Welcome back. Now I'm going to go through the most common rookie mistakes that we see and you're not a rookie anymore, so let's go through them and how you can avoid them. So the first one is a lot of people think this is a get rich quick scheme and a lot of other gurus out there will tout it as being that. And it definitely isn't that. And if you've heard me long enough, you realize this is become very wealthy over a period of time methodology, but it's definitely not a get rich quick. The next one is people that just think they can get in and dabble in this business. This is not a business for dabblers. Dabblers get crushed. Okay, have gone through this course. You need to do the homework, set up the relationships, learn the business, learn the formulas, learn the terminology and go in all in.
Okay? Now that's not to say you couldn't have a full time job and do this. You certainly can, but you can't dabble. You need to own it. You need to understand it and then you can apply what you learn. Okay? Buying in a market you don't know. Well, big mistake. Now, you know, I went through the four markets. You should look at first, remember what those were. Your backyard was number one. If it makes sense somewhere. Maybe you grew up or spent some time was the second one. The third one was somewhere. You have boots on the ground and the fourth one was somewhere. You either enjoy going or somewhere you want to retire. Those are the first four. I would shoot for one of the one or two of those four. And then you have to do your homework in that market.
You know, like I showed you how to do so don't buy somewhere you don't know, you don't understand and you don't have boots on the ground. Okay? Alright. Rushing into your first deal. I'm not saying get caught in analysis paralysis, which is another slide that I have on here, but I'm also saying, do your homework. Take your time, do your due diligence properly like I've taught you how to do. And that way you'll avoid mistakes. Don't be forced into rushing into a deal. Pass. If you're being rushed, take your time and understand it, fully understand it and involve us. If you need to, you know, ask, send us your questions and take your time so you fully understand the deal. Buying in a war zone. Listen, I've owned in war zones and I've made a lot of money in war zones, but I will tell you they're typically for someone that's more seasoned and yes, again, you can buy a property in a D area and get great cash flow, but it is a lot of work.
So if you're going to do it, go in with both eyes wide open, I would avoid it to start. That's my advice to you, if you're brand new, if you're not brand new and you've owned houses in war zones and you want to give it a try, fine. But just I'm giving you a caution that it's not like a regular B or C area. So go in with both eyes wide open. Okay. Buying a property in a one employer town, very dangerous. Okay. Because if that employer leaves the town gets decimated. You've heard my example of Eden, North Carolina, where there was a big brewery that went out of business. I was going to buy and Belleville, Illinois. But there's a big base there if that base goes, this applies to basis. If you're in a town that the whole economy revolves around a military base, they're shutting down military basis.
I don't know what the Trump presidency, if that will continue, but it's not a risk I was willing to take. So don't buy in a one horse town, ignoring secondary or tertiary towns. Second, you know, smaller locations. As you can see from this graph that the cap rates on the major metros are very low. You know, going into 16 where the cap rates on the secondary towns and the tertiary towns are much higher. There are great opportunities in a small town like Sarasota, Florida here as an example of a secondary town and an even smaller towns like port Charlotte near me here. That would be a tertiary town. And you've got them in your area. This is the low hanging fruit guys. So don't ignore these smaller towns. Some people are afraid to go outside their backyard. And that's a mistake too.
Some of you that live in big cities like New York or LA, you know, it's tough, or San Diego, you know, these are tough markets for a brand new person that's getting into the multifamily business to get started. So don't be afraid to go outside your backyard. Don't be afraid to drive an hour or two to find some of these secondary or tertiary towns in your area that may have great opportunities. You'll be able to make it work. Okay? So don't be afraid to go outside your backyard going in without, without market knowledge, local market knowledge, not doing your due diligence, not calling the economic development office, not calling the Chamber of Commerce, not calling brokers to find out what that market's like, what's going on, what employers are moving in or out, you know, not doing your demographic search to see if income is going up.
Population is going up. These are very simple things to do in a foot in one day, even less than a day. You can have an extensive knowledge of an area by making some phone calls and doing your research online. So don't ignore this step, not utilizing the Internet, Duh. I mean, you have such incredible resources at your fingertips today. Things that I would've killed to have when I first got started in this business, you know, between Google earth and and, and street view and best places you can get just about all the information you need on a property, in an area right there at your fingertips. Take advantage of it. It's an incredible opportunity that we're in with this technological age. We're in today. Being an investor instead of an entrepreneur, you are no longer an employee, okay? You are an entrepreneur. You're taking off your employee hat, you're putting on your entrepreneur hat, okay?
And you are fixing problems what you do now and that's how you're going to make a ton of money. You identify problems and you fix them. That's what an entrepreneur does. And you are now an entrepreneur, okay? Thinking you have to do this business alone. This is a team sport. Real estate is a team sport. You should be building your team brokers, potential investors, loan brokers, banks, people in the construction industry, property managers, all these, your attorney, your CPA, these are all people on your team. And you need to be building a team. You need to have a support network. You should be out there making relationships with peers at your local REIA and meetup groups. And it is a team sport. You want to bounce ideas off other people on your team. So don't try to do this alone and ties right into what I just said, not networking enough.
Again, it's a team sport. The more people you know, the bigger your network, the more people you can bounce ideas off of, the more successful you're going to be, the more contacts you're gonna make, the more opportunities that are gonna present themselves for you. So get out there and meet people. Don't be afraid to shake hands and start relationships and develop relationships and you'll be glad you did not think big enough. Don't be afraid to go after a slightly larger property. You know, a lot of you start with a duplex or a fourplex. And that's just fine. But you could start with a 10 unit. You could start with a 20 unit. It's really just a multiple of a duplex. It's not, you know, don't be overwhelmed by doing something larger. And a lot of people are afraid to get outside their comfort zone.
Myself included. I mean, I bought 2000 houses and I just really was so comfortable that, you know, it took a while for me to start buying apartment buildings and I wasn't thinking big enough. So don't fall into that trap. Don't be afraid to go larger. You can do it. You have the knowledge and the skill sets. Now, not networking with brokers. Brokers can make you wealthy, as I told you many times before. They can make you wealthy and you should be making phone calls and developing relationships. And some of these will be lifelong relationships and nurturing those relationships, staying in communication, respecting their time, giving them a feedback when they send you a deal. Don't ignore this incredible opportunity. Don't think you'd have to go search these things out on loopnet or the other listing sites yourself, because that's silly.
A lot of these brokers have off market deals that can make you very wealthy. So don't ignore those relationships. Only looking for deals on loopnet. There are lots of other real estate sites available. Here's a whole bunch of them. You know, all the different major real estate companies, Caldwell Banker, Marcus and Millichap, NAI Global, CVRE, CIA, mls. So there's all of these sites that are available to find listings on craigslist. I mean, believe it or not, we're finding deals on craigslist like I told you previously. So don't ignore these other sites. Don't just look on loopnet. Now, there are great opportunities on loopnet. If you dig in, remember, don't just scan over a property, drill into it. But there are lots of places to find deals giving up too fast or being impatient. Now, me, I'm the most impatient person you'll ever meet.
And so this is a tough one for me personally, but it's so easy to, you know, hit a setback or hit a stumble and give up. And it's such a shame you, you've come this far in this course don't. If you're in your first property, you have a problem with it and it doesn't materialize, move on, you know, just say next and go to the next one. Don't give up whatever you do. I love this graphic. I mean, there's all the diamonds and he gives up inches from the gold. And that, in fact, there's even a book about it called three feet from the gold it life is about remaining of success rather is about remaining persistent and keeping your eyes focused on the goal and your reasons why. And if you hit a stumbling block, you keep going.
If you hit a wall, you figure out how to go around that wall, over that wall or through that wall. Don't give up three feet from the gold analysis paralysis. Now I know you analytical guys out there, you engineers and you won't. You guys that love numbers and love to analyze and love to read and I respect all of that. Just don't get caught there. Get out there, talk to brokers, talk to investors, meet people in the groups and get out there outside your comfort zone and look at deals, analyze them, run the numbers and pull the trigger. Don't get stuck here. Okay. Ignoring properties that have been for sale for a long time, we've sound found some of our best deals on properties and middle listed for a couple of three years because people overlook them. They don't drill into the numbers like I told you previously.
So get in there, look at the rents, look at the market. Rents are the expenses out of whack. Look for anomalies. You'll find great deals if you're willing to drill down using the sellers numbers, expecting them to be true. Now I've told you before that, and you know that small incremental improvements to the NOI have a huge impact on value. So it's not outside the realm of possibility for a seller to leave expenses off the profit and loss statement because of that big impact. So you've got to do your homework, you've got to drill in on the expenses, make sure they're all there and do your own homework. Don't rely on on numbers or at the very least, verify the numbers, you know, bank statements, tax returns, whatever you have to do using a broker's pro forma numbers. I mean they are there to make the property look good.
Now you can certainly use the proforma numbers when you're going and talking to the bank, but never when you're evaluating the property or doing your own due diligence. Okay? Because they're the wish numbers. Now if you've done your homework and you've checked the market rents and yes, their performer numbers look realistic, then you can certainly use them when approaching the bank. But when you're doing your analysis, you're using real cash, trailing 12 numbers, okay? Not Proforma numbers. You're using historical real numbers, not adjusting for what's going to happen with the property taxes. When you buy the property, you buy the property. If somebody who's owned it 20 years, do you think the taxes are gonna go up? When the assessor sees a new sales price that's, you know, exponentially higher than what that person bought it for. You bet they are. So you need to have called the tax, the set of tax assessor's office and find out what they're going to go to.
So you, and just calculate those into your numbers. Just don't forget that step. Many people do not property estimating negative cashflow or extensive repairs. Make sure that you've done what ifs. What if, what if a certain number of your tenants move out? What if, you know, make sure that you've carefully analyze what the repairs are gonna cost. You've got multiple bids and you know, and you've got firm estimates of what this stuff's going to cost. So there's no surprises. Make sure you've done your inspections. Make sure you've gotten help. If you don't fully understand how to do an inspection so that you know what things are gonna cost. You don't want any surprises. We don't like surprises, not calculating seasonal expenses. If you're up north, you're going to have to pay to have snow removed. If you're down here, you're going to want to allow to have air conditioners gone through filters changed.
You know, regular maintenance on air conditioners may be a pool. So you've got to calculate all of your seasonal expenses and take into account where you're buying a property. So if I'm buying a property up north, I've got to think, okay, I'm going to have to pay to have snow removed. It's not hard, but you just, it's easy to lose sight of these things when you're buying outside of your own geographic area. Very common mistake people make is they buy a property without looking at the true economic vacancy. And remember, economic, you could get a rent roll, but the true economic picture is taking out how much is looking at what's actually been collected. Okay? And that's your true economic vacancy or your true economic picture. Okay? So be very careful not to miss this.
You want real numbers. You want to see what's actually been deposited, not who's living in the property and what their, you know, their scheduled rent amount is you want to see how much the that owner is actually collecting. And that's what you use in your analysis. Buying a property based on future appreciation or value versus cashflow. If you haven't gotten this message yet from my own personal experience, you know, having my $50 million seminar in 2008 and nine, then you're in trouble, okay? You, we buy on one thing and one thing only, right? Cashflow period. Nothing else values irrelevant. I don't care if you can buy a property for $1 million that three years ago sold for 3 million, irrelevant. Okay? What's it cash flowing? What's the potential cashflow and how does that tie into your, to the expenses and what's your NOI? That's what you buy on period, okay?
That's why my book is titled The new rules of real estate investing. That's the subtitle in the new rule is buy on cashflow, not value, okay? Letting emotions drive your decisions. Guys, remember, this is a business and these properties are driven by empirical data numbers, okay, and now don't get me wrong, if a property is visually appealing, it's going to be visually appealing to tenants and that's okay, but don't get so caught up in the fervor of your first deal that you ignore the economics or you ignore the risk or the strategic fit. How close is it to you and you know, making sure that the property's in compliance. You want to make sure all those things are in place. Do your homework. Don't get so caught up in the deal that you ignore important details in your due diligence process. Okay? Misjudging market rent value, okay?
Don't just use apartments.com or even Zillow or whatever to to determine market rents, you've got to make the phone calls. You're going to call the competitors of the properties around there. See what they're charging, what are their vacancies? Do they, what do they include with the rent? Do they pay utilities? What are the amenities you make sure you're comparing apples to apples? Do your homework. It's just a few phone calls. Don't ignore this step. Okay? Don't rely on what the broker tells you, the market rents or even a property manager. Do Your own homework. Okay? Not being aware of unexpected local government costs. Now this one has bit me in Memphis. It bit me and it's bitten me in Tampa, believe it or not, some property, some counties require a unit inspection by a governmental agency at every turnover. Ugh, makes me crazy even say that.
But there are counties that require that, so you need to know that because that's an unexpected expense. You have to deal with that. There are time delays as a result of that. There are certain criteria that have to be met when that happens. You know, Kakoda inspections with every sale, that sometimes happens as well. And if you're under contract, you need to know that they, when you buy or sell. So just be aware of the local rules and you can find them out pretty easily. You just have to make some phone calls. Okay. Not asking for seller financing. This is such a huge one because in so many cases you're doing the seller of favor. Okay. If they're an elderly couple and they're going to put their money into the bank, you can give them and they're going to just live on that cashflow.
You can give them exponentially more cashflow, protect their money from a lot of the taxes that will happen if they cash out. I mean it's a win win. So you always want to ask, you always you want to perfect the speech that I told you in that whole dialogue about how to convince them to do seller financing and ask every single time. You'll be glad you did. Getting bad financing, not shopping around on the next slide for your best financing options for your deal and back to this one, paying higher than market interest rates or not paying attention to your monthly payment and calculating your debt service coverage ratio properly. Now bank's not going to let you do that, but you could do that with seller financing if you're not careful or having a too short of a window on your balloon payment.
Don't put yourself in a situation where you buy in the market contracts and you know the worst thing in the world is to have a property that's cash flowing, but the values have gone down so you can't refinance and pay off a balloon. There's nothing worse than that. So make sure you give yourself enough of a time horizon borrowing too much money. I've done it, suffered for it. I don't want you to get that memo or have that seminar. Okay? So pay attention. Pay attention to your debt service coverage ratio. Pay attention to what you're doing and make sure you don't overextend. If you're borrowing money against your personal residence to go out and buy a property, make sure you calculate that payment into your debt service coverage ratio on the new properties. You don't get in trouble. Okay? Pay attention to this. Don't overextend yourself.
Life's too short for that kind of stress. Trust me. I know underestimating repair costs kind of touched on this a minute ago, but you need to really look at the age of the property, which, which is what I've done here on some older properties, and I've owned properties that are about a hundred years old, 30 years old, 60 years old, and things go out. Very expensive things. So you've got to look at the age of the property. Look at what the condition of the systems. Look at the condition of the roof. Look even the foundation. Make sure that you're estimating ongoing maintenance costs. And I'm tell you an older property, it's gonna cost you more on an annual basis to maintain than a newer one periods. It's common sense. So make sure you it take the time to properly analyze being conservative, what your costs are going to be.
Don't underestimate them just to make the deal work on paper. You'll be very sorry if you do that. Maxing out all your resources on one asset. Okay? Meaning using credit cards, doing everything, using all your money to buy a property and not having any reserves. Very dangerous. And if you know, if that's a potential problem for you, bringing a partner, this is a team sport like I said. So just be careful. Don't get in trouble. Don't get yourself in a situation where you're going to get in trouble. Use common sense. Make sure you've got some cushion, not putting yourself in the perspective tenant's shoes. You need to walk the property day and night and see if you'd want to live there. And if you're scared to walk down the street, that's a clue. Okay? So put yourself in the tenant's shoes.
Go in the property. If the closet is this big, that's a problem. If the bedroom is eight foot by 10 foot, that's a problem. So don't get so wrapped up in the deal, you really not paying attention to how nice the place is, how livable it is, how you know, is the unit size big enough? Is it desirable? Is the area desirable? Put yourself in the tenant's shoes. Hopefully you got the memo on this one. We don't buy anything in our own name. We use LLCs. I taught you how to do that. Make sure you do that. I don't even recommend you have your own property, your personal residence in your own name. I recommended land trust or something other than your personal name from, you know, when you become a landlord, you've got a bullseye on your forehead and you know, people love to sue people that have money and you're going to start having some money, some real money.
So be careful. Take the steps you can take that don't cost much money to protect yourself. Okay. Choosing bad contractors. This one's tough to avoid. I will tell you, I've done it. I've done it in the recent past, but if you do your homework, you get references. You, you know, sign agreements that if they don't meet the time, you know, the timeliness of the job they get, they get a docked and some contractors can help you find other contractors. You do this through word of mouth maybe or you find local real estate investors in your market. Find out who they use and they recommend get recommendations. Try not to do this stuff blind hiring these guys blind. Try to find people that have used them before that have had a good experience. And I will tell you this has happened to me many, many times where a contractor starts out great on one job and then their work performance suffers, as time goes along.
So that's also a dynamic. You want to be very, very careful that you stay on top of them and manage them on an ongoing basis until you've done so much work with them. You don't have to worry about them anymore. But it's a common dynamic I've seen where the quality of the work suffers after a period of time. Keeping all the same contractors after you purchase a property. I don't recommend you do that. I think you bring outside people in and see that the job that the previous contractors have been doing has been up to par and maybe you keep them, but maybe you don't. So don't feel like you have to get out there and get other bids. You might find that they're not competitive anymore and you can get a much better deal on particularly ongoing maintenance type work or even contracts with vendors.
So get bids. There's the best is the basic message and make sure you get recommendations, like I said, from other people in the marketplace that you trust to find the best contractors you can find, mixing your personal assets or expenses with those of the property. Big Mistake. Okay. From a tax standpoint, from an accountability standpoint, definitely if you've got partners or you're syndicating, you absolutely cannot do this, okay? Not having a safety net, I talked about that, touched on that previously. Make sure you leave yourself a cushion. Make sure that you account for Murphy's law, okay. Because Murphy's law happens. It's happened to me many, many times. So it just makes sure you've got some sort of a cushion or the ability to take care of a problem if it comes up okay, running out of cash along the same lines, you just don't want that to happen, okay?
Because there's nothing worse than having a great property, but you need some temporary money to get it over a hump or take care of a big expense and you don't have it. That's a problem. You lose tenants or worse you lose the property. And so just don't put all your eggs in one basket. Make sure you've got some eggs left in the basket. Here's the one that happens all the time. Owners will not make needed repairs and then they lose tenants and then there's more repairs needed and it is a death spiral. Take care of your tenants. Take care of your properties. Do preventative work that I was talking about. Air conditioning filters. Make sure you take care of that because air conditioners are big expenses. They're there, you know, things that need to be done on a regular basis to maintain systems.
You want to make sure you're doing them, looking at your roofs, making sure if there's repairs that are needed, you do it. So be preventative. This ties into contractors. Again, contractors will slowly raise their costs. It's called an expense creep and you don't want that to happen to you. So pay attention to what they're charging you and don't allow it. Okay. Turnover of units. As I've told you, this is the biggest expense you have. So you want to do everything you can to take care of your tenants, you know, make sure they feel valued. Make sure that if they've got a maintenance request, you handle it and people will stay. They'll pay market rents if they feel like they're taken care of. So you want to do everything you can to avoid turnover. And then when you have a turnover, you, you handle it as quickly as possible to minimize the expenses, wasting money, putting in amenities that don't impact your bottom line.
And this is a common one. People feel like they need to put in amenities for their complex and then they find out nobody ever even uses them. So if you're considering an Amenity, I would pull your tenants and see if they're even gonna, you know, maybe get them involved in the process. Would they rather have this done versus this done if you've got some extra cash, but don't just throw amenities in unless you've really done some analysis because they can regularly be a waste of money hiring the wrong management company. Now I go into this in detail. You guys have gone through it in the course, so I'm not going to go into all the things you do, but there, you know, you're gonna make the phone calls, you're going to ask for the reports, you're going to ask for the references. You're going to take the time to interview to see how they operate.
So don't just jump at the first one and don't short circuit that process. Don't get lazy. Do the homework because I can tell you there is nothing worse than having the wrong management company and having to replace them. And the economic repercussions of having the wrong management company. You know, vacancies, higher expenses. Don't go there. Make the phone calls up front. Make sure you hire a good one, if you're going to hire, if you're not going to self manage hiring the wrong onsite employees. Now I've fallen into this many, many times. You have to do your homework. You don't jump at the first person you call references. You get referrals if you can. Sometimes you might even poach employees from other properties, but you take your time to try to hire them to do the best hiring practices you can to try to hire the best person and then you hold them accountable.
You get your reports, you do what you have to do to make sure they're doing their job and make it as easy on you as you can. Not having a viable business plan. Now, I don't know, you don't need a business plan to the extent that I have on this slide, but you have to know what your exit strategy is. You have to know what you plan to do to add value to that property. You have to thought through this and mapped it out, and that's what I'm talking about here. And lastly, not learning from your mistakes. I mean, I've had some very, very big seminars, as you know now, and you're going to have some too. You're going to have some setbacks. You're going to make some mistakes. Just make sure you learn from them and you are well on your way to lifetime cashflow. So pay attention to these mistakes, but don't let them paralyze you. You move forward, you take action, you do what you have to do to make it happen.

