


Seven Rules for Real Estate Investing
For some of you this may be the only real estate instruction you need.

Ever.

I started with 10,345 facts and bits of knowledge, laws, guidelines, and lessons learned the hard
way, organized and condensed that into 25 courses, and then boiled it down to Seven Principles
or Seven Rules that hold the secrets to everything you need to know to be a successful investor.

Rule ONE: Know Your Numbers

Buy for less than you can sell it and rent it out for less than your monthly payment but you have
to know your numbers. If you're going to buy and sell, then you've got to know three numbers in
particular. You've got to know your ARV, which is the “after repair value.” You've got to know
your rehab costs and you've got to know your holding cost, What's it going to cost you to keep
the power on and insure it. What are the taxes going to be while you're holding it? Those kinds
of things affect your bottom line.

One of the craziest things that you see on the TV shows is they buy these properties, fix them
all up and then they bring a realtor in and they say “what are we going to sell it for?”
When I see that I just laugh. No one does it that way, at least not real investors. You start by
knowing what it is you're going to sell it for. Then you calculate what the rehab is going to be
and then you back into an offer price that includes a margin for error and surprise plus your
profit.

That's how you come up with your purchase price. You have to know your numbers. If you're
going to be in the rental game, you have to know numbers there also. Renting properties does
more than just your return or cash flow. You also get the benefit of depreciation and you get the
benefit of the appreciation.

When you're talking about rental properties you want to focus on something called cash on cash
return. If you're using cash and not borrowing money this is your return on the property. Okay,
it's the same as a cap rate if you're not borrowing money. I don't want you to get too worked up
about cap rate right now. Capitalization rate is something that you will need to know and if you
borrow money. You will also need to understand loan constant and debt service coverage
ratio. You can do some research on this and you can contact us with questions about loan
constant. Send questions to questions@flippingamerica.net. We will answer them. But for now, I
think that you just need to think about your actual cash on cash return.
I have a course called REI By The Numbers. Click the link for more information and to register.
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Rule Two: Learn the Terminology
It's okay for this to be an ongoing venture. You don't need to even try to conquer it all before you
begin but please, please, learn some things about real estate.
As you network and meet people they're building their little data file about you. If you don’t use
the words correctly or try to sound more knowledgeable than you are, they're going to tell
themselves this person doesn't know what he or she is doing. You don't have to know
everything. But you do need to know the basic terminology. Learn the terminology, learn the
words that you're supposed to use, whether you're talking about the contract, transfer of
property, or, the parts and pieces of the house. Don't be afraid to ask questions but, do your
homework first.

It just so happens I have an entire course on this topic as well: “Say What? The Words of Real
Estate.” I created it originally as a required piece for our mentoring students, but it’s getting
rave reviews as a separate course. Click the link to check it out.

Rule Three: Recruit a great team.
You're going to go through some people before you get to “great.” You will go through some bad
to find good ones and when you have gone through enough “good” people you will find some
great ones. When you have a great contractor and a great realtor and a great private lender
then you are set.

The contractor is a vital piece that the realtor is a vital piece. In my experience great realtors are
more plentiful than great contractors. But a great realtor might be able to lead you to your next
great contractor.

Realtors are not automatically going to pick up the phone and answer your phone calls if you're
just calling them off the street. They will take your call if they think there's an opportunity for
them to make money. They don't make money by talking on the phone. They make money by
getting deals to the table. You need to have a reputation for getting deals done and delivered to
the realtor.

Your team also needs to include your deal finding people – bird dogs, wholesalers, and deal
marketing people.

It’s good to have a regular settlement agent you go to time and again. In Georgia we use
attorneys for closings. I send as much business as I can to the attorney I've used for years. He
has great closing assistant and they make things happen. I return that favor my making things
happen for their firm. Our professional relationship has evolved into a genuine friendship over
15 years and more than 400 closings.
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I encourage you in recruiting your team to staff “to your weakness.” This means you need to
understand your weaknesses. Be honest with yourself about what you are not good at and what
you just really don’t like to do (you know, the things you procrastinate.)
Here is a way to avoid the Dunning Kruger effect. If someone tells you that you're not as good at
something as you think you are, take their word for it and find somebody else for this task as
soon as you can.

Always be building your great team, because nothing lasts forever. People move away or move
on. Your best people will eventually launch out on their own. Build a good team and build a good
bench.

Rule Four: Treat this like a business.
If you don’t already know this, take time to understand how a business works. I see this mistake
made so often. People drop in and casually announce, “okay, I'm a real estate investor.” They
might even have business cards printed up. They may have a logo, office space, and
embroidered shirts, but they don't have a plan. Most of these people are doing something else
within a few months.
In our mentoring program, applicants are asked a number of questions in an interview or a
strategy call designed to gauge their:

1. Commitment
2. Ability
3. Knowledge of business

Having the money to pay for our program is not the only requirement. We have to believe that
you have a reasonable chance for success before we will take your money. I don’t want to waste
my time or your money.
You get to the bottom line in the real estate business with deal flow. Business cards and logo
design and all of those kinds of things are all just a fancy form of procrastination. Your focus on
these ancillary items puts off getting to the real thing.
I see a lot of programs selling their brand new students expensive asset protection schemes,
spending tens of thousands of dollars on entities and structures. Asset protection is important,
but not before you have assets. I recommend you get educated about this, have a plan waiting,
and then go find some deals. Create ONE LLC in the state where you live. That’s all you need
until you’ve proven you can do this business. Once you convince yourself this is real, enact the
plan.
Eventually you're going to need business cards and you may even want a logo and a
public-facing website. But you don't need these things to begin with. What you need to begin
with is deal flow.
You don't need a fancy office. You don’t need an office at all. You just need a place to sit with a
computer. You may be able to work out of your car.
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Rule FIVE: Do everything at first.

And stop as soon as you reasonably can.
I'm going to say that again. You will do everything at first (all the jobs - even the ones you hate
and the ones you’re not that good at). Read the book E-Myth Mastery by Michael Gerber. This is
how you scale your systems and processes and products. If you make the entire thing
dependent on you, you will not be able to grow your business.
I do not suggest you become a bookkeeper. That's not what I'm saying. What I'm saying is you
need to speak with your accountant and agree on a system for keeping good and effective
records you turn over on a regular basis. They can point you to a bookkeeper who can get it all
in the right format so you can get your tax returns done but don't you try to be a bookkeeper if
you're not one. In fact, if you really want to be a real estate investor, don’t try to be a bookkeeper
even if you ARE one. Get to the point where you focus on your thing.
If you can paint, you’ll be tempted to paint your own properties. When I started in this business I
did everything. I painted. I did carpentry and electrical and lightweight plumbing. It took me
longer to get a house finished because I'm not a pro at any of those things. I thought I was
saving money, but I soon realized I was losing opportunities because I wasn’t finishing projects
quickly enough.

My volume was low because I was doing it by myself.  I was a complete do-it-yourselfer to begin
with. I even did the “for sale by owner” bit. I learned I needed to transfer these duties to
someone else as soon as I could. It started by hiring a realtor to sell the houses. It continued
with the contractor. Like a lot of investors, I had to go through several contractors before I
developed a skill for hiring good ones.

When you begin, you're going to be required to do some things that you don't enjoy.
But all of it is worth it if you can get to the point where you can begin to grow and start to replace
yourself. Anyone can make deposits at the bank for you. Any painter can paint your house.
Nearly any realtor can sell for you. That’s what I mean when I say you can hire a lot of this out.
What other people cannot do for you is say yes to a deal. You can hire people to do your
marketing. You can hire people to do your negotiating. I mean, you could hire out every piece of
this except for final approval on the deal. In the end - that’s the job you reserve for yourself.

Rule SIX: Picture your life in the future
You might think this should have been one of the first rules. But I put it here on purpose. This
rule is vitally important but practically speaking it isn’t the first thing you should do. There is sort
of a “hierarchy of needs” thing going on here - you need to begin by feeding and clothing
yourself and your family.
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You probably have some well understood reasons for wanting to invest in real estate and you
may have a few subconscious motivations as well. After you have made some movement in the
direction of success, it will be time to think about the future. Why?
When you clearly picture your desired life in the future, you will find guidance for the activities of
today.

Where do you want to live? How does that location affect your current investment decisions?
How do you wish to spend your time? Your answer to that may help you sort through multiple
opportunities.

If you enjoy managing your rentals, you should not plan on moving too far away from them. If
you want to flip houses, you are committing to chunks of time that cannot be omitted from your
daily schedule.

Think about your life three, five, and ten years into the future. What is the life you dream of?
But this is more than career or business. Think about your future reputation. Are you ok with
being perceived as a slum lord? Some people are, by the way. But if that’s not for you, be
careful where you buy your rental properties. You have some research to do about the
community upside. Do you want to be a crusader for urban renewal - bringing beauty back to
old neighborhoods?

When you are tempted to take shortcuts, do you want that to be a part of your reputation? I
heard a wise man once say, “In real estate, you should only ever do things with your properties
and tenants that you would be happy to explain to a judge. Because one day you might.”

So – how do you want to be known? How do you want to be remembered?

When you form your answers to these questions, you’ll find that some fine looking opportunities
just don’t fit and you’ll have the ability to say no to them. The balancing point here is of course
that point at which you have adequately taken care of your basic needs and the needs of your
loved ones.

I’m saying - get the income and wealth ship launched. And as soon as you are comfortable with
your ability to sail, choose a destination and chart a course. I have one more course to
recommend for you, called “Build the Life You Want.” In this course I help you dig a little
deeper into these topics and provide some worksheets and activities that have been profoundly
helpful in my life. Go to bit.ly/dreamthenplan.

Once you have formed some solid ideas about where you want to be, you will automatically
have some direction about activities, businesses or business models you want to pursue.
Then I want you to go beyond your future and think about legacy. And that’s rule seven.
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Rule Seven: Consider Your Legacy

The Kids.
George Clooney, in the movie, “The Descendents” said, “...leave your kids enough money to do
something but not enough to do nothing.”

Yes, this is a little bit about how much money I want to leave the kids but it’s more than that. I
want to provide incentives for them to engage in entrepreneurial activities even while I'm living
and put up money for them to get involved in businesses they may want to invest in or buy.

Charity
I can’t tell you what to do with your money but I can tell you if you develop a habit of giving, you
will be enriched. Your life is blessed as you bless the lives of others. A lifestyle of generosity is
perhaps the greatest legacy you can achieve. And even here, if you give it careful thought, you
can develop a legacy plan that could impact people for a long time. And this legacy planning will
work its way backward into your life activities.

You could leave a lump sum to a church or charity. But I decided to approach legacy the way I
did with my kids. This is why we have established the Foundation. Giving from the foundation’s
investment earnings will be based on guidelines I have established during my lifetime. I have no
illusions about even the permanence of that, but it will hopefully serve to impact future
generations.

I created the “Build your Life” Course out of my own journey and my research told me exactly
how much money I need to earn every year to accomplish everything in my dream plan. I
considered how much I want to give to charity and to the foundation every year. I know how
much it takes to realize this dream. And THAT informs my goals and plans for the year, which
guides my daily and weekly activities.

So, those are the seven rules for real estate investing. Let me go over them again before you
hear just in a quick summary fashion.

Review and Summary
1. Know your numbers.
2. Learn the terminology
3. Recruit a great Team
4. Treat it like a business
5. Do everything at first
6. Picture your life in the future
7. Think about your legacy.



There you have it - a guide for what you need to know and what you need to be thinking about
as you go. Fortunately, this is a business you can learn as you go. The important thing is, just
go. And when you come across something you need to know or learn? I’ll be right here.


