
 

 

 

done this before, you may 

find a good agent is invalu-

able to negotiate for you. 

 

If you want certain things 

repaired by the seller, such 

as the mailbox fixed and 

the deck painted, make sure 

it is in the contract.  If it is, 

the seller must perform.  

You may be able to have 

the appraisal include the 

repairs spelled out in the 

contract.  This can help 

you when getting a mort-

gage, as lenders will only 

lend on the lesser of the 

appraisal or purchase price.  

Just make sure that it is all 

in the contract. 

 

Occasionally, your seller 

may ask to perform the 

repairs after closing.  Many 

buyers simply ask for a 

seller's concession.  Instead 

of installing a $5,000 carpet 
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By Martin Lukac 

It may be your budget, or 

the thrill of doing it all your 

self, but you are in the mar-

ket for a diamond in the 

rough.  But just how rough 

can a house be before a 

lender decides not to take 

the risk on a mortgage? 

 

When you negotiate the 

contract, make sure that 

you include a provision for 

a home inspection for 

structural integrity, defects 

and potential problems.  

This isn't part of the ap-

praisal, it is a separate de-

tail.  A home inspection 

ascertains the health of the 

house you are buying. 

Whether it be a bad roof, 

leaky plumbing or termite 

damage, a professional 

inspector will find all of the 

major problems.  As part 

of your report, you will 

receive a list of what needs 

to be repaired or replaced, 

the time frame and the 

potential costs. 

If you are buying a fixer-

upper, you may find that 

your lender will require an 

inspection.  Some will and 

some won't.  But you 

should insist on one to 

protect your best interests. 

 

What if you luck out and 

there are no major prob-

lems, just minor ones?  

Maybe the carpet is worn 

and needs replacing.  Per-

haps the deck needs a little 

work.  New paint and fresh 

air could be all it needs. 

 

Minor, cosmetic concerns 

are usually not strong 

enough to scare away lend-

ers, but could lead to nego-

tiations between the buyers 

and sellers.  Unless you've 
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What is a Great Deal? 

Real estate is similar to any other 

type of investment.  There is an 

essential investment amount 

(down payment, purchase price 

of the home), a return on the 

investment (cash flow from rent, 

tax saving and/or appreciation) 

and risk (market risk, trend 

analysis) involved. 

Your objective is to achieve a 

great deal by maximizing your 

return on your investment, while 

minimizing your risk.  But how 

do you know when you spot a 

great deal?  Below are some 

general guidelines to help you 

identify a great real estate deal. 

 

The 10-10-10 Rule 

Never put more than 10% down 

on a property.  Tie up as many 

properties as you can with the 

lowest investment possible.  

Never finance or assume a loan 

with an interest rate over 10%.  

The interest can kill you in the 

long term.  Always require a 

minimum of a 10% discount off 

the fair market value, not the 

listing price.  Fair Market Value 

(FMV) is the price that compara-

ble homes are actually selling for 

in the community today. 

Positive Cash Flow 

If you invest in rental properties, 

be sure the cash flow per year 

returns at least 20% after mort-

gage, interest, tax payment and 

other homeowner expenses 

(such as maintenance, repairs, 

utilities and homeowner associa-

tion dues).  Otherwise you 

should consider a straight invest-

ment in another financial vehi-

cle. 

 

The 60% Rule 

Look for property you can ac-

quire at 50-60% of FMV. If you 

get a better discount, thatõs great. 

But at least you will know that if 

you buy it at 50-60% of FMV, 

you will most likely be able to 

turn it around fast at 90%. Quick 

turnaround time on your invest-

ments is important, especially in 

the beginning when you may be 

cash poor and cannot afford to 

hold on to the property for too 

long. 

 

Other Elements of a Great 

Deal 

1) The property is in good con-

dition, ready to rent (move-in).  

If the property is not in good 

condition, deduct three months 

rent and the fix-up costs from 

the purchase price.  

2) If your intention is to quickly 

resell (flip) the property, then it 

is preferred that the property is 

in a quick resell market.  If the 

property is in a long resell mar-

ket, discount the price 10% for 

every four months of resell. 

3) The property produces a posi-

tive cash flow. The rent must 

cover PITI (principal, interest, 

taxes and insurance) and mainte-

nance.  The remaining cash 

should be a 20% yield on cash 

down, otherwise the price must 

be lowered. 
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ñYour objective 

is to achieve a 

great deal by 

maximizing your 

return on your 

investment, 

while minimizing 

your risk.ò 

before closing, the seller agrees 

to reduce the purchase amount 

by the $5,000 it will cost the 

buyer to put in new carpeting. 

 

But if you don't have that 

$5,000 in hand to buy the car-

pet, don't expect your lender to 

give it to you.  Even if your 

contract states that the seller will 

give you back $5,000 after clos-

ing, don't expect it to happen.  

Cash allowances written into 

contracts can't happen.  The 

lender will not allow the seller to 

hand over cash at closing.  Your 

real estate agent should steer 

you away from this and help 

construct a sales contract that 

will please both the buyer and 

the seller.  But don't expect to 

come home with $5,000.  It just 

won't happen. 

 

Buying a fixer-upper can be 

rewarding.  You get to choose 

how you want to improve the 

home.  But it is a lot of work 

and definitely not for every 

buyer or lender.  Your best bet 

is to be completely upfront with 

your lender about your inten-

tions.  This will help the transac-

tion to go smoothly. 

Article Source: http://

www.simpleinvesting.info 
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