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				Introduction

				Maybe you know somebody who knows somebody who buys and sells houses and makes as much money on a single transaction as you make in a year. Or perhaps you caught an episode of one of those house-flipping TV shows that demonstrates just how easy it is to buy a house for $250,000, fix it up for another $75,000, and sell it for half a million bucks in a matter of days. Now, you want in on the action. You want your slice of the doughnut.

				But where do you start? You can’t imagine where you’d be able to get your mitts on the cash you’d need to finance a flip. You have no idea where to start looking for undervalued property, and even if you could find a suitable house to flip, the only experience you have fixing houses is plunging the toilet. Surely you’re not qualified to invest in the complicated world of real estate.

				Well, it’s time to stop all the negative self-talk and start reading Flipping Houses For Canadians For Dummies. Flipping houses isn’t rocket science. But you do need three key ingredients to succeed: a bit of cash to invest, a willingness to take a chance and learn from your mistakes, and some good, old-fashioned stick-to-it-iveness. Stick-to-it-iveness is a word we use to describe the determination and dogged perseverance required to build wealth in real estate. You may not be laughing all the way to the bank on every project — in fact, you can probably expect to be scrounging change at the coffee shop on occasion. But if you can carefully think through a plan, and then follow it through to execution, you too can find success in the real estate market. It’s not easy, but it is possible.

				About This Book

				This book isn’t a manifesto promoting the practice of flipping houses. In fact, if you don’t have the determination and the work ethic necessary to become a weekend warrior, we strongly encourage you to reconsider. Keep your day job, buy an affordable house, and spend quality time with your family. Flipping houses is hard, agonizing, and often aggravating work.

				Unlike what other books, TV shows, and late-night-TV gurus may tell you, this book takes an honest look at the practice of flipping houses. We lead you through a process of self-evaluation so you can determine whether you have the right mindset and resources to buy, renovate, and sell houses. We show you how to project your profit before you even make an offer on a property. And we reveal how much cash you can expect to keep after paying taxes on your profit.

				In this book, we share secrets learned over many years of flipping houses and working with buyers, sellers, and other real estate professionals. We show you how to do everything from securing the cash you need to finance your venture to finding undervalued homes and negotiating the price and terms that improve your chances of selling at a profit. We guide you through making renovation decisions that promise to deliver the most bang for your buck, and we show you how to spruce up a home to draw in more buyers.

				We don’t want to see you get in over your head or blow your entire life savings on a failed business venture, so throughout this book, we provide plenty of time- and money-saving tips, cautions to help you avoid a catastrophe, and sanity checks to keep your projects within budget and on schedule. We steer you clear of any risky, unethical, and illegal ventures and encourage you to wade out slowly and remain well within your comfort zone. After you successfully flip a few easy properties, you quickly become aware of when you’re ready to take on bigger projects, and by that time, you will no longer need our advice.

				Our goal is to help you decide whether house flipping is for you, and if it is, we provide you with the tools you need to succeed. Flipping houses is one of the most rewarding and profitable ways to invest your time and money. This book shows you how to do it right.

				Conventions Used in This Book

				We don’t like to think of this book as conventional, but we do have some standard ways of presenting material. For example:

				Italics highlight new, somewhat technical terms, such as capital gains, and emphasize words when we’re driving home a point.

				Boldface text indicates key words in bulleted and numbered lists.

				Monofont highlights Web addresses.

				What You’re Not to Read

				This book encourages you to skip around and dip in at any point to find the information you need most right now, but we don’t encourage you to skip over any of our advice. Flipping houses successfully requires you to build a strong investment team and know as much about the process as possible. One false move, and your flip can easily flop. However, you can get away with skipping Chapter 12 on buying and selling foreclosure properties, if you’re not interested in that sort of thing.

				You also can safely skip anything you see in a grey shaded box. The boxed stuff fleshes out some of the themes and material we discuss in the main body of the text. Sometimes you’ll find a personal story, other times, a series of facts. Although the information isn’t crucial, you just may find it interesting and even mildly informative (or vice versa). Don’t need it or want it? Toss it. That’s why it’s in a box!

				Foolish Assumptions

				In some books that cover advanced topics, authors must assume that their readers already understand some basic topics or have acquired beginning-level skills. For example, if this were a book about molecular biology, you’d have to know what a molecule was.

				In this book, the main foolish assumption we make is that you’re a novice when it comes to flipping houses. Perhaps you’re a homeowner. Perhaps you don’t yet own a house of your own. We think we’re safe in assuming, though, that you want to learn how to buy, rehab, and sell a house for a profit. And we’re giving you the benefit of the doubt: We think you can follow through on your plan.

				Other foolish assumptions we’ve made include, but aren’t limited to, the following:

				You’re of sound mind and body. You can be a little quirky and out of shape, but if you can’t make rational decisions or talk coherently on the phone, house flipping may not be for you.

				You’re interested in residential, not commercial, property. Assuming you’re new to this house-flipping thing, focus on the type of property you would buy as a homeowner. Later, when you’re more experienced, you can venture into the world of commercial real estate.

				You’re prepared to learn from your mistakes (and ours). We can’t guarantee that you’ll profit on your first flip, but we can guarantee that you’ll make mistakes. Consider them an essential part of your education. This book was made possible by all the mistakes we’ve made. Without those mistakes, we’d have little wisdom to impart. The more you take away from the mistakes we made, the fewer mistakes you have to make yourself.

				You want to flip properties legitimately. Con artists often flip properties to scam buyers and lenders. We’re not con artists, and we denounce this type of flipping. By flipping legitimately, you stand to earn much more than a low-life con artist, and you get to keep your reputation and integrity intact.

				How This Book Is Organized

				We took the chapters that make up the book and divvied them up into six parts. Here, we provide a quick overview of what we cover in each part.

				Part I: Laying the Foundation for Successful Flipping

				Just as a house rests on its foundation, your house-flipping venture requires a strong foundation to support it. The chapters in this part introduce you to the concept of flipping houses, lead you through a self-evaluation to determine whether you have the right stuff, guide you through the process of devising a flipping strategy that works for you, and assist you in building a solid team of real estate professionals and others who can help ensure your success.

				Part II: Fiddling with the Financials of Property Flipping

				When you flip houses, you become a real estate investor, and you need to deal with the money side of flipping in order to finance your flips, profit from them, and pay your taxes. The chapters in this part show you how to project your profit so you know how much to offer for a house in order to make a profitable transaction. We show you how to secure the cash you need to finance your venture. And we provide several tips to show you how to trim your tax bill so you can keep a larger portion of your hard-earned profit.

				Part III: House Hunting with an Eye for Flipping

				After you find someone willing to loan you some dough to finance your flip, the next big challenge is to find and buy a house that’s packed with profit potential. When you’re shopping for a home to live in, you look for the prettiest house that you can afford. When you’re shopping for a home to flip, you’re often hunting for the ugliest house on the street. This part shows you how to home in on a promising neighbourhood, track down undervalued properties, and negotiate to get the house for the price and terms you want.

				Part IV: Fixing Up Your Fixer-Upper

				Homeowners don’t typically like to sell showcase homes for 30 to 40 percent less than their market value, so when you’re flipping houses, you usually have to do some repairs and renovations before placing it back on the market. The chapters in this part guide you through the renovations that offer the highest return on investment and increase buyer interest the most. Here you discover information on everything from doing a quick cosmetic job to performing major structural overhauls. We can’t always explain specifically how to do the repairs and renovations, because that would require a couple more books, but we do show you how to team up with contractors to get the work done.

				Part V: Sold! Selling Your Rehabbed Home

				You make money at various stages of the flipping process. By buying a house below market value, you make money going in. By doing some of the renovation work yourself, you save the cost of labour, and when you sell the house, you make money going out. The chapters in this part show you how to market your house to generate as much buyer interest as possible, stage the house to make a great impression when buyers come to see it, and negotiate the sales price and terms to close the deal as quickly as possible, so you can start on your next project.

				Part VI: The Part of Tens

				No For Dummies book is complete without a Part of Tens. Turn to this part for a list of the top ten signs of a great house-flipping opportunity, ten renovation cost-cutting strategies, ten common house-flipping blunders, and ten strategies for keeping afloat in a slow housing market.

				Icons Used in This Book

				Throughout this book, we sprinkle icons in the margins to cue you in on different types of information that call out for your attention. Here are the icons you’ll see and a brief description of each.

				[image: Remember.eps] We want you to remember everything you read in this book . . . okay, okay, we realize that’s unrealistic. If you can’t quite do that, then at least remember the important points we highlight with this icon.

				[image: sanitycheck.eps] When you’re buying and fixing up a house, it’s easy to get a little overexcited and blow your entire budget on garden gnomes. Before you get too carried away, read the text marked with this icon to rein yourself in.

				[image: Tip.eps] Tips provide insider insight from behind the scenes. When you’re looking for a better, faster way to do something, check out these tips.

				[image: Warning(bomb).eps] “Whoa!” This icon appears when you need to be extra vigilant or seek professional help before moving forward.

				Where to Go from Here

				Think of this book as an all-you-can-eat buffet. You can grab a plate, start at the beginning, and read one chapter right after another, or you can dip into any chapter and pile your plate high with the information it contains.

				If you’re looking for a quick overview of house flipping, check out Chapter 1. Before you even start house hunting, check out Chapter 4 to discover how to build a strong support network and Chapter 6 to find out how to finance your flip — you need cash (and plenty of it) to flip a house. Chapter 5 can help you determine how much to offer for the house, so you can profit from the flip. And the chapters in Part III are indispensable in helping you track down potentially profitable properties and negotiating the purchase.

				Of course, after reading the book, you’re welcome to snack on it at any time, either to pick up something you missed or to take a brief refresher course.

				A handy hint: In a few chapters we include fill-in-the-blank forms and worksheets you can scribble on. Although you can fill out these forms and worksheets in the book, you may want to make copies to write on, especially if you borrowed the book from your library or plan on reselling it on eBay when you’re done with it. These forms and worksheets are incredibly valuable at helping you project your profits and plan your renovations, so keep a small stack of them tucked away at the back of your legal pad.

				One last thing: Selling a house at top dollar requires a successful marketing campaign. You have to increase the visibility of your house to generate interest and perhaps even spur a bidding war among interested buyers. Selling books requires some savvy marketing, as well. So, we’re going to ask you to do a favour for us. If you like the book, buy stacks of them for holiday and birthday presents and make sure all your friends and relatives have a copy. While you’re at the bookstore, pick up several copies of the book and move them to other sections of the store . . . facing out, of course. This is great practice to hone your own marketing skills. Enjoy!

			

		

	
		
			
				Part I

				Laying the Foundation for Successful Flipping

				
				[image: 157336-fgcn01.eps]
			

				In this part . . .

				You wouldn’t pour a concrete slab on marshland, so don’t set out to flip houses until you build a strong foundation. In this part, we introduce you to the concept of flipping properties and reveal the eye-in-the-sky view of the process from start to finish. You discover what it takes to flip properties — time, money, energy, and commitment — so you can see for yourself whether flipping is in your future. We show you how to develop a winning strategy to minimize your risk while maximizing your profit potential and lead you through the process of assembling a team of experienced and talented individuals to complement your skills and advise you along the way.

			

			
		

	
		
			
				Chapter 1

				Wrapping Your Brain Around the Idea of House Flipping

				In This Chapter

				Understanding the concept and challenges of flipping

				Flipping the right way — legally and ethically

				Developing a winning strategy and the right connections

				Surveying money matters and savvy renovations

				Marketing and staging a house properly to maximize your profit

				Flipping sounds easy. You can flip a pancake. You can flip a coin. Without too much effort, you can even flip out. Flipping a house, on the other hand, requires a level of knowledge, expertise, and stick-to-it-iveness unrivalled by any of these mindless tasks. It requires access to cash, and lots of it. It demands time, energy, vision, attention to detail, and the ability and desire to network with everyone from buyers and sellers to real estate professionals, contractors, and lenders.

				In this chapter, we offer a broad overview of what flipping houses is all about. We introduce the overall strategy of flipping houses — buy low, renovate, and sell a property at fair market value to earn a fair market profit. We reveal the difference between flipping the right way — legally and ethically — and flipping the wrong way — ripping off buyers, sellers, and lenders for a quick wad of cash.

				[image: Remember.eps] Throughout this chapter, we recommend a strategy built on a strong foundation of honesty, integrity, dedication, and hard work. If you think flipping a house represents easy money, you’re probably barking up the wrong tree. But with a positive mindset, a strong commitment, and the right approach, you have a much better chance that your first flip won’t flop.

				Grasping the Concept of Flipping and Its Challenges

				In investment circles, the secret to success is a cliché — buy low, sell high. This same principle applies to flipping houses. To succeed, you buy a house 25 to 50 percent below market value, repair and renovate the property to make it a more attractive purchase, and then turn around and sell it at market value. That three-step process — buy, fix, and sell — certainly sounds easy enough, but each step carries with it a host of unique challenges, as we point out in the following sections.

				[image: Tip.eps] To buy low, you have to be in a position to buy quickly. The trick is to have your financial ducks in a row before you go house hunting. Chapter 6 reveals various ways to finance your flips.

				Spotting distressed property . . . and property owners

				Homeowners don’t exactly line up around the block waiting to sell their homes for less than they’re worth. As a house flipper, your job is to hunt for the homes in your area that are don’t wanners, as in “the owners don’t want her.” These orphan homes usually appear bedraggled. The yard looks like a weedy wasteland, the eavestroughs are hanging off like a pair of old false eyelashes, the paint’s peeling, and the interior is completely trashed. These properties are often referred to as distressed, and their appearance indicates that the owner is distressed, as well. The home has become an albatross around the owner’s neck.

				When homeowners need to shed the burden of home ownership, they’re more likely to work out a deal with a serious investor. In Chapter 9, we point out several successful techniques for scoping out distressed properties.

				[image: Remember.eps] The average house hunter wants a nice house. When you’re flipping houses, you want the ugliest house on the block. To succeed in finding potentially profitable homes, you may need to change your perspective, so you can see the beauty in a beast.

				Making a few minor (or major) alterations

				When you buy a house at a bargain-basement price, it usually requires some tender loving care to make it marketable. In some cases, a thorough cleaning along with a fresh coat of paint (inside and out) and new wall-to-wall carpeting does the trick. In a matter of days or a couple of weeks, and with a small investment, you can often boost the value of a home just by making it look brand new again.

				Other houses require more extensive renovations to make them marketable and boost your bottom line. You can transform a two-bedroom house into a three-bedroom house by converting unused attic or porch space into a bedroom; knocking out a wall or two to combine the kitchen, dining room, and living room into a great room; installing new replacement windows; or even building a second storey. The chapters in Part IV cover everything from quick-flip cosmetic jobs to extensive renovations and provide plenty of tips and cautions to prevent you from sinking money into home improvements that offer little payback.

				[image: sanitycheck.eps] Avoid the temptation to over-improve a house. You may be able to convert a $100,000 house into a million-dollar mansion, but if a buyer wants a million-dollar mansion, she buys a house in a neighbourhood with million-dollar homes. Shoot for making the house you buy competitive with other houses in its price range. Don’t go overboard.

				Reselling your rehabbed property for big bucks

				The old adage of house flipping is that “you make your money buying in.” But you realize your profit only after selling the house. Assuming you purchase the property at the right price, you don’t overspend on repairs and renovations, and the housing market remains relatively stable, you should have no trouble selling the house at a profit simply by selling it at or near market value.

				[image: Tip.eps] Holding costs (mortgage payments, insurance, property taxes, and utilities) can chip away at your profit. The Canadian Real Estate Association estimated that the average Canadian home would sell for almost $323,000 in 2008. If you finance 75 percent of the purchase, that means your estimated daily holding costs would be about $83, or $2,500 for every month that your house lingers on the market. To make things simple, we use a rough estimate of $100 a day for holding costs. To sell the house quickly, set a price that’s competitive with the cost of comparable houses in the same neighbourhood. If your asking price is too high, it’ll cost you.

				The chapters in Part V show you how to set an asking price, market the property, properly stage the house for a successful showing, and ultimately close the deal.

				Flipping Ethically: The Good, the Bad, and the Illegal

				In real estate circles, the word “flip” is often construed as just another four-letter word. Flippers sometimes start out with the best of intentions, but end up doing atrocious work. In some cases, they simply haven’t a clue how to renovate; other times, their costs are rising so they cut corners. Even worse, some flippers deliberately defraud investors and buyers by artificially inflating real estate appraisals.

				So, why are we writing a book that promotes this activity? Because the word “flip” has a double meaning, a split personality, a sunny side and a sinister side, as the following sections reveal.

				Flipping illegally: Real estate fraud and other scams

				Criminal minds have invented countless ways of milking the real estate industry, and one way is to flip houses. This sinister type of house flipping typically relies on some form of fraud — lying or misrepresenting information. In some cases, the con artists hook up with crooked appraisers who artificially inflate house values and then sell overpriced houses to ill-informed buyers.

				Another way con artists scam the system through flipping is to build a team of buyers, none of whom intends to own the property for any length of time. They buy the house from one another, increasing its price with each sale. False appraisals or crooked appraisers make the price hikes look legitimate, and corrupt loan officers often expedite the loan approval process. As the value of the property increases on paper, the amount of equity in the property increases. The final buyer takes out a whopping loan to pay the previous owner and then defaults on the loan. The team splits the proceeds, sticking the lender with the bill and leaving a legacy of foreclosures.

				[image: Warning(bomb).eps] At its best, the dark side of flipping leaves erstwhile buyers with houses that are falling apart, and at its worst, it destroys credit ratings and raises interest rates. In short, it’s unethical, immoral, and usually illegal.

				Flipping legally: Buy, fix, and sell

				Flipping the right way is a perfectly legitimate strategy for making money in real estate. You buy a property below market value, fix it up properly, and sell it for more than you invested in it. Do it well, and you can earn a handsome profit. Make a serious blunder, and you suffer a loss. This fix-it-and-flip-it approach has a positive effect on the real estate market. It increases property values, improves neighbourhoods, and provides quality housing for those who need it. It’s capitalism at work, in the most positive sense.

				[image: Remember.eps] Throughout this book, we encourage you to flip the right way and we caution you to avoid the grey areas that can get you into trouble. Flipping the right way allows you to legitimately profit from the system without having to tiptoe through legal minefields. It ensures that you establish the solid reputation you need to flip profitably for however long you want.

				Determining Whether You’re Ready for Flipping

				Although anyone can profit from flipping houses, it’s not quite as easy as it looks on TV. Buying a house that’s brimming with potential for 25 to 50 percent less than you know you can sell it for is a huge challenge in itself, but after you take possession of the property, the real fun begins. Your contractor disappears after collecting your deposit. The landscapers hack through a buried cable. You find out that the septic system needs to be replaced. And the termites have eaten through your walls, requiring an expensive treatment.

				[image: Remember.eps] To successfully deal with the unexpected twists and turns you’re sure to encounter, you need to have the right stuff, as we describe in Chapter 2: time, money, personality, family, and tools.

				[image: sanitycheck.eps] Novice real estate investors often become unnecessarily overwhelmed by all the work that they think is involved in flipping a house. Flipping requires time and effort and it has its share of aggravation, but it’s only overwhelming if you try to take on too much. Start with a relatively easy house at first — a property that requires only cosmetic work. (In Chapter 14, we show you exactly how to give a house a quick makeup job.) Then slowly move up to more involved projects. Don’t be afraid to call for help. You can often save money and aggravation by calling a professional.

				Devising Your Own Surefire Flipping Strategy

				No two investors follow the same flipping strategy. Some investors choose to live in the house they flip, while others find that too stressful. Some flip a house every couple of years to maximize their tax savings, while others flip a house once every month or two for quick profits. Some fly solo, while others team up with real estate agents. Many investors focus on a niche market, such as foreclosure properties or FSBO (For Sale by Owner) homes.

				[image: Remember.eps] The strategy you ultimately settle on is yours to invent. What’s important is that you have a strategy, as well as the system and resources in place to execute it. With an effective strategy and the proper advance planning, you have a much better chance of avoiding common snags and snagging a profit.

				Before you make an offer on your first house, you should already have the essentials in place:

				Financing not only to purchase the house but also to cover holding costs and the cost of repairs and renovations

				A plan for repairing and renovating the property (such as buying low, applying makeup, and selling high; or living in your flip while you renovate it)

				A realistic estimate of the costs of repairs and renovations and the monthly expenses for holding the property

				A schedule for completing the project

				Reliable contractors who are available to begin working on the property immediately

				A date on which you plan to put the house back on the market

				[image: Remember.eps] Flipping a house is like taking a vacation. You have to know your destination before you book your flight. Before you buy a house, know exactly what you’re going to do to improve the property, how much the improvements are going to cost, how much you can sell the house for, and an estimate of your net profit. Chapters 3 and 5 can help you develop an effective plan.

				Assembling a Team of Advisors and Experts

				You probably won’t find a course on flipping houses at your community college. The only school that offers such a course is the school of hard knocks. You learn by doing. But when you’re gambling with more than $100,000 of your own or someone else’s money, learning by trial and error can be catastrophic.

				[image: Remember.eps] A safer way to develop the skills and foresight needed to reduce costly mistakes is to learn from the mistakes of others. Develop your own house-flipping team and rely on the following professionals to guide and educate you:

				Real estate agent

				Financier/lender

				Accountant

				Appraiser

				Home inspector

				Real estate lawyer

				Contractor

				In Chapter 4, we describe the role that each of these valuable individuals plays on your team, and we provide some criteria for selecting the best of the bunch.

				[image: sanitycheck.eps] Time is money, and your time is valuable. If you can make more money doing your day job than you’d pay a contractor, you’re usually better off hiring a contractor. In addition, if one contractor charges a little more but can complete the job on schedule, you may save money by hiring a slightly more expensive contractor. When you’re flipping houses, overlooking the clock is easy when you’re staring at dollar signs, but in flipping, time really is money.

				Managing the Moolah

				The ultimate goal of house flipping is to make money, and the way to accomplish that is fairly simple — you need to sell the house for more than it cost you to buy it, fix it up, and sell it. The process becomes a little more complicated, however, when you begin attending to the details.

				At each stage of the project, you have numerous opportunities to make money, save money, and waste money. By remaining vigilant, you can cut expenses and beef up your bottom line, as we explain in the following sections. We show you how to estimate the profit on a flip, secure funds for your flip, and handle taxes intelligently.

				Estimating your profit

				Never buy a property unless you’re sure that you can profit from it . . . at least on paper. By jotting down a few numbers and doing the math, you can project your profit well in advance to determine whether the potential profit is worth the risk, not to mention your time and effort. Your goal is to earn at least a 20 percent profit on your total investment. To ensure a 20 percent profit, you need to adjust your goal based on whether current market conditions are increasing, flat, or decreasing.

				In Chapter 5, we give you more information on each of the three main types of market conditions, we guide you through the process of estimating your profit upfront, and we provide you with a profit projector to help you determine how much you can afford to offer for a house.

				[image: Tip.eps] If you get in over your head and stand to lose money when the time comes to sell the house, consider going with Plan B. Plan B is to hold onto the property and rent it until the market improves, enabling you to sell the property at a profit. In Chapter 25, we provide ten tips for surviving a slow market.

				Getting your hands on some ready cash

				[image: Remember.eps] In the land of house flipping, cash is king. By making a cash offer on a house, you give yourself a strong platform for negotiating a lower purchase price and closing the deal in a matter of days or weeks rather than months. With cash on hand, you can begin renovating the property as soon as you take possession of it. Cash also enables you to hold the property, so you’re not forced to accept the first lowball offer you receive from a buyer.

				How do you get your hands on this cash? You can tap into any of several resources:

				Borrow against the equity in your home. This isn’t exactly cash, but it’s the next closest thing.

				Hook up with a private lender.

				Ask family members or friends.

				Establish an effective partnership.

				Secure financing through the seller.

				Use the federal government’s Home Buyer’s Plan to withdraw money from your RRSP for a down payment, without the usual tax penalty.

				In Chapter 6, we reveal the pros and cons of these financing options and show you various ways to gather the cash to finance your flip.

				[image: Remember.eps] Borrowing money gives your personal investment more leverage. If you put up $20,000 and borrow $180,000, you can take on a $200,000 project. Sell the house for $240,000, and you’ve just made $40,000 — a 200 percent return on your investment! If you put up $100,000, borrow $100,000, and sell the house for $240,000, your profit would be the same, but it would represent only a 40 percent return on your investment. Use other people’s money to leverage the power of your personal investment, as we discuss in Chapter 6.

				Keeping more of your hard-earned cash by handling taxes wisely

				Whenever you make money, the government usually demands its cut. If you sell a home that is not your principal residence, your profits will be subject to capital gains tax. If, on the other hand, you live in your house for at least a year while renovating, it may qualify as your principal residence. Because the Canada Revenue Agency (CRA) doesn’t tax on the increase in value of your principal residence, your profits could be exempt from tax.

				Before you launch a string of live-in flips, consult a tax specialist. If the CRA concludes that house flipping is your occupation, it will tax your earnings as either income or capital gains!

				As you can see, this tax stuff can get a bit complicated. In addition, tax laws change from year to year, and taxes vary depending on your unique financial portrait. We offer some tax-saving advice in Chapter 7, but the only way to ensure that you’re complying with current law and paying the necessary taxes is to consult a chartered accountant who’s accustomed to dealing with real estate investment income in your area.

				[image: Remember.eps] Paying a boatload of tax is a good thing. It means you’re making a boatload of money.

				Finding and Buying a Property Ripe for Flipping

				[image: Remember.eps] The most critical stage of flipping a house is finding and buying the right house to flip. Buy a lousy house in a lousy neighbourhood for more than it’s worth and you’ve already lost the game. Finding a house that’s dripping with potential for 25 to 50 percent less than you can sell it for is quite a challenge, but as a flipper, that’s the fun part. Flipping is an adventure, a treasure hunt, and a poker game all rolled into one. Finding and buying a property is a four-step process:

				 1. Scope out a fertile neighbourhood — often an area with homes that are at least 20 years old and are ripe for renovating and reselling. See Chapter 8 for details.

				 2. Zoom in on a “don’t wanner” — a distressed property that the owner obviously doesn’t want or can’t afford to keep. A distressed house usually has a distressed owner. See Chapter 9 for details.

				 3. Inspect the property closely, inside and out, and carefully estimate your potential profit. Before you make an offer on a property, you should be fairly certain that you’ll earn at least 20 percent for your trouble. In Chapter 10, we provide you with a list of items to pack for your inspection mission along with a list of key features that give a property flip appeal.

				 4. Haggle with the seller to purchase the house at a price that virtually ensures that you will profit from the flip, as we explain in Chapter 11.

				Rehabbing Your Fixer-Upper to Maximize Your Profit

				When you buy a house to flip, it’s like buying a beat-up antique at a garage sale. You got the house for a bargain because it needs work that the seller isn’t motivated to do. By cleaning up the joint, fixing whatever’s broken, and perhaps doing a few renovations, you can bring out its natural beauty and sell it for its full market value. In the following sections, we walk you through the types of renovations you can make.

				Putting your renovations in order

				Repairs and renovations require careful planning and execution to keep them on schedule and within budget. Before you begin, prioritize your renovations, so you know what’s most important; we give you all the tools and tips you need in Chapter 13. Invest your time and money in the renovations that promise the most bang for your buck. Then if you need to trim costs, you can skimp on the less important stuff.

				[image: Tip.eps] Schedule the work so that it proceeds logically. If you install new tile and carpeting before painting the walls and ceiling, you risk ruining the new tile and carpeting. A good rule of thumb is to work on the infrastructure first — the foundation, electricity, plumbing, heating, and air conditioning. Then, work from the top down, finishing with the floors. Don’t paint yourself into a corner.

				Applying a little makeup

				The ideal house for a first-time flipper is one that requires only cosmetic work. Cosmetic work, which we cover in Chapter 14, includes the following low-cost repairs and renovations:

				A fresh coat of paint throughout the house

				New wall-to-wall carpeting in any rooms that need it

				New light fixtures

				New outlet and light-switch covers

				A thorough cleaning inside and out

				Window washing

				Storm window and door repair or replacement

				Lawn mowing, weeding, trimming trees and shrubs, and other basic landscaping

				[image: Remember.eps] Cosmetic repairs don’t add as much real value to a house as, say, a new kitchen may add, but they attract buyers. Often a house is undervalued simply because prospective buyers are put off by the down-at-the-heels look of it.

				Tidying up the exterior

				Curb appeal is everything when you’re trying to sell a house. If prospective buyers pull up in front of a house that doesn’t look inviting, they’re likely to pull away before you have time to open the front door. To sell your house for top dollar, the house has to make a good first impression. Chapter 15 shows you how to landscape and prepare the exterior of the house so that it draws passersby inside for a closer look.

				Focusing on kitchens and bathrooms

				Kitchens and bathrooms sell houses or sink deals, depending on their condition. A spacious kitchen with plenty of counter space and all the essential amenities — a clean stove, refrigerator, microwave oven, and dishwasher — creates an impression that the kitchen is a great place to prepare meals and hang out with friends and family members. A sparkling clean, well-lit bathroom with plenty of storage space creates a sense of comfort and cleanliness that permeates the house.

				[image: Remember.eps] Although you should never over-improve a property, renovations that bring the kitchen and bathroom up to market standards in your area always pay for themselves by adding real value to the property and making it more attractive to buyers. See Chapter 16 for the full scoop on renovating kitchens and bathrooms.

				Making moderate changes

				Somewhere between painting a room and building a room addition are moderate changes that you can make to a house to improve its value and draw more buyers. These improvements include installing replacement windows, replacing the screen doors or entry doors, and refinishing wood floors or installing tile or vinyl flooring. Chapter 17 lays out your options.

				Overhauling the structure

				Some houses are begging for a few major overhauls. Maybe the house has an unfinished attic that’s perfect for an additional bedroom, or it has a beautifully landscaped backyard with no easy access and no deck or patio. In some cases, you may discover a dinky house surrounded by mansions. By raising the roof and building a second storey, you can double the living space and boost the house into a higher bracket. Chapter 18 takes on some of these major renovations, stimulating your own creative visions.

				Selling Your Renovated Pad

				As soon as you take possession of your flip and begin renovating, you draw attention to the house and fire up your marketing machine. A brief visit with your closest neighbours ignites the flames of word-of-mouth advertising, and by throwing a few more marketing logs on the fire, you can fuel a successful and fast sale. In the house-flipping biz, gossip is your friend. The following sections highlight the main factors that ensure success.

				[image: Remember.eps] Every day your house remains on the market costs you about $100 in holding costs. To maximize your profit, you not only want the house to sell for a good price, but you also want it to sell quickly. Holding costs vary, so calculate the actual daily or monthly holding costs for each property individually, as we demonstrate in Chapter 5.

				Setting the right price

				A key mistake that many homeowners make when they’re trying to sell their house is to set the price too high or too low. Set the price too low and you cheat yourself out of some extra dough. Set it too high, and the property is liable to languish on the market for several months.

				To sell a house quickly for the going rate, you need to offer a house that’s in as good or better condition than comparable houses in the area, at a price that’s at or slightly below market value. Don’t get greedy. Chapter 19 has tips on setting an appropriate asking price.

				Marketing your property

				[image: Remember.eps] The more people who are aware that you have a house for sale, the better chance you have of selling it quickly at a handsome price. In a strong market with more buyers than sellers, a savvy marketing campaign can even trigger a bidding war that drives the price beyond your expectations. As we point out in Chapter 19, every marketing campaign should include the following:

				An attractive and informative For Sale sign planted on the front lawn

				A listing with all the MLS (multiple listing service) services in the area

				An online listing

				Flashy flyers that highlight the most attractive features

				A classified ad in the local newspaper

				Word-of-mouth advertising

				Sprucing up your house for a showing

				For a house to sell, the buyers have to picture themselves living in it. Nobody wants to live in a cluttered pig sty, so remove any clutter, clear off the kitchen and bathroom counters, and make sure the house is impeccably clean. Remove the family photos. Hide any religious icons. Open the windows and set out a beautiful bouquet of fresh-cut flowers. And then clear out, if possible, when prospective buyers show up to tour the property. Chapter 20 features many more tips on properly staging your house for a showing.

				[image: Tip.eps] Some clever entrepreneurs have created businesses that specialize in staging homes. They actually deliver oriental carpets, furniture, and other décor designed to transform an ordinary house into a showpiece. You can even take a course in home staging!

				Making the big sale

				First-time homebuyers are often completely unaware of what they want in a house until someone tells them. As either you or your agent is showing prospective buyers the house, you may need to prod them a little to convince them that your house has all the features and amenities they’re looking for.

				In Chapter 21, we offer several suggestions on how to spin your marketing pitch to appeal to a wider range of buyers. Then we go on to show you how to negotiate the sales price and terms and complete the necessary paperwork to seal the deal. Whether you choose to sell the property yourself or with the assistance of a real estate agent, as we recommend, that chapter can help you sell your house quickly for top dollar.

			

		

	
		
			
				Chapter 2

				Do You Have the Right Stuff for Flipping?

				In This Chapter

				Squeezing a house flip into your already hectic schedule

				Taking inventory of your financial readiness

				Checking your gut for the daring and determination to succeed

				Considering family moods and matters

				Anyone can do it.

				If we had a nickel for every time we heard someone say that about flipping houses, we could retire on a private island in the Pacific. When a real estate investment guru says “Anyone can do it,” what she really means is “Anyone like me can do it.”

				We prefer presenting house flipping in a more realistic light by saying “Anyone who has sufficient desire, energy, and stick-to-it-iveness can do it.” By following the advice in this book, you can acquire the necessary knowledge, gather investment capital, and find plenty of properties to flip, but if you don’t have sufficient gusto and grit, your flips most assuredly will flop.

				This chapter leads you on a journey of self-examination to determine whether you have the right stuff to flip real estate — time, energy, a strong financial position, organizational expertise, people skills, tenacity, decisiveness, imagination, endurance, and a healthy sense of humour.

				Tabulating Your Time Budget

				Most casual house flippers are weekend warriors. They hold down a day job of 40 or so hours a week and then work nights, weekends, holidays, and vacations on flipping houses. These part-time flippers typically invest anywhere from 20 to 40 hours a week, depending on how dilapidated the houses are, how ambitious they are to turn a profit, and how much of the work they want or need to do themselves.

				Full-time flippers have no day job, so they can work 24/7 flipping houses, assuming they have enough cash on hand to finance their flips and cover their living expenses. These full-timers typically invest 40 to 80 hours a week. Again, this amount varies depending on how much money they need or want to make, how hard they’re willing to work, and how much of the work they choose to do themselves.

				[image: Tip.eps] If your spouse works full-time and earns enough to cover the bills, and if you have plenty of time on your hands, consider flipping houses full-time. Of course, you need to make sure your spouse is 100 percent behind you or the decision could have some negative consequences on your relationship.

				Although you may be able to delegate most of the work that goes into flipping a house, several tasks demand your uninterrupted time and focus:

				House hunting

				Negotiating and closing the deal

				Securing financing for purchases and renovations

				Budgeting and other accounting tasks

				Planning, executing, and supervising reno projects

				Marketing and selling the property

				[image: Remember.eps] The amount of time required for these tasks varies greatly depending on how you choose to have them done. For example, if you hire an agent to help you find houses to flip, you may spend only a few hours checking out prospects, but if you choose to cruise the neighbourhood for “For Sale by Owner” properties, you may spend several days or even weeks finding a good bet.

				In the following sections, we explain the advantages and disadvantages of part-time flipping, tell you when you can safely start flipping full-time, and list the tasks that you should (and shouldn’t) delegate to save time.

				For the time-strapped: Part-time flipping

				[image: Remember.eps] When you’re just starting to flip properties, keep your day job. Moonlight as a house flipper until you establish yourself. Part-time flipping offers a host of benefits that you shouldn’t just toss in the dumpster:

				Your day job provides steady income and security.

				Steady income enables you to secure traditional financing with attractive interest rates.

				Your regular paycheque helps you cover the mortgage payments, finance renovations, cover the additional income tax payments on the earnings from your flip, and stay afloat when the housing market cools.

				A full-time job typically provides you with supplementary medical and dental insurance, retirement funds, and other benefits you don’t get from flipping houses.

				[image: Remember.eps] You never have to become a full-time flipper. Most house flippers, even when they’re well established, continue to flip houses part-time.

				[image: sanitycheck.eps] Although a day job provides part-time flippers with the income and security required to fuel this venture, it has its drawbacks:

				Flipping part-time dilutes your focus. You may be in the middle of a complex renovation project late Sunday night and then have to show up for work bright and early Monday morning.

				Working overtime on flipping projects can sap the time and energy you have for your family and your day job. Keep in mind that part-time flipping is like having a second job.

				When you work a full-time job, you’re less available for fielding calls and dealing with problems that arise when you’re buying, renovating, and selling a property.

				[image: Tip.eps] To compensate for some of the drawbacks, consider the following solutions for integrating part-time flipping into your life:

				Work the second or third shift, so you can focus on flipping during the day.

				Schedule vacations around your reno schedule.

				Ask your spouse for help with paperwork and fielding phone calls while you’re at work — a perfect job for the work-at-home parent.

				Become a weekend warrior, performing cleanup, yard work, and other chores on your days off. If you’re married with children, make the project a family affair (see “Ensuring That Your Family Is on Board,” later in this chapter, for details on involving your family).

				Partner with a trustworthy friend or relative who has more free time or a more flexible schedule.

				All the time in the world: Full-time flipping

				Full-time flipping requires a big time commitment and a cash reserve to back it up. You need enough cash on hand not only to fuel your flip but also to cover several months of living expenses, including your current house payment, property taxes, utilities, groceries, and car loan. Most flippers choose to become full-time flippers only after they successfully flip several properties, have a proven system in place, and have the financial resources to live without another source of income for at least one full year.

				[image: sanitycheck.eps] Consider quitting your day job and flipping full-time only if you suddenly become independently wealthy or you’re absolutely certain you can double your income by flipping houses. You know you’re ready to flip full-time after you complete all the items on the following checklist:

				Spend five years successfully buying, fixing, and flipping real estate on a part-time basis.

				Sock away at least one year’s salary in reserves.

				Secure extended health, dental, disability, and life insurance and have sufficient funds to cover the premiums.

				Obtain an umbrella insurance policy that covers liability.

				Set up a line of credit that enables you to carry out two projects at the same time.

				Develop a solid business plan. For professional guidance with a touch of humour, get Business Plans For Canadians For Dummies, by Nada Wagner, Paul Tiffany, and Steven D. Peterson (Wiley).

				Assemble a team of experienced advisors with varied backgrounds — financial, legal, construction, and so on (see Chapter 4).

				[image: Warning(bomb).eps] Without these essentials — a strong work ethic, determination, sufficient cash reserves, a well-defined goal, and a solid plan to achieve that goal — failure is almost guaranteed.

				Delegating time-consuming tasks

				[image: Tip.eps] You can get more done in less time by making use of other people’s time — delegating tasks. But be careful when choosing tasks to delegate. You can safely farm out any of the following jobs:

				Lawn mowing and snow shovelling to any day labourer, even your own or someone else’s kid, unless you find these activities therapeutic

				Heating, plumbing, gas, and electrical repairs to licensed and insured contractors

				Sale of the home to a qualified and trusted real estate agent, who can take advantage of the Multiple Listing Service (MLS) to generate maximum traffic, handle the mundane details, and call you when a serious lead develops

				Setting up appointments to look at houses to your agent, your spouse, or another family member or friend

				Cosmetic repairs, such as painting and carpeting, to qualified painters and carpet layers

				Marketing the rehabbed home, including distribution of signs and flyers, to a family member or friend

				Showing the renovated home to prospective buyers to your agent or a family member or friend

				[image: sanitycheck.eps] Think of tasks in terms of time and money. If you earn $25 an hour, hire someone to do the $10-an-hour jobs, and do the $50-an-hour jobs yourself, providing you can do them well.

				[image: Warning(bomb).eps] Some tasks are way too important to delegate, unless you trust the person you’ve chosen nearly as much as you trust yourself. Avoid outsourcing any of the following jobs:

				Securing financing for purchases and renovations.

				Anything that requires the handling of money, including making monthly mortgage payments and paying property taxes and quarterly estimated taxes. You can hire an accountant to manage the record-keeping, but handle the money yourself.

				Meeting city inspectors.

				Accompanying home inspectors.

				Managing your files and data systems — when you hit the big time and can afford it, you can hire a licensed and bonded professional to accomplish these tasks.

				Visiting properties prior to purchase.

				Negotiating and closing the deal — your agent can advise you and present your offers for you, but call the shots yourself.

				Planning and supervising renovation projects — you can hire people to do the work, but you need to visit the worksite regularly to ensure quality and keep costs under control.

				Shaking Your Piggy Bank

				You don’t need a lot of your own cash to finance your first flip. You can beg, borrow, or partner up with an investor (see Chapter 6 for details on these options). Before setting out to flip your first property, however, tally the costs and your financial health, have a solid plan for obtaining financing, and know your debt tolerance, as we explain in the following sections.

				Figuring out how much you need to get started

				When you flip a house, you want your expenses (the cost of the house, repairs, renovations, and expenses to hold and sell the property) to be less than 80 percent of the amount you expect to get out of the house when you sell it. To determine what you need to get started, you should have a good idea of the rehabbed house’s potential sales price. From there, you can figure out approximately how much you should expect to spend in buying the house and getting it ready to flip.

				[image: Remember.eps] How much money you need to finance your first flip depends on the grand total of all the costs for purchasing the property, fixing it up, and selling it. You never know the actual costs until you resell the property, but you can do some ballpark estimates, just to see whether this house-flipping thing still appeals to you. The Profit Projector in Chapter 5 can give you a pretty clear estimate of just how much you can expect to invest in a specific property and profit from it.

				Finding cash to fuel your flip

				Coming up with a cool hundred grand, two hundred grand, or three hundred grand to flip a house may seem a little out of reach at first, but several financing options are available, including the following:

				Flip the house you live in.

				Use the federal government’s Home Buyer’s Plan to raid your RRSPs for a down payment (but only if you plan on living in the home).

				Borrow against the equity in your current home.

				Borrow from relatives or friends.

				Partner with someone who has money to invest.

				Borrow hard money from an investor. (Hard money is a loan from a private lender that typically costs money upfront, requires lump-sum payments on specific dates, and charges a higher than standard interest rate.)

				Chapter 6 explores these and other financing options in greater depth.

				[image: Tip.eps] Many lending institutions refuse to lend money for the purpose of flipping properties, but hard money is usually available through private investors. Expect steep interest rates — double or even triple the current rates for standard loans. The lender may also require hefty upfront fees and large monthly payments in the form of cash calls (lump-sum payments on scheduled dates).

				Taking stock of your financial health

				To borrow money at a reasonable interest rate, you have a better chance if you can prove that you have money (or at least some valuable stuff), are currently making money, and generally pay your bills on time.

				[image: Remember.eps] Having a strong financial position is a big plus, because it gives you access to cheaper loans, but it isn’t essential. If you have a great plan in place and can convince someone to lend you sufficient funds to fuel a flip, you can succeed.

				To take stock of your financial position, formulate a financial statement that includes the following figures:

				Everything you own — cash, investments, house, car, boats, coins, jewellery, retirement accounts

				Everything you owe — mortgage, second mortgage, auto loan, credit card balances, back taxes

				Gross monthly income

				Total monthly bills

				[image: Remember.eps] Treat your financial statement like a report card and update it every six months to grade your progress. An A+ financial statement gives you the power to borrow money at lower interest rates. See Chapter 6 for more information about assessing your financial health and using that information to secure funds for flipping.

				[image: Warning(bomb).eps] CYA: Cover Your Assets. In general, the more you risk, the more you stand to gain, but don’t overreach and put your current financial health at risk. To protect your assets, don’t finance a house flip with your retirement money . . . at least until you’ve flipped several properties successfully and are confident that you know what you’re doing. If you’re married, put real estate investments in your name or your spouse’s name, not both. Establish a home equity account for financial emergencies and use it only for emergencies.


				The nomadic flippers

				Lori Steeves and her husband, Jonathan Hayward, have bought and sold three homes in the last four years. The couple first dipped a toe in the real estate market with the purchase of a duplexed house in Ottawa’s sought-after Glebe neighbourhood. “We bought the ugliest home on the street,” says Steeves. “But the problems were strictly cosmetic.”

				Although the house had some lovely architectural qualities, the front porch was missing a few slats, the paint was peeling off the cornice mouldings, and the rest of the interior was marred by bad wallpaper and crumbling plaster. Steeves and Hayward fixed up the first unit while they lived there. Then they rented it out and moved to the bigger unit while they fixed that up. “Our intention in the beginning wasn’t to flip,” says Steeves. “We just wanted the tenants to pay the mortgage.” But when a real estate agent told them they could get double their initial money, they sold.

				Their next purchase: a three-bedroom bungalow that they renovated to the tune of $125,000, using Steeves’ talent as an interior designer and owner of Simply Home Decorating in Ottawa. Hoping to accumulate enough cash for a move to Vancouver, they put the house up for sale . . . only to discover that, just two doors down, another bungalow was up for grabs. To eliminate the competition, they bought that one too, and renovated before selling. The upshot: Steeves and Hayward recently purchased a small home in a lovely North Vancouver neighbourhood, where they are now renovating “for the last time.” Says a very pregnant Steeves, “I’m done.”



				Honestly evaluating your debt tolerance

				Flipping properties requires a moderate tolerance for debt, especially early in your career. You have to owe money for extended periods of time while you are striving to earn a profit from your flipping endeavours. Some people just can’t handle debt. What about you? You may be debt intolerant if you

				Pay cash for a vehicle when you’re offered 0 percent financing

				Pick up the tab every time you eat out, so you won’t owe somebody lunch

				Prepay your utility bills several months in advance

				Make your investment choices by perusing the rates on GICs instead of pursuing riskier, but potentially more profitable, investments

				[image: Remember.eps] Debt can be good or bad. Debt used to finance investments that have a higher rate of return than the interest you pay on the debt is good debt. Bad debt is any debt racked up on spending sprees for stuff that’s worth less now than when you bought it. When flipping houses, loans and their costs can be fairly steep, but if you account for those costs in your budget and still turn a profit of 20 percent or more, the loan and related costs are worth it. (See Chapter 6 for the lowdown on good versus bad debt.)

				Taking Your Personality Pulse

				Not everyone has what it takes to flip houses. Some people are too nice, too nervous, too timid, or too lazy to pull off a successful flip. Others may get so emotionally attached to a house that they pay too much for it. And some people can’t handle the math and extra paperwork. Those who excel are thick-skinned, high-energy, multi-tasking, job-delegating dynamos . . . but that’s pretty much true for anything in life that’s worth pursuing.

				The following sections lead you through a self-assessment to determine whether you have the personality traits required for flipping properties.

				Would you categorize yourself as a couch potato?

				Flipping houses is stimulating, but the work involved can sap your energy faster than an overdue tax notice. To evaluate your energy level, rate the truth of the following statements on a scale of 0 to 5 — 0 being completely false and 5 being so true you can barely admit it:

				I spend more than 8 hours a week watching TV, chatting online, or playing video games.

				I sleep more than 10 hours a day.

				I’d like to be my own boss so I can take time off whenever I want.

				I quickly change the subject when someone introduces the topic of goal-setting.

				I frequently turn down invitations to parties and get-togethers.

				I have made a permanent impression of my body on the couch.

				I have to make a conscious effort to breathe.

				If you scored 0–10, consider yourself an active adult; 11–25, you have a glimmer of hope; 26–35, you’re a lost cause — don’t even consider getting involved in flipping properties, it’ll just cut into your downtime.

				How do you perform in a crisis?

				Nothing is better at inducing insanity than a real estate deal gone bad. You can have your life savings on the line and find yourself in a situation that’s completely outside your control. What could possibly go wrong? Plenty.

				You may first run into problems when dealing with the purchase of your property. Consider the following crises:

				The seller agrees to sell you the property, and then, at the closing, has an epiphany that he’s selling too cheap and refuses to close.

				On closing day, you do your routine walk-through and notice that the new kitchen that was there when you first saw the house is gone!

				Three days before closing, the house burns down.

				Your generous uncle who promised to loan you $75,000 marries a woman who thinks that’s not such a good idea.

				Expecting your new house to be vacant, you walk through the front door and meet the family of four who’s been living there for the past two weeks.

				Managing to come through the purchase unscathed doesn’t mean you’re in the clear. Renovation is the next step in house flipping, and it carries the following potential problems:

				After collecting his $1,000 deposit, your contractor disappears or refuses to complete the job unless you agree to pay him $5,000 more than you originally agreed to pay.

				Materials for the renovation, supposedly delivered yesterday, are nowhere to be found.

				Three days after you take possession of the house, you receive a water bill for $1,000.

				Someone shows up at the house, introduces himself as the owner, and says, “And you are . . . ?”

				Imagine that you found, purchased, and renovated a house — all the hard work is done, right? Maybe not. Resale carries its own risks, such as those in the following list:

				The buyer’s financing falls through or she loses her job and can’t close.

				The house appraises for $10,000 less than the sales price.

				The lender’s appraiser or the buyer’s home inspector declares the property uninhabitable.

				You’ve had the house on the market for 60 days without a single showing, and your agent suddenly decides not to return your phone calls.

				The market tanks just before you’re about to stick the For Sale sign on the front lawn.

				These three lists show just a few of the unexpected problems that can pop up when you’re buying, renovating, and reselling properties. Go back through the lists of surprises and ask yourself how you would react in such situations. How do you react in minor crises? If generally you’re calm and cool, take a problem-solving approach, and can be assertive without becoming violently angry, then you probably have the temperament to flip houses. If you break down in tears or lose it over minor problems, then flipping may not be the best way to spend your time.

				Do you have organizational expertise?

				Flipping requires strong organizational skills, attention to detail, and the ability to schedule work for maximum efficiency. If you have these skills, you have an edge over less-organized flippers, but if these skills are lacking or completely absent, don’t give up. You have at least two options:

				Get organized: If you’re good with a computer, learn how to use a personal organizer, such as Microsoft Outlook. This type of software comes complete with a contact manager, calendar, and to-do list, and can even send you reminders several days in advance of important events.

				Hire an assistant: Although a part-time flipper can rarely afford a full-time assistant, you may be able to hire an assistant to work part-time answering the phone and managing your schedule. A more cost-effective option is to ask your spouse or another family member or friend to handle the scheduling and record-keeping or teach you the skills you need.

				[image: Tip.eps] More and more people are working out of their homes as virtual assistants. A virtual assistant works for you but uses his own equipment and typically charges an hourly rate for only the hours he works. In other words, you don’t have to cover the high costs of equipping a full-time employee, paying him for 40 hours a week when you need him to work only 5 hours a week, and paying benefits. As you become more successful and require more help, you simply ask the assistant to work longer hours or you hire another assistant.

				Are you good with people?

				The most successful property flippers are approachable motivators with good people skills . . . or they partner up with someone who fits the bill. The ideal candidate is someone who can:

				Knock on a stranger’s door without quaking at the thought that someone might actually open it

				Calmly motivate others involved in the deal to move quickly

				Empathize with the needs of others and meet those needs in a way that boosts their motivations to work for you

				Be flexible enough to deal with ever-changing situations and quickly develop workable alternatives

				Build solid relationships with agents, contractors, financial institutions, and others on whom you rely for help

				Let everyone in the deal know how valuable she is

				[image: Tip.eps] If you’re not a people person, outsource most of the people-management skills to others. Your real estate agent may be willing to take on some additional work, especially when dealing with buyers and sellers. If you’re married and your spouse is better than you are at dealing with people, trade some household chores for his or her management skills.

				Can you ask for (and get) what you want?

				[image: Remember.eps] Waffling is the demise of many novice real estate investors. You don’t have to be bossy to be assertive. Know what you want, ask for it, and don’t settle for anything that’s outside your comfort zone. While negotiating the purchase or sale of a property or trying to convince someone to do something for you, remember that the word no can have different meanings:

				No. When some people say “no,” they really mean it.

				Maybe. Some parents say “no” when they really mean maybe. Kids usually figure this out the first day out of the womb.

				I’m willing to walk away. In buying and selling houses, a buyer or seller often says “no” as a way of communicating his unwillingness to agree to the terms of the deal.

				Know. Through the course of our dealings, we’ve determined that no really means “I don’t know enough to say yes.” This kind of no keeps the discussion going so both parties can negotiate a compromise.

				Do you like juggling numbers?

				[image: Tip.eps] Flipping for profit requires rudimentary math skills — addition and subtraction with a little multiplication thrown in for good measure. To keep your bottom line black rather than red, you simply have to make sure that you sell the home for more than you invest in it. The required tools are readily available:

				A legal pad and a pencil

				A standard calculator

				Real estate calculators on the Web, such as the mortgage calculators at www.cmhc-schl.gc.ca and www.mortgagecalculatorcanada.com


				Always have a Plan B

				When Paul Fotia and a partner spent $150,000 on a house in the Riverdale area of Toronto back in 1987, their intent was to fluff and flip. Its décor was tired, its rooms were small and cramped, and in general it needed a facelift, but the area was up and coming. What’s more, they figured that baby boomers like them would be eager to buy a property with a basement apartment to help defray some of the expenses of home ownership. They spent $40,000 pulling out a wall to create an open-concept living room, sanding the floors, painting, and adding a cathedral ceiling to the master bedroom. Their intent: to sell the house for about $250,000, realizing a profit of $50,000. Easy, right?

				Wrong. In the late 1980s, the bottom suddenly dropped out of the housing market in the city. Fotia and his partner were left with a newly rehabbed property that no one wanted to buy . . . at least not at the price they wanted. The good news: The partners went into the deal with a solid Plan B. The carrying costs of the property were about $2,000 per month, and by renting out both the basement apartment and the main-floor unit, they were able to cover their expenses. Over the years, their tenants slowly paid down the mortgage on the home, and the partners used the equity in the house to finance additional house purchases. One was fluffed and flipped immediately, but two others became rentals.

				“You’d be insane not to have a Plan B,” says Fotia. The partners were finally able to “flip” their house some 18 years after their purchase, pocketing a nice profit. But without the possibility of renting the place out, “we would probably have lost everything.”



				Can you handle rejection, failure, and success?

				When you flip houses, you encounter a higher than average share of variables outside your control. On your road to success, you experience plenty of triumphs, failures, and rejections, such as the following:

				Rejected offers

				Flipping a property for a loss

				Over-analyzing a good deal to the point of losing it

				Underestimating the time involved

				Getting stuck with a money pit

				Buyer or seller backing out

				Rejection from investors and partners

				Inability to find quality contractors

				Underestimating the time needed for selling the house

				[image: Remember.eps] Don’t get discouraged if your first flip flops. Flip at least three properties before you make the decision to get out of the game. Some of the most successful real estate investors have failed their way to fortune.

				Success can be just as daunting as rejection and failure. Just look at how many families crumble under the oppressive weight of lottery winnings! You may not know just how you and your loved ones will react if you strike gold, but keep in mind that success can have some life-shaking effects on you and those around you.

				[image: Warning(bomb).eps] Don’t let success get you down. If your first flip is a grand slam and you’re not careful with the next flip, the loss can soak up the profits you made with your grand slam.

				Ensuring That Your Family Is on Board

				Unless you’re single with no kids, house flipping is a family affair, whether you plan it that way or not. If you and your spouse can’t wallpaper a room together without consulting a marriage counsellor, you may not make the ideal house-flipping team. In the following sections, we show you how to evaluate your readiness as a family before setting out on the journey.

				Getting the okay from your spouse

				[image: Remember.eps] If you’re constantly coming up with money-making schemes that flop, pitching your house-flipping plan to your spouse may just garner a silent response accompanied by the rolling of eyes. Don’t even consider real estate flipping if your spouse isn’t 100 percent behind you. Ultimately, the decision affects several areas of your relationship:

				Quality time together: Partnering with your partner can increase the quality time you spend together or drive a wedge between you, depending on how you both handle it.

				Finances: Hefty profits can alleviate financial burdens and significantly enhance your lives, but a loss can test an already strained relationship.

				Emotional and psychological health: Added stress from dealing with the daily headaches of owning and renovating a home, especially if you’re flipping the house you live in, can often push a relationship over the edge. You may also grapple over which property to buy, how much to spend, how to manage renovations, and so on.

				Energy levels and libido: Working side-by-side and often around the clock can invigorate or exhaust you. Your love life may become better than ever or completely disappear.

				[image: Remember.eps] Long-term success requires short-term sacrifice.

				Keeping your kids and pets in the loop

				A family is like a house of cards; if one person tumbles, the whole house folds. Consider treating house flipping like your family business. Get the kids involved in the weekend cleanups and yard work, and share the profits. House flipping provides the family with an opportunity to work together to achieve a common goal and first-hand experience investing in real estate.

				[image: Tip.eps] Encourage your kids to have outside activities, so house flipping doesn’t consume their lives. As for Fido and Morris, some pets suffer separation anxiety, just like kids. Unless you have well-trained animals with opposable thumbs, your pets probably can’t take on much work to help you out, but you could at least take them along to the worksite. Just keep them out of the paint trays.

				Gathering the Essential Tools of the Trade

				[image: Remember.eps] Every job requires a collection of specialized tools. For flipping houses, make sure you have the following bare essentials:

				Day planner or tablet for jotting down names, addresses, phone numbers, and appointment times and locations

				Cell phone

				Reliable transportation

				For Sale signs (if you’re planning on selling the home yourself)

			

		

	
		
			
				Chapter 3

				Devising an Effective Flipping Strategy

				In This Chapter

				Exploring a variety of flipping strategies

				Plotting your course well in advance

				Coming up with a Plan B

				When most people think of flipping houses, they immediately envision a process of buying a ramshackle house on the cheap, fixing it up, and then reselling it for more than they’ve invested in it. That’s certainly the underlying theme, but the actual process of flipping houses spawns a tool shed full of choices and questions, including the following:

				Are you going to live in the house while fixing it up?

				How long can you afford to hold the house before selling it?

				How extensive are the renovations you’re willing and able to perform?

				Before you even consider making an offer on a house, know how you’re going to profit from it. Are you going to buy it at a bargain price and resell it immediately at market value, do a quick makeup job and resell it, perform some major renovations, or fix it up and use it as a rental? Each of these strategies has benefits and drawbacks, but each strategy is a perfectly legitimate way to turn a profit flipping property.

				This chapter explores several house-flipping strategies and then encourages you to develop your own strategy based on your personality, your neighbourhood, and the resources you have at your disposal.

				Surveying Different Strategies

				When developing a game plan, you want to maximize your strengths, minimize your weaknesses, and fully exploit the opportunities that surround you. Many flippers have already developed their own strategies that achieve those three goals. By becoming more aware of these existing strategies, you can choose the one that fits you best and perhaps even improvise to invent your own strategy.

				In the following sections we reveal the top house-flipping strategies that many flippers currently practise with varying levels of success.

				[image: Remember.eps] Always buy low. If you can’t get a house for 25 to 30 percent or more below what you estimate to be its market value, keep looking. Chapter 5 shows you how to guesstimate your profit before you make an offer.

				Buy into a hot market

				[image: Remember.eps] In a sizzling real estate market, you can turn a profit fairly quickly by buying a house, moving in, and then sitting back and watching the real estate values soar. This approach works only if you have time on your hands, are speculative by nature, and have a knack for purchasing houses in a hot market at just the right time. This strategy offers several benefits:

				If the market remains strong, your property value rises without your having to lift a finger.

				Your equity in the property rises, boosting your borrowing power for other investments.

				By flipping your own home — providing it qualifies as your principal residence — you may be able to avoid paying capital gains tax. Why? Because the Canada Revenue Agency (CRA) doesn’t tax the growth in value of your principal residence. Do consult a tax professional first, though. If the CRA considers house flipping to be your job, you will be taxed on the proceeds.

				[image: Tip.eps] Looking for a hot market? Don Campbell, president of the Real Estate Investment Network (REIN) and author of Real Estate Investing in Canada (Wiley), suggests asking the questions in Table 3-1 to help you nail down good places to invest.

				
					
						
								
								Table 3-1 Finding a Hot Market

							
						

						
								
								Question

							
								
								Where to Find the Answer(s)

							
						

						
								
								Is the area’s average income increasing faster than the provincial average?

							
								
								Statistics Canada (www.statcan.ca), your provincial or territorial government’s finance department, and regional Web sites such as www.calgaryeconomicdevelopment.com.

							
						

						
								
								Is the area’s population growing faster than the provincial average?

							
								
								Statistics Canada, your provincial or territorial government’s finance department, and regional Web sites.

							
						

						
								
								Does the area have more than one major employer?

							
								
								Statistics Canada, provincial government economic Web sites that offer community profiles, such as www.2ontario.com, and local economic research firms.

							
						

						
								
								Is the area’s affordability index (which measures the ability of the average family to afford a mid-priced home in a specific area) in the Hot Zone (between 25 and 39 percent)?

							
								
								RBC Economics (www.rbc.com/economics/market/hi_house.html) compiles a housing affordability index for larger regions, as well as a measure of housing affordability for a sampling of smaller cities across the country.

							
						

						
								
								Has the political leadership created a growth atmosphere, bringing new jobs, businesses, and economic growth to the area?

							
								
								Local government: Read the minutes of council meetings and speak with the mayor or councillors to determine whether the leadership is focused on growth.

							
						

						
								
								Is the Economic Development Office (EDO) helpful?

							
								
								If you find that the EDO is difficult to deal with, you’re safe in assuming that they will also be challenging for potential employers looking to move into the region.

							
						

						
								
								Is a major transportation improvement occurring nearby?

							
								
								Local government’s town planning department. You want to be satisfied that the region will become substantially more accessible with improvements to public or private transportation such as new roads, airports, or transit lines. Make sure the improvement has begun — don’t buy until you see construction start.

							
						

						
						
								
								Is the area attractive to baby boomers?

							
								
								Assess the area: Does it provide lifestyle options, such as parks, pools or water, recreation, and family infrastructure like community centres?

							
						

						
								
								Is there a perceived problem — such as negative media stories or short-term layoffs — that may disappear?

							
								
								Do your homework. Update yourself by reading local newspapers and generally knowing your target area to assess whether the problem will blow over or permanently affect housing prices.

							
						

					
				

				[image: Warning(bomb).eps] Buying into a hot market also carries some significant risks:

				In areas where property values are soaring, the housing bubble may burst, leaving you with a house that is worth less than what you paid for it.

				Stuff happens. You can have a great house at a great price in a hot market with the top agent working to sell it, and the house still may not sell. Prepare yourself for all possibilities.

				[image: Remember.eps] What goes up sometimes comes down — sometimes very quickly — but all markets can be good for investing as long as you recognize the conditions and opportunities and react appropriately.

				Chapter 8 has more details on taking the temperature of the real estate market in any neighbourhood you’re scoping out.

				Buy low, do nothing, and sell quick

				Occasionally, you stumble on a house that’s priced significantly below market value and requires few or no repairs. The property may be in foreclosure or perhaps it’s part of an estate that’s being liquidated, making the owner very motivated to sell. By being at the right place at the right time with ready cash and a solid plan in place, you can pounce on the deal and then put the house back on the market the very same day!

				[image: Warning(bomb).eps] Sounds great, huh? Well, getting a house that’s way below market value is great when it happens, but being in the right place at the right time takes time and effort. You need to build a solid team (see Chapter 4 for details), do plenty of research, secure some solid investment capital (see Chapter 6 for tips on finding money), and be properly equipped to pull this strategy off. If you haven’t done your homework and you’re ill-prepared, you’re more likely to fall prey to unscrupulous schemes. With the proper preparation and persistence, you’re more apt to put yourself in the right place at the right time.

				[image: Warning(bomb).eps] Beware of deals that are too sweet. If a stranger approaches you at an investment seminar with a hot tip on a piece of real estate, for example, he may just be looking for a sucker to buy a property he got stuck with. Unless you know the market values in the area, you see the house with your own eyes, and you hire a lawyer to research the title, as we explain in Chapter 12, don’t take the bait.

				Buy low, apply makeup, and sell quick

				You can learn a lot from used-car salesmen. The first things they do when they take possession of a vehicle are clean and polish it and vacuum the interior. The car may still be a clunker, but with the right cosmetic touches and an air-freshener dangling from the rearview mirror, the vehicle becomes an attractive clunker that can sell for hundreds of dollars more.

				Even a good home, if not clean and well-maintained, can look dishevelled. Many homeowners place their homes on the market without properly staging (showcasing) their homes. They don’t mow the lawn, trim the bushes, touch up the paint, or even tidy up the house for showings. Unknowingly, they turn away prospective buyers, and the house lingers on the market until even their agents lose interest. The homeowner may then lower the price to generate attention.

				This kind of home gives you a perfect opportunity to swoop in and get a great deal. You buy the house for significantly less than market value, add elbow grease, and then resell it for thousands of dollars more than you invested in it. Chapter 14 shows you how to give a house a quick makeover, and Chapter 20 shows you how to properly stage a house to get top dollar.

				[image: Remember.eps] This is an excellent strategy for the first-time flipper. By purchasing a property that’s an easy rehab job, you can focus on the process of flipping rather than on the complexities of rehabbing. After you master this strategy, you’re better prepared to move on to bigger challenges.

				Buy low, renovate, and sell high

				Some homes are undervalued because they’re missing an essential feature — a livable living room, a third bedroom, a deck, or a laundry room on the main floor. Other homes may have major eyesores, such as an outdated kitchen or bathroom. In either case, moderate to major renovations are required to improve the marketability of the house in two ways:

				Increase the home’s actual value. Wear and tear depreciate the value of a home over time. Updates restore value, while added living space can boost the house into a higher price bracket.

				Expand the pool of interested house hunters. A two-bedroom house, for example, appeals only to those people who are looking for a one- to two-bedroom house. Adding a third bedroom attracts anyone looking for a one- to three-bedroom house or a house with office space.

				Adding to the real value of a home is a great way to maximize your profit, but don’t take on more than you can handle. If you’re a weekend warrior or you have contractors on your team (see Chapter 4 for details), consider this strategy. If not, you may want to hold off until you have the necessary personnel in place.

				Buy low, move in, renovate, and sell high

				[image: Remember.eps] To maximize your profit, reduce expenses, and take a more hands-on role in rehabbing a home, consider moving in to the house or condo you purchase and renovating it at your own pace. If you and your family don’t mind living in the chronic chaos of a construction zone, this approach is appealing for several reasons:

				If neither you nor your spouse have owned a home in the last four years, you may be eligible for the federal government’s Home Buyer’s Plan. It allows you to withdraw as much as $20,000 per person, or $40,000 per couple, from your RRSPs to put toward your first home without paying the usual tax penalty. The caveat: You must live in the house before selling it and, over time, you must pay the money back into your RRSP (see Chapter 6 for details).

				By living in the home you’re flipping, you avoid a second mortgage payment, tax bill, and utility costs.

				Because you’re living in the home, you get a better feel for the types of renovations that can make it more attractive to future buyers.

				If you live in the home for a period of time (how long is a bit of a grey area), it may qualify as your principal residence, and your profits may be tax-free.

				You’re onsite for any repairs or renovations you have to hire out. And you’re around more often to prevent thieves from walking off with your tools and materials.

				[image: Warning(bomb).eps] If you’re single or married with no kids, this strategy is an excellent choice. However, if you have children in school, we recommend that you avoid this strategy, unless you intend to remain in the same school system. Your children begin to form relationships, and big moves can put a serious crimp in their social lives.

				[image: sanitycheck.eps] If you’re planning major renovations like gutting the house or completely rehabbing the kitchen, consider performing that renovation before you move in. Or take up residence elsewhere during the renovation, especially if you have kids and pets. The persistent noise, dust, and inconvenience can rattle nerves and strain relationships.

				Buy, hold, and rent

				You don’t have to sell a house to profit from it. Many real estate investors opt to buy a house and rent it out for at least enough money to cover the monthly expenses of holding it — mortgage, taxes, maintenance, utilities, and so on. Here’s a rundown of how this strategy works:

				You buy the house at less than market value, so you earn equity at the time of purchase. In other words, if you buy a $100,000 house for $80,000, you immediately earn $20,000 in equity. You don’t realize your profit until you sell the house, but you can borrow against the equity.

				Assuming the rent you charge covers your mortgage and other expenses, the rent pays down the principal of the loan, so your equity in the home gradually rises. (Your renters are paying off your debt.)

				As real estate values rise, your equity in the home rises accordingly, so the house is worth more when you sell it.

				In short, you’re making money three ways: when you buy the house, when you hold the house, and when you sell the house. If you perform some value-adding renovations while you own the property, you may even boost your profit when you sell. Of course, with this strategy you won’t see the immediate influx of cash that accompanies a quick flip, but your net worth (the value of your assets minus what you owe on those assets) gradually rises until you cash out your chips at the end of the game.

				[image: Tip.eps] Leasing your property is an excellent safety net in the event that real estate values plummet. We discuss this strategy in Chapter 25.

				Invest in new construction

				A home doesn’t have to be old and beat up for you to flip it. Many real estate investors profit from flipping new houses or condos, especially when builders are having trouble selling the final few units. Unless you’re focusing on a niche market that rules out new construction (see the next section for more about niche markets), don’t overlook newly constructed homes.

				If you can buy into a division early on that’s growing in popularity, you can often score a handsome profit, although we don’t recommend speculating on the market as a solid investment strategy. In addition, builders sometimes get stuck with a few homes at the end of the project and offer special deals to unload them so they can move on to their next project.

				[image: Remember.eps] When purchasing a newly constructed home or condo, read the purchase agreement very carefully. Bob Aaron, a Toronto real estate lawyer and Toronto Star columnist, suggests checking for the following:

				Never sign an unconditional agreement of purchase and sale until it has been reviewed by a lawyer experienced in real estate transactions. You may experience a serious case of sticker shock when the project is delayed, or when you get the bill for closing adjustments.

				Watch out for clauses that prohibit you from reselling the home for a period of time (the legal term used is “restraint from alienation”). Although builder agreements typically don’t allow resale before the purchaser actually gets a registered deed, Aaron has seen clauses that prohibit advertising, listing, or reselling the house within one year after the purchase closes.

				Don’t sign a builder’s agreement that doesn’t include detailed floor plans. The same advice applies to the exterior design or elevation of a house. Although beautifully rendered sketches of the home design are always handed out in the sales office, they’re rarely attached to the offer as a schedule. As a result, they don’t form part of the contract, and the builder is free to alter the final design.

				Look for a “sneaky” clause in your agreement of purchase and sale that says your offer is conditional for ten days on the lawyer’s approval “of the non-financial conditions.” Basically, that means your lawyer can look over your contract, but if his main complaint is that you’re getting stuck with a lot of extra fees, you have no way out.

				Focus on a niche market

				[image: Tip.eps] When you’re looking for homes to flip, the first impulse is to cast a wide net in your search for the best deals, but sometimes you can find better deals by fishing deeper in one spot, such as one of the following:

				Foreclosures and tax sale properties: By focusing your efforts on these properties, you quickly figure out the ins and outs of locating them and effectively negotiating the price and terms you want. See Chapter 12 for details about foreclosures and tax sale properties.

				Divorces: When couples divorce, they’re often stuck with a home that neither of them can afford. By keeping your ears open and letting people know that you buy houses, you can often get first dibs on these houses.

				FSBO (For Sale by Owner): When everyone else is searching the MLS for great deals, you may prefer driving around the neighbourhood looking for homes with a For Sale or For Sale by Owner sign on the front lawn. Better yet, let your fingers do the tapping: Check out Internet sites like www.bytheowner.com, www.propertysold.ca, or www.propertyguys.com.

				Country mice: Take your search to smaller towns where property values are lower. The potential to hit a grand slam may not be as large, but your Plan B (renting to cover costs) should be doable.

				Teardowns: Houses that are beyond hope may still offer opportunities if the price and location are right. Some investors earn a great return by tearing down old houses and building new ones in their place.

				With the other strategies covered in this chapter, you can pick a plan and run with it. Focusing on a niche market, however, is a strategy that’s effective regardless of any other blueprint for success you choose to follow. When you’re first starting out, focus on a single niche. As you gain experience and gather more resources and assistance, you can widen your scope to include other niches.

				[image: Remember.eps] Don’t try to be a high roller and master everything all at once. Select a niche (foreclosures, tax sale properties, divorce, teardowns, whatever) and work that until you achieve success. After you establish yourself in that area, you can add another to expand your operation. Chapter 9 provides more guidance on niche markets. Your niche market can also be a specific area that you farm by becoming an expert in the area and establishing a strong network. Chapter 8 offers additional details on how to effectively farm an area.

				Cook up your own strategy

				Successful investors, whether they invest in real estate or stocks, devise unique strategies based on their personalities, abilities, and the resources they have at their disposal. If you like to help people and you’re good at dealing with uncomfortable situations, for example, you may want to focus on foreclosures or divorces. If you’re good at primping a house but not so good at renovating, consider focusing on homes that require only a little makeup, rather than a full facelift.

				You can even mix and match strategies to develop a custom scheme of your very own. You may, for example, choose to buy a quick flip in a hot market or buy only duplexes that need a lot of work, move into one half, and rent out the other half while renovating the half you’re living in. The variations are truly limited only by your imagination.

				[image: Remember.eps] Re-evaluate your situation and be ready to shift your strategy as your skills, knowledge, resources, and market change. At this point, you may not feel confident taking on major renovations, but in a year or two, it could well become your area of expertise.

				Drawing Up a Detailed Plan Well in Advance

				[image: Remember.eps] Every day you own a property, holding costs chip away at your profit, unless of course, the property is a rental. Holding costs are the daily expenses associated with owning a home — mortgage interest, property taxes, utility bills, and maintenance costs. The trick to reducing these costs is to flip the property as quickly as possible, and that means planning well in advance. Make sure that your plan covers all three stages of the flipping process:

				Purchase: Secure financing before you go house hunting. This tip may seem counterintuitive, but with financing in hand, you can move on the deal much faster than other buyers and negotiate from a position of power. Know how much you can afford to pay and still have sufficient funds for renovations before you make your offer.

				 Chapter 5 has details on estimating your profit potential, and Chapter 6 has details on how to secure financing for your flip.

				Rehab: Jot down a list of improvements you want to make to the property when you first see the house, and schedule the work before you close on the purchase. Ideally, you should start renovating the property the same day or the day after closing.

				 Chapter 10 walks you through the process of inspecting a property for the first time; Part IV is devoted to fixing up your fixer-upper.

				Sale: As soon as you know your closing date, determine the date on which you want to put the house back on the market (see Chapter 13 for help) and decide whether you want to sell the house yourself or work with an agent. You don’t have to wait to sell the house until renovations are complete. Although you probably won’t want to list it, the activity that surrounds the house during renovations can be an excellent marketing tool. It gets the neighbours talking — you may even get an unsolicited offer. If the price is right, by all means go for it! Part V is all about selling your renovated home.

				Devising a Plan B: Surviving a Flip that Flops

				Throughout this book, we provide tips, tricks, and warnings to enable you to maximize your profit and minimize your risks, but that doesn’t guarantee a successful flip. Flips sometimes flop, even for experienced investors. You may buy a house that has costly, unforeseen problems; buy into a market that tanks soon after you close on a property; or encounter a host of unexpected problems that can derail your dreams. Know the risks before you roll the dice, and always have a Plan B in place. The following tips can help you avoid some of the more serious situations and recover your composure when something goes wrong:

				If your flip flops due to a dip in the housing market, skip to Chapter 25 for advice on how to cope.

				As soon as you can see that a property is a money pit, cut your losses. Don’t throw good money after bad. You may need to sell the house now at a loss rather than selling later at a bigger loss.

				Keep in touch with your team, especially your financial backers and agent, when a situation sours. Communication is key, especially when times are bad. Good team members can help you out of a jam and assist you in your recovery.

				[image: Tip.eps] Don’t give up just because one flip doesn’t turn out as well as you expected. Failure is one of the best educators, and if you can work through it, it can be a real confidence builder. Flip three or four houses before throwing in the towel. We know that the possibility of a flop isn’t something you want to hear about. Certainly the late-night TV gurus don’t teach or talk about this possibility. Your plan, however, must include an exit strategy for all possibilities; otherwise, your flop will take you by total surprise and you won’t know what to do.
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