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Up until this point, you’ve likely spent your life thinking like a consumer. You need to
start making the shift to a business owner’s mindset. The two biggest challenges will be
a need to reevaluate your perception of time and leverage. Please fill in the blank: “Time
is __________________.” Let me guess, you answered money. (I know, because I can read
minds.)

Ninety-nine percent of us are programmed to believe that time is money. This is simply not
true. Can you give me an example of when you were able to spend your money to get more time
back in your life? When did the money you acquire allow you to go back and buy time so you
could spend it with a loved one who is no longer here? Unfortunately, none of us can give an
example of when money bought time. This is because time is not money—time is everything!

There is one level playing field for the rich and poor, the haves and have nots, the privileged
and the unprivileged: We all operate with the same 24 hours in a day. The differentiating factor
between people is how they use their time to determine what they accomplish and achieve.

You must also reevaluate your definition of leverage. A successful residential redeveloper
leverages everything. They leverage money by establishing, accessing, or finding credit to bor-
row funds and further their business. They leverage coaches, experts, advice, and information
to reduce their learning curve. They leverage licensed and insured professional contractors to
help them complete an amazing rehab.

My friend and coauthor Michael Gerber explains the three stages of being a business
owner, outlined in Figure 2.1. We all start in the first stage as a technician. This is when we are
actively doing the work that the business requires, running errands, producing and creating
our product and everything in between. The second stage requires you to become a manager,
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90%

Manager

Technician

FIGURE 2.1 Three Stages of Business Ownership
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FIGURE 3.1 Players in the Networking Marketing Model

simply time and effort that you can commit to a project, you always need to bring something
to the table to increase the probability of them doing business with you.

Advanced

You will also need and want to interact with successful real estate investors who have gone
through it all. If a seasoned investor has too many deals in their pipeline or a bigger project
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FIGURE 5.1 CT Homes, LLC Screenshot
Source: CT Homes, LLC.

Website costs can vary depending on what you need. The costs start when you pick a
domain name (www.yourdomainname). You then have to pay to host the website and to provide
ongoing maintenance.

Having a main company brochure website is important for credibility, but you really need
multiple websites to capture the opportunities presented by buyers and sellers. Three websites
are better than one. Therefore, you want to have separate sites for your buyers and your sell-
ers. By directly speaking to your prospect, you can eliminate distractions and confusion on your
website. If someone visits knowing exactly what they are looking for and gets lost in the con-
tent, they may leave. Secondly, you will avoid running into negotiating problems with sellers.
If a seller is able to see that you are trying to buy their home to turn around and resell it for a
profit, you will create headaches and conversations that could reduce the probability of putting
the deal together. Ultimately, the three websites strategy will force you to learn and under-
stand how to drive traffic to multiple sites. Additionally, it will give you a more effective online
presence.

However, if you are looking to concentrate specifically on driving traffic, you want to use
what is often referred to as a squeeze page or a lead capture page. This type of website has
one job and one job only: to generate leads. It is referred to as a squeeze page because you
are trying to squeeze out information. When a person visits a squeeze page, they are required
to provide their first name, last name, email, and zip code. Squeeze pages are single-action
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● There are significant IRS restrictions on certain types of real estate transactions.
● Any money earned from renting or selling the property must be placed directly into the IRA

used to pay for it.

WRAPAROUND MORTGAGES

Wraparound mortgages are when the seller, who agrees to finance the sale of their property,
incorporates the existing financing by wrapping around the current debt owed with the financ-
ing provided to the buyer. The structure is shown in Figure 7.1.

This type of loan is often used when an existing mortgage cannot be paid off. This enables
the borrower to obtain financing from a second lender or seller. The new lender assumes the
payment of the existing mortgage and then provides the borrower with a newer, larger loan
that is usually at a higher interest rate. The borrower will make payments to the new lender on
the larger loan, and the new lender will make payments on the original loan.

A wraparound is attractive to lenders because they can leverage a lower interest rate on the
existing mortgage into a higher yield for themselves. Usually, but not always, the lender is the
seller—making this a type of seller financing. In some states, escrow companies are required by
law to inform a lender when a loan is being wrapped. If a wraparound deal on a nonassumable
loan does close and the lender discovers it afterward, the lender may either call the loan, or
demand an immediate increase in the interest rate.

The pros and cons to using wraparound mortgages:

Pros

● You do not have to deal with a bank.
● Your credit or income does not come into play.
● There is no mortgage originator, so you can avoid closing costs.

Previous
mortgage’s

unpaid
amount

Additional
funds

required by
the borrower

Total amount
of

wraparound
mortgage

FIGURE 7.1 Wraparound Mortgages
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Any contract is a powerful document. Consequently, some investors become paralyzed
by the formality of submitting offers, which can prevent them from closing deals. But if you
think of the contract as a moneymaking tool instead of a legal abyss, you’ll feel more com-
fortable with it. As such, this next section demystifies the contract by walking through it step-
by-step.

Part 1: Parties Involved

The section shown in Figure 8.1 records the vital information for the parties involved. Though
you should fill in your information in, fill in the seller’s ahead of time—since you want to get
it from the seller’s direction to ensure it’s correct.

This section will ask for the following:

● Seller information
● Seller’s name.
● Seller’s address.
● Seller’s social security number (this section is optional).

● Buyer’s name (or entity if you are buying with an LLC, Trust, or Corp.). In this section, you
should also put “and/or assigns,” after the name of the buyer. Explain that you may close in
an LLC trust or bring in a money partner for the transaction. This also sets up your ability
to later assign the contract.

● Buyer’s address.
● Buyer’s social security number or tax ID.

FIGURE 8.1 Seller and Buyer Information
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Part 2: Description of Real Estate

The section shown in Figure 8.2 simply describes the real property that is being sold and
bought. It includes:

a. Street Address.
b. City/Town, State/ZIP.
c. Property Description: For example, single-family dwelling; two-family residence; parcel

ID.

FIGURE 8.2 Description of Real Estate

Part 3: Included in Sale Price

The third section, shown in Figure 8.3, describes what is included in the property. A standard
contract generally lists all the main and usual items you want to take possession of with a house.

There is also a section for additional personal property. This is where you include any
additional appliances or furniture that you would like the seller to include in the property. It

FIGURE 8.3 Included in the Sale Price
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is generally something you use when the end buyer is a retail buyer or a landlord investor. If
it’s a wholesale rehab property, it’s best to ask the seller what they would like to take with them
and if there are any items that would be easier to leave. In addition, there is a section here that
allows for describing any terms related to the tenants currently residing in the property.

Part 4: Purchase Price

The section shown in Figure 8.4 deals with a crucial aspect of the contract: the purchase price.
The first line includes the total agreed-upon purchase price. This is also where you will write
the earnest money deposit that you will be committing to the property. In other words, it gives
the seller good faith that you will purchase the home. Failing to purchase puts you at risk of
losing your initial deposit.

Include the amount of any additional earnest money being submitted once the contract is
accepted. Do not give the deposit directly to the seller. In the event that the seller is repre-
sented, the deposit check will be written out to his/her attorney’s name as a trustee. If the seller
is unrepresented, write the check to your attorney by putting: “Deposit to be held by attorney’s
name, attorney’s phone number.” In some states, title companies are used instead of attorneys.
In this instance, the deposit check will be written to the title company doing the closing.

You should complete this section when obtaining financing. This section should generally
be kept blank when you are a cash buyer. This is important, because it justifies your lower
bidding price.

In this section, fill in the type of financing that the buyer will be getting to close the loan
and the balance of proceeds that will be coming at the closing. In order to get this number,
take the purchase price minus any proceeds listed in lines a through d.

FIGURE 8.4 Purchase Price
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The last line adds up all the items above and covers the full purchase price agreed upon
with the seller.

Part 5: Deposits

This section in Figure 8.5 simply outlines the rights of the buyer and seller in respect to the
deposits given. It also tends to be unique to each state, so check with your attorney to make
sure they comply with local regulations.

FIGURE 8.5 Deposits

Part 6: Financing Contingency

Figure 8.6 shows the section that will outline any financing details if the proceeds are to be
financed by a conventional or hard moneylender. Generally, as an investor/buyer, you will sim-
ply cross this section out or check off the other box and write in, “cash.” Once again, this is to
make your offer stronger in the eyes of the seller.

FIGURE 8.6 Financing Contingency

Part 7: Condition of Premises

Figure 8.7 shows Section 7, which simply states that you have viewed the property in its current
condition and have made an onsite inspection. This is mainly a liability release clause.
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FIGURE 8.7 Condition of Premises

Part 8: Inspection Contingency

Figure 8.8 shows the section relating to any inspection contingencies and is used when you
want your partners, contractors, engineers, or other individuals to inspect the property prior
to making a decision. You may also use this clause to gauge the demand for the property and
determine whether you can make any money by getting it under contract. This clause allows you
to renegotiate the contract after you have a contractor or a partner walkthrough the property.

FIGURE 8.8 Inspection Contingency

Part 9: Statement RE: Lead-Based Paint

Figure 8.9 shows the section containing a federally required point discussing disclosures related
to lead-based paint. Some states have a completely separate addendum for this line item.

FIGURE 8.9 Lead-Based Paint
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Part 10: Occupancy, Possession, and Closing Date

Figure 8.10 shows the section that determines the closing date. Depending on the situation,
give yourself at least two weeks to close on the property and tell the seller that you’ll be closing
as soon as possible. Explain that title issues or other attorney requests may hold up the closing,
and therefore it is company policy to put down a date at least two weeks away. If the deal is
tight and you know that you’ll have to work hard to either wholesale it or obtain funding to buy,
push for a closing that is at least a month away.

Section 10 should always be dictated by an exit strategy, the quality of the deal and the
seller’s situation. Remember, as long as you can close within a reasonable time (a couple of
days to a week) of this date, you are within the lawful standards for performing on the contract.

FIGURE 8.10 Occupancy, Possession, and Closing Date

Part 11: Warranty Deed

Figure 8.11 shows the section that states that the seller will be conveying the property by virtue
of a Warranty Deed, which means that they will warrant the title. The seller warrants that he
or she disclosed any known encumbrances on the property.

FIGURE 8.11 Warranty Deed

Part 12: Marketable Title

Figure 8.12 shows the section that gives you the option to reject the purchase and regain your
deposit in the event that the seller is unable to pass clear title to you or you are unable to obtain
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FIGURE 8.12 Marketable Title

title insurance due to a lien or encumbrance that comes up in a title search. This section is an
extension of Part 11.

Part 13: Adjustments

Figure 8.13 shows the section that covers any adjustments that will be made at closing. In many
states, this includes taxes, water and sewer charges, estimated oil adjustments, and other similar
adjustments. Keep in mind that these may vary in your state, so refer to your local contract to
make these adjustments in the verbiage of this contract.

FIGURE 8.13 Adjustments

Part 14: Buyer’s Default

The clause in Figure 8.14 restates the seller’s rights in the case of a buyer’s default on the
terms agreed upon in the contract. While this clause can be softened, most sellers’ attorneys
will require that you have some language outlining your obligations to act upon the terms of
the contract.

FIGURE 8.14 Buyer’s Default
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Part 15: Risk of Loss, Damage

The clause in Figure 8.15 protects your interest in the event of damage to the property while
you have it under contract. It also grants you the option to exercise your right to purchase the
property in the event of a fire or other significant damage and receive insurance proceeds for
such damage.

FIGURE 8.15 Risk of Loss, Damage

Part 16: Common Interest Community

Section 16 is related to purchases of condominiums or co-ops and is standard in many states.

FIGURE 8.16 Common Interest Community

Part 17: Listing Broker

The section shown in Figure 8.17 covers details about any real estate agents involved, their
contact information and commission splits on the transaction.

FIGURE 8.17 Listing Broker

Part 18: Property Condition Report

The clause in Figure 8.18 covers the property condition report and related statutes will vary
from state to state. Note that some states may not have any relevant statutes.
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FIGURE 8.18 Property Condition Report

Part 19: Equal Housing Rights

Once again, this is a clause typical in many states. Most states have similar language due to
federally imposed antidiscrimination laws.

FIGURE 8.19 Equal Housing Rights

Part 20: Addendum

This part covers any addendums and common disclosures included with the contract. For
example, the multi-family rider includes information about any tenants, leases, or deposits.
This section also covers disclosures from the seller related to the condition of the property.
Finally, it includes provisions for additional addendums unique to the sale.

FIGURE 8.20 Addendum

Part 21: Additional Terms and Conditions

Use the section shown in Figure 8.21 to include any situational obligations that the seller may
ask for when negotiating the terms of the contract. These terms are usually the ones that cover
the special needs of a particular seller.
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FIGURE 8.21 Additional Terms and Conditions

Part 22: Fax Transmission

This is legal language covering transmissions via fax as well as email. Submission using either
method will be legally binding.

FIGURE 8.22 Fax Transmission

Part 23: Complete Agreement

Once again, this is legal terminology stating that there are no agreements outside of this con-
tract and if any changes are made to the agreement they need to be signed and dated by both
the buyer and seller.

FIGURE 8.23 Complete Agreement

Part 24: Notice

This section reiterates that any changes to this agreement must be in writing to be legally
binding. Remember, this applies to both parties. A verbal agreement between you and the
seller (i.e., price adjustments, closing time frame, etc.) is not sufficient. You should always get
everything in writing.
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the buyer and seller.

FIGURE 8.23 Complete Agreement

Part 24: Notice

This section reiterates that any changes to this agreement must be in writing to be legally
binding. Remember, this applies to both parties. A verbal agreement between you and the
seller (i.e., price adjustments, closing time frame, etc.) is not sufficient. You should always get
everything in writing.
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FIGURE 8.24 Notice

Part 25: Buyer and Seller

Section 25 states that it is the obligation of the seller and the buyer to request a copy of the
contract at the time of signing.

FIGURE 8.25 Buyer and Seller

Part 26: Time to Accept

This section simply dictates how long the seller has to accept the offer. You should generally try
to cross through this item. This means the seller accepts it upon signing. However, in instances
when the seller refuses to sign the contract, wants to talk it over with a spouse, insists upon a
review by an attorney, or simply wants a day to think it over, you can grant a 24-hour window
to accept the contract. Do your best to persuade the seller to sign without any acceptance
contingencies. However, if he or she is unwilling to execute the contract, it is better to have
them take action and partially commit to the contract than to walk away empty handed.

FIGURE 8.26 Time to Accept

Remember, purchase and sale agreements come in all shapes and sizes, and you may adjust
some for certain situations. It is in your best interest to always have the supervision of an attor-
ney or title company in your area. Doing so ensures that you will always be on top of all the
rules and regulations specific to your area.

To get a copy of this boilerplate purchase and sale agreement, visit www.RehabInvesting
Bible.com/resources.
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Property Repair Estimate Sheet
Street Address: Date: Inspected By:

City: Bedrooms: Bathrooms: Sq.Ft: Vacant:

Inspection Checklist Yes #
Units

No Repair Cost Calculations Repair Cost

1. Roof and Gutters? Architectural Shingle (rip & Re Shingle):

Roll Over Existing: Gutters            *Tile Roof: Get it inspected*

2. Exterior Paint/Siding/
Stucco?

Paint:                                      Siding 

Stucco:                             All New Stucco: 

3. Windows? Vinyl replacement:                                      Wood casing:

Bay Window: Sliders:

4. Garage Need Repair? 1 Garage Door: w/Opener Installed: 1 Car Paint:     2 Car Paint:

Roof New:                   (Adjust up on for size) Build New:      (depending on size)

5. Yard/Landscaping/Pool? Clean Yard (Easy):          Clean Yard (Hard): POOL: Plaster only

Landscape (Easy): Landscape (Hard): Pool Complete w/Equip

6. Heating/ AC / need
replacing?

Replace 1 Hot Air Furnace or Boiler:                  depending on size

Replace 1 Wall Heater:               New Duct Work: AC and Heat (install new): 

7. Plumbing Need Repair? Plumbing: per wet location

Replace 1 H2O Heater:          Tankless: Septic Inspection Needed:  Yes  No

8. Electrical Need Repair? New Panel: (Aluminum Wiring Y/N) (Federal Pacific, Zinsco, other Y/N)

House, Rewire, New service w/New Panel: Fixtures: 

9. Basement Need Repair? 
10. Foundation Need Repair?

New Support Beam: Seal Basement: Replace Stairs: 

Engineer/Contract Quote Needed: Yes/No Foundation Replace: minimum 

Concrete Rules of thumb: Patio Grade: (L x W x standard 4” depth)      Demo: 

Foundation Grade:              Stem Wall:         linear/ft

11. Interior Paint? Interior Paint: Single Family: 

Add $ for additional prep if needed

12. House Need Carpet?
13. House Need Tile/Vinyl?
14. Floors Need to be Sanded?

Quick Rule:

Ceramic Tile: 

Hardwood Install:               

Carpet:

Sheet Vinyl:

Sand & Refinish:

15. Kitchen Need Repair? Single Family Rental:

Single Family Nice:

Single Family Low End:

Single Family High End: 

16. Kitchen Need Appliances? Standard:                  Higher End: Super High End:

17. Bathroom (Fixtures) 1 Complete Full Bath: 1 Complete Half Bath:

18. Sheetrock need Replacing? Acoustical ceiling removal:

Single Family Patch:

19. Dumpsters?
20. Decks?
21. Pergola?
22. Termite Damage?
23. Fence?
24. Doors and Trim?
25. Other: Other:

26. Permits/Planner/Architect
27. Miscellaneous

City:                   County: Permit Addition: (Research Your Area)
Repair Cost x 10-15% = Other:

ARV: Total
Professional Quotes Needed: Buried Oil Tank: Y/N FOUNDATION/ENGINEER:  Y/N    Mold Remediation: Y/N

ARV Features: Outside: Street:  +   – Curb Appeal:  +   – Neighbors:   +   – Backyard:  +   – Usable Lot:  +   –

Inside: Layout:  +   – (Fixable Y  N)     Kitchen:  +   – Bedrooms:  +   – Bathrooms:  +   – Master Suite:   Y  /  N

Notes:

FIGURE 9.1 Property Repair Estimate Sheet System
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KITCHEN DINING

(E) 5'–0'' × 5–0''

(G
A

S
)

(E) 6'–0'' × 6'–8''

REF,

19'–3''

10
'–

10
''

FIGURE 11.2 Desired Kitchen Layout

FIGURE 11.3 Kitchen Material Breakdown and Cost

Figure 11.4 shows the breakdown of exactly how many of each item and total cost of mate-
rials needed for this kitchen renovation with SKU number.

Once you have executed those three steps and put in the scope of work, the contractor
now has all the information they need to properly bid and quote your project—in this case, the
kitchen. When you execute this system with the level of detail presented here, your outcome
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FIGURE 11.4 Kitchen Material Breakdown and Cost with SKU#

of a beautiful kitchen and house that will sell very easily is just a formality. Figure 11.5 shows
the finished kitchen and final product.

That’s right—that is the same kitchen that we started with. Figure 11.6 has a side-by-side
view to illustrate the system at work.

FIGURE 11.5 Finished Kitchen
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FIGURE 11.7 Materials Breakdown

This particular bathroom is tight and cramped. It has an actual wall between the sink and
the shower/toilet room. Figure 11.8 shows two views of the subject bathroom.

Step 1: Description of Improvement

Here is the description of work on this bathroom to be included in the SOW.

Demo entire bathroom and wall between toilet/shower and sink. Remove wallpa-
per, flooring, outlets, and switches. Install new vanity with corresponding counter-
top, sink, and faucet. Install new toilet and bathtub with shower valve and trim kit.
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(E
) 4'–0'' 

×
 1'–6''

15'' 15''

FIGURE 11.9 Desired Layout of Bathroom

FIGURE 11.10 Bathroom Material Breakdown and Cost

And finally, Figure 11.13 shows a side-by-side view to illustrate the system’s results in this
bathroom remodel.

In Figure 11.14, you see the tool that we can now put together and stamp out this template
multiple times for many rehabs to come.
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FIGURE 11.11 Bathroom Material Breakdown and Cost with SKUs

FIGURE 11.12 Finished Bathroom
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FIGURE 11.14 Materials Breakdown for Bathroom

● Interior
● Demo details
● General details

● Hardware for doors
● Carpet
● Baseboard and trim
● Paint
● Drywall
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QUOTE ITEMIZATION FORM
PROPERTY ADDRESS:

CONTRACTOR:

Time needed to complete project:

EXTERIOR:

INTERIOR:

Demolition/Dumpsters

Landscaping

Driveway/walkway

Roof

Paint/Siding

Windows

Doors

Misc.

$

$

$

$

$

$

$

Demolition/Dumpsters

HVAC

Plumbing

Electrical/Lighting

Framing

Sheetrock/Taping

Paint

Doors/Trim

Flooring (Carpet)

Flooring (Hardwood)

Flooring (Tile)

Appliances

Kitchen Misc. (fixtures, countertops, etc.)

Bathroom(s) Misc. (fixtures, vanity, etc.)

Misc.

$

$

$

$

$

$

$

$

$

$

$

$

$

$

Total Project Cost $

Explain

Explain

Explain

$

$

$

Explain

Explain

$

$

**Fill in all appropriate blanks pertinent to this scope of work:

FIGURE 11.15 Quote Itemization Form
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PROPERTY SALE ENTRIES

Date:

x
12/13/13

1 Profit Analysis
Buying HUD
Selling HUD
Copy of Check from Sale
Quick Report
Journal Entry
Class Income Statement/P&L Statement

Holding time in days
Profit
Improvement Cost
Utilities Cost
Insurance
Financing Cost
Staging Costs
Marketing Costs

105
27,096.51
24,875.51

52.41
526.00

3,999.87
1,086.00

378.00

12/26/13Rehab Start Date
Days from close date to start date
# of days in rehab
Improvement savings or (overage)

List Date 2/27/14

2/4/14
225,000.00

245,000.00

List Price
Offer Acceptance Date
# of days from listing to contract
Offer Acceptance Price
Days in Escrow

13

5

24

63
124.49

119
39,875.32
78,207.81

20,000.00
25,000.00

462.39
1,145.76

22,145.61
2,153.47

416.06

$
$

$
$

$
$
$
$
$

$

$

$

$
$
$
$
$
$
$

1 Acquisition Analysis Actual Analysis
Pre-Project

Annual Average

2 Rehab Analysis

3 Sales Analysis

Profit Analysis

2
3
4
5
6
7

3/28/14
x
x
x
x

Sample Property Address

FIGURE 19.1 Profit-Analysis Report

c. Number of days to complete the rehab—Illustrates how well we managed our contrac-
tors and implemented the rehab system.

d. Improvement savings or overage based on initial estimate and scope of work—
Illustrates if our initial estimates on rehabbing our properties at the time of purchase
is high so we can adjust and factor this in our next offer.
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4. The accounts needed for a rehab property are:
a. Primary property account (account type—asset).
b. Primary property subaccounts (account type—asset) that include improvements, debt

service, utilities, insurance, accumulated depreciation, and any other costs you want to
track separately.

c. Property liability account (account type—other current liability).
d. Gross proceeds account (account type—other income).
e. Cost of property sold (account type—other income). Although this is an expense, setting

up the account type as other income allows for the gross proceeds and costs of property
sold accounts to appear together on the income statement. The costs of property sold
account will appear as a negative other income amount when the entries are completed.

2. Record the Acquisition of the Property

1. You need to have the amount of any checks you wrote for deposits and the closing HUD.
2. In Quickbooks, under the company tab, select journal entry. You will enter all transactions

here.
3. Record the $5,000 deposit paid with the offer (entry 1).
4. Record closing costs, such as points and miscellaneous fees, $80,000 mortgage and $20,000

cash (entry 2).

Entry # Account # Account Name Memo Debit Credit Class

1. 1500 15 Red St Deposit paid—
15 Red St

5,000 15 Red St

1000 Checking Acct Deposit paid—
15 Red St

5,000 15 Red St

2. 1500 15 Red St Purchase 15 Red St 100,000 15 Red St

1500 15 Red St Points 1,000 15 Red St

1500 15 Red St Attorney and other fee 325 15 Red St

2100 Liability new loan 15 Red St 80,000 15 Red St

1000 15 Red St Funds to close 21,325 15 Red St
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3. Record the Rehab Costs and the Carrying Costs

You can record costs in QuickBooks using either a journal entry or a check. The example journal
entries are below.

Entry # Account # Account Name Memo Debit Credit Class

1. 1500-1 Improvements contractor payment 4,000 15 Red St

1000 Checking Acct 4,000 15 Red St

2. 1500-2 Utilities Electric Bill—
month 1

50 15 Red St

1000 Checking Acct 50 15 Red St

3. 1500-3 Debt Service loan payment 300 15 Red St

1000 Checking Acct 300 15 Red St

4. 1500-1 Improvements contractor payment
#2

6,000 15 Red St

1000 Checking Acct 6,000 15 Red St

5. 1500-2 Utilities Electric—month 2 50 15 Red St

1000 Checking Acct 50 15 Red St

6. 1500-3 Debt Service loan payment 300 15 Red St

1000 Checking Acct 300 15 Red St

When you enter a check in QuickBooks, the screen looks like an actual check. You will
enter the date, payee, amount, and memo in the provided fields. In the bottom section of the
check you will enter the account number, the amount, the description, and the class. In this
example, when entering a check, you would use the account numbers shown in the journal
entries.
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4. Record the Sale of the Rehab Property

Entry # Account # Account Name Memo Debit Credit Class

1. 1500-1 Improvements Record sale 10,000 15 Red St

9900-2 Cost of Property Sold Record sale 10,000 15 Red St

2. 1500-2 Utilities Record sale 100 15 Red St

9900-2 Cost of Property Sold Record sale 100 15 Red St

3. 1500-3 Debt Service Record sale 600 15 Red St

9900-2 Cost of Property Sold Record sale 600 15 Red St

4. 1500 15 Red St Record sale 106,325 15 Red St

9900-2 Cost of Property Sold Record sale 106,325 15 Red St

5. 9900-1 Gross Sales Proceeds Record sale 160,000 15 Red St

2100 Liability—15 Red
Street

Record sale—
payoff loan

80,000 15 Red St

9900-2 Cost of Property Sold Sale closing costs 5,000 15 Red St

1000 Checking Acct 75,000 15 Red St

The results of all the transactions on your cash and income statement can be summarized
next:

Cost of Property Sold (Cash out):

Deposit for purchase $5,000

Funds to complete purchase $21,325

Improvement Costs $10,000

Holding costs and debt service $700

Pay loan $80,000

Sale closing costs $5,000

Total Cost of property sold $122,025

Sales Proceeds (Cash In): $160,000

Total Gain $37,975
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I like to refer to all of these retirement accounts that the IRS encourages us to open as
investment buckets. Each bucket given to us by the tax code of the IRS has its own tax savings
and benefits. Again, the IRS is giving you and I tax breaks to encourage us to save for our own
retirement so we will not be dependent on the government for our retirement.

The most important feature that all of these IRA vehicles provide is tax-deferred growth
until your retirement. Once you have established accounts that allow you to contribute money
to real estate, the next step is to turn around and be a lender. In this scenario, you act as the
bank to another investor just like yourself.

Let’s compare the tale of two investors, one who utilizes the tools of wealth and invests
from an IRA and one who invests out of their personal bank account. Investor 1, who is lending
$100,000 out of one of the IRA buckets at 12 percent for five years, will have $181,669.69 at
the end of those five years. In this scenario, the annual gains are not subject to tax. This means
that each year’s interest compounds and grows exponentially. In this example, there were no
other contributions to the starting $100,000 investment.

Investor 2 lends $100,000 from a personal bank account at 12 percent for five years. He
will have $145,577 at the end of those 5 years. The five-year investment with an assumed 35
percent tax rate looks like Table 21.1.

Because Investor 1 does not have to pay the annual tax on their gains within a protected
self-directed IRA, he or she has a total of $181,669.69 at the end of five years. Investor 2, who
has to pay taxes annually on the gains because they are not protected in a self-directed account,
has a total of $145,577 at the end of five years. So $181,669.69 – $145,577 = $36,092.69 is
the difference between the two investors’ nest eggs after five years. Investor 2 never learned
or executed the tools of wealth and socked away money in a retirement account, so they

TABLE 21.1 Investor 2’s Financial Picture

Principal 12% Gross 35% Tax Net

$100,000 $12,000 $112,000 $4,200 $107,800

$107,800 $12,936 $120,736 $4,527 $116,208

$116,208 $13,945 $130,153 $4,880 $125,272

$125,272 $15,032 $140,305 $5,261 $135,043

$135,043 $16,205 $151,249 $5,671 $145,577
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Captive
Insurance
Company

Real Estate
LLC or Corp.

Your Living Trust Is
Owner of the Captive YOU

Control

Solo
401(k)

DB
Plan

RE LLC or Corp. pays

Insurance Premium

Contribution

Contribution

FIGURE 21.1 Asset Protection and Entity Structure

3. Solo 401(k) (Diamond) = The 401(k) plan your real estate company set up for its owner
(you) and employee (you). The benefactors of contributions are:
a. The employee of the real estate company (you).
b. The owner of the real estate company (you).

4. Defined benefit plan = A retirement plan similar to a pension that your real estate company
sets up for its owner (you) and employee (you). The benefactors of contributions are:
a. The employee of the real estate company (you)
b. The owner of the real estate company (you).

5. Captive insurance company (shaded triangle) = The retirement company that your real
estate company pays premiums to cover insurance risk.
a. The benefactor of the unpaid premiums is the owner of the insurance company (your

living trust).
b. Money made by the insurance company after holding the premiums for a year can get

paid out to the owner of the captive. The owner of the captive is your Trust.
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6. Your living Trust (rectangle) = A Trust you have set up for your benefit and long-term assets,
wealth, tax, and estate planning.
a. The benefactor is you. The trust is also the owner of the captive.
b. Money made and kept in the trust is controlled by you as the trustee for your benefit.

That graphic and the definitions may take a few times to read and look at again before you
understand how powerful it is. The main takeaway is that all of the entities and activities in this
structure benefit you!

Now let’s assume that you’ve made $200,000 of taxable AGI (adjusted gross income or
taxable business income) in your real estate investing business by leveraging the IRS code that
promotes retirement and business planning as we have discussed. Figure 21.2 shows you how
we reduce $200,000 in taxable income to $28,000.

We have a taxable income of $200,000 in this illustration. Assuming a 35 percent tax rate,
that is a tax liability or payment due of $70,000 (200,000 × 70 percent). However, in this illus-
tration we implement a solo 401(k), a defined benefit plan, and a captive. By implementing
the strategies discussed, our AGI is actually reduced from $200,000 to $28,000. At a 35 per-
cent tax rate that is a tax liability of $9,800 (28,000 × 70 percent). Effectively, we just got to

FIGURE 21.2 If You Make $200,000 in Real Estate Income this Year with Financial
Literacy
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keep $60,200 ($70,000−$9,800) using the knowledge on retirement and business planning we
just shared.

Figure 21.3 is one more visual to show the flow of money in the Asset Protection & Entity
Structure.

Not only did you save money on your tax bill here, you also control and own each of the
buckets into which your company was able to expense the money. Obviously, you need to
have enough money here to write checks into each bucket. This is knowledge that many new
investors don’t implement until year two, three, or four of their investing career. But the longer
you commit to making money in real estate, the easier it becomes—and the more money you
will make. When you come to that stage, you will be happy you learned about and acted upon
these strategies at the start of your investing career.

The information in this chapter should have piqued your interest in learning more of the
details about what strategies can and will help you as a business owner. It is critical that you

Captive
Insurance
Company

Real Estate
LLC or Corp.

1yr 200k

Your Living Trust Is
Owner of the Captive YOU

Control

Solo
401(k)

DB
Plan

***RE LLC or Corp. pays

100k Insurance Premium

*52k Contribution

**20k Contribution

FIGURE 21.3 Asset Protection and Entity Structure 200K Real Estate Earning
Example




