damages in the
amount of one thousand dollars ($1 ,000.00). Purchaser shall promptly tender said sum upon demand from
SeUer. Purchaser and Seller each agree to accept the specified liquidated damages as full and complete
compensation for any and all claims, whether founded upon contract, tort, statute, or otherwise, that may
arise in connection with the failure or refusal of the other party to proceed to settlement in violation of the
Contract of Sale, and Purchaser and Seller expressly waive and disclaim any and all further claims and
remedies including but not limited to injunctive relief, specific performance, the filing of a notice of lis pendens,
and claims for monetary compensation including but not limited to benefit-of-the-bargain damages, lost
profits, lost rental income, expenses incurred in preparing for settlement, and all other costs, expenses,
compensation and damages of whatever nature whether founded upon law or in equity.

20. ASSIGNMENT. Purchaser may not assign this Contract of Sale without the express written consent of Seller.
Any attempted assignment by Purchaser shall be void and shall constitute a material breach of this Agreement.
21. PURCHASER'S REPRESENTATIONS. Purchaser represents that:
i. Purchaser Dintends
ii. Purchaser Dis

0does not intend to occupy the Property as Purchaser's primary residence.

I!I is not

iii. Purchaser Dis
EI is not
or a relative of the supplier.

related by blood or marriage to the previous owner of the Property.
currently an active supplier approved to perform paid services for HomeSteps

iv. FREDDIE MAC EMPLOYEES AND THEIR IMMEDIATE HOUSEHOLD MEMBERS, ARE PROHIBITED
FROM PURCHASING HOME STEPS PROPERTIES. Purchaser or a member of Purchaser'S immediate
household Dis
0is not an employee of Freddie Mac. (An immediate household member means a
member of the employee's family who currently resides in the employee's home, a non-resident spouse,
and a non-resident minor child or dependent for whom the employee has responsibility.)
v. If Purchaser is a HomeSteps Supplier (as defined in "HomeSteps' Supplier Code of Conduct"), or an
employee and/or immediate family member of a HomeSteps Supplier, Purchaser represents that
Purchaser has not accessed HomeSteps information including the Property's valuation and/or analysis,
provided ancillary services such as "trash-outs" and maintenance (including but not limited to lawn care or
repairs to the Property), or participated in the management of the Property at any time during the entire
property management and sale process; and Purchaser represents that Purchaser will not engage in any
such activities.
PUCHASER ACKNOWLEDGES THAT SELLER WILL RELY ON THE FOREGOING REPRESENTATIONS,
AND ANY MISREPRESENTATION SHALL CONSTITUTE A MATERIAL BREACH OF THIS AGREEMENT.
22. ACCEPTANCE OF DEED. The acceptance of a deed by Purchaser shall be deemed to be a full performance
and discharge of every agreement and obligation on the part of Seller to be performed pursuant to the
provisions of the Contract of Sale. Upon the acceptance of a deed the Contract of Sale shall be deemed to
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be merged into the deed and the Sellers obligations to Purchaser shall be governed solely by the terms of the
deed and shall be a bar against any action by the Purchaser against the Seller for any claim based upon the
Contract of Sale.
23. REAL ESTATE COMMISSION. The real estate commission shall be paid to the Listing Broker pursuant to the
terms of a separate agreement between Broker and Seller as follows (check either "a" or lib" below):
a. (D) The real estate commission due the Listing Broker. subject to any existing referral agreement,
% of the contract sale price. OR
shall be
b. (0) The real estate commission due the Listing Broker, subject to any existing referral agreement.
shall be the minimum flat fee of $3000.00 .
The closing agent is authorized and directed to pay Broker'S fee from the sale proceeds at closing. No fee shall be paid
to Broker unless closing is completed.
24. HOMEOWNERS ASSOCIATION ASSESSMENTS. Seller shall not be responsible for any homeowner's association
assessments that accrued prior to the date Seller acquired the property.
25. NOTICES. Any notices required to be given hereunder shall be deemed delivered when actually received when
delivered by hand or overnight delivery. Such notices shall be deemed delivered five days after mailing when mailed by
first class mail. postage prepaid. Notices sent by fax or electronic mail shall be deemed delivered when received with
confirmation of successful transmission to the appropriate deSignated fax number or e-mail address during regular
business hours (Monday through Friday from 9:00 am to 5:00 p.m. recipient's local time). Fax transmissions and e-mail
received outside regular business hours shall be deemed delivered the next business day. All notices to Seller will be
deemed sent or delivered to the Seller when sent or delivered to Seller's listing broker. agent, or attorney. All notices to
Purchaser will be deemed sent or delivered to Purchaser when sent or delivered to Purchaser or Purchaser's agent or
attorney. All notices or disclosures that may be delivered by Seller may be delivered by Sellers agent or attorney.
26. ~ Purchaser acknowledges that the Property may be on a master key system to enable access by Seller and its
suppliers. Purchaser acknowledges that Seller recommends that Purchaser re-key the Property after closing.
27. ATTORNEY REVIEW. Purchaser acknowledges that Purchaser has had an opportunity to consult with legal counsel
regarding this Agreement. Accordingly, the Parties agree that the terms of this Agreement are not to be construed
against any party because that party drafted the Agreement or construed in favor of any party because that party failed
to understand the legal effect of the provisions of this Agreement.
28. SEVERABILITY. The invalidity or unenforceability of any provision of this Agreement shall not affect the validity or
enforceability of any other provision of this Agreement, all of which shall remain in full force and effect.
29. ALTERNATIVE DISPUTE RESOLUTION. In the event that the Contract of Sale to which this Addendum is made a part
contains a form of alternative dispute resolution other than through resort to legal action, if that form of alternative dispute
resolution seeks to impose a binding method of resolution or settlement then Purchaser and Seller agree that such
alternative dispute resolution term shall be of no force or effect, and is hereby revoked.
30. LEGAL FEES. In the event that the Contract of Sale to which this Addendum is made a part contains a provision that in
the event of recourse to legal action to enforce the Contract of Sale the prevailing party shall be entitled to recover
attorneys fees, then Purchaser and Seller agree that such attorneys fees provision shall be of no force or effect, and is
hereby revoked. Purchaser and Seller agree that each party shall be responsible for its own attorney's fees in any action
to enforce the provisions of the Contract of Sale.
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31. ADDITIONAL CONDlllONS.
Seller neither provides nor pays for surveyor survey affidavit. General real estate taxes shall be prorated at 100% of the most recent full year tax
bill.

THE UNDERSIGNED APPROVE AND ACCEPT THIS ADDENDUM AND ACKNOWLEDGE THIS ADDENDUM TO BE A
PART OF THE CONTRACT OF SALE. IN THE EVENT ANY PROVISION OF THIS ADDENDUM CONFLICTS WITH THE
TERMS OF THE CONTRACT OF SALE. THE PROVISIONS OF THIS ADDENDUM SHALL CONTROL

SELLER:

PURCHASER(S):
=~=-

I

FEDERAL HOME LOAN MORTGAGE CORPORATION

BY:

----------------------------

BY:

TITLE: _________________________

BY:

DATE: ___________________________

DATE:
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PREPARING A FINANCIAL STATEMENT
Central to every application for a loan from a Bank or other Financial
Institution is a summary of the financial condition of the proposed Borrower.
This is routinely handled by the lender’s “Loan Application”, which attempts
to ascertain the income and financial obligations (living costs and
indebtedness) of the borrower.
The completed application will include employment information, the
identity of creditors and the amounts owed, personal references, etc. Often
there is an attempt to arrive at a Balance Sheet, summarizing Assets and
Liabilities. Their request for the borrower’s Social Security Number (FEIN),
and perhaps a request for the applicant’s permission to request privileged
financial information is intended to authorize their securing the borrower’s
“Credit Rating,” or FICO score from a credit rating agency.
The personal financial statement on the other hand, serves a related
but different purpose. In preparing a personal Statement of Financial
Condition, or “Financial Statement,” an individual contemplating a new
business venture will gather their financial information in an organized
format which will serve several useful purposes. Most obvious is the fact the
information has been brought up to date and summarized, making
completion of the Bank’s application easier when the time comes. But more
importantly, the completed statement “bench marks” just where that
individual is at financially – at a specific moment in time. And the completed
statement is perhaps the best indicator of readiness to undertake a new
business venture.
Many financially astute individuals update their financial statements
on a regular basis, say once a year, to gage in specific terms their financial

progress. What they want to know is any change (up or down!) in their Net
Worth since the last statement. They will keep these annual reviews for
reference in years to come (also, it is always easier to update the last
statement, then to ‘start from scratch’).
In preparing a Business Plan, the first step is understanding the
underlying financial situation of the author of (the Individual central to) the
plan. Importantly, a new business venture can be initiated almost regardless
of the relative financial strength of the entrepreneur. But it is essential that
the Plan be ‘grounded in reality’, that the individual understand clearly his/
her financial strengths and limitations. Once that is clearly recognized and
understood, the Business Plan should be adapted to accommodate these
individual circumstances.
What You Own (your ‘Assets’)
Your Assets include everything you ‘own’ –whether you have paid for
them or not. List everything: automobiles, home furnishings, ‘personal
property’ (you can include wardrobe, jewelry, etc.), collectible art or
antiques. The value is what you could get for the items if sold under normal
conditions (recognizing that property sold under duress, or as a ‘quick sale’,
brings considerably less). Do not adjust the value for any money owed on
the property; that will be covered on the Liability side of the statement. We
will start with the most obvious...

• Cash on hand and in banks (checking, savings)
• Stocks and Bonds (at tach schedule if necessary) “Non-marketable
Securities” (say, a family-owned incorporated business) Partial Interest(s)
in Real Estate Equities (real estate owned, with others, for investment
purposes; real estate partnerships & LLC’s)

• Real Estate Owned. Real estate owned entirely by you, including
investment properties, your personal residence, second home, etc. Show
street address and short descript ion and market value.
• Loans Receivable. (Documented loans to Others, interest-bearing, Trust
Deeds and mortgages, etc.)
• Automobiles and other personal property (‘market value’ only; do not
include money owed.) You may include household effects, wardrobe,
‘collectables’, etc.)
• Cash Value of Life Insurance, Annuities, etc.
• Other Assets: Itemize and value...

What You Owe (Your ‘Liabilities’)
Your Liabilities include everything you ‘owe’ –in particular documented
’legal’ debt obligations. (Informal or personal ‘moral’ commitments need not
be included.) In this section you will include credit card balances, car notes
you are paying on, home mortgages, student loans, etc.)

• Notes payable to banks–secured. Include personal credit lines, business
loans and other loans where something is held a collateral for the loan.
( show lender and amount )
• Notes payable to banks–unsecured. Similar to above, but not secured by
collateral. ( show lender and amount )
• Due to brokers. For those actively trading stocks and bonds.
• Amounts due to others–secured. ( e.g., a 2nd mortgage held by a private
lender)

• Amounts due to others–unsecured. (Obligations to others, where there is a
note but no ‘collateral.’ Might also include undocumented financial
obligations to relatives, etc.)
• Unpaid State and/ or Federal Income Taxes
• Other unpaid taxes and interest (e.g., real estate taxes, estate taxes, etc.)
• Real Estate Mortgages Payable. Here is where you list the mortgage
balances on the real estate properties shown among your Assets.
• Other Debts–itemize. Automobile loans, credit card balances, student
loans, and other debts not previously listed.
• Accounts and bills due. (Rent, utility bills, medical bills, etc.)

Net Worth
To arrive at your personal Net Worth, first add up all the dollar
amounts included in the Asset section above (‘what you own’). Then,
likewise add up all the amounts listed in the Liability section above (‘what
you owe’). Then subtract what you owe from what you own; this will be
your “ Net Worth” in banking and financial management terms, as of the
date given for the statement. On your Personal Financial Statement, your
Liabilities and Net Worth will equal your Assets.

As with any arithmetic endeavor, it is possible to end up with a ‘negative net
worth’ (as did this writer in his first years out of graduate school!). This is
not always fatal to one’s ability to borrow. Bankers always look at the
borrower’s ability to repay and, if there are grounds to believe the borrowed
money will be repayed, they may well approve the loan request –in spite of a
‘negative net worth.’ A sound plan for repayment or, in the case of this

exercise, a well thought out Business Plan may well carry the day. And if
not– well, there are other sources...

What are ‘Contingent Liabilities?’
Most form financial statements will ask about “Contingent Liabilities.”
Contingent liabilities are the result of an individual serving or participating
with others in borrowing or entering into long-term financial commitments
(for example, leases ). When an individual ‘co-signs’ on a car note for a
relative or friend, he/she becomes ‘contingently liable;’ if the borrower fails
to pay, or defaults on the loan, the lender can look to the guarantor to satisfy
any loan balances. If a lease is terminated early, a landlord may look to the
co-signatory to the lease for the rents; thus when a merchant signs the lease
for a business which closes or moves before the end of the term, the
merchant as signatory or guarantor may be held liable.
These situations are the result of generally unanticipated occurrences;
the liability only occurs in such untoward events and thus is ‘contingent,’
and a liability only in the event. Contingent liabilities are treated differently
than direct liabilities.

Creating Your Business Plan
The Business Plan is a written narrative document putting into words a
comprehensive analysis of the proposed activity4 . This outline will serve to
guide the development of that analysis. The budgets and projections required
will be derived from individual pro-ject budgets and ‘benchmark’
assumptions concerning productivity and growth.
I.Statement of Purpose - The “Executive Summary”
A.Who are you? Identify yourself and/or your organizational
entity
B.What are your Financing Needs Equity capital, long/short
term loan...
II.Business Description
A.Brief background of the business. Describe nature &
status of existing business
B.Brief description of your product/service What does the
business do?
C.Brief history of the business How has the business
evolved since inception?
D.Brief background on your industry Describe rehab as a
niche market
E.Why your business will be successful Indicate unique
experience, skills, assets
III.Market Information

4

See: Darrell Zahorsky, “Critical Steps to Writing a Business Plan”(ff.)

A.Who is your customer? What is your target population?
e.g., first time home buyer...
B.What geographical area are you targeting? Identify
neighborhood(s), boundaries
C.How large is that Target Market (in households or
housing units]

IV.Competition
A.Brief description of your major competitors. Be specific if
known, or generic
B.What are their strengths / weaknesses
C.How are they similar to you?
D.How do they differ from you?
E.Why will you get the business over your competition?
V.Marketing
A.How did you derive the pricing for your product? Real
estate ‘comparables’
B.How is your product [‘affordable housing’] to be
produced, or made ready for market? Briefly; specifics dealt
with below, pt. VII-B.
C.What are your best advertising or promotional means?
D.What is your advertising/promotional plan?
VI.Location: Describe your Place of Business
VII.Operations
A.How is your ‘product’ to be produced and sold?
B.What steps are involved? Summarize the process, from
acquisition through sale.

C.Briefly describe the facilities, equipment/tools, and
personnel required.
D.What are your needs for professional and contractual
services? Include your professionals, e.g., Architect, Attorney
& Accountant
VIII.Key Personnel
A.Brief description of management and company
ownership.
B.Brief description of key staff (if other than above) Cite
relevant credentials.
IX.Sources and Uses of Funds Use Balance Sheet format
A.What are your total funding sources? Include Cash on
Hand & Funds requested
B.What are your total uses of funds? How will the funds be
spent
X.Financial Projections Use cash flows as exhibits to the Narratives
A.Three years of projected monthly cash flows [ two years
may suffice ]
B.Narrative with justification for projections.
C.Narrative describing projected financial performance.

Comment: Critical Steps to Writing a Business
Plan
By: Darrell Zahorsky, About.com

Writing a business plan can be an overwhelming task.
These feelings often translate into immobilization or
confusion as to how to start the business plan. Starting a
business plan begins with the first step:
1. Audience & Funding Type: When writing a business
plan, you must determine who will be reading it. This
decision will shape the business plan. Do you plan to go
for bank financing (debt finance) or investors (equity
finance)? Each form of funding for your business has pros
and cons. For instance, the venture capital market can be
very time consuming and competitive. Do you have the
time to write the business plan for investor funding and
to network within the community?
Writing a business plan for investors is 15-30 pages with
in-depth analysis and full details of facts and figures to
support assumptions of the market.
Writing a business plan for the bank is 10-15 pages and
focused with the bank's concern with risk. A venture plan
presents the upside and potential return on investments,
whereas a bank plan reduces the risks and sells the ability
to repay the loan.
2. Research & Information Collection: Once you have
made the decision of the type of funding your business
requires, it is time for the research. Business plan
research covers several key areas:

Insight from your experience working and observing the
industry you will
enter. This data will have to be backed but by the next
two sources.
Published information from library, Internet, and paid
database services will provide information on the market
growth, overall industry perspective, and customer
profiles.
Field research covers interviews with customers,
suppliers, competitors, and industry experts. This
provides the real insight behind all the published facts.
3. Collection Files: The easiest way to go about collecting
all your experiences, interviews, and research is to create
files for each section of the business plan. These files can
be: paper-based, computer files or setup using business
planning software. As you start the research and
collection phase of planning, fill your files with notes and
printouts.
4. General Industry Overview: Begin the research process
with an overview of the industry; uncovering industry and
association reports. By having a general understanding of
the industry, you will avoid embarrassment in contacting
experts with basic questions. Begin the field research
once you have a good grasp of the industry fundamentals
and need answers to the hard-to- find information.
5. Analysis: Once the bulk of the data has been collected,
the process of analysis begins. Look at building a
competitive profile, contingency plan, risk assessment,
etc.

6. Financials: Start the financials when you have found
some average
industry ratios for your business. Work closely with your
accountant to develop realistic projections. Being overly
optimistic will raise eyebrows with your investors or
banker.
7. Executive Summary: Save the first section for last.
When you have thoroughly, completed all sections of the
business plan, write the summary. Highlight the key points
and include the return on investment or loan payback
requirements.
8. Review & Editing: Remember, you only have one shot
at making a good impression. A well-written business plan
that opens doors and wins the money is a plan that has
been revised and reviewed. Do not forget this important
step. Ask others for feedback. Make certain to edit,
proofread, proofread, and proofread.
Business planning is not easy but by following these critical steps
to writing a business plan, you will ensure your business has a
chance at funding and success in the future. ##

Your Marketing Plan
Any business opportunity with potential to develop into an on going
business enterprise is well served by the preparation of a thorough written
Business Plan. The very process of writing the plan will require research
and thoughtful analysis. The marketplace will be examined in depth, the
competition identified and evaluated, the entrepreneur’s readiness–both
personal and financial– quantified, and financial projections developed to
predict the potential income to be earned from the venture. The income
projected is of course critical to the success or failure of the venture.
A Written Marketing Plan = Sales
Unlike the movies, where ‘If you build it they will come,’ the very
creation of a product or service is no guarantee of sales. Entrepreneurs
very often rely solely on a great location, or ‘we’ll offer unusual/tasty/
home cooked/fast food at a great price,’ only to find less than an
overwhelming reception and disappointing receipts. The best of concepts
can falter in the absence of thoughtful planning and preparation. Sales are
developed by the preparation and execution of a Marketing Plan. Better
sooner than later!
In real estate there is a common presumption the finished product
(the completed rehab, the rental house or apartment) will be sold or rented
by any one or more of the many brokers active in the particular market.
While in general this may be the case, in practice you will find these
professionals are often ill equipped or insufficiently motivated to address
your immediate situation. You don’t want to be just another client, just
another ‘listing’ in that broker’s inventory. As a practical matter, you the
Builder have the greater credibility in the marketplace.
To be successful, the investor or rehabber must be proactive, with a
clearly defined Marketing Plan addressing his/her needs. Such a plan may

very well include engaging agents or brokers to facilitate sales but, as with
every aspect of any business, agents like consultants must be directed in
ways that best serve their client’s needs. Furthermore, to focus only on
identifying a particular agent to ‘market’ (sell) a specific property is to
ignore the on going marketing needs of the business. If all goes ‘according
to plan,’ this first property is just that–the first of many to follow. To
discount or skip entirely the preparation of a thorough marketing plan is to
risk falling into a pattern of crisis management occasioned by ill conceived
eleventh hour sales pushes and ongoing cash flow problems. As the saying
goes: “That’s no way to run a business!”
Properly understood, marketing is more than just selling, more
than salesmanship. Marketing is everything you do on a regular basis
to to promote your business–from the moment you conceive your
business, to making your first sales, to your follow-up efforts to assure
customer satisfaction. We are really describing a programmatic
approach to assure regularity and and consistency in your ‘message.’
Selling is only one part of the program; similarly, advertising is only
one part.
The approach should be based on a written plan, revised and
updated periodically, that lays out in detail just what actions will be
taken, within specific time frames, and at what cost. Recognize the
Marketing Plan is initially just that: a plan, useful in helping think
through the issues ahead, but only an exercise absent the followthrough. To be successful, the entrepreneur must be: (1) committed to
the program, (2) view the program as an investment, and (3) must see
to it the program is consistent.
Guerrilla Marketing’ guru J. Conrad Levinson calls these three
elements “The three most important Marketing Secrets of all!” To be
sure, these three elements are closely intertwined. For the program to
be consistent there must be commitment. That commitment is

reinforced by recognizing the entire program is an investment in the
overall success of the venture. And, ultimately, it is the staying power
of your message, the steady consistency of your message that
reassures your present and future customers of the value of your
product, in this case housing. #

NOTE: The following “Monthly Marketing Calendar” may be viewed
as a first step in planning your marketing program. With this simple
planning and budgeting aid, you may identify marketing-related
activities you may reasonably expect to accomplish within the next
month’s time. It identifies the event or activity to be done; the
estimated cost; a place for comments; the date accomplished or
completed; and noteworthy results from the activity. Noting the costs
anticipated is a first step to developing your marketing budget. At the
end of each month the next month’s plan can be laid out; some tasks
may repeat, others will be new and perhaps unique to the particular
month (e.g., events keyed to holidays).
Include everything you need to get underway and keep your program
moving and on track. Nothing is too incidental. For example:
▫ Order calling/business cards ( $25 )
▫ Set up 1-(800) telephone line ( $0 )
▫ Set up web site with “lead-capture” feature ( $75 DYS )
▫ Order & set up auto responder tied to web site ( $ 1 first month )
▫ Visit __ real estate offices active in Target Market Area’ ( $00 )
▫ Attend one investor club meeting ( $10 )
▫ _________________________ ( $

)

▫ _________________________ ( $

)
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