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ABSTRACT 

In order to successfully invest in real estate, investors must become the 

basics that govern real estate investments. It is important to become familiar with 

the target market and its upward and downward trends . Also, evaluation of the 

neighborhood area is imperative in order to determine the desirability of the overall 

area. The investment property itself also needs to be evaluated for marketability, 

potential repairs and resale. Once, these basic evaluations are performed, the cost 

analysis of investment and potential profitability must be reviewed. A combination 

of all of these items will enable an investor to make sound investment choices. 

When investing in real estate determining which investments will be 

profitable is the key. This study will provide a historical view of real estate and 

how real estate can be a viable investment. The study also describes various real 

estate investment opportunities and how to evaluate their profitability. The study 

then delineates a summarizing plan of how to find investment property, how to 

evaluate it, and how to cost analyze its potential profitability. 
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Chapter I 

INTRODUCTION 

Historical View of Real Estate 

Real estate has always been a fascinating subject 

for Americans. The Nation's earliest aspirations were 

associated with the acquisition of property and 

building. Pioneers began by building a homestead in 

the wilderness to call their own. Territories were 

grouped into various commercial communities where 

land and its location in relation to the distance from 

the communities was beginning to be important. The 

industrial age brought on the construction of the first 

skyscrapers. After World War II , single - famil y homes 

began to dot the landscape . Basically , these symbols 

represent achievement and prosperity which is the 

heart of the American heritage . "Real estate has 

epitomi z ed the American Dream , that through hard 

work and virtue any Man or woman can achieve 

success and property" (Ochsner , 1) . 

Many people have become wealthy through 

successfully investing in real estate. In the 1985 

Forbes 400 , Malcolm Forbes's annual list of the 



richest people in America , the fortunes of 109 

individuals and families were listed as a result of 

successfu l real estate investments. A lthou gh many 

people become wealthy through real estate 

investments , thousands enjoy success on a lessor 

scale , ranging from those just missing inclusion into 

Forbes to those individuals looking for a little extra 

cash (1). 

Basics of Real Estate 

In order to define real estate , recogni z e its 

basic characteristics . Two categories exist , real 

property and personal property. The general rule is 

that personal property is movable and 

real property is not. Real estate , cal l ed real 

property , includes land , buildings and plants it 

contains. The l and is the soi l , water on the soil , the 

air space above it , and everything below it to the 

center of the earth. Land also includes anything 

2 

natura l or artificial which is attached to it. Fixtures 

are items that would normall y be considered personal 

property , but have been attached to real property in a 

way that makes it an integral part of it (Wayner , 15) . 



House s , buildings of all kinds , parking lots , and 

building lots are all real estate (Ochsner , 15) . 

Now that the definition of real estate has been 

established , it is important to define the major 

categories of real estate properties available for 

investment. Investors must reali ze the different 

types of properties available when considering 

3 

investing in real estate. The most basic and enduring 

element of th e real estate scene is the single-family 

home or more simply , a house. Apartment building , 

office buildings , shopping centers , industrial 

properties , warehouses , hot e ls and other propert y 

t y pes are also available , but normall y require more 

effort when investing . Although there are man y 

opportunities and categories of real estate properties 

to in ves t in , investment 1n real estate does not 

guarantee a profit (19-29). 

Anthony Cook , in Money Magazine , describes an 

instance where re a l estate investors suffered 

significant losses. Sam and Jod y Mal has of La Jolla , 

California in vest in real estate as a business . After 

spending five yea rs during th e 1980's bu y ing , 

repairing and se lling single-family hom es for a 



profit , the couple decided to invest all of their 

revenue into remodeling a 4 , 100 square foot beach 

front hom e. A problem arose when no one wanted to 

pa y the $1 . 5 million asking pric e for th e r e model e d 

home . The couple is burd e ned with carrying costs of 

$10 , 000 per month and is willing to sell the home at 

a loss . The m a in problem with this in ves tment was 

timing. Durin g 1990 , a real estate crash hit 

California. The Malhas' thought the La Jolla beach 

front area would be immune to this crash , but th ey 

were wrong . In February of 1992 the y had still not 

sold th e home and real es tate pric es had dropped 10 % 

below the appraised va lu e of $1.8 million. Now th e 

couple faced at least a $180 , 000 evaporation of 

4 

e quit y. Even though this couple had made significant 

profits previous to this in ves tment , the y were still 

v ulnerable to experiencing a loss , since th e mark e t 

conditions were not conducive at th e time of the 

investment. 

R ea l estate in ves tm e nt is not an exclusive route 

to real estate wealth. There are m a ny diff e rent le ve ls 

of success in th e real estate game. Barbar a Platt , 

author of the book , Residential Real Estate , exp l a in s 
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that while there are many investors making a million , 

there are others at the same time that are losing 

mone y in real e state . The question remains , why do 

some people continue to make mon ey , w hile oth e rs , 

tr y ing to do the same thin g , end up with little or no 

profit or even losing more money than they originall y 

invested ? Barbara Platt contends that the answer lies 

in the st y le used to in ve st . Successfull y in ves ting in 

real es tate is a st y le of acquiring , financing , leasin g 

and/or sel l ing real estate which is active , creative 

and ambitious. An investor seeking quicker returns 

far greater in amount than traditionall y anticipated 

from real estate , v iews real estate with a unique 

perspective . An investor views a piece of r ea l estate 

as an opportunity or an asset to be actively used to 

turn little amounts of mone y into large amounts of 

mone y in short amounts of time . Some investors 

acquire real estate with the hope that inflation and 

other natural forces will increase its value , an 

ambitious real estate investor doesn't wait for outside 

forces , instead , attempts to make an investment 

propert y 's va lue increase imm e diat e l y (2). 

Real Estate As An In ves tm e nt 
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There are few businesses that offer as many 

opportunities and rewards as does real estate. Re a 1 

estate investing wouldn't be such a lucrative and 

attractive business if it wasn't for land which 1s what 

real estate investments first of all consist of. Land 

continues to remain very unique . No parcel of land 

will represent an exact mirror image of an y other 

parcel of land 1n the world. This is one reason why 

"location , location , location" are cited as the three 

most important words in real estate in general . Land 

is also indestructible . It can be mined , blown up , 

earth can be moved , but the actual surface of the 

earth will not be destro ye d. Lenders consider land 

good collateral because it will always be there . Land 

is also immobile. A certain parcel of land can not be 

removed from the face of the earth , it will always be 

where it was ye sterday . The uniqueness , 

indestructibility and immobilit y are distinct features 

of real estate . This creates a strong base to support 

that investing in real estate makes sense. since real 

estate has been defined , land and the improvements 

thereon (Pisani and Pisani , 2). 



An investors understanding of real estate has a 

direct impact on the profits or losses reali ze d from 

real estate in vestments . An investor needs to 

careful l y examine an investment and then grasp a 

good understanding of the in v estm e nt in its entiret y. 

A few of the concepts of real estate requiring 

understanding are as follows : 

• Real estate is often a long and not short-term 

investment. On occasion investors ma y find 

propert y that can be bought and sold quickl y for 

a profit . A lthou gh , most individuals that move 

hastily into real estate for a quick profit often 

lose their investment . 

• Real estate is not a liquid investment. The 

money invested in real estate will stay tied up 

until the propert y is either sold or refinanced 

and therefore not easi l y accessib l e . 

• "Bargain" investments are normall v bad news . 

Bargains usually carry baggage of high risk , 

meaning that what you thought was a bargain 

ma y end up to be too risk y for the potential 

profit anticipated . Th i s is not to sa y that there 

7 

are no "bargains" out there . Just be : careful and 
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understand all factors involving the investment 

befor e taking the plun ge. 

• High risk investments do not equate to high 

return investment s. Although get rich quick 

se minars and books m ay tell investors to look 

for those risky investments in order to receiv e 

high r et urns , sound in ves tments are based on 

careful inv es ti ga tion of the ve ntur e. Some risk y 

investm e nts can offer a high rate of return , but 

only looking for those t y pes of in ves tments may 

continually lead investors to the wrong t y pe of 

in vest ment propert y (4-7). 

Understanding real estate and the basic 

characteristics associated with it can h e lp bett e r 

e quip an investor when viewing real esta te as a 

potential means for in ves tment (9) . 

Stephen Wayner , th e author of Bu y ing Right , 

states that real estate will remain a common sense 

in vest m e nt . Compare real estate investing w ith 

in ves ting in stocks and bonds , or go ld a nd silver. In 

r ea l estate in ves ting , price , terms , pot en tial for 

profit , as well as other aspects of a d ea l , are in the 

investor's control. The pot e ntial for profit ma y exist 



in other types of investments , however , no one can 

predict what their values will be six months from 

now . Real estate markets are predictable . In real 

estate , market knowledge , will play an important role 

in the profitability of investments (Ochsner , 4). 

Listed below are more reasons why real estate is 

considered a "common sense" investment : 

• Real estate does keep up. with inflation . As 

inflation increases , the cost of real estate goes 

up. The most desirable real estate investments 

are the ones that do more than just keep up with 

inflation , but exceed that happy medium and 

offer high returns on investment dollars (Platt , 

3 ) . 
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• Real estate offers an excellent tax shelter . Those 

individuals wanting a legal method by which to 

reduce their tax exposure turn to real estate . 

Although real estate investments do provide 

varied tax incentives , the tax benefits alone do 

not constitute a sound real estate investment . 

Investing in real estate for tax reasons alone 

makes for an instable investment (3) . The Tax 

Reform Act of 1986 adjusted tax issues involving 



real estate , however , for the homebuyer the 

greatest tax advantage is still intact. For 

example , al lo wing the deduction of mortgage 

interest on first and second homes. This will 

continue to fuel home sa l es for years to come 

(Pisani and Pisani , 3). 

l 0 

• Real estate offers a relatively high level of 

security . Careful l y se l ected real estate 

investments are usually safe . For example , if a 

single-family home is purchased for $40 , 000 , but 

has a market value of $60 , 000 , the investment i s 

a relatively safe one. Of course , this depends 

on proper ana l ys i s of monthly costs in mortgage 

payments , utilities and other incidentals for the 

period of the investment until it is sold (Platt , 

3 ) . 

• Real estate is excel l ent for the utilization of 

l everage. The full benefit of the gains on an 

in vestment property are realized even though the 

actual amount of personal funds invested are 

smal l (3) . Leverage investing i s the primary 

way to acquire real estate with little or no 

money down. For examp l e , if the appraised 
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va lue of a piece of propert y is $100 , 000 and th e 

purchase price is $75 , 000 , the existent equity 

can sometimes be used y safe one. Of course , 

this depends on proper analysis of monthl y costs 

in mort gage pa y ments , utilities and other 

incidentals for the period of the in ves tment 

until it is sold (Platt , 3). to wa rd the do w n 

pa y m e nt of the purchase (Ochsner , 2). U tili zi ng 

other p e oples mone y to make mon ey is the 

primar y advantage to de ve lopin g and investing in 

real esta te (Pisani and Pisani , 2) . 

• Real estate in ves ting offers p e rsonal 

• 

satisfaction. There is a tremendous feeling of 

accomplishment in in vesti ng in r ea l estate . The 

investor has re li ed on a carefu l , creative proc ess 

b y which to evaluate real es tate and make a 

decision on its pot e ntial profitabilit y (Pisani 

and Pisani , 4) . 

Real es tate can offer self-employment for some 

investors . Some view self-employment as the 

ultimate way to earn a li ving (3). 

• The dem a nd for real estate will alwavs exist . 

The population continues to incre ase , which 



increases the demand for real estate. Housing , 

shopping centers , office buildings , schools and 

industrial faci liti es eventua ll y age and require 

replacement . For example , Pisani and Pisani 

found that aging , fire , flood and other hazards 
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require approximatel y 100 , 000 to 400 , 000 homes 

each yea r to be repaired or replaced (4). 

• Real estate can c r eate in come. Bu y ing and 

selling real estate can result in incom e. 

Propert y can be sold on a contract where monthl y 

payments are collected over a specific period of 

ye ars. Also , rental propert y can be bought and 

sold , or held in order to generate monthl y 

income (Wa y ner , 11). 

• Real es tat e offers the opportunity to d epreciate a 

portion of the investment . Although l a nd can 

not be d epreciated , the buildings and a ll rel a ted 

fixtures ca n be , since the y wi ll slowl y lose their 

va lu e over time. Depreciation is referred to as 

this constant l essening of va lu e. Norma ll y , 

whi l e an in vestor is depreciating prop e rty , th e 

propert y its e lf is appreciating (12). 
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• Investing in real estate allows an investor to 

build up equity in their investment . A portion 

of monthly mortgage pa y ments pa ys off part of 

the principal amount owed , the debt . As the 

principal on the loan debt is paid , equity is 

built up . For example Wayner , in his research , 

found that most amortization mortgage 

schedules are set up so that each month a greater 

amount of principal is bein g paid , th e refor e 

building up equity faster (13) . 

• Real estate appreciation can add va lue to 

investment. No other investment has real 

estate's track record for appreciation and has 

consistently kept up with inflation (13) . 

Statement of Purpose 

Real estate has been considered a precious , 

valued commodity evidenced throughout history. Real 

estate acquisition began to equate to value and wealth 

over time . Man y investors found their fortune in real 

estate and others simply in ves t for supplemental 

income . In ves ting in real estate can result in the 

achievement of va rious levels of success (Ochsner , 1). 



In order to achieve success in real estate 

investing , one must understand the basics of real 

estate. The types of properties available for 

investment are endless . However , the most common 
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starter investment remains single-famil y homes . 

Research into the basic concepts of real estate can 

help equip an investor to make profitable investments 

(Platt , 2) . 

Given the historical impact that real estate has 

had and the opportunities that are currently available 

1n real estate , it seems plausible to support real 

estate as has had and the opportunities that are 

currently available in real estate , it seems plausible 

to support real estate as an ideal investment . St i 11 

some hesitate to understand the reasoning behind 

investing in real estate. Reasons from potential self-

employment to the utilization of tax shelters support 

real estate as an investment that can return profit 

(Pisani and Pisani , 2). 

The purpose of this study is to investigate the 

plausibility of a systematic plan enabling an investor 

to successfully invest in real estate . 



Chapter II 

LITERATURE REVIEW 

In order to examine the plausibilit y of a 

systematic plan to successfully invest in the real 

estate industr y , an in ves tor must first eva luate the 

investment opportunities available historicall y , 

currently and projected for the future . Onc e the 

investor targ e ts a specific market for investment , 

significant homework is required in order to 

determine which propert y has the most potential for 

profit . Selecting the right propert y is an important 

key to successfully investing in real estate. 

Broad Rea l Estate Overview 

In an October 1991 article in Pen sio n World , 

Drier and Holmes stated that the real esta te industr y 

in the United States was enduring severe problems . 

They even stated that it was the worst down cycle 

since the recession of 1974-1976 . The realities of 

the 1991 situation were clearl y evident and driven b y 

specific influential factors (27). 

l 5 



The Savings & Loan industr y was in turmoil 

since they had lost hundreds of billions of dollars 

in bad real estate loans. $500 billion was the 

estima t e of the taxpa ye rs cost to correct this 

problem . Th e effec ts of poor performing r ea l 

estate loans were also causing the Commercial 
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banks to suffer (27). And , the office space overall 

vacancy rate in the country was 20% , up from 

14 .5% betwe e n 1983 and 1989. There was an 

ep id e mic of financial problems for developers as 

well as prop erty foreclosures. A r ecord level of 

office construction was put in place in the United 

States bet wee n 1983 and 1989 . During that same 

p e riod , office space vacancies incr ease d from 

14 .5% to 20% (27). The concern was th e cause of 

this massive overbuilding. Th ere we r e man y 

contributing factors that l e d to an unparalleled 

l eve l of capital in ves tm e nt in real estate during the 

1980s. 

Savings & Loans were allowed , for the first 

time in histor y , to make commercial real estate 

loans , and mak e them th ey did . Savings & Loans 

esta blish ed themselves as a tremendous source of 



new capital that r e sulted in th e building frenzy of 

this period . During th e 1980s , comm e rcial banks 

significant l y incr e as e d th e ir l eve l s of r ea l estate 

l e nding , partiall y in r es pons e to th e Savings & 

Loans strong competition . In 1980 , b a nks h e ld 

$265 billion in r ea l estate loans and b y 1989 the 
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total outstanding was $800 billion . Non-performing 

bank loans pr e dictabl y incr ease d from $17 billion 

in 19 8 0 , to $36 billion in 198 9 . An additional 

capital source was provid e d for b y larg e 

institutional p e nsion funds . Th e ir investment In 

United States real estate had incr ease d from $20 

billion to over $60 billion b e t wee n 1 980 and 1989 . 

Also , tax syndication deals al l owed opportunities 

for individual inv e stors to purchas e small portions 

of hug e commercial office buildings and r eta il 

malls . Many of the ta x dri ve n r ea l esta t e deals 

r es ult e d in overly aggressive financial proj ections , 

w hich fr e qu e ntl y l e d to bad in ves tm e nts a nd I n some 

cases prop er t y for ec losur es . Th e Rea ga n 

Administration's Ta x Reco ve r y Act of 1981 

contained some attractive d e pr ec iation wri t e - off 

avenues a nd other ta x inc e nti ves that se r ve d as a 



stimulus for real estate building and investment. 

During the 1980s , foreign investment increased 

dramatically (27-28). 

Japanese investment alone increased from an 

annual level of $1 . 86 billion in 1985 , to $16 . 54 

billion in 1988. Additionall y, there was an 

increase in capital from the Pacific Rin1 , Dutch , 

British and German investors as they increased 

their United States real estate portfolios (28) . 
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These contributory factors provided the largest 

amount of capital for real estate investment that 

our countr y had ever seen. This huge surge of 

available capital found its way into the capable 

hands of real estate developers . These eager 

developers started building and didn't stop until the 

United States was seriously overbuilt and the 

readil y available sources of capital began to dr y 

up. B y 1990 , the results of the overbuilding and 

free spending had become painfully evident in 

significantly lower rents , high vacancies , higher 

concessions , and lower property values (28) . 

Jack Cohen , in the National Real Estate 

Investor , offers a similar observation. He claims 
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that real estate professionals in th e lat e 1980s had 

outsmarted themselves . Cohen reiterated that much 

of the overbuilding throughout the U.S. resulted 

from decreased capitalization rates , lenders 

moti vate d to plac e loans , investors motivated to 

place equity and developers willing to accept 

greater risk for less profit (Cohen , 157-158) 

Carl Tash in a comparable analysis , revealed 

similar concerns. Tash stated that th e investment 

climate was characterized b y oversupply , littl e 

d e mand , and lack of capital. As a result , few 

investors were willing to invest money in the 

residential and home building arena . In addition to 

the changes in supply and d ema nd in the real estate 

mark e t , tax es b eca m e a more important is sue than 

ever for th e in ves tor (Tash , 1 5 -18) . 

In addition , Ted Frost , in a 1 992 Dunn & 

Bradstreet Report , stated that the White House and 

U.S. Congress were in disagre e m e nt over the issue 

of capital gains tax es . Capital gains are profits 

resulting from a capital asset's sale or exchange. 

Pr ese ntl y , these gains are b ei n g taxed at the same 

rate as ordinary incom e as a co ns equence of the Tax 
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Reform Act of 1986. Prior to 1987 , the capital 

ga in s ta x rat e was much lower than th e rate for 

which incom e is tax e d. G e org e Bu s h and hi s 

gove rnm e nt staff favored th e l owering of th e 

current capital ga ins tax rat e to s t i mulat e capital 

in vest m e nt . Congress , on the oth er hand , opposes 

any tax cut on capital gains b e caus e the y f ee l it 

w ill only ben e fit th e wea lth y since onl y the rich 

generate substant i a l capital gains incom e . Th ere 

seems to be a greate r support for th e r e duction of 

cap ital ga ins tax . Even though Congress b elieves a 

capital ga in s t ax reduction wo uld onl y affect the 

ric h , it wil l how eve r affect eve r y e ntr e pr e n e ur ia l 

investor . Since e ntrepren e ur s ma y not be making 

sign i ficant profits on eac h inv est m e nt , pa y ing 

a lmost one third of th e ir profits to t axes does seem 

s i g nificant (Frost , 52). Entrepreneurs i n general 

wa nt e d th e capital gains t ax cut because of this 

sign i ficant effe ct (Sadd l e r , B2) . Even thou g h most 

in ves tors were n ega ti ve l y affected b y this ta x 

adjustment , the occasiona l in ves tor or gene r a l 

hom eow n er co uld b e positi ve l y affec t e d (Frost , 52) . 



The ge n eral rule of the Tax Reform Act of 

1986 was simple . When a n individual or 

entrepre n e u rial in vestor sells a hous e , the y don't 

have to pa y an immediat e capita l gains tax on any 

profit , providing the y bu y and occupy a n ew hou se 

within two years b efore or after the sa l e . Also , 
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the y must pa y as much or mor e for th e new hous e as 

the y so ld the old hous e for . Th e gai n is then roll e d 

over b y s ubtr acting it from the cost basis of th e 

n ew hous e , thus lo wering its va lu e for tax 

purposes . If the second hous e is so ld lat er and th e 

gain 1s not rolled over again, th e ta xa bl e profit 

will b e figured from th e lo wer basis. In order to 

receiv e this tax br ea k at a ll , th e hous e must b e 

yo ur m a in resid e nce and can b e a hou se , hou se boat , 

mobil e hom e , coop e rati ve a partm e nt , or 

condominium . The r eg ulations covering the 

rollov ers are specific and must b e conformed to 

exact l y or the tax advantage could be lost (Profit­

Building Strat eg ies for Busin ess O w n e r s , 7) . 

Some b e li eve d th ese overall facts paint ed a 

gr im pi c tur e of th e r ea l es tat e opportunities 

available in th e real esta te m a rk e t in 1991 . On the 
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surface it appeared that the logical strateg y was to 

avoid all real estate investing until the mark e t 

turned around . Although that argument did hav e 

Some merit , th e r e was a contrary v i ew of th e facts . 

belie ve d that there were incr e dible real es tat e 

investment opportunities available in the 

marketplac e for those who see the glass half full , 

instead of half empty. "The secret is to know when 

to get into the market and w h en to cash out" (Drier 

and Holm es , 28) . 

Inv es tors who purcha se d r ea l estate and so ld it 

111 the 1980 s profited. How eve r , investors w ho 

purchas e d 1n the l ate 1980s and sold in 19 90 - 9 1 

mor e than lik e l y realized a sig nificant lo ss (27-28). 

A perf ec t exa mpl e of mon e y to b e mad e in the real 

e state industr y occurred with th e Malhases of 

California. Th e Malhas es launch e d th e first of 

their r e no vat ion proj e cts b y purchasin g a three­

b e droom hou se for $365 , 000 in September of 1986 . 

This turned o ut to be one of th ei r easies t 

investm e nts . Th e couple p erfo rm e d minor p a intin g 

tasks , cosmetic improvement s such as french doors , 

and added landscaping. S eve n months l ater , th ey 
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sold the house for $525 , 000. Allowing adjustments 

for renovation costs , their net profit was $75 , 250. 

This converted to approximately $7 , 000 a month , a 

188 % return on th e initia l $40 , 000 th ey laid out to 

purchase the propert y . Th e Malhas es consider e d 

this their easiest and quickest inv es tment project 

(Cook , 155 - 158) . 

The Malhases second project involved a larger 

investment and a smaller profit . In Ma y of 1987 , 

they purchased a $685 , 000 hous e and an adjacent 

$375 , 000 lot in the fashionabl e Lower H e rmo sa 

s e ction of La Joll a , California. B y the tim e they 

sold the house , built a house on th e vac ant lot and 

sold that propert y 111 Jul y of 1988 , the y realized a 

profit of $27 , 400 . This r e flect e d a 26% return on 

their $105 , 000 cash in ves tment. 

however , that they had sold too 

Th e y r ealized , 

soon . The y could 

have rec e i ve d an extra $500 , 000 if th ey h ad ju s t 

waited another six months to sell. The mistake th e y 

mad e was simple. Th ey hadn 't l ear ned that mo v i ng 

to a high demand , low supply status would c r eate a 

more difficult r esa le e n v ironm ent , hov,1 e ve r , they 

didn't know to look for th ese conditions. Their 



timing was slightl y off , and eve n though the y still 

mad e a sizeable profit , the y cou ld hav e reali ze d a 

lot more (155-158). 

Th e critical principle of timing has 

consistently b ee n pres e nt during ea ch cycle of 

purcha s ing and selling r e al estate. This accurate 

timing provid es a window of opportunity for thos e 

investors who correctly int e rpret th ese signs of 

change during th e real es tat e cycle (Drier and 

Holmes , 27-28). 

2 4 

S a mu e l Zell , a Chicago ent r e pr ene ur a nd 

investor , discuss es th e outlook for real esta t e 

investment s in the 19 9 0s given the s ituation of th e 

industr y. Zell anticipates , as other in ves tors do , 

that capita l will b e com e l ess ava i lable in th e 

1990s . Thi s will b e a d va nta geous to owners of 

ex istin g , we ll- maintain e d a nd hi g h-qualit y r ea l 

es tat e , w hich wi ll ben ef it from future hi g h e r 

pric es , d ec r ease d capitalization rates and attractive 

investment opportunities 111 the oversupplied a nd 

somewhat distressed m a rk e t (26-27) . 

R easons that real es tat e investors shou ld bu y 

prop e rt y in the 1990s are self ex plan atory. Man y 
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developers have been saddled with huge problems 

and will need to raise capital quickly which will 

lead to highly motivated sales of reduced prices. 

Also , most banking institutions will be eager to 

remove these assets and , in turn , sell at reduced 

prices (Drier and Holmes , 28). The highest priorit y 

of lending institutions will be to clean up their 

balance sheets by converting non-earning or 

underperforming real estate ass e ts to earning 

assets . Institutions will also b e eager to switch 

hard assets such as real estate to paper ass e ts such 

as securities. Even though the picture looks grim 

for the real estate industr y , it is a p e rfect 

opportunit y for investors to purchase quality real 

estate for prices significantl y less than actual 

replacement cost (Barth and Weil , 10 9 ) . 

The issue of timing consistentl y remains an 

important factor in successful real estate in v estin g . 

If an investor buys what other investors are bu y ing 

and when their bu y ing it , the opportunit y for a 

bargain declin e s . The time to bu y is when f ew er 

investors are bu y ing (Drier and Holm e s , 28). 



R . Gar y B a rth a nd S . Dougl a s W e il also 

support th e th e or y that Unit e d Stat es r e al e st a t e 

should b e a profitabl e in ves tm e nt f or th e 1 99 0s 111 

an articl e 111 th e National R e al E s tat e Inv e stor . 

The y b e lie ve th e k ey is for in v e s tor s to do th e ir 

hom ew ork and ha ve th e pati e nc e to find th e ri g ht 

opp o rtunit y (Barth and W e il , 10 9 ). 

26 

B ar th and W e il stat e four b as ic ec onomic l aws 

a f f e ctin g th e r ea l e stat e indus t r y 111 th e 1 990 s . T h e 

first is to bu y lo w and s e ll hi g h , of c ou rse. Th ey 

a g r ee that as financial instituti o n s a re forc e d to 

s e ll th e ir r e al e stat e a s s e ts to m ee t n ew l y impos e d 

capital r e quir e m e nts and or g ani z ation a l goal s , 

as kin g pric es h ave plumm e t e d. Th o s e w h o bu y n ow 

should b e a bl e t o se ll a t a pro f it in f o u r to s i x 

ye ar s as th e ove rsuppl y of we ll-d es i gne d 

c omm e rcial buildin gs diminish and th e l e ndi ng 

instituti o n s r e turn to th e m a rket . S ec ondl y , c h aos 

cr ea t es opportun i t y f o r tho se w ith in for m a ti ona l 

ad va nt a g es ; a lthough , ob se r ve rs w ould cl a s s if y th e 

c u r r e nt ma r k e t as ch ao tic a nd in p a r a l ys i s. U nli ke 

oth e r cy cl es, mo s t obs e r ve rs ex p e ct th e m ost 

s trat eg i c all y locat e d and b es t d es i g n e d p r op e rti es 
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to recover. Thirdly , positive leverage works. 

Although mortgage money is scarce , it is available 

at low loan-to-value ratios and is relatively cheap. 

The last law states that inflation will return and 

when it does , hard assets will outperform paper 

assets (109) . 

Barth and Weil project that the 1990s will see 

a new group of entrepreneurs who will be buying 

properties from institutions early 111 the decade 

and , as the market improves , selling the properties 

at significant profits to institutions re-entering the 

market. These factors create an environment which 

offers acquisition bargains to those investors who 

can negotiate and structure transactions while 

addressing the needs of the troubled institutions 

and individuals (109). 

The four essential requirements for 

participating in this market are cash , access to 

assets , understanding the changing economics of the 

real estate marketplace , and the skills to know what 

to do with the assets upon acquisition. The 

property which one buys is extremely important. 

Unlike past cycles , not all property t y pes will 
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recover at the same time or rate . The last decad e 

was marked b y a series of rolling recessions . The 

1980s also saw continued migration from the cities 

to the suburbs . For the first time 1n memor y , 

suburban office buildings 1n man y metropolitan 

areas now produce higher net rents after allocation 

for all ex penses than downtown office buildings 

(109) . 

Barth and W e il state that 111 order to mak e 

mone y 111 th e 1990s , inv es tors must do th e ir 

homework . The y must identif y the t y p es of 

buildings in w hich the y want to inv es t and who will 

be responsible for structuring inv es tm e nts and 

operating the properties . Additionall y , in ves tor s 

must reserve sufficient funds , not onl y to pa y for 

new t e nant improvement where n e c e ssar y , but for 

th e capital requir e d to moderniz e utilit y systems 

and public areas (109) . 

John W. Stro esse r also supports , in a Jun e 

1989 article in Pension World , that r eal esta t e 

mark e ts continue to b e dominated b y an over supply 

of space , such as office buildings , hot e l s , and 

r e search and dev e lopm e nt facilities. Stro esse r 
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states that th e real question and resulting 

challenge , is not whether real estate currently 1s an 

attractive inv es tm e nt vehicle , b eca us e it most 

certainly can be . However , it has becom e 

increasingly difficult to identif y and purchas e 

acceptable in ves tments that promis e high r e turns . 

Investment r e turn can , howev er , b e incr ease d 

through th e us e of non-standard in ves tment 

approaches without materiall y incr eas ing investment 

portfolio risk (Stroesser , 14-16). 

Non-standard in ves tm en t programs can in c lud e 

a variety of in ves tm e nt opportunities such as: 

• Undervalued acquisitions e ith e r as an 

individual prop e rt y or a portfolio of 

properties acquired from distr esse d financial 

organizations or individuals (18). 

• Outright acquisition or joint ven tur es with 

property dev e lopment companies w hi ch are 

und e rcapitaliz e d (18). 

• Land d eve lopm ent pro g rams such as 

s ubdi vis ions and r e tail malls ( 18) . 

• Prop er t y d eve lopment programs run and 

mana ge d b y an inv es tment m a n ager (18) . 



• Acquisition of existing underperforming or 

underdeveloped properties that have the 

potential for upgrade renovation and 

revitalization (18) . 

In summary , Stoesser states that non­

traditional inv es ting can b e a po we rful tool to 

enhance return on investments (20) . 

3 0 

In th e spring 1990 Real Estate Review Journal , 

Joseph J. Ori emphasizes the changes that hav e 

occurr e d in the real estate mark e t in the 1 99 Os and 

what strategies will h e lp mak e r ea l estate 

opportunities profitabl e. Most r ea l estate 

investors will agree that the industry ha s changed 

in the late 1980s to early 1990s . The business of 

investing in real estate has b eco m e extremely 

competitive. Investment returns are low making 

n ew opportunities somewhat l ess appealing . Also , 

the no-growth movem e nt resulting from 

o ve rd eve lopment is hindering further in vestment 

opportunities in man y areas. Ori states that the 

industr y has become "globalized" due to these 

industr y changes (Ori , 94) . 
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Thes e real estate industry changes can either 

be beneficial or detrimental . Only those real estate 

firms and investors that adapt to these changes can 

benefit from them and remain profitable in their 

inv es tments . Ori e mphasizes thr ee principal 

adaptations r e quired toda y and categorizes them as 

diversification , specialization and affiliation (94). 

Many real estate firms are diversif y ing b y 

product t ype. R ea l estate brokers , developers , and 

inv es tors concerns ma y be involved with office 

buildings , retail centers , industrial buildings , 

apartments and hotels. This t ype of diversification 

by product t y pe insulates investors from lower 

r e turns from one product category. Thus , a real 

estate consulting firm can diversif y its busin ess 

into asset management and advisory services thus 

eliminating total ex posure for loss or profit 111 one 

area. Another type of diversification is b y 

geographic location (95). 

Div ers ification b y geographic location 

insulates real estate investors from volatile 

market s. It is no secret that firms that 

concentrated their in ves tm e nts in the Southwest 111 
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the early 1980s are now deeply troubled or out of 

business entire l y. It is difficult for loc a l firms to 

expand into other areas of the r e al estate market . 

"Most r ea l estate e ntrepr e neurs believ e that the 

real es tat e business is primaril y a local operation 

and that knowledg e of th e local mark e t , z oning 

laws , economy , and de v elopment proc ess are th e 

ke y s to success" (95) . Establishing specific 

investment programs 1s another t y pe of 

di ve rsification . 

Di ve rsification b y inv es tm e nt program offers 

man y areas of possibl e e mphasis for in ves tm e nt . 

When establishing investment programs the most 

important concern deals with evaluating wheth e r the 

returns being realized from specific r ea l estate 

activit y are superior to those that could b e r ea li zed 

from oth er rea l estate inv es tm e nt opportunities . If 

during a specific p e riod r e turns from certain real 

estate categories are lo w , th e investor or firm w ill 

obviousl y concentrat e acti v ities 1n other real es tat e 

areas in order to gain ma x imum return s on 

in ves tm e nt pro g rams. Although diversification 1s 

r e comm e nd e d b y pr o duct type , geograp hic lo cation 



and investment program , these strategies are 

available onl y to large firms. Specialization ma y 

be the k ey for investor survival in the 1990 s (94-

9 5) . 
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Specialization can h e lp an investor es t a blish a 

market nich e thus allowing th e inv es tor to b e come: 

more competitive and profitable . Ori discuss es an 

exa mpl e of specialization relating to th e hot e l 

industr y . 

During r ece nt yea rs , the hot e l indu s tr y has 

become incr ea singly speci a lized or stratified. Ten 

yea rs ago , hot e ls could be di v id e d into three 

categories : full service , luxur y , and budg e t . 

Toda y , th e r e a r e mor e t y p es of lodging industr y 

specialties which ha ve b ee n fragemented from the 

basic categories of yes terda y . Now , the re ar e 

h o spitalit y categories such as full service , a ll 

suite , limit ed service , ex t e nd e d stay , luxur y , and 

various others. Budg e t hot e ls are no w di vi d e d into 

budget , super budget , and econ om y lodgin g (96) . 

This same t y pe of specialization is occurring 

1n other t y p es of real es tat e in ves tm e nt s as 

in ves tor s seek to r ema in competitive a nd profitable 
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1n the 1 990s. Commercial properties included 

specialties like medical buildings , high-ris e 

buildings , executive office buildings , high tech flex 

project s and many others. There are corner 

convenience strips, neighborhood centers , 

community centers , specialty centers and malls 1n 

the area of retail. 

"Although specialization of product t y p e and 

within product t y pes is an important strateg y for 

real estate firms , specialization alone will not l ea d 

to success unless the firm has th e necessar y human 

resources and targets its product to the right targ et 

market" (96) . 

Investors and developers in the 1990s will b e 

faced with larger equity requirements than 1n 

pre v ious ye ars . Markets are currentl y overbuilt 

almost everyw h ere in the country. Becaus e they are 

ex periencing high default levels from overleveraged 

properties , man y real estate lend ers are now 

d e manding the principals make 15-25 perc ent equit y 

investm e nts . The $10 million dollar deal is 

becoming impossibl e to finance because it is too 

small to interest institutional in vestors , and the 
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substantial e quit y requirement 1s more than most 

r e al estate firms are willing to contribut e ( 96 ) . 

Th e institutions w ill aggressively attempt to 

form alliances , as r ea l estate firms see k to 

es tablish institutional r e lationships in the 1990s. 

Institutional investors will b e seeking the expertise 

of real es tat e firms that specialize in specific 

niches , h ave a high d eg r ee of managem e nt 

capabilities , a nd ha ve substantial kno w l e d ge of 

local m ar k ets . 

Ori concludes b y emphasizing th a t th e m a Jor 

risks that r ea l estate investors face in th e 1 990s 

are comp e tition for v iabl e product in overbuilt 

mark ets , a fluctuating econo m y , a vo latil e ta x 

polic y , and d ec lining profitabilit y in a relativle y 

high real interest rate env ironm e nt . Astute real 

es tate inv es tors w ill conc e ntrat e on three s tr ategi e s 

of di ve rsific a tion , specialization , and affiliation 1n 

order to cope w ith th e risks . Although th e s e 

strategies s hould b e pursu e d indi v idu al l y, th e y d o 

not r ema in mutuall y exc lusi ve and w h e never 

app licabl e s hould be combined to crea t e a w e ll­

b ala nc e d , adaptab l e real esta t e in vestor (96) . 



Specific Real Estate Opportunities 

Hugh Kelly 1n the National Real Estate 

Investor Journal , stated that the single-family 

housing market increased during 1992. Evidenced 

b y a rising number of sales and incr e ased 

construction , the single-famil y housing mark e t 

rebounded during 199 2 . The primar y engines 

driving the recov e ry were exceptionally lo w 

mortgage interest rates and reduced sa l es pric es . 

This , in turn , incr e ased th e number of first-tim e 

home buyers and sparked some activit y in th e 
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market . Th e market had nowhere to go but up since 

1991 was the worst ye ar for homebuilding since 

World War II (Kell y , 23). 

Th e number of single-family hom e sales we r e 

substantially increas e d du e to greater affordabilit y . 

Home sales over the last yea r were up b y mor e than 

4 % , which was a sharp contrast to th e anemic 

performanc e reported during 1990 and 1991 . Sal es 

prices have modestl y started to climb s purr e d b y 

the high e r lev e ls of d e mand in th e mark e t ( 23). 
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Kelly states that a rapid escalation in existing 

hom e pric es in 1993 are not lik e l y . Although th e 

in ve ntor y of existing hom es for sale has been 

declining , it still remains above both 1 989 and 

1 990 l eve ls . New single-farnil y home pric es may 

grow , over the short t er m , at a brisker pace given 

the reduced amount of construction that has 

occurred 1n rec e nt yea rs . Singl e -famil y permits 

averaged 774 , 000 units per ye ar du r in g 1 990 and 

1991. This was down 20% from th e 1 989 average . 

Inventories of n ew hom es available for sa l e remain 

under th e 1 989 through 1 99 1 l eve l s , and currentl y 

r e pres e nt less than a six-month suppl y . New hom es 

are anticipated to becom e more plentiful over th e 

n ex t f ew ye ars (23). 

As Kell y m en tion ed , th e s ub stantially reduced 

mortgage interest rates and mod e rate hom e pric es 

h ave e n co urag e d first-time hom e bu ye r purchases 

(23). This t y p e of mark e t a llo ws for s ucc e ssful 

investm e nt s in s om e non sta ndard in ves tm e nt 

programs suc h as the acquisition of existing 

underp e rforming or underdev e lop e d prop e rti es th a t 



have the potential for upgrade renovation and 

resale (Stoesser , 20) . 

3 8 

In the Journal of Property Management . M.A . 

Ahrweiler , Gerald Erlich , and Gar y Hofstetter 

explain that nev,1 development has been slowed b y 

evaporating financial and community-fueled slow 

growth initiatives , as real estate enters the 1990s . 

Renovation and revitalization , not new development , 

has become the strateg y of choice . "Increasing the 

value of what y ou already have has b ec ome the name 

of the game". These writers also state that 52 

cents of every development dollar is spent on 

renovation. This does not even includ e the smaller 

scale building refurbishments that are becoming 

matters of marketing necessit y (Ahrw e il e r , Erlich 

and Hofst e tter , 16) . 

Maximum value of a real estate investment 

opportunit y ma y be as simple as upgrading existing 

investments in response to new demographics and 

changing compositions of the area. Gr ea t rewards 

are available to those with the vision to recognize 

and respond to more pronounced changes in demand 
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such as thos e mention e d above 111 the s ingl e -f a mil y 

ar e na (1 6 ) . 

Investment Analysis 

In an articl e in a Jul y 1 9 9 2 is s u e of th e 

Appraisal Journ a l . William T e d Anl y n discu sse s 

e ntr e pr e n e urial profit d e riv e d b y r ea l e st a t e 

in ves tm e nts . Anl y n s t a t es that e ntr e pr e n e ur s 

r e qulf e an incentiv e to purchas e di s tr esse d 

prop e rt y. The inc e nti v e r e pr e s e nts a mon e tar y 

r ew ard for the risks associat e d w ith purch ases o f 

di s tr es s e d r e al e state and is a ppropri a t e l y t e rm e d 

un e arned e ntr e pr e n e uri a l profit. 

Th e opportunit y to e arn e ntr e pr e n e uri a l pro f it 

in v ol ve s both skill a nd t a kin g ri s k s . In o rd e r t o 

introduc e th e ri g ht mi x and timing of purchasin g 

p o t e ntiall y profitabl e prop e rt y , s k i ll i s r e qui r ed. 

Ri s k taking i s a lso r e quir e d to e ncount e r un fo r esee n 

constru c tion , m a rk e tin g, and f in a nci a l cond i ti o n s 

(An g l y n , 366 ). Th e Dicti o n a r y o f R ea l Es tat e 

Appraisal , se cond e dition , d ef in es e ntr e pr e n e uri a l 

profit a s: "A mark e t-d e ri ve d fi g ur e that r e pr e s e nt s 

th e am o unt a n e ntr e pr e n e ur ex p ec t s t o r ece i ve in 
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addition to costs ; the difference between total cost 

and market value" this is also known as 

entrepreneurial reward (104). 

Provisions for enterepreneurial profit should 

be recognized in all real estate valuations. 

Entrepreneurial profit and unearned entrepreneurial 

profit are vertually synonymous . Anticipated profit 

is a difficult component to quantify because there 

are no cost manuals or periodical publication data 

available which documents expected or actual 

profit. Historical profit is much easier to quantify 

since analysis can be based on sale prices of 

comparable sales and associated costs related to 

those comparable sales . The difference between the 

sale prices and the associated costs represents the 

indicated profit for the entrepreneur . The 

forecasting process of determining unearned 

entrepreneurial profit involves comparing future 

profit expectations with historical profit tr e nd 

analysis of the investment being considered for 

purchase (Angl y n , 366). 

Forecasting entrepreneurial profit requir e s 

both judgment and probabilit y anal y sis of what 



inc e nti ve 1s e ss e ntial to e ntic e an e ntr e pr e n e ur to 

purch ase a di s tr e s s ed r e al e stat e prop e rt y for 

in ve stm e nt . Th e r e m a inin g amount of un e arn e d 
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profit is not al w a y s ob v ious . Th e a mount o f pro f it 

a n e ntr e pr e n e ur r e quir es w ill v ar y from in ves tm e nt 

to in ve stm e nt d e p e ndin g on th e r e lati ve b a r ga inin g 

po we r of p a rticipants of th e mark e t , takin g into 

c on s id e r a tion th e p e rc e i v ed ri s k s for th a t pr o p e rt y 

in ves tm e nt ( 3 67) . 

In th e Fall 1991 is s u e of th e R e al E stat e 

R ev i ew Journ a l , William C . Handorf a nd J . Minor 

Sachlis ex pl a in w hat r ea l es tat e an a l y sts must 

eva luat e w h e n consid e rin g pro s p e cti ve in ve stm e nt s . 

In ord e r to m a k e sound in ve stm e nt an a l ys i s 

in ve stors and anal y sts mu s t id e ntif y th e 

in ves tm e nt' s r e l ev ant cash outflo ws a nd in f lo w s a s 

a pplicabl e. Also , th e in ve stor mu s t r e co g ni ze th e 

timin g o f th e flo w s . It is a man agea bl e t as k to 

a n a l yze th e a ttracti ve n e s s of r ea l e s ta t e 

in vest m e nt s b y eva luating c a sh flo ws a nd th e ir 

timin g (H a nd o rf a nd Sachli s , 5 5) . 
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How to Find Profitable Renovation Investments 

Joseph F. Schram mentions that when shopping 

for the right renovation investment property , don't 

keep it a secret. Spread the word in both social 

and professional circles. Friends and relatives can 

often lead an investor to houses that never appear 

in the newspaper or on a real estate listing . Tell 

friends and relatives what type , size , style and 

location of house being sought. Networking is an 

excellent way to find those "hard to find" real 

estate investments . Also , contact your local real 

estate agent or broker who has access to literally 

hundreds of home listings via the Multiple Listing 

Services (MLS) and personal contacts (9). 

The National Association of Realtors show that 

95% of all residential homeowners sell their 

property with the help of a real estate firm. Real 

estate agents devote considerable time and effort to 

l e arning their trade before taking an extensive test 

which the y must pass in order to be licensed 1n the 

state in which they plan to work (9-10) . 



In dealing with a Realtor , the b e nefit of not 

only training , ex p e rience and knowledge is 

ava ilabl e , but also access to lit e rall y hundr e ds of 

"for sale" listings which can be narrow e d down to 

specific areas , size and pric e range. Generally 
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speaking, this service will cost y ou nothing , since 

the agent will not be paid until a sale is completely 

closed (10). 

In order to mak e mone y in prop e rt y renovation , 

Allen Cymrot states that the prop erty must b e 

acquired for a low enough price that once 

renovations are made , th e cost won't excee d , but 

w ill b e a margin less than th e mark e t value. The 

purpos e of bu y ing houses in need of r e pair , 

r e novating , and th e n selling them 1s to make mone y. 

A seller that has a hous e on the mark et in n ee d of 

significant repair is normall y asking a price that is 

comme nsurat e to the pres e nt condition of th e hous e. 

The seller , just as an inv es tor will , has consulted a 

real es tat e agent or appraiser on comparable hous es 

in th e area to attain perc eive d mark et va lu e. More 

than Likely , the seller is unabl e or unwilling to 

perform r e p a ir s prior to selling. Most individuals 



h ave a diffi c ult tim e picturin g a hous e in n ee d of 

repair , r e no v at e d , and this will work to an 
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in ves tor s ad v antage when s ee king inv e stm e nts . Th e 

ad v antag e alon e ho weve r w ill not b e th e onl y 

a d v antag e n e ed e d (11-15) . 

Barbar a Platt r eve als in a similar ev aluation 

that th e t y p e of n e ighborhood th e hou se is locat e d 

is also an issu e . Statisticall y , th e larg e st 

id e ntifiabl e group of bu ye rs ar e th e p e ople w ho bu y 

singl e f a mil y hom e s in middl e clas s n e ighborhoods . 

Sinc e most of an in ve stors profit a rri ve s a t th e 

time of sal e , it makes s e ns e to be w h e re the action 

i s , w hich has b e en d e termin e d to b e th e middl e 

class n e ighborhoods . This t y p e of n e ighborhood 1s 

a good plac e to targ e t in ve stm e nts , sinc e this is 

w h e r e th e g r e at e st numb e r of futur e bu ye rs w ill b e 

w hen it 's tim e to s e ll (31) . 

Schram discuss e s th a t th e hous e consid e r e d for 

r e no v ation in ves tm e nt should b e in satisf a ctor y 

condition and b e in a n e i g hborhood of compa r abl y 

pric e d or hi g h e r pric e d hou s in g . B e sur e to 

consid e r th e location of railroads , a irports , bus y 

thorou g hf a r es , a nd h eavy indu s tr y in th e ar ea a nd 











Appendix B 

Linda J . W eaver 
3674 B eck e r Joerling Rd . 
Foristell, MO 63348 

Mr. Walt Weaver 
829 West 8th Street 
Anderson, IN 46016 

Enclosure: (I) Plan on How to Successfully 
Inv est in Renovation R eal Estate 

(2) Qu estionnaire on Enclosure (1) Plan 

D ear W a lt: 

Enclosed please find a plan, Enclosure (1) , on ho w 
to successfully in vest in R e no vat ion R eal Estate. 
This plan covers how to find and evaluate property 
for inv estment as well as ho w to d e t ermine the 
investment profitabilit y . 

Enclosure (2) is a qu estionnaire that analytically 
evaluates each section of th e plan. When 
evaluating th e plan, b e sure to offer explanations 
of yo ur answers and any r ecomm e ndations you may 
have r egardin g the plan. 

Please complete the qu estionnaire a nd return y our 
comm e nt s a nd evaluation to me b y Janua r y 3 1 . 
Th a nk y ou for yo ur tim e. 

Linda J . Weave r 

1 I Ll 



Appendix C 

Questionnaire on the Plan, Successfully 
Investing In Renovation Real Estate 

Section I: Establish a Network 

1. Is the type of network described in the plan essential in locating potential renovation real 
estate investments? Explain. 

2. Do you have any additional basic networking possibilities that will enhance thi s section 
of the plan? Explain. 

Section II: Market Extraction 

3. Is analyzing market condition necessary when investing in real estate? Explain. 

4. Is the market extraction ana lysis described in the plan sufficient for establishing the 
genera l current market conditions? Explain. 

Section III. Finding Renovation Propertv 

5. Do you support the idea that timing is everything when searching for investment 
properties? Explain. 

6. Is the size of the potential investment property important in relation to those properties 
surrounding it? Explain. 

Section IV: Location, Location, Location 

7. Does the location of the investment property have an effect on its salability? Explain. 

Section V: Neighborhood and Lot 

8. Do a majority of homebuyers look for neighborhoods which are conveniently located to 
schools, churches, hospitals, shopping malls and parks? Explain. 

9. As an investor should you be concerned about the appearance of the houses in the 
investment property area? If so, explain. 

10. Is the condition of the lot an important factor when evaluating investment property? 
Explain. 
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11 . Can landscaping increase the salability of the investment property? Explain . 

Section VI: Price Evaluation 

12. How important is it to compare the investment property with others like it in the 
surrounding area? Explain. 

Section VII: Floor Plan Functionality 

1 l 6 

13. ls the functionality or the ability of the fl oor plan to be altered for functionali ty important 
when evaluating a house for investment purposes? Explain. 

Section VIII: House Evaluation 

14. Is it really necessary for an investor to eva luate the condition of the housing structure? 
Explain. 

15. Are there any additional items that should be evaluated when inspecting the house? 
Explain. 

Section IX: Cosmetic Improvements 

16. Is "remaining neutral" in your cosmetic renova tions a safe approach to targeting the 
average homebuyer? Explain. 

Section X: Renovation Necessities 

17. Do you agree that by eva luating the area market norm you can determine what 
renovations will add value to the house? Explain. 

Section XI: Summarv of Cost Analysis 

18. Are there any other items that you would consider a "rule of thumb" for eva luating cost in 
relation to a potential renovation property investment? Explain . 

Section XII: Mvths of Renovation Investment 

19. Do you agree that skill , creativity and hard work are all traits of a successful renovation 
real estate investor? Explain. 

Section XI: Cost Analvsis 

20. Should additional considerations be made when analyzing the cost of the investment? 
Explain. 
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