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	2. The Book on  Investing in Real Estate with No (and Low) Money
Down
Copyright © 2014 by BiggerPockets Inc All Rights Reserved.
Written by Brandon Turner
Published by BiggerPockets Publishing LLC, Denver, CO
This publication is protected under the U.S. Copyright Act of
1976 and all other ap-plicable international, federal, state and
local laws, and all rights are reserved, in-cluding resale rights:
you are not allowed to reproduce, transmit or sell this book in
part or in full without the written permission of the publisher.
Limit of Liability: Please note that much of this publication is
based on personal experience and anecdotal evidence. Although
the author and publisher have made every reasonable attempt
to achieve complete accuracy of the content in this book, they
make no representations or warranties with respect to the
accuracy or completeness of the contents of this book and
specifically disclaim any implied warranties of merchantability
or fitness for a particular purpose. Your particular
circumstances may not be suited to the examples illustrated in
this book; in fact, it's likely that they won't be. You should use
the information in this book at your own risk.
Any trademarks, service marks, product names or named
features are assumed to be the property of their respective
owners, and are used only for reference. There is no implied
endorsement if we use one of these terms.
 


	3. endorsement if we  use one of these terms.
Finally, use your head. Nothing in this book is intended to
replace common sense, legal, accounting, or professional
advice, and only is meant to inform.
ISBN: 978-0-9907117-1-1
 


	4. First Edition
  


	5. Acknowledgments They Say  It Takes A
Village To Raise A Child. I Also
Believe It Takes A Village To Raise A
Book From Concept To Print.
To that village I owe a great debt.
At the risk of forgetting some names, I want to specifically thank some of
those who made this journey possible.
Thank you to Josh Dorkin for creating BiggerPockets, which I attribute the
bulk of my success thus far to. Additionally, thank you for the guidance in
creating and publishing this book and, of course, for the excellent foreword.
Thank you J Scott for your amazing Book on Flipping Houses that opened
the door for this publication. Thank you Mike Simmons, Chad Carson, Douglas
Larson, Ben Leybovich, Michael Blank, Sharon Vornholt, Tim Gordon, Jerry
Puckett, Aaron Mazzrillo, and Jaren Barnes for your wisdom and time given to
help make this book launch a success.
Thank you Sharon Tzib and Seamane Flanagan for your work on editing
this book. I would not want to be the person responsible for cleaning up my
 


	6. this book. I  would not want to be the person responsible for cleaning up my
mess, but you two did amazing things. And Maher Abiad-your ability to turn
my text into an amazing audiobook will open up this book to so many more
people, so thank you.
Thank you to the BiggerPockets community for your wisdom and advice
over the past seven yearsl, and thank you to all my family and friends who have
offered support and encouragement through this crazy journey.
Finally, thank you to my Papa, for blessing me more than any man should
ever be blessed.
Thank you all.
 


	7. Dedication
Creative real estate  investing is never easy, but often filled with
uncertainty, stress, and a healthy dose of hard work. Therefore,
this book is dedicated to the woman who stuck by me through
every difficult moment and offered life saving insights at every
step. For Heather, my bride.
 



	9. Forward
Joshua Dorkin
CEO, BiggerPockets
“I  am not a teacher, but an awakener.” ― Robert Frost
If you’re thinking that one book can deliver all your hopes and dreams,
you may be right; if you find that book, please get in touch and share it with me.
While this book can certainly equip you well for the journey, it is wholly
up to you to create your own path to success. It won’t necessarily be easy, but I
think Theodore Roosevelt nailed it when he said, “Nothing in the world is worth
having or worth doing unless it means effort, pain, difficulty.”
This book is not designed to give you one simple formula for investing
success -- or even to concede that such a formula exists. Rather, this book is
designed to teach you a variety of strategies and concepts so you can learn to
think outside the box and craft your own personal strategy for no money down
investing. It’s designed to open your mind to new ways of thinking, not to force
any particular master plan down your throat. As such, this book does not offer
overnight success or instant riches, but it does promise skills and knowledge that
will serve you the rest of your investing career (and life) -- if you so choose.
As any experienced real estate investor can tell you, there are no “secrets,”
and there are no systems that work all the time. Real estate investing is not black
and white; it’s not a button that can be pressed or an ATM machine that shoots
out cash if the right combination of numbers are pressed. Real estate is a
complex, multi-dimensional maze where success requires far more than a script,
workbook and seminar, no matter what late night TV gurus might proclaim.
It was my exposure to these such gurus that initially set me on the journey
that eventually spurred the beginnings of BiggerPockets. As a brand new real
estate investor, I took to the internet to find solutions for the problems with
 


	10. estate investor, I  took to the internet to find solutions for the problems with
tenants, properties and property managers I’d been handling. Instead of
unearthing a wealth of thoughtful discussions, I discovered that the real estate
industry was dominated by gurus who offered assistance only via overpriced and
heavily hyped programs.
Something needed to change…and out of this necessity,
BiggerPockets.com was born. Soon, tens of thousands (now tens of millions!)
began to flock to the site, attracted to the community-based education that
focused on the people, not the product.
A grassroots movement had been born.
An active member of the BiggerPockets community from the start,
Brandon Turner approached me several years ago to write for the site’s blog.
Though I knew little about him at the time, his writing intrigued me, and I took a
chance on him as a contributor to our platform. A few months later, I again took
a chance when I hired him to become our lead editor and community manager.
It was a chance that paid off.
Brandon is a natural leader who captivated the imagination of our
community. Aside from his behind-the-scenes work to cultivate the site,
Brandon continues to lend his unique and insightful voice to our blog and
podcast, and he is an active part of our investing community. Just as
impressively, he has spent the better part of the decade building a portfolio of
real estate encompassing dozens of units without any of his own money. He has
shown incredible resourcefulness in his ability to acquire both rental properties
and flips using other people’s capital, steadily growing his portfolio year by
year.
This is why when Brandon approached me to write a book about the real
estate investing strategies he has used that rely on creativity rather than cash, I
was excited. Still, I had one major hesitation...
The Problem with No Money Down
I’ve always been bothered by the “no money down” books, CDs and
seminars prevalent in the real estate industry. Typically, the evangelists for these
 


	11. seminars prevalent in  the real estate industry. Typically, the evangelists for these
strategies claim to know some secret method that will help you find wild success
through real estate with no money, no time and no risk. These “no money down
secrets” are designed to lure people into the belief that real estate investing is
easy and lucrative if only someone follows this one exact step-by-step system.
Despite my irritations with the “no money down” culture, the concept does
intrigue me. After all, it is the lack of capital that keeps most from ever entering
the world of real estate investing, which is sad. Real estate can have such a
powerful impact on a person’s future, so the idea that you can enter the game
without having a war chest of cash is especially exciting.
But here is the truth that the late-night infomercial hosts don’t want you to
know: There is no one easy secret system that people are using to invest with no
money down. In fact, nearly every creative real estate investor I have met in my
almost 10 years of running BiggerPockets has a unique twist in how they finance
their deals -- and no one says it’s easy.
 


	12. The Truth About  Creative Investing
It is this truth that sets this book above any other creative real estate book
ever written. You see, this book is not about some secret system. It’s not about
complicated strategies that you need to pay $9997 to discover. To be honest, it’s
not even designed to tell you what to do.
Every market is different, every investor is different, every investment is
different. So how can one system offer an answer? It can’t, and that’s why this
book is only the beginning. I encourage you to not only read, but to engage with
the content. Internalize it; make it your own. Then take action.
This is not a recipe book, this is an art class…and school is now in session.
Don’t let this book be another a collector on your shelf. Let this book be
the catalyst you need to take a leap of faith, map out a bright future all your own
and see what lies beyond the cubicle walls.
 


	13. Josh Dorkin
  


	14. BiggerPockets Founder and  CEO
 


	15. Chapter 1
The Art  Of Creative Real Estate
Investing
Allow me to start this book talking about one of my favorite things: pizza.
Sure, it may seem like a rather absurd way to start a book on buying real
estate with little to no money down, but bear with me a moment, and it will all
make sense.
When I go to the pizza store to pick up a pepperoni pizza with extra
cheese, I have one choice: to pay for it with my hard-earned money. I suppose I
have other choices, but I’d rather avoid the orange jumpsuit and forced
community service involved in theft.
However, the rules for real estate investing are actually not as hard and
demanding as those for buying pizza or other consumer goods, so you’ll have
many more options. Better yet, those options are not only legal, they are also a
lot of fun to learn and apply. I call this process “creative real estate investing.”
One of my favorite aspects of real estate investing is the ability to trade
cash for creativity. In my world, this is the truest definition of creative real estate
investing.
You can’t easily do this with stocks, mutual funds, gold, or most other
kinds of investments. If you wanted to buy gold but had only $1,000 to spend,
you would probably buy just $1,000 worth. If the price of gold then doubled
over the next decade, you would make only another $1,000 in that ten-year time
frame. If it doubled again the following decade, you would then have $4,000 in
your portfolio.
 


	16. You can imagine  how long building serious wealth might take with this
method, especially with the market fluctuating so greatly. In fact, gold has done
tremendous things over the past decade, climbing from $282 per ounce in
February of 2000 to over $1,300 per ounce in February of 2014. While that rise
may seem incredible, it’s only incredible for those who had a significant amount
of money to invest to begin with. After all, if you had bought that $1,000 worth
of gold in 2000, today you’d have approximately $4,600—hardly anything to
quit your job over.
The same applies to the stock market. And mutual funds. And fine wine.
And nearly all other investments.
Now, there’s nothing wrong with investing in those other things (and in
fact, I recommend a “balanced diet” with respect to investments), but if you have
little or no money, getting started can take a long time.
Frustrating, isn’t it?
However, with real estate, you can leverage your knowledge, time, and
creativity to essentially make money from nothing. This is what creative finance
is all about: replacing cash with creativity, money with motivation, and dollars
with determination.
Do you have that creativity, that motivation, that determination? If so, you
can do some amazing things to improve your family’s financial future. If not,
don’t worry. This book will show you the way.
Who Am I?
My name is Brandon, and I’m addicted to creative real estate investing.
I started investing in real estate at the age of 21 with no credit, no cash, and
—honestly—no idea what I was doing. However, I had decided that I was going
to be a real estate investor come hell or high water, so that’s what I set out to do.
 


	17. I read every  book the regional library system had on real estate investing, spoke
with every real estate investor I could find in my area, attended landlord
meetings to network, and continued to work my day job making barely above
minimum wage for the first few years.
Fast forward seven years and I’m not a millionaire, I don’t drive a fancy
car (unless you consider my 2007 Prius fancy, which, with its 49 MPG, I
definitely would), and I’ve made more mistakes in real estate than I’d like to
admit. However, I’ve also amassed a portfolio of rental units and flipped or
wholesaled a variety of properties that have provided me with enough income to
support my family whether I maintain a day job or not—and I’ve purchased
every property using little or no money of my own.
I don’t say this to brag. The truth is, I didn’t jump into creative finance
because I was some super genius or because I was trying to achieve some
astronomical return on investment. I jumped into the world of creative finance
because, frankly, I was broke. I acquired nearly all my properties while I was
either self-employed or working for less than $15 per hour. I simply had no
choice: be creative or don’t invest at all. Along the way, I’ve made a lot of
mistakes, wasted a lot of time, and made more than a few bad investments.
However, the many lessons I’ve learned from it all have made me the investor I
am today, so my hope is that I can now share those with you.
All that said, this book is not about me. This book is about you and your
future, no matter what your past has been or how much money is in your
checking account. This book is about giving you the educational tools you need
to start investing in real estate, whether you have a million dollars in the bank or
six bucks to your name.
It’s Not About Being Broke or Irresponsible
I realize that creative real estate investing holds a special appeal for people
who absolutely no money in their checking account, but I want to be clear that I
don’t equate creative real estate investing with having no money. Yes, the two
often go together, but that’s not what this book is about.
 


	18. After all, no  matter how much money you have in your bank account or
IRA, there will always be real estate that you cannot afford. There is always
another level, and getting to that level requires a strong commitment to creative
real estate investing. Even the most wealthy and successful real estate investors
use a heavy amount of creative finance to continue their business; I would even
argue that their skills at buying real estate with no or little money down are what
have contributed most to their success.
Therefore this book is for YOU if you are interested in doing more deals,
enjoying more cash flow, and increasing your income through creative real
estate investing.
This Book Is Not About Getting Rich Quick
Yes, fortunes have been made in real estate, and some of those fortunes
have been made rather quickly. However, for the vast majority of real estate
investors, this is simply not going to happen, and I am not promising anything
different.
This book is about applying creativity as leverage to acquire real estate,
and this doesn’t happen overnight. Building up a portfolio can take years, and
the speed at which that portfolio grows depends heavily on a healthy dose of
luck, location, and timing. That said, please don’t be discouraged. Creative real
estate investing truly is an amazing vocation that can transform your future and
the financial destiny of your family forever, and I’m excited to share with you
the strategies I’ve used throughout my career.
To Whom Is This Book For?
There are hundreds of ways to make money in real estate and hundreds of
books written about each of the various strategies.1 Therefore, I think we should
discuss whom this book is for before we jump headfirst into the content.
 


	19. This book is  for anyone interested in investing in real estate using other
people’s money. Whatever strategy you expect to use or niche you plan to enter,
I believe the lessons in this book can help you find greater success.
Although I am primarily a buy-and-hold real estate investor, interested in
the extra monthly income (cash flow) that owning numerous rental properties
can provide, and even though I tend to mix in the occasional flip or wholesale
deal just to keep things interesting, rental properties are my bread and butter and
my area of expertise. That said, the lessons in this book will apply for those
looking to engage in all types of real estate investing. In fact, Chapter Nine of
this book deals exclusively with the concept of real estate wholesaling and
finding amazing deals, so be sure to stick around for that.
You CAN Afford It
Each week, Joshua Dorkin (the founder and CEO of BiggerPockets.com)
and I have the honor of sitting down with successful real-life real estate investors
on the BiggerPockets Podcast and asking them about how they built their
business, the successes they’ve had, the failures they’ve faced, and more.
Perhaps the most popular segment of the show comes at the end, during the
“Famous Four”—four questions we ask each and every guest. The first question
is simple but powerful: What is your favorite real estate book?
The number one answer given by 80% of our guests thus far has been the
same: Rich Dad Poor Dad: What The Rich Teach Their Kids About Money That
the Poor and Middle Class Do Not! by Robert T. Kiyosaki.
I am amazed by the sheer number of investors out there who credit this one
simple book as the inspiration for their investing career, and I’m right there with
them. This book was a huge turning point for me and motivated me to start
thinking about my financial future in a new light. Although not a textbook for
real estate in any way, Rich Dad Poor Dad was foundational in the lives of many
real estate investors because it changed the mindset of everyone who read it.
Personally, it completely blew my mind wide open with new possibilities and
ways of thinking.
 


	20. Perhaps the greatest  mindset–expanding revelation in this book comes
when Kiyosaki tells a story about the two men who had a hand in raising him:
his real dad and his best friend’s dad. Each had a different way of guiding his
family financially, which led to the author’s dual perspective on financial
matters.
In the book, Kiyosaki states, “Rich dad forbade the words ‘I can’t afford
it.’… Instead, rich dad required his children to say, ‘How can I afford it?’ His
reasoning, the words ‘I can’t afford it’ shut down your brain. It didn’t have to
think anymore. ‘How can I afford it?’ opened up the brain. Forced it to think
and search for answers.”2
I still remember the day I read that; my entire world seemed to turn upside
down. I had been raised in a household of “we can or we can’t afford that” and
so was accustomed to turning my brain off as soon as I reached the point of
“no.” When I suddenly realized that there was a different way of thinking,
something ignited inside me, and my quest for creative finance began.
At that point, I stopped saying, “I can’t afford it” and “I can’t do it” and
began asking, “How can I afford it?” and “How can I do it?” I realized people
were making money with real estate investing and were not using any of their
own money. I was going to do the same, and I hope this book will help you do so
as well.
However, before we go too far down the “let’s invest with no money”
road, we need to ask one fundamental question...
Should You Really Invest with No Money Down?
A lot of people out there would advise you not to invest in real estate if
you don’t have significant financial resources of your own to use as a large down
payment. Others, such as popular financial radio talk show host and author Dave
Ramsey, have even more strict views and argue that you should only invest in
real estate if you can pay 100% cash for the property you want.
 


	21. At the other  end of the spectrum are those who would advise you to get
into real estate no matter what, however you can. Scam, steal, and squeeze your
way in to make a buck. After all, what is important is getting rich as quickly as
possible so you can start driving that convertible, lying on that beach, and
watching your money grow.
So what’s the truth? Should you really try to invest in real estate using
creative methods? Should you put this book down immediately and go get a
second job working at a fast food joint?
I can only speak for myself and my own risk tolerance, but I believe that a
happy medium can be found. I believe all investments are risky to some degree.
However, as the great hockey player Wayne Gretzky once said, “You miss 100%
of the shots you don’t take.” In other words, had I not taken that first step toward
investing in real estate without any money, I would not be where I am today.
Have I struggled? Yes!
Have I lost money? Of course!
Would I change any of it? Not a chance!
I love the freedom that real estate investing offers, and I was willing to use
my creativity in place of the cash needed to get started. I had more time and
creativity than money, and I leveraged that into a profitable career—and I
wouldn’t hesitate to do it again.
If you are someone who advocates being content with a traditional job and
saving up for that first cash purchase, more power to you. I wish you well, and
I’m fully convinced that’s the best route for you to take. However, for me,
working 40 years behind a desk so I can be a millionaire when I retire at 65 is
hardly a worthy goal.
I want to live today and when I retire.
That is what motivated me to start creative real estate investing, and that is
what continues to motivate me today. That said, I want to make a few things
very clear about creative finance. I like to think of real estate as a game, and as
 


	22. such, certain rules  must be followed. I call these the Four Rules of Creative
Investing.
The Four Rules of Creative Investing
I like to speed.
Traveling down the freeway, something just seems wrong about going the
speed limit. I have to push the limits just a little. This is what intrigues me about
the Autobahn in Germany. This federal highway has no federally mandated
blanket speed limit, which makes it a dream for people like me.
However, just because the highway has no speed limits, that doesn’t mean
a driver can afford to be stupid.
In fact, Autobahn drivers are mandated to control their speed during
adverse weather conditions and in urban areas of the road. Additionally, an
“advisory speed limit” of 81 mph applies to the entire freeway system to protect
drivers.
What does this have to do with creative real estate investing? Creativity in
real estate is a kind of open road that often appears to be “rule free.” However,
the same conditions that make it so exhilarating can also lead to the greatest
crashes. Therefore, investing in creative real estate has its own “advisory speed
limits” in the form of four important guidelines.
These are four of the primary rules and advisory limits of creative real
estate investing. These have been passed down from one established investor to
another with the goal of keeping aspiring investors from crashing and burning.
1. When investing creatively, you need to find even better deals than
those who invest normally. Let me explain what I mean. Let’s say a certain
home is worth $100,000. A traditional investor might pay $100,000 for that
 


	23. home, put a  30% down payment ($30,000) on the property, and make a nice
return on investment from the cash flow (the extra money left after all the
expenses are paid).
However, if I were to purchase that same house for $60,000 because I took
the extra steps necessary to get a great deal, which of us is in the better position?
The traditional investor, who has $30,000 of their cash tied up in their property
and no real equity, or me, who has nothing invested but owes less?
Because of the deal I obtained, I have far greater potential for profit and
for a better return on investment than the normal investor, but less of my cash is
at risk because I have no cash invested at all.
However, what if I decided to be just a “normal” investor and pay full
price for that $100,000 property, with no money down? Most likely, my
mortgage payment would be so high that good cash flow would be out of reach,
and I would not have the equity necessary to be able to sell the property. In this
case, the “good” investor would be in a better position because they owed only
$70,000. Hopefully, you are following my argument here... creative investing
means you must invest in incredible deals, or it’s simply not worth doing.
There are exceptions to this rule, of course. Sometimes the method of
financing can sweeten a deal enough to entice you to jump in. We’ll talk more
about those strategies later in this book.
2. When investing creatively, you must be extremely conservative. I’m
not talking politics here; I’m talking about planning for the future. This means
assuming the worst when buying property. Take as a given that taxes will go up,
your unit will sit vacant for a certain percentage of each year (higher than the
average for your area), repairs will be numerous and expensive, and you will
need to evict deadbeat tenants. Plan for these costs and only buy property that
proves to still be a good deal even after a conservative estimate.
Although the analysis side of the real estate transaction is beyond the scope
of this book on creative real estate investing, I encourage you to spend some
 


	24. time on this  subject by studying how to analyze an investment property on
BiggerPockets. For a video tutorial on exactly how I analyze potential rental
properties, check out How to Analyze Real Estate Investments.3 Also, in Chapter
Nine, I go into significant detail about how to analyze a property, including
estimating repairs, so stick around for that.
3. Creative finance requires sacrifice. Remember my definition of
creative finance: the ability to trade cash for creativity. Notice there is a trade-
off involved—one you need to accept. Most of the methods I’ve used to acquire
real estate, I didn’t learn from a book. Instead, I discovered the methods at 4:00
a.m. after an eight-hour brainstorming session with my wife, my pen, and my
paper, desperately trying to figure out the missing puzzle piece that would
enable me to close a deal. This is often the trade. It requires jumping through a
lot of mental hoops, numerous conversations with others, and the ability to ask
for help. Creative real estate investing is a puzzle that takes real mental (and
sometimes physical) effort to put together.
If you want easy, then stick with a job, a sizable down payment, and
average returns. There is nothing wrong with that, and I’d have chosen the same
if I’d had enough money and income when I started. But I didn’t, so I chose
creativity. I chose to sacrifice. Will you?
4. Creative finance does not mean investing without a cushion. A wise
man and mentor once told me, “You can go broke buying good deals.” Even
though you need to get killer good deals if you are going to invest with no or
little money down, you still need to understand that bad stuff happens. Murphy
will show up on your doorstep and start knocking. He might even move his
whole family in. (If you don’t understand the reference, Google “Murphy’s
Law.”)
Therefore, maintaining a financial cushion to deal with problems is
imperative. You don’t need $50,000 in the bank to buy a small rental house, but
you do need to be able to weather the storms that will come, relative to the size
of the property you are buying and that property’s risk for loss.
 


	25. For example, if  you needed to evict a tenant, could you handle several
months of lost rent, more than $2,000 in eviction costs, and several thousands of
dollars to repair the property? What if you had to do this twice in the same year?
These are important questions you must be able to answer, or at least discuss.
Many of the strategies in this book will deal with solutions for issues like this, so
don’t give up on this book quite yet if you are down to your last dollar. These
questions do have answers, so hang in there and keep your brain turning.
I can’t tell you exactly how much money you’ll need to save, because that
depends largely on a number of factors, including the following:
The strength of your target real estate market
Your ability to manage effectively
You ability and desire to repair things yourself, if needed
How difficult and lengthy evictions are in your state
How good your credit is
How much cash flow you can get
The average purchase price of your target properties
The niche you enter
The strategy you use
And a whole lot more
The point is, be conservative, buy great deals, and have a financial backup
plan. If this means spending six months working a second job to save up $5,000
to put into a savings account, then start that second job tomorrow. Maybe it
means asking your boss for a raise or lowering your living expenses
(remember… sacrifice!). Whatever you need to do, get started as soon as
possible. Stop wasting time on excuses and start planning for how you are going
to get there.
 


	26. Furthermore, even though  having a large financial cushion to weather
storms can help you significantly offset risk, you cannot simply throw money at
real estate investments and hope they turn out well. Education is key. Will you
read the books, study the material, ask the right questions, and insist on
becoming the best? I hope so.
No Money Down: A Myth, Scam, or Secret?
I don’t really like the phrase “no money down.”
Not because the approach is not possible, but because the phrase has been
so worn and used by the late-night TV gurus who drive up in their red
convertible with two hot bikini-clad babes in the back seat. Big cars, big hair,
big promises. “No money down” conveys a sense of “easy money” and a “get
rich quick” mentality that is not only flawed and silly – it’s dangerous.
As I mentioned earlier, wealth built through real estate investing is
definitely not easy money, nor is it quick. However, does the widespread
overuse of the phrase mean that the concept is impossible to achieve? Does
investing in real estate with no money down really work? If you’ve made it this
far into this chapter, you should know that it is possible. I’ve personally done it
time and time again, and so have thousands of other, far more successful
investors around the world.
Investing in real estate without any money is not a scam or a myth, and it’s
not a secret that you need thousands of dollars to unlock. It’s simply the process
of replacing cash needed with the creativity you have. There is a method to the
madness of “no money down” real estate, and this book will outline numerous
tips for buying property without using your own cash. I and thousands of other
investors have used these strategies and tips for years. If you’re still not
convinced, let me try to make one more thing clear:
Real estate is not free; it requires money. However, when we talk about
investing with “no money down,” we mean investing with none of your money
down. In other words, we’re talking about using other people’s money to buy
 


	27. real estate.
Creative investing  is about shifting the source of any needed cash,
depending on the strategy. You can do this in numerous ways, and this will all
make much more sense as we start examining the different strategies. For now,
though, just understand that buying real estate with no money out of pocket (or
very little) is a very real and possible thing if you are committed to learning the
art. And yes, it is as much an art as it is a science. This book will show you both.
Having the Right Tool for the Right Job
Have you ever hired a handyman to do a job for you?
When a handyman goes to a job site, they don’t always know what they
are going to need when they get there, so they bring a number of common tools
(hammer, saw, drill, etc.) so they’ll be prepared for whatever they encounter. If
the job requires that something be nailed, they can pull out their hammer. If the
job requires a hole to be drilled, they can pull out the drill. A good handyman is
prepared with a toolbox full of tools to be able to address whatever is in front of
them.
In the same way, a good investor also has a toolbox, and you can fill yours
with whichever tools you want. As you work your way through this book, you
will learn a number of different strategies. Some of these are relatively easy to
understand and apply, while others are high-level concepts that you may need to
go over a few times (and just jump into) to fully grasp. Each of these strategies
and concepts is a “tool” for your investor toolbox. You may not need each
strategy today, and some you may never employ, but by having them all in your
toolbox, you will be a more prepared investor—one who can tackle more jobs
and will have more success. After all, just like a handyman, the more tools you
have, the more projects you can master.
What to Expect in This Book
 


	28. This book will  examine a number of very different strategies for creative
finance with real estate investing, but realize that these are only a small fraction
of what could be possible when you start using your brain and adopt a “how can
I afford it?” mentality. I encourage you to take as many notes as you can so you
can revisit the concepts when needed.
Each chapter in this book will cover a different strategy you can use to
invest in real estate with little or no money out of pocket. Each chapter will also
include a thorough discussion of the risks, downsides, and potential problems
involved. Additionally, numerous examples throughout each chapter will help
break down the concepts into real-life, actionable plans.
If you have any questions as you work your way through this, I encourage
you to visit the BiggerPockets Forums4 and start asking them there. I can
guarantee you that investors are hanging out in the forums right now who have
experience in each and every one of the strategies I am about to present, so learn
from them by leaning on them! Ask them about their experience, their mistakes,
their successes, and fill your toolbox with the highest quality tools you can get.
Will All These Strategies Work for Me?
The short answer is no.
Think of this book not as a textbook, but as a piece of literature, one whose
lessons can be applied internally but not necessarily used as exact formulas. This
book is about learning to think creatively and is filled with stories of individuals
who have done exactly this. Your ability to carry out certain strategies will rely
heavily on a number of factors, including your location, your personal place in
life (family commitments, free time, willingness to sacrifice, etc.), your finances,
your personality, and more.
For example, I might mention a rental house that an investor purchased for
$120,000. Some of you might scream, “$120,000 for a rental house? That’s
highway robbery!” while others would shout, “$120,000 for a rental house? That
wouldn’t buy a parking spot in my area!”
 


	29. Real estate investing  and the strategies for creative finance are heavily
defined by location. Does this mean the strategies outlined will not work for
your area? Not necessarily. You may be able to tweak a specific strategy to work
wonders in your area The point is to open your mind, learn what works in other
markets, and train yourself to think creatively and apply those strategies to your
own local market. If you are ready to get started, to open your mind to the
possibilities of buying real estate for little or no money down, turn the page, and
we’ll begin by talking about how I got started: with an owner-occupied
investment property.
 


	30. Chapter 2
Owner-Occupied Investment  Properties
At first, you might be a little confused.
After all, aren’t we supposed to be talking about investing, not buying a
personal home? If so, why am I using the term “owner occupied” in this chapter
title? I wanted to begin this section by discussing this special kind of real estate
investment for two reasons:
1. This is the way I and thousands of other investors started our career.
2. This can be one of the absolute cheapest ways to get started investing
in real estate.
This chapter will focus on the strategy of combining your own home with
sound investment principles to create a powerful method of getting started
without much (or any) cash of your own.
What Exactly Are We Talking About?
First, let’s all get on the same page with respect to exactly what we’re
talking about. An owner-occupied investment property is real estate that has
been purchased as an investment but that also doubles as a primary residence for
the investor. In other words, the property is both your home and an investment
property.
Why would you want to do this? Because America loves homeowners!
 


	31. Owning a home  is the American dream and as a result, our society has created
some excellent incentives for those who want to buy a home, and when you
combine those benefits with the knowledge needed to profit at real estate
investing, you can skyrocket your chances for success while lowering the
threshold for getting started. For example,
• Homeowners can purchase a home with a mortgage that requires as
little as 0% down.
• Homeowners get lower, fixed interest rates.
• Homeowners can qualify with lower credit scores.
• Homeowners are often given the first option to buy foreclosures
(especially HUD homes, which are properties that have been foreclosed
upon by the U.S. Department of Housing and Urban Development).
• Homeowners can often negotiate better deals with sellers.
We’ll go into the specifics on how to do all this later in the chapter, but
first let’s look at the two primary ways of applying this strategy: a single-family
home or a small, multifamily home.
Owner-Occupied Single-Family Home
Let me tell you a tale of two college grads.
Both graduated college with the usual amount of student loan debt, got
married, found great jobs paying $5,000 per month, and decided to buy a house
for their family.
The first buys a McMansion in the suburbs. The home is everything a
family could want: manicured lawn, granite countertops, Brazilian cherry
hardwood floors, and more. The family is very happy but spends roughly $2,000
per month just to pay the mortgage—and this is on top of their car payments,
 


	32. student loans, private  preschool for their kids, and other middle class bills.
The second college grad buys a house knowing it will not be the family’s
“final home.” They purchase a three-bedroom, two-bath home in a working class
neighborhood and put a little sweat equity into painting and landscaping, making
it a great house to start out in. The best part? Their total mortgage payment is
just $850 per month.
After a year, both college grads, for whatever reason, want to move and
decide to rent their home. College grad #1 quickly learns that the most he can get
for his home is $1,800 per month in rent. However, his payment is $2,000, not
counting maintenance, repairs, and more. He can’t sell the house because what
he owes is the same as its current value, so by selling, he would actually lose
money because he would have to pay the real estate agent and closing costs.
College grad #2, however, finds that his home will rent for $1,500, when his
payment is only $850, thereby netting him significant extra cash flow each
month.
As Kiyosaki explains in Rich Dad Poor Dad, buying a single-family home
to live in is not an “investment,” it’s a liability. It costs you money each and
every month, takes a significant amount of money to maintain each year, and is
probably your single biggest expense. Far too many Americans treat their home
as some holy investment, when really, it’s putting them in financial hell.
So why do I refer it here as an “investment”? As the story of the two
college grads illustrates, you can consider a single-family home an investment if
you purchase it with the intention of using it as a real estate investment in the
future or if you can build substantial equity5 by doing some light rehab and then
parlay that equity into greater investments later.
On the rental property side, banks generally assume that you will stay in
the home for a short time (and sometimes contractually require it), usually a
year, but if you move out, you do not need to obtain a new loan. Your loan will
stick with the property no matter where you move. Therefore, you can buy a
home to live in, move out some time later, and continue to use this home as an
investment property. This is how I acquired several of my early properties.
The same principle, as outlined in the story of the two college grads,
 


	33. relates to house  flipping and is how I got into real estate at the very beginning.
My No Money Down Beginning
I had just graduated college and was working a barely more than minimum
wage job when a friend’s sister (who was a real estate agent) told me that for me,
buying a house would be cheaper than renting one. I looked into the numbers
and discovered she was right.
Although I had no idea what I was doing, I decided to purchase a four-
bedroom, one-bath home that, well, was downright ugly. I rented out the
bedrooms to some friends (so I could live there for free), slowly fixed the place
up, and nine months later, sold the property for a $20,000 profit. During this
time, I used none of my own money but relied on a 100% mortgage to purchase
the property and used mostly credit cards to fix it up.
Note: I don’t necessarily recommend using credit cards, but
doing so did help me bridge the gap I needed to make stuff happen.
Although I believe credit cards are exceptionally dangerous, I have a
hard time vilifying something that helped me get to where I am. If you
plan to use credit cards in your investing plan, be sure to have a rock
solid, 100% way of repaying the money quickly, and never borrow
more than you can afford to pay the minimum payment on.
While most of my friends were busy playing video games and chasing
girls, I was turning thin air into a $20,000 profit and was ultimately able to pay
for a dream wedding and honeymoon with my new wife. Yes, I could have
purchased a beautiful home that needed no work, but instead I chose to buy
something that could double as both an investment and a primary residence—
and it paid off well for me.
Could you do the same? You tell me! This is just one simple example, but
the possibilities are endless when you use your head and start thinking
creatively.
Let’s move on to another popular form of an owner-occupied investment:
 


	34. the small multifamily  home.
Owner-Occupied Multifamily Homes
Chances are good that you’ve rented a unit in one of these places in the
past or you know someone who has. They exist in every market, in every
neighborhood, and at every price point, and purchasing a small multifamily
property can have a tremendous impact on your financial future, especially when
combined with the power of being an owner occupant.
A small multifamily property is a 2-4 unit residential property, so an
owner-occupied multifamily property is one where the owner lives in one of the
units.
The neat part is this: duplexes, triplexes, and fourplexes are all considered
“residential,” so if you live in one of the units, even for a short time, the
American benefits to home ownership are no different than what I outlined
earlier. In other words, most banks view small multifamily properties exactly the
same as single-family homes. This is good news for you!
(Keep in mind, once a property reaches five units, you enter a whole new
ball game of “commercial real estate,” which is ineligible for the benefits related
to owner-occupied properties that we are talking about here. There are still ways
to buy properties with five or more units without using your own cash, but this
chapter on owner-occupied investments won’t explain those techniques. We’ll
cover them in later chapters instead.)
Because 2-4 unit properties are considered residential, they come with low
rates, easy(ish) financing, and a smaller down payment required. Additionally,
when you buy smart and get a great deal, you might be able to live for free and
get paid for doing so.
When you purchase a great small multifamily deal, the rent your tenants
pay each month can cover all the property’s expenses—and more. For example,
if you buy a fourplex, live in one unit, and rent each of the other units for $500
 


	35. per month, you  could be making $1,500 per month in income. If your loan,
taxes, insurance, utilities, and other expenses total just $1,200, you could
essentially be getting paid $300 a month just to live in the home.
Even better, when the time comes to move out and into your future home,
you can rent that fourth unit for even more income. Let me break these numbers
down again in an easier-to-understand table:
Expenses include an average of all possible expenses, such as the
mortgage payment, property taxes, insurance, flood insurance (if needed),
property management, utilities, repairs, capital expenditures (the big items you’ll
need to save up for, like a new roof, appliances, etc.), and any other costs that
might come up. To help estimate these expenses, be sure to check out the article
“How to Estimate Expenses on a Rental Property.”6
Again, the success of your owner-occupied multifamily home depends
almost entirely on your ability to find a great deal, so don’t skip that part of your
education. There are numerous great resources across the BiggerPockets
website that can help you learn how to find great deals, and in chapter nine of
this book we’ll spend a lot of time on the subject as well. Study up on the best
methods for finding and analyzing properties so you’ll recognize a good deal
when you see one.
Single-Family or Multifamily?
Whether you plan to buy a single-family home and turn it into an
investment someday or buy a small multifamily property to use as an investment
property right now, you can see how important this stage of your investment
 


	36. career can be.
The  choice is yours as to which type of property to buy: single family or
multifamily. In many ways, the decision comes down to your position in life. Do
you have a large family? If so, you may want to focus on a single-family
property. Are single-family homes too expensive in your area? If so, you may
want to focus on a small, multifamily property instead.
Obviously, investing in an owner-occupied single-family home is more
about appreciation than cash flow, and because I’m a cash flow investor, I am
pretty strongly in favor of the multifamily idea. However, once again, it all
comes down to your lifestyle.
Why Buy an Owner-Occupied Investment?
What does any of this have to do with creative finance and buying real
estate for little or no money down? After all, buying these properties takes
money, doesn’t it?
Yes, but likely not as much as you think.
The fact is, there are low money down lending opportunities that exist for
homeowners that simply do not exist for the typical real estate investor. By
taking advantage of these opportunities, you can start building your rental
portfolio with very little out-of-pocket cash and get started sooner than you may
have imagined.
The rest of this chapter will deal with the “creative” side of buying an
owner-occupied investment property. We’ll explore how you can get into a
home for less money than you think and consider a few specific loan products
you can use to get into your first property.
However, before we begin discussing those techniques, let’s quickly
address one important fundamental question...
 


	37. Should You Even  Buy a Home?
When I bought my first house, I took a hammer and smashed a hole in the
wall—just because I could. You see, buying my first home was exciting because
it was mine. I could do what I wanted, when I wanted, and no landlord could tell
me “no.” For me, owning a home is one of the greatest feelings on earth.
However, buying a home is not for everyone.
If you are flat broke, up to your eyelids in debt, switching jobs often, and
can’t seem to resist calling those late-night infomercial numbers for crap you
can’t afford, maybe you should focus on getting your life and budget in order
first. Or if the average home price is $995,000 where you live and you can’t
move to a lower cost area, buying a home might not be the right move just now
(unless you can find a screaming good deal). Or, if you have a 550 credit score
because of some past mistakes, buying a home simply might need to wait until
you can qualify.
Investing in real estate by purchasing a home is not a lighthearted, flippant
decision. It requires a plan, stability, and moderately good credit. However, I
also believe that buying a home is not meant just for boring old folks who have
2.1 kids, a dog, and a career at a Fortune 500 company. If you have decent
credit, a stable job, and a modest balance in your savings, you can enter the
world of homeownership. What’s more, if you are smart about it, you can
simultaneously enter the world of real estate investing and live for cheap or free
while getting firsthand, on-the-job training to be a landlord.
Now, let’s move on to specifics. The programs outlined in the following
sections are the ones used most often by owner-occupied investors to obtain
properties with no or little money down. (Keep in mind that I am not a mortgage
professional. Loan requirements and details change often, so always check with
a qualified mortgage professional before moving forward with any of this
information.)
FHA Insured Loans
 


	38. One of the  most popular methods of buying a home today, especially for
low or middle class borrowers, is through the use of an Federal Housing
Authority insured loan, generally just referred to as an FHA loan. The Federal
Housing Authority is a United States Federal agency under the Department of
Housing and Urban Development (HUD) that performs a number of housing and
mortgage related activities to encourage home ownership and market stability.
Before the late 2007 real estate crash, FHA loans were mostly ignored
because anyone with a pulse seemed to be able to qualify for a mortgage using
no or little money down. (Remember the story I told earlier of my first live-in
flip? Yep, I was able to pay no money down as a college grad with a low-paying
job. Don’t expect that anymore!) In fact, in 2005, less than 5% of purchases used
an FHA loan, but FHA market share reached 28.1% of all purchases in 2009,
during the height of the mortgage crisis.7
The term “FHA loan” is a bit of a misnomer, though, because the FHA
does not, in fact, provide loans. Instead, it simply insures the loan against loss. In
other words, the U.S. Government tells the banks (please read the following in a
New Jersey mobster accent),
“Look, fellas, we know these people don’t have enough of a down payment
to get a regular loan from yous guys. So, I’ll tell you what we’re gonna do. You
scratch our back, we’ll scratch yours. Go ahead and offer the loan anyway, and
good ole Uncle Sam will make sure you’re taken care of should something bad
happen and the homeowners stop paying.”
FHA Loan Specifics
To offset the risk the government takes when insuring these loans, the
FHA passes some additional costs on to the borrowers through the use of two
special fees (when the loan-to-value8 is greater than 78%). These fees are known
as the Mortgage Insurance Premium (MIP) and must be used in your calculations
when considering using an FHA loan for a property. The MIP is charged both
upfront, in the form of a one-time fee that is usually wrapped into the loan, and
monthly, in the form of a monthly fee that is added to your loan. Both fees are
based on a percentage of the purchase price and typically result in an extra 1%–
 


	39. 2% fee up  front and an additional monthly fee of roughly $100 per month for
each $100,000 financed.
FHA loans stand out in the lending world because of their extremely low
down payment requirements-just 3.5% of the purchase price at the time of this
writing. This means an individual could use an FHA loan to purchase a single-
family home or small multifamily property with considerably less than the 20%
down payment normally required, as long as they plan to initially live in the
property. This makes the FHA loan very attractive to first-time homebuyers and
first-time investors.
Let’s look at a quick example of how you might use an FHA loan to get
started investing in real estate.
 


	40. Risks and Drawbacks  to the FHA Loan
While the FHA loan program seems to be a great one (and it can be), you
should be aware of some major issues and drawbacks before jumping into an
FHA deal. I do not want to scare you away from these loans, but I feel that
understanding all risks and dangers before engaging in any real estate investment
is vitally important.
1. MIP – As mentioned earlier, the Mortgage Insurance Premium can be a
 


	41. real cash flow  killer, so be sure to only buy amazing deals when using the FHA
loan to purchase property. In the example of Lindsay and the triplex I used
earlier, Lindsay would have almost $1,200 per year extra if her loan had not
included that MIP.
2. One Time Use Only – For those of you who are thinking, “Great! I’ll
use this FHA trick every year and get a dozen properties in the next 12 years,” I
have some bad news: the FHA allows you to have only one FHA loan in your
name at a time. Bummer. However, if you have sufficient equity in your
property and the credit/income to justify it, you can refinance9 your loan into a
conventional (normal) mortgage and pursue another FHA loan.
3. Red Tape – Additionally, dealing with the government in any way
always seems to involve more hassle, more red tape, and more waiting than
dealing with private banks. Once you have the loan, it might be great, but
actually getting the loan might take a little extra fancy footwork.
Summary of the FHA Loan
Should you use the FHA loan? Obviously, every situation is different, but I
am a strong proponent of using this kind of loan when the deal makes sense. The
FHA loan is ideal for first-time real estate investors and those who have minimal
cash but decent credit and job stability. Although it isn’t a technique to obtain
real estate for no money down, it can get you pretty darn close with just a 3.5%
down payment plus closing costs, which is doable for most people, even if you
have to save up for a few months.
I believe the FHA loan, when used correctly, can be a powerful tool for
new investors to acquire their first deal with minimal cash out of pocket. Again,
the MIP and low down payment requirements demand that you get an even
better deal than the typical homeowner (this is a running theme in this book, in
case you hadn’t noticed), so shop around, be selective, and claim a great
property.
Most banks and lending institutions offer FHA-insured loans, so ask your
 


	42. mortgage professional about  your options, and be sure to look into any policy
changes since the publishing of this book.
The 203k Loan
This next loan I’m going to talk about gets me real excited because of the
potential it has in helping new investors get started building serious equity
without a lot of cash out of pocket. After reading about the FHA loan just
moments ago, this should be fairly easy to comprehend. Let’s get into it!
One of the subsets of the FHA loan is called a 203k loan, so named
because it’s based on section 203(k) of the National Housing Act from the
Department of Housing and Urban Development (we’ll stick with calling it the
203k loan).
Although the 203k loan is part of the FHA-insured loan program, and thus
adheres to the main rules and requirements already discussed, I decided to
dedicate a separate section of this chapter to this loan because of some major
benefits it offers and the power it can have for a real estate investor looking to
maximize their live-in investments.
At its core, the 203k loan is a two-part loan that includes funds to both
purchase and rehab a home to the specifics you desire. In other words, you can
buy a property that is in desperate need of new paint, carpet, smell removal, or
other cosmetic (or structural) attention, and the 203k loan allows you to roll all
those costs into the loan, so you don’t need to pay for them out of pocket.
 


	43. As you can  probably see, the 203k loan holds tremendous potential for a
smart investor. Adding value to a property through rehabbing is one of the
fastest ways to build wealth quickly, and here the government is willing to lend
you money to pay for those repairs!
The 203k loan allows you to avoid the competition for already beautiful
 


	44. homes and instead  focus on properties that most other homebuyers are too afraid
to consider. Rather than offering $90,000 on the triplex in our triplex example,
could Lindsay have offered $80,000? $70,000? $60,000? Those discounts are
not outside the realm of possibility when one is dealing with distressed
properties, and it’s one of the reasons I personally focus almost entirely on
properties where I can get great deals and “force” the value higher through
rehabs. Let’s look at another example of how you could use a 203k loan to invest
in real estate with little money out of pocket.
 



	46. 203k Loan Specifics
There  are actually two types of 203k loans, depending on the type of work
you plan on doing:
the 203k
the 203k streamline
The difference lies in the extent of the rehab involved. The 203k
streamline loan can be used for smaller cosmetic problems, like painting, carpet,
and smells, while the regular 203k loan can be used for structural changes, like
moving walls or building additions. Contractors that work on the property rehab
must be FHA approved. However, most licensed/bonded contractors can become
FHA approved by simply submitting the correct paperwork to the bank, and your
mortgage professional can help them do this.
Also, at the time of this writing, FHA-approved contractors are required to
do the work only if the total cost of renovations exceeds $15,000, so if the
property just needs some basic repairs that you can and will do yourself, you can
save even more. Finally, all work on a property purchased with a 203k loan must
be completed within six months of the loan’s closing, though lenders do reserve
the right to shorten this time line.
Risks and Drawbacks to the 203k Loan
As with any loan, the 203k loan has both benefits and pitfalls. We’ve
already mentioned some of the downsides of using an FHA loan, and because
this product is also part of the FHA program, the same dangers exist. However,
you need to note some additional concerns before you venture out to buy a
property with a 203k loan.
1. Even More Red Tape – Speaking from experience, I can tell you that
the 203k loan involves even more red tape than the regular FHA loan, so be
prepared for a paperwork mess, mainly because there are many more moving
 


	47. parts in the  machine (contractors, lenders, reimbursements, etc.).
This can also affect the speed of the lending process, so be sure to give
yourself ample time to close when making an offer on a property for which
you’ll be using a 203k loan. Also, I recommend finding a great mortgage
professional who specializes in the 203k loan program to help you navigate these
cumbersome waters. These experts can be difficult to find, given that most
mortgage professionals have never done or cannot do a 203k loan, so make a lot
of phone calls and interview to find the best!
2. Rehabs Are Risky Business – If you’ve ever been involved in a rehab,
you already know that it can be a significant undertaking with numerous risks
and dangers. Besides trying to manage contractors and deal with the drama that
accompanies any rehab, you’ll have to deal with the potential that something
could go wrong on the project that would require more money than you had
anticipated spending, and HUD won’t cover those items. For example, if your
contractor opens up the walls and discovers bad wiring, you may be forced to
cover the cost of this change out of pocket.
3. MIP – Again, because the 203k loan is part of the FHA program, you’ll
be required to pay the upfront MIP, as well as the monthly MIP payment, if the
loan to value ratio is greater than 78%. This can add hundreds of dollars to your
monthly payment, depending on the size of the loan. Therefore, if you are
investing for monthly cash flow, be sure to consider the MIP payment when
running your numbers.
Summary of the 203k Loan
I truly believe that when used correctly, the 203k loan might just be the
most perfect loan product for a new investor trying to break into the investing
game. The key, however, is in the phrase “when used correctly.”
The ideal scenario is finding a property with basic cosmetic issues—like
peeling paint, old carpet, and bad smells—that can be acquired for far below
value and with significant potential for cash flow or quick appreciation after
purchase. Whether the house in question is a single-family or multifamily (two
to four units) property, use the 203k loan to add immediate benefit with minimal
out of pocket expenses.
 


	48. The VA Loan
Another  popular loan option for many homebuyers is the VA loan. This
loan product was created by the U.S. Department of Veterans Affairs and
operates in a very similar fashion to the FHA-insured loan—with a few notable
differences.
1. VA loans are designed exclusively for U.S. military service members,
veterans, and eligible surviving spouses.
2. VA loans can be funded with no money down. No, that’s not a typo—
you can really get a home for zero down.
3. Unlike the FHA loans, VA loans require no private mortgage insurance,
meaning your payment will be lower than if you used an FHA loan.
4. The VA loan allows the seller to pay 100% of the buyer’s closing costs,
unlike the FHA loans, which limits the seller to just 3%. This means a
VA loan can truly be 100% no money down.
Like the FHA loans, the VA loan is an “insured” loan that the government
provides to protect the majority of the lender’s capital in case the borrower
defaults. Also, like the FHA and other residential loans, a VA loan can be used
to purchase single-family homes or small multifamily properties with up to four
units, but only for individuals purchasing a primary residence.
I won’t go into a lot of detail on using a VA loan to invest in real estate,
because the principles are almost identical to those of the FHA loan, and any
differences can be explained to you by your VA lender.10 However, for more
information on VA loans and investing while serving in the military, be sure to
check out our article “Investing in American Real Estate While Serving in the
US Military.”11
USDA Loans
Though it is perhaps the least well-known of the government-insured loan
 


	49. programs, the U.S.  Department of Agriculture offers one that works very
similarly to the FHA and VA loan programs.
Now, you are probably thinking, “Isn’t that the same government
department that certifies my hamburger meat?”
Yep!
Although commonly referred to as simply the “USDA loan,” the full name
of the program we’ll be primarily discussing here is the USDA Rural
Development Single Family Housing Guaranteed Loan Program (though the
USDA does offer several different loan programs from which to choose). You
can see why “USDA loan” is much easier to say.
USDA Loan Specifics
The USDA loan is similar to the other programs we’ve discussed already
(the FHA, 203k, and VA loans), but in many ways takes the benefits from each
and combines them into a really great loan product, which includes the following
advantages:
100% loan financing
No monthly private mortgage insurance (an added monthly charge for
low-down payment mortgages) or MIP (as seen with the FHA Loan)
No maximum purchase price
Certain repairs and upgrades can be financed into the loan
Seller can pay up to 6% toward the buyer’s closing costs
In other words, the USDA loan includes a lot of really great features than
can help you get into a home with almost nothing out of pocket. So why doesn’t
everyone do a USDA loan?
Just as the VA loan is only for veterans, the USDA loan has a strict
qualifier as well: rural single family homes only, for low to moderate income
homebuyers. But what exactly is “rural” and what qualifies as “low to moderate
 


	50. income”? You might  actually be surprised, and chances are good that you could
qualify for a USDA loan if you live outside a major city by any small distance—
you don’t need to live 500 miles into the desert or deep in the Midwest farmland.
To check your eligibility for location, the USDA actually has a nice map
feature you can use to check your status on their website.12
As for income eligibility, the USDA loan requirements change depending
on the county in which you live, but if your household income hovers near the
average income of most Americans, there is a good chance you do qualify. To
qualify currently, your income can’t exceed 115% of the median income for the
area in which the property is listed. For example, in my county, the threshold is
$75,000 per year.
Risks and Drawbacks to the USDA Loan
Let’s look at a few of the specific negative characteristics of the USDA
loan so you’ll have a better understanding of whether you can use it.
1. Location Specific – Perhaps the biggest drawback of the USDA loan is
that many homes, because of their location, simply will not qualify,
though a surprising number still will. Be sure to check the USDA website
to determine if your location would qualify for a USDA loan.
2. More Red Tape and Waiting – Just like the other loan programs we’ve
discussed thus far, you may have to deal with significant waiting, red
tape, and other obnoxious paper problems when obtaining a USDA loan. I
sold a home recently to a woman who used a USDA loan, and the loan
took nearly four months to close because of a “backlog” at the USDA. Be
prepared for possibilities like this.
3. Single Family Only – As the name of the loan would suggest, the USDA
loan is eligible for use only on single-family homes, which means small
multifamily properties such as duplexes, triplexes, and fourplexes are out
of consideration. With that said, the USDA does offer a 10% down
 


	51. payment loan on  multifamily properties in rural areas (for non-owner
occupants). If you want more information on the Guaranteed Rural Rental
Housing Program, visit USDA.gov.
4. High Leverage – Obtaining a 0% down payment loan requires leveraging
yourself to an exceptionally high degree, which could be a negative for
some. We’ve talked about this numerous times already, but leverage is not
necessarily a bad thing if the deal is good enough. However, a 100% loan
on a mediocre deal may result in a bad deal. Use caution any time you use
a highly leveraged loan.
Wrapping It All Up: Owner-Occupied Investment Properties
Being an owner-occupied investor can be a great way to jump-start your
real estate investing future and give you a solid foundation upon which to build
your wealth. It’s the way thousands of other real estate investors have started,
because it can be done with little to no money out of pocket.
Let me emphasize this one final time: the key to a successful owner-
occupied investment strategy is getting a great deal, something that can serve as
a great buy and hold investment for the future or can gain you significant equity
right off the bat.
If you are interested in buying your first owner-occupied investment, I
recommend reading through the rest of this book to get a solid grasp on what
makes a great deal, and applying that to your home shopping. You may need to
be more selective, and the process may take longer than it would take the
average homebuyer, but if done correctly, the results could be amazing and set
you on a path toward financial success.
Owner-occupied investments can be one of the easiest and most
streamlined ways to start your real estate investing journey for little to no money
down. As I mentioned earlier, this is the way I started my investing career, and I
recommend that most people do the same, because you can gain significant
education through “on the job” training and hopefully build up some serious
equity or cash flow in the process.
 


	52. The biggest drawback  to owner-occupied investment properties is that you
have to live in the property. This is a deal killer for many people who for
numerous reasons cannot move or buy their own home. Perhaps they own their
dream home already or don’t have the credit to qualify for a mortgage. This is
okay. This is only one chapter out of ten!
The rest of this book will deal with strategies outside the owner-occupied
realm and dig into techniques you can use without needing to live in the
investment. Let’s move on and look at some other ways you can get involved
with real estate investing creatively and without a lot of cash. We’ll begin with
one of my favorites: partnerships.
 


	53. Chapter 3
Partnerships
I’m a  huge fan of superhero movies.
You know the type: big Hollywood budget, star-studded cast, and over-
the-top special effects, and judging by the recent success of these films, I’m not
the only one who loves them. People connect with these films in a unique way,
largely because of the connection we feel to the powerful yet emotionally
damaged superheroes.
No matter how cool or super these heroes are, they all have one thing in
common: partners. Whether that partner is another superhero, a beautiful
woman, a government agent, or a wise butler, clearly, even superheroes need a
partner.
Why? Because everyone has weaknesses. Yes, even you. No matter how
smart, talented, rich, good looking, strong, or wise you are, you still have needs
that can be better met by someone else. Partners can compensate for those
weaknesses in a powerful way. When investing in real estate, your greatest
weakness may be your lack of cash, but you may excel in other areas like
• having knowledge
• being creative
• having flexible time
• the ability to do your own labor
 


	54. • having a  deal or the ability to find one
As a result, using partners to invest in real estate can be a powerful way to
move forward without a lot of cash. This chapter covers the concept of
partnerships extensively and explains a few strategies for using partners to
creatively invest in real estate without a significant amount of money out of
pocket.
I hope this chapter will open your eyes to the possibilities partners can
bring to your real estate deals. Whether you have done zero deals or 100, I
believe the information in this chapter will help you invest in more real estate,
build more wealth, and have more fun doing it.
Although I will share several specific techniques and strategies for
investing in real estate using partners, recognize that these are not the only ways
to invest with partners—just a few strategies I’ve used. As I’ve mentioned, the
purpose of this book is to get your mind thinking creatively, so let’s get creative
with partners...
Let Me Introduce You to “Bob”
Bob is responsible. Bob pays his bills. Bob has a good job, good credit, a
pretty wife, and a nice smile—and he smells terrific. Bob is a banker’s best
friend. Bob also has some extra cash lying around. There’s only one problem:
Bob is not a real estate investor.
Bob doesn’t find deals, Bob doesn’t read the books, Bob doesn’t hang out
on BiggerPockets.com, and Bob doesn’t even know the difference between a
lease option and seller financing! (Don’t worry; we’ll get to both of those later in
this book.)
You, on the other hand, find the deals, read the books, hang out on
BiggerPockets.com, and can tell the difference between lease options and seller
financing (or at least, you will soon). Together, you and Bob could form a
superhero team that could take on Batman and Robin—and dominate (at least in
Monopoly).
 


	55. Why Bob?
Let’s face  it, real estate investing is cool. If the world were a junior high
school playground, investors would be the kids with the Air Jordans. Every kid
wants to be cool, and every adult wants the same. Although the classification of
what’s cool may have changed over the years, the basic concept remains the
same. Everyone wants to be cool.
Even “Bob.”
Bob looks at you, the investor (or soon-to-be investor), and sees “cool.” He
sees that you are out there, wheeling and dealing, making things happen. You are
going places. You are fighting “the man” and building some serious wealth in
the process.
Bob wants to be cool, but he does not have the time. Bob wants to invest in
real estate, to see his money making money, but he simply cannot. Or will not.
By joining forces, you and Bob can become unstoppable.
How Do You Find Bob?
Bob is everywhere. Chances are, many of your family members and
friends are “Bobs.” Many of the people you run into at the grocery store are
“Bobs.” Your doctor might be a “Bob.”
Now before you run out and ask all your family members and friends for
money, wait to hear what I have to say next. I don’t actually recommend ever
directly asking your Bob for money—at least not at first. After all, when you go
to the grocery store, you don’t see the cashiers begging for cash, yet your money
still ends up in their registers.
Why is this?
Because you trust the store; you trust its brand. Additionally, the store has
something you want. It is known for carrying the kinds of products that satisfy
 


	56. your needs, and  as a result, you will willingly hand over your hard-earned
money.
The same is true when you are raising money for real estate. Developing
yourself as a recognizable brand is the number one way to attract money to
yourself and your business. I’m not suggesting a national brand (like Coca-Cola
or Starbucks) but rather a brand within your community and network.
Building Your Brand
Your brand consists of two parts: yourself and your product. They are two
sides of the same coin, and you need both to develop your real estate brand. For
example, you might buy Oreo cookies because you trust and like the name Oreo,
but also because you were in the mood for a sugary chocolate cookie. Obviously,
both parts played a role in your choosing to purchase Oreos. The same applies
with your real estate investing. You must develop a brand for yourself
personally, as well as for the product you are offering.
Let’s dive into this topic a little deeper and separate these two halves so we
can look at each one individually.
1. Your Personal Brand
The first half of your “brand” involves you, the potential investor. What do
people immediately think when they see you and talk with you? Do you portray
confidence, intelligence, trust?
I believe your personal brand is developed in three primary areas:
reputation, knowledge, and experience. Let’s talk about each of these, one at a
time.
Reputation – Your reputation is a fragile extension of yourself that must
be handled with care at all times, one that extends far beyond just your business
 


	57. life.
• Do you  do what you say you’ll do?
• Do people know you as honest?
• Do you go out of your way to help others?
• How do you treat your family and friends in public?
• What does your Facebook wall say about you?
• What do your clothes say about you?
• What does your choice in friends say about you?
• What does your appearance say about you?
• What does your car say about you?
Your reputation extends to every area of your life, and when you’re
building a creative real estate business, it matters. I’m not suggesting you dump
your wardrobe and your Prius in exchange for an Armani suit and a limo.
However, recognize that with every move you make, people are watching. They
are looking for someone to look up to, respect, invest with, and partner with.
Start building your reputation right now as someone who is serious about
success.
Knowledge – Secondly, your personal brand is developed through
knowledge. I’m sure you know someone in your life who talks a big game but
clearly doesn’t know what they are talking about half the time. (Admit it, you are
thinking about someone right now.) People can smell “that guy” coming from a
mile away.
 


	58. Never pretend to  know more than you do, but use your gaps in knowledge
as motivation to grow. Don’t be afraid to say, “I don’t know the answer to that
question, but let me get back to you on it.”
Knowledge can be gained in various ways, and with this book, you are
using one of the best methods: reading. You can also attend real estate meet-ups,
sit down with local real estate investors for coffee, listen to real estate podcasts,
get involved in online forums, or work (or volunteer) under an experienced real
estate investor.
Experience – Finally, your personal brand is strengthened through your
experience. Perhaps the most difficult to build for new investors, your track
record is your greatest ally in establishing your personal brand. What have you
done that will help people trust you?
If you are experienced with real estate or business, this should speak for
itself. However, if you are just getting started in this field, building your
experience without ever doing a deal is not impossible. Experience can be
gained through close proximity to other investors or can be conveyed by a large
dose of education and a good reputation. In other words, if you lack experience,
strengthen your knowledge and reputation to compensate, and you’ll be fine.
2. Your Product
The other side of the “branding coin” is your product. It has to be good,
and it has to be worth selling. Nabisco did not become the monster company it is
because Oreos tasted bad. No, Oreos are probably the best-tasting treat ever
invented on planet Earth. (Feel free to disagree, but deep down, we both know
I’m right!)
Your real estate deals need to be the same—incredible. If you are having
difficulty financing a deal, you need to ask yourself “is this really a good deal?”
 


	59. Although this is  beyond the scope of this book, you really need to have a
solid grasp on the math behind real estate investing. Do you truly know what
makes a deal a deal, or are you just throwing out wild numbers and hoping for
the best? If people are going to trust your brand, they have to trust the quality
and profitability of the product you represent.
Additionally, and just as important, you need to present your deals in a
manner that reflects their strengths. In other words, presentation matters! When
you talk about a deal, do you mention how great you hope it will be, or do you
have a three-page written, detailed analysis packet, complete with repair
estimates, color photos, and recent sales comps to justify your claims?
(For more information on producing high-quality documents to showcase
your deals, check out the BiggerPockets Investment Calculators,13 which will
allow you to run the numbers and analyze deals. You can also print white-label
reports to give to potential partners, lenders, investors, and buyers.)
Building Your Brand Will Help You Succeed
If you build yourself into a trustworthy brand, the money will follow.
When real estate investing becomes your passion, you will find that you can’t
help but talk to everyone about it. In turn, the people you talk to about it will talk
to their friends about you. Brand loyalty can spread like wildfire if you
proactively fan the flame. So what does brand building have to do with partners?
Remember Bob? When you build your brand and develop both sides of the
coin, you won’t need to go searching for Bob. Bob will find you—and when he
does, it’ll be time to make him cool.
How to Work with Bob: Four Strategies
Perhaps a neighbor overheard you talking about a recent deal, or your
sister’s boyfriend’s aunt’s doctor heard about your skills and wants to get
 


	60. involved. There are  many ways I work with Bob to benefit us both, and the type
of business relationship you have with your Bob will depend significantly on the
case-by-case situation you are in. That said, here are four ways I’ve worked with
Bob to build a mutually beneficial relationship:
1. Full Equity Partnership – The first strategy is an equity partnership in
which Bob funds the deal using his cash. In this scenario, Bob funds the
purchase and the repairs needed, in exchange for a certain split. This works
especially well for house flippers. Bob can fund the entire purchase and repair
amount while you manage the rehab, and in the end, you split everything 50/50.
Mike Simmons explains how he uses this strategy to flip houses with no money
of his own on Episode 50 of the BiggerPockets podcast.14 Let’s look at an
example.
2. Down Payment Equity Partnership – Although many “Bobs” have
hundreds of thousands of dollars in the bank, not all potential partners will.
However, you can still use Bob to invest with none of your own cash, even if
 


	61. Bob can’t come  up with the whole purchase price and repairs.
In a Down Payment Equity Partnership, Bob funds the down payment
needed, typically 20%–30%. Bob gets the entire mortgage in his name alone (or
you can get it in both names, if you prefer), but the legal title is in both names
(although most lenders do allow this, yours may not, so always check with your
banker). You divide the cash flow and/or equity in whatever split you agree
upon. I like 50/50, but as in any partnership, it all comes down to what you
negotiate.
 


	62. 3. Private Lending  Partnership – In this strategy, you offer Bob a solid
interest rate on his money for a fixed interest rate and fixed term. This is
commonly referred to as a “private lender” arrangement, which we’ll cover in
more depth in Chapter Six. Bob protects his interest with a lien on the property,
and you are able to buy it and do what you wish with it. In this case, Bob may
decide to fund 100% of the purchase price and repairs, or he might fund just part
 


	63. of it, while  you use another source (hard money, a mortgage, line of credit, etc.)
to cover the rest. Again, this depends on your strategy. Let’s look at a strategy
that utilizes a “private lending partnership.”
4. Credit Partnership – In a credit partnership, Bob lends his ability to
get a loan but doesn’t supply any down payment. To accomplish this, you would
use a hard money lender (see Chapter Five) or another private lender (see
Chapter Six) to purchase a property, including repair costs. If the deal is good
enough, this should be feasible; however, it is the most expensive option by far.
After the home is rehabbed, rented, and producing good month-after-month cash
flow, Bob refinances the home into a fixed-rate, long-term mortgage using his
great credit, but both you and Bob remain on the legal title for the property.
 


	64. I have used  all four of these Bob strategies to invest in real estate, and all
 


	65. four have worked  out great. Yes, I am giving up part of my profit and cash flow
to someone else. However, I believe 50% of a great deal is better than 100% of
no deal.
Without Bob, I often find myself up a creek without a paddle. Bob gives
me the security I need to sleep at night, keep moving forward, and do what I do
best—put deals together. These partnerships also help teach other people how to
“be cool” and gain a huge foothold in getting financially ahead. It’s truly a win-
win.
Before you invest in real estate through a partnership, you absolutely must
speak with an attorney who specializes in this kind of thing, as well as a CPA
who does the same. I’m not just saying this to protect myself as the author of this
book—there are ways of structuring a partnership that can have huge
implications on both your tax bill and your liability. Even something as simple
as having your partner put in money at the wrong step can cost you thousands of
dollars at tax time. So please, go speak with a knowledgeable CPA and lawyer.
Doing so will cost a couple hundred bucks, but I promise it will be well worth it.
Dangers and Pitfalls of Using Partners
If you just finished reading about Bob and thought, “Perfect! This is so
easy!” I’ve got some bad news for you: the theoretical is always easier than
reality.
In this book, Bob is hypothetical. In real life, Bob is a real person, with his
(or her) own goals, dreams, fears, agendas, time, creativity, and personality. As
with any venture, once you insert the “human equation” into the picture, things
can drastically change (for better or worse). Let’s talk about some of the pitfalls
of working with a partner to invest in real estate creatively.
1. Personality Conflicts – Partnerships can be difficult because of the
possibility of vast differences in personalities. When you are relying on another
person to get things done, and you don’t mesh perfectly, conflict can easily arise.
For example, what if Bob ended up being controlling, irritating, and
 


	66. domineering? If you  are investing in buy-and-hold real estate with Bob, you may
need to spend the next 30 years tied to him and his personality problems. This is
why picking the right partner is so important.
2. Differences of Opinion – Everyone has an opinion of how things
should be done. If you are in a partnership, you are forced to compromise on
many aspects of your business. From paint color to investment type, differing
opinions can cause difficulty.
3. Suspicion/Trust – As in any close relationship, suspicion and trust
issues can easily arise—especially when things aren’t going well. Trust can be
hard to gain and quick to lose. Fraud also plays a role in the demise of many
businesses and partnerships. This is why keeping impeccable records is so
important to any partnership. You may also want to plan on using a third-party
bookkeeper to limit any suspicion of wrongdoing.
4. Delayed Decision Making – When you are acting alone, you have
the ability to quickly make decisions based on how you want things. In a
partnership, you are often forced to discuss every decision—no matter how
trivial—with your partner, which can add a lot of time to your dealings. This is
why I generally prefer Bob to be a “silent partner” and to understand from the
beginning that I am the primary decision maker.
Of course, I want to discuss critical business issues with Bob, but I don’t
want Bob demanding that I talk with him before picking a tenant, paint color, or
rental price. This conversation needs to happen very early in the partnership,
before any money is spent, and must be written down and signed off on by both
parties. I know my strengths, and I’ve been in the business long enough to
generally know what I’m doing. That’s not to say I don’t value input, but I
simply need the freedom to act quickly and decisively on non-major issues. If
your partner cannot accept this, you may need to find a different partner.
5. Smaller Profits – When you form a partnership, your profits, by
nature of the agreement, are split. In other words, you will make a lot less money
per deal than if you were working alone. However, as I’ve said before and say
often, 50% of a great deal is better than 100% of no deal.
The same is true for Bob. People may ask Bob why he would give me (or
 


	67. you) 50% of  a deal when he could do it all himself, given that he is funding the
total purchase. The simple truth is, Bob would not buy the property himself. Bob
would continue going the way Bob has been going and would do nothing
different—and Bob knows it. So for him, 50% of a deal I (or you) put together is
better than 100% of sitting on the sidelines and buying nothing. Besides, Bob
doesn’t have to do much work for his part, and he gets front-row training from
an experienced investor.
6. Mixing Business/Friendship – Often, people get into business with
friends or family, and many times, that partnership becomes the death of that
relationship. Partnerships don’t always work out, and when they don’t, the
relationship is often destroyed for good. A partnership is very much like a
marriage: don’t get into it unless you’re ready! Again, this is why setting your
business up right from the start is so key.
As I mentioned earlier, don’t be afraid to sit down with a lawyer for an
hour or two to review your partnership agreement. Your partnership agreement
is there to protect you from the things you don’t think will happen, because
something always will. When you have a plan for how to deal with problems, the
risk of the relationship ending badly diminishes greatly, because both parties
have already agreed on what to do.
For example, what if five years down the road, you and Bob jointly own a
triplex, and you have a “hell month” when you have to evict one tenant,
completely remodel her cockroach-infested unit, and remodel a second unit at
the same time? This is exactly what happened to me recently. We had $10,000
saved up in an account for problems in business, and poof!, just like that, a “hell
month” drained our account. An eviction, a paint job, and a trashed unit cleaned
us out. However, because we had agreed ahead of time, and in writing, that we
would split all such future losses (and that I would manage the situation), I
simply talked with my partner, and we each wrote a check for half the overages.
No one was upset; no one was confused.
If you don’t prepare for issues like this, you might end up with some very
awkward conversations, angry friends, and a sour business relationship.
7. Unrealistic Expectations – When you rely on someone else, setting
expectations as to how something should be done is easy. However, when your
 


	68. partner doesn’t live  up to your expectations, it’s easy to grow bitter and blame
him or her. One thing I do to curtail this is to consistently underpromise and
overdeliver. In fact, I generally don’t promise anything at all. All I can do is
show them what I’ve done in the past and give my best guess for what the future
will look like. In reality, that’s all real estate investing is: an educated guess. I
will show them how I determined the potential cash flow or equity for a
property, planning for the worst-case scenario, and make sure they understand
I’m not promising that the deal will work out a certain way.
The only time this does not apply is in a pure lending partnership, when I
am simply borrowing money at a fixed interest rate for a fixed term. In that case,
I do promise to pay a certain rate for a certain time through a promissory note.
8. Legal Responsibility for a Partner – While the legal ramifications
depend largely on the entity structure you establish and the choices you make at
the beginning, you and your partner are still in business together, which means
you are responsible for that person, at least as far as the business is concerned. If
he or she skips town, you are still responsible for the whole business, and its
obligations. Once again, this is another reason you must make sure your real
estate attorney helps you draft any partnership agreements to help protect your
interests and your financial future.
9. More Complicated Taxes – When you alone are running your
business, the taxes and accounting requirements are much more simple than
when you’re working with partners. The more members you bring on as owners,
however, the more complicated the bookwork becomes, and the more time
consuming (and costly) tax season is. Consider this part of the “cost of doing
business” and prepare for it. While you may have been accustomed to having
your taxes done for $100 before, you should expect to spend $2,000 or more for
this service once you start adding properties and partnerships.
Wrapping Up: Is a Partnership Right for You?
Partners are not for everyone, and not everyone will make a good partner.
However, when you can use partners to move your business forward and close
more deals, they are invaluable. Real estate investing is a relationship business,
 


	69. and without others,  you will never succeed.
As I’ve demonstrated thus far, there are multiple ways to buy property
using a partner with no or little money down. However, each technique involves
its own trials and tribulations. Only you can decide for yourself the best way to
put together each deal. No two deals are identical, so no two financing structures
will likely be the same, either. Creative finance is a puzzle, and partners can be
just the piece you need.
Finally, keep in mind that a great partnership cannot make a bad deal into a
great one. You still need to find great deals and do your homework, ensuring a
long-lasting and profitable relationship between you and Bob.
As we move on with more strategies for investing in real estate with no or
little money down, I want you to always keep the partnership strategy in the
back of your mind. Partners can play a role in any of these strategies outlined in
this book, and a creative real estate investor’s job is to find ways of putting
together deals by mixing and matching strategies. The point of creative finance
is to open your mind to new possibilities, and partners can open a whole new
world of investing possibilities when combined with other methods. Let’s move
on to one of those strategies now: tapping into home equity.
 


	70. Chapter 4
Home Equity  Loans/Line Of Credit
If you already own your own home, and you owe significantly less than it’s
worth, you may have an incredibly cheap source of financing right at your
fingertips. However, even if you don’t own your own home yet, I encourage you
to read this chapter in full because it will equip you with the tools you’ll need to
allow others to invest with you in the future.
Let’s start at the beginning. What is “equity”?
Equity is the difference between what you owe on your property and what
it could sell for. For example, if you owe $50,000 on your home and it is worth
$150,000, you have approximately $100,000 in equity.
A home equity loan is a loan you can take out from a lender that is secured
by the equity in your home. In other words, if you don’t pay the loan back, the
lender can take your personal home and resell it to pay the debt. A home equity
loan is also known as a “second mortgage,” because it is generally subservient to
your primary mortgage. This means that in the case of a foreclosure, the primary
mortgage would get paid off first, followed by the second. Before we get too
deep into how to use a home equity loan, let’s talk about the difference between
the two types of equity products:
1. Home Equity Loan – A home equity loan is a mortgage product wherein
all funds are disbursed at the beginning of the loan, with a definitive term
length and equal monthly payments. For example, you may take out a
$50,000 home equity loan at 3.75% payable for 15 years. The payment
would be roughly $363 per month for the entire 15 years, or until you paid
the loan off. You might think of a home equity loan as similar to a car loan
or a normal home mortgage. These loans can have either a fixed
 


	71. (unchanging) interest rate  or one that is variable (subject to change with the
economy).
2. Home Equity Line of Credit – A home equity line of credit, or HELOC,
is similar to a home equity loan, but even though you are allowed to borrow
a predetermined amount of money, that money is not necessarily dispersed
at the start of the loan. Instead, it is available for you to borrow and pay
back with flexibility. If this is a bit confusing for you, don’t worry. Let me
give you a really simple analogy: think of it like a credit card. You can
borrow money, up to a certain amount, and pay it back at will, though you
are required to make at least a minimum payment each month based on the
amount you have used. The minimum payment is often simply just the
interest that accrued during that month, but some lines of credit require a
higher payment than just the interest. For example, you may have a $50,000
limit on your home equity line of credit, but you only use $20,000 of it. If
your interest rate on the line of credit is 10%, your monthly interest
payment would be $166.67 ($20,000 x 10% / 12). If you paid only the
interest each month, your loan balance would never go down, because you
would never be paying back the principal. A HELOC typically has a
variable interest rate, though fixed rate versions are available.
Where Do I Get a Home Equity Loan?
Most banks and credit unions offer a loan or line of credit that can tap into
your equity in your home, though these offerings may go by different names.
Simply call up your local bank or credit union and ask to speak to someone in
the lending department; then ask if they do second mortgages and what kinds
they currently provide.
As of this writing, typical rates on a home equity loan hover around 6.5%,
and adjustable rates on a line of credit hover around 4%. As you can see, a loan
typically has a slightly higher rate, because you are paying for the security of
never having your loan payment increase (as long as you get a fixed rate loan).
Also keep in mind that not all home equity loans are “fixed,” so be sure to ask
your lender if the one you are considering is.
 


	72. Equity: How Do  I Find Out How Much I Have?
As the name would imply, a home equity loan or line of credit will require
you to have equity to qualify. Therefore, let’s take a few minutes to explore what
equity is and why it matters. As mentioned earlier, equity is the difference
between what you currently owe on your home and the fair market value of that
home. For example, if you owe $50,000 on a home whose current value is
$80,000, you have approximately $30,000 in equity (not including the costs
required to sell the property if you wanted to).
In math terms, the equation would look like this:
When determining your ability to obtain a home equity line of credit, the
most important number to clearly understand is known as “loan to value,” or
LTV. The LTV is a percentage that shows the ratio between what you owe and
what the property is worth. The higher the percentage, the less equity you have.
LTV is determined using the following formula:
This calculation will give you a percentage, which is your LTV. So,
revisiting the example I just used, if you owed $50,000 on a home worth
$80,000, the calculations would look like
LTV = $50,000 / $80,000 = 62.5%
So, what is a good LTV and what is a bad LTV? In the crazy lending
world of the mid-2000s, lenders were offering home equity loans and lines based
on 125% of the value of a person’s home, a 125% LTV. In other words, back
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