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Whether you’re thinking about retirement in the next five to ten years or you are just beginning 

to seriously consider your financial future…you are looking for just the right vehicle to achieve 

high and consistent return on your investment dollars.  

Yet, events in the last few years have conspired against serious investors:  The near collapse of 
the financial market, the decline of the real estate market, and the overall economic malaise 
mean it’s harder than ever to achieve a high and consistent return on investment.

Boomers nearing retirement age should be retiring – 
but they are not. Baby boomers face many new 
challenges unknown to previous generations, and 
these challenges will impact their ability to maintain 
a financially secure retirement in the future. 

Over the last several years, U.S. retirement funds have 
taken one of the biggest beatings in history.    From an 
all-time high in October 2007 to March 2009, the S&P 
500 market plummeted 56%. In 2008, Americans 
lost $7.4 trillion in their pension plans and individual stock portfolios. 401(k) accounts totaled 
$2.35 trillion at the end of 2008. The average 401(k) balance has plummeted an additional 27% 
since 2008. On average, plans have lost 40% - 60% of their total value since 2007.

Although the stock market is beginning to return to pre-crash levels, many Americans are 
concerned about their investment portfolio and do not have much faith in the highly volatile 
listed equities market.  Investing your retirement assets properly in 2014 and 2015 could mean 
the difference between a comfortable (even luxurious) retirement and penny-pinching during 
the “golden years.”

How to Passively Build Long Term 
Financial Wealth with Real Estate
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Much to the chagrin of the stock market, real estate has been and always will be the “constant” 
available. Constant in the fact that ultimately everyone will need real estate; whether we are 
investing in our first rental or starting our business, we all need real estate in our lives. 

So what is this book all about? It is about wealth building and controlling your future. It is about 
taking advantage of the opportunities that current law presents and using this knowledge to 
build wealth for your future.

I have also tried to make it very straight forward. The goal here is to provide you with pure 
education that will help you make an informed decision on your future investing approach, not 
to push a product or sell you an investment property.   

If we have learned nothing else over the past couple of years, we have all discovered that we 
cannot sit back and place our money with a stockbroker and assume that our money will double 
every seven years. Our world involves too many unknowns to hope that our investments will 
just go up. 

At the core of the forthcoming strategy is the concept of Investment Self-Direction. Self-
direction allows investors to study various assets and the risks and rewards associated with 
investing.

In the current economy, self-direction has taken a big leap forward 
in credibility. The internet has been a powerful force in spreading 
the word about the concept of self-direction and giving investors 
the tools to make informed choices. 

The following pages of this book will walk you through our proven 
formula for generating long term financial wealth by investing in 
cash flow real estate. What makes this book unique is that I have 
written if for the passive investor. As I am sure you are aware, there is no shortage of books, 
tapes, courses, seminars, etc. on the subject of active real estate investing.  

But if you are like most people I talk with, you either lack the experience or time required to 
ensure your success in real estate investing. So what are you to do?

Again, if you are like most, you remain on the sidelines, hesitant to take a plunge into an 
investing strategy you confidently believe to be very viable, but just out of your reach.  

But rest assured, there is a solution to your dilemma, and the following pages will enlighten you 
on an emerging opportunity that allows you to get involved in real estate investing by leveraging 
the experience, buying power, and property management skills of seasoned real estate investors 
… the concept of Turnkey Passive Real Estate Investing. 
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Before we get started with specific strategies, I think it is important to take a closer look at the 

end goal: building wealth by building net worth. 

First of all, let’s define the term “Net Worth.” What exactly is that? Net worth is simply the sum 
of assets minus the liabilities. This, however, simply does not state the whole story. Each year, 
Forbes magazine shows the distribution of net worth for the United States.

The Forbes graph shows that 86% of the people make $250,000 or less each year. Yet, this 
constitutes only 26% of the net worth pie. Only 10% of the population makes more than 
$350,000 per year, yet that 10% is controlling 68% of the net worth of this country! 

These statistics are not meant to upset you. I would, however, like you to keep them in the back 
of your head as you read through this guide so you understand how most of the money is made 
in America. 

Most people make their income linearly, which means they have a “linear-income”. This simply 
means that for every hour they work they get an X amount of income. With a linear-income, a 
person must keep working if they want to keep getting paid.  

In the United State the average person works a 40-hour workweek not to mention all the other 
time spent away from the home due to having to work. Let’s say that the average is 50 hours per 
week.  

Building Wealth by Building  
Your Net Worth
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If you consider that the average person gets two weeks of vacation, you will see that 2500 hours 
per year are spent on the job. Take those hours over the typical 45-year work span, and you will 
have worked 112,500 hours!!  

If you could go back and average all the income over that 45-year period, you might find 
statistics like this:

• Average Annual Salary of $30,000 is equivalent to $12/hour before taxes and a mere 
$7.80 after taxes (assuming a 35% rate of taxation)

• Average Annual Salary of $40,000 is equivalent to $16/hour before taxes

• Average Annual Salary of $50,000 is equivalent to $20/hour before taxes

When you look at the examples above, there is a pattern that might catch you eye. 

For each $10,000 more made per year, you can add $4/hour to your hourly rate of pay. I can 
almost guarantee you that if you follow this type of system to make your money, you will have 
a very difficult time becoming wealthy. 

Everyone has heard of diversification, especially when talking about finances. If you choose 
stocks, you are told to diversify. Why? Because it is too risky to put all your eggs in one basket 
– this is simple logic.  

And yet, if you look at most people today, they almost always have “all their eggs in one basket.” 
What I’m talking about of course is most people have only one way of getting income: their job. 

Most people have ONE paycheck that goes into a bank and then comes out of the bank for a 
variety of fixed expenses. The only diversification in this picture is the number of ways the 
money flows OUT of the bank! If your cash flow fails due to sickness or inability to perform the 
given tasks, you will lose all of your assets.  

So, what’s better than linear income? Why, it’s residual income of course!

Residual Income is income that keeps coming in month after month, year after year, from work 
you do just once. An example of this is income received from stocks or government bonds.  
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It keeps coming and you don’t have to work for the government. Another example is a royalty 
paid over the rights of an invention or a song. You keep receiving income for that song, and you 
don’t have to keep singing every time to collect. The best way to build your financial freedom is 
by securing residual income from many sources.

Now, to clarify, not all residual income is passive income. In fact, most residual income has 
some “residuality.” Don’t try looking that word up in the dictionary – it is my own creation. The 
residuality of an income source refers to the extent that you have to put effort into establishing 
a cash flow. Some forms of residual income are labor intensive in the beginning, some in the 
middle and some at the end. I do not believe in completely passive residual income – you 
should always have control and take charge of all of your income sources.

Regardless of the residuality of the income you choose, the benefits of residual income are 
excellent:

• Control your own income 

• Creating security 

• Being able to set your own priorities 

• Great tax advantages

Remember that I said it was important to diversify. First, you need to develop three sources 
of residual income. This will provide you with a variety of ways to feed your asset base. What 
exactly is an asset? For the purposes of this book, an asset is something that has positive cash 
flow and goes up in value over time.  

Then make sure your residual income equals three times your original linear income. Yes, three 
times. This will provide you with a cushion.  

The last part of the of the rule concerns taking transitional steps towards creating residual 
income.  You are not going to be able to replace your linear income with residual income all at 
one time, so taking transitional steps will be necessary.
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For many years now, plenty of people, who are wealthy have gotten that way through investing 
in real estate. Real estate investments are some of the things that can bring ongoing financial 
profits every month. When they increase in value, your investments become that much more 
important and profitable.  

You can get your money’s worth when the value 
of your real estate investment increases. However, 
people that are interested in real estate investment 
need to know that it is more than just making money.  

There are many things you need to consider if you 
are interested in investing in real estate, in particular 
residential real estate. There is no doubt that you can 
be very wealthy with this. However, you will have to 
stay in it for the long haul in order to make it work 
for you. 

Is Real Estate for You?
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Many people know that real estate investing is very lucrative. That alone will make people want 

to get their share of the pie. They know that this is a great way to build wealth, not only for 

themselves, but also for future generations.

In addition to having monthly rental income, there are other factors that contribute to people’s 
reasons for investing in real estate. Some of them include:

• With appreciation of rental properties, there will be increased value.  In turn, this could 
help with the selling and reinvesting in properties that already have a higher value. 
Appreciation of rental properties can also make way for an equity line of credit for 
future use.

• Speaking of equity, you as an investor can invest in sweat equity, which involves making 
improvements to your real estate property. You don’t have to spend a lot of money to see 
a return on this type of investment.   

This can help the value of your property go up faster than it would have if you had not made 
improvements. So, if you spend $3,000 on cosmetics and miscellaneous items, then the value of 
the property could be double or more of the amount you spent on improvements.  Note:  if you 
are investing using your IRA, you need to be very careful what interactions you have with the 
investments your IRA holds.  Read closely the IRA section for more information. 

• Being a real estate investor during inflation times is not necessarily a bad thing.  Even 
though rental payments increase during this time, your mortgage loan payments should 
remain the same. Because of this, you can have an increase in cash flow.  

Why People Invest in Real Estate



Another thing about inflation is that you can also gain more renters (if you have vacancies) 
because some people may not be able to secure mortgages during that time. Since you will have 
a greater demand for renters, the rent will also increase. This is part of the process of supply and 
demand.

• Using “other people’s money,” or “OPM,” is a good reason for people to invest in real estate. 
You can find a bank that will secure a loan for you for your real estate investment(s). 
The better your credit is, the better chance you have of securing a good fixed rate loan 
with low interest rates.  

• Real estate investing is considered a business. You can use the expenses from it and 
deduct them from your taxes. This includes anything that you’ve purchased, had 
repaired, paid fees for, or anything else related to the investment in question.  

Even if you have to travel to properties outside the region in which you live, those expenses can 
also be deducted from your taxes. If nothing else, being able to deduct expenses from your taxes 
is like a marriage made in heaven.

8
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There will always be businesses that will thrive in their season. There are others that will thrive 

for a moment, and then they fail and end up closing shop. For those who are interested in real 

estate investing, the same thought may cross their minds. Of course, you have to make sure that 

you are in the right place at the right time to get properties and get tenants in them.  

There will always be businesses that will thrive in their season. There are others that will thrive 
for a moment, and then they fail and end up closing shop. For those who are interested in real 
estate investing, the same thought may cross their minds. Of course, you have to make sure that 
you are in the right place at the right time to get properties and get tenants in them.  

Like everything else, there is a rise and fall in the real estate market in general. Even with that, 
you can still benefit from real estate investing. In fact, some of the best times for potential real 
estate investors to get great deals for investment properties arise when the economy is not at its 
greatest.  

Currently, the prices of properties are lower because the 
banks want to sell and get rid of them. This can be a great 
deal for those who can get in the market quickly to snatch 
up those homes and use them as rental properties. There 
will always be someone that is looking for a place to live.

Another thing about today’s realty market is that you still 
have some stability even with a downturn in the economy, 
as described above. Don’t think that it is the end of the world 
when there are economic downturns. It isn’t. People don’t 
realize that it is one of the best times to purchase property at 
an affordable price and sometimes at a real steal.

Why Real Estate Investing Continues to 
Have a Market
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Perhaps the most important thing to know about real estate investments is to make sure that 

you will have a consistent cash flow. If you don’t have a consistent cash flow coming in, then 

you’ll have a difficult time creating wealth in real estate investing.  

In addition to having cash flow, there are some ways that you can profit from real estate 
investments. This book will explain some of them:    

• Having rental properties and getting income from 
them is one of the best known ways to profit and keep a 
consistent cash flow going. The more rental properties 
you have, the better chance you have of creating 
sufficient wealth streams for you and your family. The 
good thing about this is that even though there are 
risks, with a market downturn, money will still flow in.

• Have you thought about paying off your mortgage? Well, now may be a good time to 
start.  The more you pay off, the more your equity increases. If need be, the equity can 
be used for other things.  

• If you can afford to get an equity loan, the money could be used for investing in other 
properties. Keep in mind that you don’t want to get in over your head with more debt, 
so only do this if you can make the loan payments without any problems. 

• If you want to get a better price for your property, you may want to spruce it up a bit.  
Make some upgrades to it so that it will look presentable. This is a great way to increase 
value, and prospective renters will also see the value in what you have accomplished.

• Real estate will generate a steady stream of passive income.

Benefits of Real Estate Investments



• Your investment is secured through the property’s insurance, equity, appreciation, and 
profits (cash flow), thereby minimizing risk.

• There are multiple exit strategies through refinancing and selling of property.

•  Your properties are real, tangible assets—not paper assets.

• During economic downturns, the demand for affordable housing increases.

• Value is determined by the income your property generates, not market conditions.

Let’s discuss each benefit of real estate in greater detail. They include  1.) To Obtain Net Spendable 
Cash Flow 2.) Tax Advantages Given to Real Estate Investments 3.) To Hedge Against Inflation 
4.) Profit Through Appreciation 5.) Leverage Your Money and 6.) External Factors that Impact 
Real Estate.

1. TO OBTAIN NET SPENDABLE CASH FLOW

The term net spendable cash flow is derived from the total cash income less disbursements for 
expenses, including debt (mortgage), during a given period of time. It is normally expressed as 
a percentage of the invested capital.

The returns on real estate investments normally run anywhere between 8-20% annual spendable 
cash flow on successful cash-flowing projects. Net spendable cash flow does not even include 
the additional returns that are generated from mortgage amortization or appreciation of the 
property. There is not much in the investment arena that allows you to enjoy such a high yield 
return on your net spendable cash flow combined with appreciation.

2. TAX ADVANTAGES GIVEN TO REAL ESTATE INVESTMENT

Depreciation: Tax laws allow annual depreciation to be written off as 
an expense item, resulting in an additional tax shelter to you when 
loses for tax purposes are generated that are greater than the profit. 

No Capital Gains Tax: When you sell off your stock portfolio, you 
are subject to a 15% tax liability. In real estate, you can defer taxes 
for life, which means – no capital gains tax! When a property is sold, 
you have the option to reinvest your gains into another property 
(also known as a 1031 exchange) and avoid paying capital gains tax, 
allowing you to leverage your money to acquire more investment 
properties. This in turn will give you more cash flow and equity 
appreciation, thereby growing your wealth much faster.
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3. HEDGE AGAINST INFLATION

As inflation causes price levels to rise, the price of your real estate and the cost to duplicate the 
property will increase with inflation. Apartment leases are set from one month to one year. As 
inflation causes prices to increase, you can adjust leases accordingly to keep pace with inflation.

4. PROFIT THROUGH APPRECIATION

The term appreciation refers to the value of a property over a period of time. There are methods 
that can be implemented to increase appreciation of a given property. Every year that you hold 
your property, it is increasing in value through internal and external forces that will increase 
the price others are willing to pay for your asset and increase the income your asset produces. 

These include:

• Decrease in expense 

• Increase in income

• Principal reduction

• Property improvement

• Growing markets

5. LEVERAGE YOUR MONEY

Leverage is a result of acquiring a property in which the debt is several times the amount of 
original equity. You can leverage your money so that you do not need volumes of ready cash to 
purchase. Leverage is one of the most significant advantages of real estate investing. It makes 
real estate affordable, and with a minimal amount of money, you can finance the balance for the 
longest term possible with today’s record low interest rates. There is no other form of investment 
that you can put in as little cash and get as high a return with an appreciating asset.

6. EXTERNAL FACTORS THAT DRIVE THE SUCCESS OF REAL ESTATE

People always need a place to live.  Shelter is one of the basic requirements of existence. There 
are a number of factors that will cause demand to soar even higher in the next decade.

Lower Homeownership Rates (Higher Foreclosures and Short Sales)

Foreclosure tallies continue to break records. Foreclosure filings were reported on more than 
2.8 million properties in 2009, up 21% from the previous year and 120% from 2007, according 
to RealtyTrac. There are over 4.5 million more renter households today than there were in 2004 
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when homeownership peaked at 69%. Even as recently as June, 2014, the U.S. Census Bureau 
reported that homeownership stands at only 64.7%. 

Strong Immigration Level

Between 1995 and 2000 the immigrant population in the United States rose by 53.5% according 
to the U.S Census. And immigration is expected to continue growing over the next couple 
of decades. According to the U.S Census Bureau, only 34.9% of the noncitizen residents are 
homeowners. That means 65% of the immigrant households rent.

Echo Boomers Are a Key Demand Driver for Rentals

The echo boomer is an individual born between 1982 and 
1995. It is estimated that there are around 80 million echo 
boomers, making them the largest demographic group in the 
United States since the 1960’s. As a group, they comprise over 
one-third of the total U.S. population. Why are echo boomers 
so significant? According to a study generated by Harvard 
University’s Joint Center for Housing Studies, 80% of all 
households whose residents are under the age of twenty-five 
are renters, and 65% of those with residents ages twenty-five 
to twenty-nine are renters. That’s a lot of renters!

Entry of Baby Boomers in the Rental Market

According to the same Harvard Study, a large portion of adults aged sixty-five and older are 
renters. Currently, about 4.1 million households aged sixty-five or older rent in the United 
States. 

That number will grow exponentially in the coming years as more and more of the 78 million 
baby boomers begin to retire. According to an article by the National Association of Realtors, 
19% of all baby boomers are renters and 37% say they have difficulty making ends meet. Many of 
these households rely on dual incomes. It is inevitable that the financial pressures of retirement 
will force some of these households to rent after retirement. Retiring baby boomers will thus 
be an important factor in the rental market in the coming years. Combined with the estimated 
26.3 million immigrants that will be renters, 52 million echo boomers, and 14.8 million baby 
boomers, an estimated 93 million renters will be added to the market over the coming years. 
Numbers like that simply can’t be beat in any other sector of the real estate market.
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Investing in real estate can be approached in two ways, actively or passively. When actively 

investing in real estate, you assume the position of landlord and sometimes property manager. 

Passive investing does not include nearly the same responsibility or time obligations. Passive 

investing can be done through partnerships, REITs, or turnkey rental property.

ACTIVE REAL ESTATE INVESTING

Active real estate investing takes much more time and can be a career in itself.  With the extra 
time and effort can come great rewards; active real estate investing can often create larger returns 
on your capital than passive investing.  People can either do active investing by developing land, 
flipping properties, or renting out property.  Sometimes, a combination of these is even applied.

By taking an active role, an investor does have the opportunity to 
improve the property, and therefore, raise its value and sell for a 
larger profit. With a passive investment, you are not in control of 
the property, so you must depend on those who are managing the 
property. As an active investor, you also have control over which 
properties you will buy and manage.

The disadvantages to active investing are, of course, the amount 
of time and expertise it takes. You are also limited in terms of 
diversifying your portfolio or taking on large property developments 
based on the amount of funds you have to spend on investing.

However, there are people with other professional jobs who enter 
the business as a side project or one-time deal. If you are in the latter group, you may be in a 
situation in which your own time is a luxury you simply cannot afford to spend on renovating 

Active or Passive Real Estate Investing?
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and advertising a property. Perhaps you already have a demanding full-time job as well as family 
or community concerns that eat up the rest of your day.

If you are in this position, carrying out all the complex processes yourself is doubly daunting. 
Therefore, you may want to make your investment in a turn-key property. This is a piece of 
real estate that is completely ready for sale or even for moving in. Some turn-key properties 
can come with furnishings for the user. Of course, such a property is likely to be much more 
expensive than one that still needs a lot of work done. However, if you have a demanding, high-
paying primary job, a ready-made piece of real estate might be your best bet. To borrow a term 
from the economists, you should also consider the opportunity costs. You may save money 
by taking more time on a cheap property, but you will lose the opportunity to generate more 
profits from your regular job and side projects.

In this day and age, time is money. To save one, you may have to spend more of the other, but to 
the investor who is also a busy professional, such an exchange could be well worthwhile.

PASSIVE INVESTING

Unlike active investors, passive investors buy a property and typically don’t actively attempt to 
profit from short-term price fluctuations. Passive investors instead rely on their belief that in 
the long term the investment will be profitable.  However, there are ways to create a cash flow 
during the time the investment matures. 

With passive investments, the investor avoids the headaches 
and time associated with active real estate investing. 
Property management is taken care of by the partnership 
or corporation. This frees up the investor’s time, which is 
why it is called passive income. The disadvantage to not 
being actively involved in the ownership and management 
of the property is the passive investor does not have the 
opportunity to directly make improvements to the property 
to increase its value. Therefore, passive investments may 
potentially not be as profitable as active real estate investing.

In addition to freeing up time, passive real estate investing also allows the investor more 
opportunity to diversify their investment portfolio and spread the risk. With direct investing, 
the average investor cannot afford to invest in a large number or types of properties. With 
passive investing, this is possible.

The focus of this report is to introduce you to a passive strategy that allows investors to enjoy 
the benefits of real estate investing without the traditional headaches and time consumption 
required in active real estate investing. 
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The Turn-Key Process 

There are a number of real estate 
investment firms focused on providing 
investors alternative methods for 
purchasing real estate. Their aim is to 
help clients utilize retirement assets to 
act as “cash buyers” in this market. Most 
believe real estate investors make money 
at the time of purchase, so they work 
hard to identify the best opportunities 
for their clients. Ultimately, they believe 
smart real estate investing can provide 
greater safety with higher returns than 
alternatives, and clients with retirement 
accounts need this important diversification tool. These firms seek appreciation opportunities 
with no debt and income properties with a cautious use of debt.

FIND CASH FLOW PROPERTIES 

Most real estate investment firms place the investments offered to clients into three categories:

1. Wealth Building - Ideal for the majority of our clients who are looking for substantial 
growth in their portfolio. 

2. Wealth/Income - The generation of both income and cash payments during the term; 
primary focus is on the larger gains at the end of the project term. 

3. Income - Provides a steady cash flow stream. Perfect for investors entering the retirement 
phase. 

Passive Strategy That Is Working Well 
Today
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Clients are the Sole Director of their capital. Real estate investment firms do not hold investor/
client money. They typically perform a thorough due diligence process on each investment. 
The clients have all the information necessary to make an informed decision. Each investment 
has complete accounting of where the money is allocated and how the money is utilized. They 
also work directly with the client’s IRA custodian or advisor and assist with all the necessary 
paperwork to ensure the investing process is as trouble-free as possible.

The phrase “turn-key investment properties” is becoming more popular in the real estate 
investing arena.  It implies that all the work is done from A-Z and an investor literally steps 
into a cash flowing investment property. To qualify as “turn-key,” the property should be fully 
renovated with a property management professional in place and preferably already rented.

For many investors acquiring such a property is the key to success, especially when considering 
all the steps involved for a property to become turn-key. Here is a brief list of steps:

• learn a neighborhood or market to invest in 
• determine rent comps 
• view foreclosures for sale within that market 
• determine repairs needed 
• make offers 
• attend closings (at time of purchase) 
• obtain final water bills 
• turn on utilities 
• file property transfer affidavits with the county 
• pull permits 
• obtain repair quotes 
• hire contractors 
• schedule contractors 
• determine extras/change orders 
• inspect work 
• ensure work is meeting high standards 
• pay contractor draws 
• hire a property manager 
• register the property as a rental with the local municipality 
• obtain a tenant 
• front the cash to purchase and renovate 
• handle accounting (keeping track of all the draws, expenses, etc.)



Not only must the investor be experienced and knowledgeable at rehabbing, he/she must be 
willing to commit a tremendous amount of time (even when outsourcing responsibilities).

Therefore, when it comes to real estate investing in investment property, some investors turn 
to a specialists or a “turn-key property provider” who provides already renovated and rented 
properties at wholesale prices. The right specialist has a system and team in place to find and buy 
the right properties, in the right areas, at the right prices; and then they successfully renovate 
and rent the properties, offering them for sale at wholesale prices.

Turn-key providers focus on providing hassle-free real estate investments with above average 
monthly returns. 

The process is simple and effective.

Step 1:  Their team of analysts identifies markets that have “bottomed out” (currently 
appreciating by 1% to 1.5% per month).

Step 2:  They hand select and purchase individual properties out of the properties being 
offered in bulk from banks and REO sources.

Step 3:  They refurbish the properties to “new” status.

Step 4:  The company will typically assist in finding experienced property managers to 
manage the property (i.e. find and screen tenants, collect rent, handle fixes, etc.) Or if 
you prefer, you also have the option of managing the property yourself or hiring your 
own property management company. 

Step 5:  They deliver rental profits to you (or your IRA) every month ($650 to $1000 per 
month)

What this approach does for you:

Protects Your Wealth

•  Tax-free growth of your assets

• Tax-free withdrawals of your assets someday  (when you are 59½ or older and the Roth 
IRA is more than 5 years old)

•  No minimum distribution requirements once you turn 70½

•  An eventual reduction in your taxable estate
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You Control It

•  You own the property outright, in your name—it is not part of a REIT, TIC, etc.

•  All funds are handled through a reputable escrow or title company with title insurance.

•  Turnkey providers are not typically in a pool, a fund, or a trust.

•  You are free to select another manager, sell your property, or do whatever you wish.

10% to 14% Cash-on-Cash Return on Investment

•  The annual cash-on-cash return generated from rents collected typically ranges from 
10 to 14%

•  Appreciation has been running at approximately 1% to 1.5% per month or 12% to 18% 
per year.

You (or Your IRA) Are Paid Every Month

•  You receive a net monthly cash flow ranging from $500 to $1000.

•  You receive a check (or money is deposited into your account) every single month. You 
also receive a monthly report detailing your earnings.

21
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I have spent a lot of time in this report detailing the benefits of real estate as an investment 

tool. No matter your level of experience or time you have to commit to it, you have options to take 

advantage of this once in a lifetime real estate buyer’s market. 

Now I am going to share with you one of the greatest tools ever created to help you build long-
term wealth … the Real Estate IRA.

You see, a little-known IRS provision lets you extend your real estate purchasing with tax-
deferred dollars.

HOW IT WORKS

If the option of using tax-deferred funds to purchase property sounds appealing, you’ll need 
to locate an independent IRA custodian that allows real estate investments and work with 
that company to set up an IRA account. Most banks and brokerage companies—the most 
common IRA account options—limit your choices to certificates of deposit, stocks, mutual 
funds, annuities, and similar financial instruments. But Section 408 of the Internal Revenue 
Code permits individuals to purchase land, commercial property, condominiums, residential 
property, trust deeds, or real estate contracts with funds held in many common forms of IRAs, 
including a traditional IRA, a Roth IRA, and a Simplified Employee Pension plan (SEP-IRA), 
or a SIMPLE IRA.

To find a custodian that specializes in real estate, search under terms such as “real estate IRA” 
or “self-directed IRA.” This latter term was coined by the financial industry in the 1980s to 
distinguish the self-directed IRA from other IRAs that focus on stocks and bonds. The IRA 
account holder can’t serve as the custodian of his or her own account. However, it’s important 
to select a custodian knowledgeable about the types of investment you’re interested in because 
the custodian holds title to the real estate. Do your homework, and understand what you’re 
getting into.

Grow Your Wealth Tax Free in an IRA
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Fees can vary widely among custodians, as can the flexibility of the services provided for account 
holders. If the custodian holds real estate on your behalf but does not service it (collect the rent, 
etc.), you may have to contract with other providers. However, be sure that all rents are paid into 
the IRA and that all taxes are paid by the IRA.

PURCHASING THE PROPERTY

Most IRA custodians that hold real estate will usually allow you to purchase raw or vacant land, 
residential properties, or commercial buildings for your portfolio. In addition, some custodians 
may permit foreign property or leveraged property.

Since buying a property may require more funds than you currently have available in your 
IRA, you also can have your IRA purchase an interest in the property in conjunction with 
other individuals, such as a spouse, business associate, or friend. Also, keep in mind that if the 
property is leveraged, the debt must be a non-recourse promissory note.

Unfortunately, Internal Revenue Service regulations will not let you use the real estate owned by 
your IRA as your residence or vacation home. Nor can your business lease space in your IRA-
held property. The underlying premise for any real estate investment purchased with IRA funds 
is that you can’t have any personal use or benefit of the property. To do so may cost you plenty 
in taxes and penalties.

There are a few other IRS limitations as well. You cannot place a real estate property that you 
already own into your IRA. Your spouse, your parents, or your children also couldn’t have 
owned the property before it was purchased by your IRA. Property owned by siblings may be 
allowed, since the Internal Revenue Code (section 4975) specifies that only “lineal descendants” 
be disqualified.

Once you’ve chosen a property, your IRA custodian—not you personally—must actually 
purchase it. The title will reflect the name of your IRA custodian for your benefit (such as Silver 
Trust Co., Custodian FBO John Doe IRA). In addition, if you put up earnest money with your 
personal funds, you’ll need to make sure you include that amount in the total due so that the 
title company can reimburse you upon closing.

OPERATING AN IRA-HELD PROPERTY 

Because all property expenses, including taxes, insurance, and repairs, must be paid from funds 
in your IRA, you’ll need liquid funds available in your account. Of course, all income generated 
from the property will be deposited in your IRA account, so you can use that money to cover 
your costs. You also can make annual contributions within federal guidelines.

Currently, you can contribute $5,000 annually to a traditional or Roth IRA ($6,000 if you’re 
age 50 or older) and as much as 15% of your annual compensation, up to $49,000, if you’re a 
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self-employed individual with a SEP-IRA. If your account doesn’t have funds to cover property 
expenses, you will have to withdraw the property from your IRA and pay taxes on the value of 
the property as well as possible penalties for early withdrawal.

It’s also possible to sell properties while they are held by your IRA, so long as the purchaser 
is not a family member. Once a deal closes, your IRA account now holds the cash proceeds—
ready for you to make your next investment. An alternative is to sell an IRA-held property with 
seller financing so that all payments made by the buyers are paid to the IRA.

DISTRIBUTING YOUR PROPERTY 

You can withdraw real estate from your IRA and use it as a residence or second home when you 
reach retirement age (age 59½ or older for a penalty-free withdrawal). At that time, you can elect 
either to have the IRA sell the property or take an in-kind distribution of the property. Under 
that arrangement, your IRA custodian assigns the title to the property to you. You will then 
have to pay income taxes on the current value of the property if it’s been held in a traditional 
IRA. If the property was held in a Roth IRA, you won’t owe taxes at distribution. This makes a 
Roth IRA extremely attractive if you anticipate that your real estate investments will appreciate 
over time.

Whether your retirement strategy is to hold properties or buy and sell for gain, real estate 
investing through your IRA can yield extraordinary returns toward your future retirement.

IRA OPTIONS

While any form of IRA allows for real estate investment, there are other pluses and minuses to 
consider when choosing the account type that’s best for you:

• A traditional IRA lets you deduct annual contributions (currently set at $5,000, or $6,000 
if you’re age 50 or older) from your income. However, once you begin withdrawing 
money, those funds will be taxed as regular income.

• A Roth IRA gives you no deduction on your current contributions (again $5,000) but 
does allow you to withdraw funds tax free. If you expect to buy a real estate investment 
in an IRA and hold it for a long period, this is probably your best option, particularly if 
the property increases in value over that period.

• A SEP-IRA is designed for self-employed individuals and small companies. You can 
contribute up to 25 percent of your compensation, or $49,000, whichever is less. 
However, keep in mind that if you have employees, you must make contributions for 
them as well. This option is a great alternative for real estate practitioners who can make 
the higher contributions because they can build up funds more rapidly to purchase 
properties. Withdrawals from a SEP-IRA are treated like those of a traditional IRA for 
tax purposes.





26

Yes, it is true; your IRA can borrow money to purchase the real estate. 

If you’ve ever wondered about using leverage in your self-directed real estate IRA, wonder no 
more. A non-recourse loan is your answer. If you’re eligible, it allows you to use a portion of 
your IRA funds to leverage a purchase.

In the truest definition, a non-recourse loan is a loan for which the IRA account holder is not 
personally responsible for repaying. In the event of a default, the lender can only reclaim the 
property attached to the note as satisfaction. Due to this very unique characteristic, however, 
non-recourse lenders have very stringent liquidity and down payment requirements for IRA 
holders who look to use non-recourse loans to fund their real estate purchases.

As a general rule, a non-recourse lender will require that an IRA account holder have between 
30% and 35% of the purchase price of the property to be loaned on vested within their IRA 
account. This places a lender at a more favorable loan-to-value ratio and lessens their initial 
risk. As well, the IRA account holder should remember that all of the property’s expenses (taxes, 
insurance, improvements, etc.) must be paid out of the cash balance of the IRA as well, so 
sufficient liquidity beyond just the 30-35% down payment must be available.

There are generally restrictions on the types of properties that non-recourse lenders will fund as 
well. Cash-flowing residential or commercial structures are preferred. The logic behind this is 
simply that if the lender has to reclaim the property, they stand a better chance of not suffering a 
loss. Cash-flowing properties generally attract a wider audience of buyers than more speculative 
ones like raw land or resort properties. Hence, the decision of most lenders to limit the types 
of properties on which they’re willing to lend. Each lender will have their own list of approved 
property types, so be sure to check with the lender during your due diligence period.

Did You Know Your IRA Can Take Out a 
Loan to Add Leverage to Your Investing?
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As with any type of leverage or financing, there will be different loan products available. From 
traditional fixed-rate mortgages to ARM programs, there’s sure to be something out there to 
suit your particular investment goals. Discuss your needs with the non-recourse lender of your 
choice.

When researching non-recourse lenders, be aware that there are fees associated with a non-
recourse loan, just like any other mortgage. Closing costs, inspection fees, certifications, and 
recording fees will vary between lenders, so ask the lenders you interview for a complete 
schedule of fees that could apply to your particular loans with their firm.

In closing, it is possible to use leverage in your IRA to acquire real estate, just as you would if you 
wanted to make an acquisition outside of your retirement accounts. Not everyone will qualify 
for this non-traditional lending source due to the liquidity requirements, but it’s useful to know 
that the strategy is available. Whether it’s something you can immediately utilize or a plan for 
your self-directed real estate IRA funds in the future, it’s another way to use the strength of your 
retirement accounts to achieve your real estate investment goals.
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Well, I hope I have given you some food for thought and you found this book helpful.  I appreciate 

you taking the time to learn a little about Cashflow Real Estate and how you can leverage your 

IRA investment funds to take advantage of one of the greatest real estate buying opportunities 

of our lifetime.

Some final thoughts:

Many of you are probably asking yourself right now if it’s a good time to be investing in real 
estate. What if we have a “double dip” recession? Can I get financing in today’s market? How 
do I know that the values are not going to go down again? How do I know that I am getting a 
“good deal”?

With so much uncertainty in the economy today, there are many questions that keep otherwise 
savvy investors on the sidelines. If these investors were given the resources and access to the 
relationships needed to thrive in this economy, they would find that RIGHT NOW is the best 
opportunity in their lifetime to create wealth in real estate. However, investors must be armed 
with the correct thinking and pursue the correct type of opportunities to truly benefit from this 
unique time. 

The following is an outline of my “Top 5 Rules for Real Estate Investing in the New Economy.” 
It is a resource for both new and experienced investors to help them in their real estate investing 
for the coming years.

Summary
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RULE #1: Invest in fundamentally sound deals at discounted prices.

From 2002 to 2007 a lot of people made a lot of money in real estate. In the 5 year period of 
’02-’07 the country was experiencing an “appreciating market.” In some parts of the country, 
year-over-year appreciation was more than 100%, which means property was doubling in value 
every year. What resulted was a frenzy. Investors disregarded basic fundamentals and began 
purchasing on speculation. In other words, buy the property today with the anticipation of it 
being worth more tomorrow.

When that rapid appreciation was no longer an immediate factor and prices began to fall, 
investors were left with real estate that did not cash flow or even produce enough income 
to cover mortgage payments. This resulted in foreclosures, defaulted mortgages, and loss of 
investment for many of these investors.

The good news for investors today is that there are many more fundamentally sound investments 
available than there were just a few years ago. In today’s market, an investor must always look 
for deals that will produce enough income to pay all expenses and mortgage payments while 
still providing enough cash flow to make it worth their time. Additionally, the market is full of 
properties that can be purchased at or below market values.

The best deals in this market will be those that have strong cash flows with equity built in from 
the day of purchase. If the market values go up, down, or sideways, a fundamentally sound 
investment will continue to produce solid returns regardless of market conditions.

RULE #2: Invest in fundamentally sound markets.

During the run-up in values throughout the middle part of the last decade, there were “hot” 
markets to which investors flocked. South Florida, Las Vegas, and Phoenix were three markets 
that attracted investors from all parts of the country and the world. The allure of quick profits in 
pre-construction flipping and a “booming” local economy seemed to make these markets a sure 
thing. What was not factored into the decision to invest in these markets was the sustainability 
of this “boom.” Much of the job base in these areas was in construction related industries. 

Labor, both skilled and unskilled, fueled these local economies, which fueled even more 
development and demand for housing. When the market finally turned and new construction 
became virtually non-existent, many people lost their jobs, and the local economies suffered.

The world is now a dynamic, interconnected, and changing place. The US economy in the 
twenty-first century will be sustained by innovation, new technologies, a knowledge based 
workforce, and the need to care for an aging and longer living population. Recession proof 
industries such as education, healthcare, energy, and green technologies will be the economic 
drivers to our economy. As jobs are created, real estate tends to go up in value. For this reason 
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investors should pursue investment opportunities in markets where recession-proof industries 
and a knowledge-based workforce drive the local economy.

RULE #3: Position for the long term.

Throughout the 1980s, savings and loan institutions were providing aggressive and unchecked 
borrowing to developers and investors. In some instances, 100% financing was provided to 
developers for speculative building. The result of these relaxed lending practices was the failure 
of thousands of savings and loan institutions, an oversupply of buildings, and a tremendous 
resetting of property values throughout the country. There are numerous examples of buildings 
selling for ten cents or less on the dollar compared to what it cost to build. 

The smartest and most savvy investors during the early 1990s were purchasing as much product 
as they possibly could to position themselves for the next shift in the market. We are experiencing 
similar market conditions as those in the early 1990s. Relaxed lending and speculative 
investments created a bubble that has in turn created substantial buying opportunities today. 
The savvy investors of the early 1990s that purchased at that time realized that they may have 
to hold on to the investment for a number of years before they would reap the huge rewards. 
Fortunes were created for those that positioned themselves for the long term in the early 1990s.

Similar or even greater fortunes will be created today for those that purchase in the current 
market and hold until the next upswing in values.

RULE #4:   Become an expert yourself and build a team of them around you.

Anyone that has ever invested in real estate will know that it is a team sport. Even if you are a 
one person LLC, you will at times need to rely on the services, opinions, and expertise of others 
to make your investment as profitable as possible. At each step in the process of acquiring, 
owning, or selling a real estate investment there are team members that can provide a greater 
depth of knowledge or expertise than you can provide on your own. It is important that any of 
the real estate agents you work with understand their local market and can help you identify 
the excellent opportunities as they arise. You must have a working knowledge of your ability to 
obtain financing or work with an expert mortgage broker to help you in this realm.

Once you have acquired the property, in many instances it will require repair to make it 
operational. Unless you are a skilled contractor and don’t have anything else to do, you will 
likely need to hire someone for the repairs. Once it is operational you can either manage the 
property yourself or outsource the day to day management to a property manager. The property 
manager’s level of understanding of your objectives and experience managing these types of 
investments can make or break a deal. After you have invested your hard earned money, time, 
and energy, you will often find that a skilled agent can help you capture the highest price possible 
and help you complete your home run deal.
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Like any other business there is a learning curve. New investors will find that assembling their 
team of reliable experts can take years and thousand or even millions of dollars. As a way to 
short cut this learning curve and expedite the growth of your income producing portfolio, you 
should seek the council of those that already have a team of experts assembled. If you are an 
experienced investor entering a new market or having trouble taking your business to the next 
level, you can leverage new relationships with other experts to help fill in the holes in your 
current business. Those that are positioned with the proper skill and relationships will be the 
investors that will benefit the most through this transitioning market.

RULE #5: Be creative.

Wall Street received billions of dollars in taxpayer assistance because many of these institutions 
were “too big to fail.” The underpinnings of the entire world’s economy were in a lot of ways 
linked to these institutions. According to the government, allowing these businesses to fail would 
have resulted in a worldwide economic catastrophe. The US government stepped in to assist the 
banks and the world hoping that business would continue as normal. Did it work? Depending 
on which cable news network you favor, you could answer that question either way. No matter 
which viewpoint you choose to adopt, however, one certainty is that the requirements to obtain 
financing from a bank is far different than it was just a few years ago. 

Does that mean that it is impossible to get financing for a real estate investment? No. Does it 
mean that it is harder to get high LTV’s with no documentation and blemished credit? Yes. 
What should an investor do to navigate this new environment?

The answer is surprisingly simple … BE CREATIVE! This is the market in which a skilled deal 
maker will thrive. This is the market that with some outside the box thinking, a little bit of work, 
and win-win negotiating will bring about tremendous opportunities for both buyers and sellers. 
To put it in perspective, five years ago the only way to buy a deal was to go to a bank with your 
down payment in hand and take whatever offer they gave you. If you didn’t go along with these 
deal requirements, there were multiple buyers lined up behind you to take down the property. 
Your options were limited. To contrast with today’s environment, there are far fewer buyers 
with fewer financing options, so the sellers are forced to be creative. Simply stated, it has gone 
from a seller’s market to a buyer’s market. As the buyer of a real estate investment, you now have 
the opportunity to ask for more favorable prices and creative terms such as seller financing, 
deferred payments, joint ventures, equity sharing, master leases … and the list goes on and on. 

WHERE TO LEARN MORE

Want to learn more about investing in real estate through your IRA? Retirement Loft, the #1 
online community for self-directed retirement investors, offers a wealth of free resources to 
arm you with the information you need to invest confidently. Sign up today for free to access 
webinars, courses, and other helpful information. You can also access our forums to make 
important connections and get your questions answered. 
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Author Todd Senff is the founder and president of Retirement Loft, the #1 online community 
for self-directed retirement investors. Retirement Loft offers up-to-date news, investor training, 
a vast resource library, 24/7 access to forums to network with investors and industry insiders, 
interactive tools, and exclusive deals from verified sponsors. 

Retirement Loft is dedicated to making self-directing much more manageable for investors by 
providing them with valuable tools and information needed to invest confidently and grow 
their retirement nest eggs. Click here to learn more about Retirement Loft or to sign up for a 
free membership.

About Retirement Loft
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All of the information presented herein is based upon the author’s research and experience. The 
author is not responsible for errors or omissions. Laws and legal practices vary from state to state, 
and from municipality to municipality. Furthermore, laws can and often do change over time. The 
author does not vouch for the legality of his opinions, nor is there any intent to supply legal or tax 
or any other professional advice. The reader is advised to understand the laws and practices in their 
area. The author strongly encourages the reader to consult with an attorney prior to entering any 
real estate transaction or contract and before taking any action on the material written or presented 
by the author.

This book contains performance data. Presentation of this data does not mean that the same or 
similar results will be achieved in the future. Past performance is no indication of future results, 
and any claim to the contrary would be unlawful. The data are provided only for illustrative and 
comparative purposes. A variety of time periods are illustrated. Rather than focus on any one time 
period, the reader is encouraged to concentrate and learn from the educational message contained 
therein.

None of the material presented herein is intended to serve as the basis for any financial, tax, 
accounting, legal, personal, and business or real estate decision. None of the enclosed information 
constitutes a recommendation or offer to buy or sell any security. Such an offer would be made 
elsewhere by prospectus, which you should read carefully before investing or sending money.

Contracts regarding real estate, including transfers, must be in writing. Since contracts involve laws 
of countries, states and municipalities, it is recommended that you seek legal counsel. In the author’s 
presentation and writings, he touches upon subjects that could vary in different parts of the United 
States. He does not vouch for the legality of his opinions, nor is there intent to supply legal advice.

The material herein is accurate to the best of the author’s knowledge. However, the author’s opinions 
may change. The reader is encouraged to verify the status of those opinions.

This publication is designed to provide accurate and authoritative information in regard to the 
subject matter covered. It is sold with the understanding that the publisher is not engaged in 
rendering legal, accounting, or other professional service. If legal advice or other expert assistance 
is required, the services of a competent professional person should be sought. 

Legal Disclaimer
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