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Prologue
“When the student is ready, the teacher appears.”

-The Monk Who Sold His Ferrari

Six years ago I was a lost 20 year old who dropped out of college
and had no sense of direction. I found myself in a dark place, no longer
clinging to the hope I had when I was a highly touted college athlete. No
longer waking up feeling alive with ambition and drive.

But instead of giving up and giving into mediocrity I moved back
home, worked my tail off and turned my focus toward investing in real
estate. It changed everything.

Five years later real estate and house hacking have completely
changed my life. I’m now work optional which gives me the freedom to
make my career decisions based on my best interests rather than financial
strongholds. I’m now on the cusp of financial freedom and leaving my job
before I turn 30 years old.

I share this story with you because I know with everything inside of
me that this can happen for you, too. House hacking is perhaps the best kept
secret for young individuals to build wealth and financial freedom in their
life.

In this book I aim to give you a streamlined guide for you to follow
in your own real estate and financial freedom journey. You will learn the
mistakes I’ve made and see both my highs and my lows. You will learn all
of the ways to finance your properties, even if you’re young and lack the
credit or experience necessary.

Every week on The House Hacking Success podcast we speak with
young individuals just like you and I who use unique financing to make
their dreams a reality. I hope this book and our podcast give you the insight
and courage to face your fears and make the leap towards your financial and
life goals!



4

Introduction: Stop Paying Rent!
“Only those who dare to fail greatly can ever

achieve greatly.” -Robert F. Kennedy

This book grew from a curiosity for a world so profound and so
complex, that I knew my life was meant for more. More than I was exposed
to as a child and more than all the people around me thought possible. I
knew that playing it safe and having the same routine for 40 years wasn’t
what I wanted out of this short existence we call life.

Since money is the single most powerful tool we have for navigating
this complex world, understanding it is the single most important way to
create the life you’ve always wanted. If you choose to master money, it is a
great servant. If you don’t, it will be master over you.

I love time and freedom, but today those two have become rare
commodities. People have become servants to money rather than masters
over it. With increased workloads, stagnant wage growth and a much larger
debt burden, the concept of financial freedom seems elusive. However, I am
here to tell you it is not, and this E-book will teach you how to stop paying
rent and take control of your financial future!

House hacking is the tool that can allow all your priorities to come
to fruition. Do you enjoy traveling the world in search of adventure and
knowledge? Me too! Do you want more time spent with the people you love
and less time at your job? Me too! Would you like to leave your job or
become work optional and decide for yourself how you spend your time?
Me too!

The new rich operate by a new set of rules and in this book, we will
show you the game plan to give you the freedom to prioritize your life and
take control of your financial liberation.

Imagine yourself waking up late on a Tuesday, brewing your
morning coffee and sitting back, taking in the beautiful view of your
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amazing vacation destination as you spend five minutes checking in on your
properties and investments. The air smells crisper and your mind is much
clearer, thanks to the financially astute decisions you have made over the
past couple years. Sounds pretty amazing doesn’t it?

Creating wealth and your dream lifestyle is not only possible for you
but it is probable if you simply follow the formula of increasing your
savings rate over time and invest for the long term—and house hacking is
the very best way to increase that savings rate. Real Estate also provides
many tax benefits and cash flow benefits, and over time this asset will gain
in value.

House hacking is the concept of buying a multi-unit property and
renting out the other units to cover your mortgage and even make you
monthly cash flow! It is the ultimate way to maximize your current income,
decrease your expenses and begin to hyper-focus your newfound savings on
the things that bring you the most energy in life!

In this book we will show you strategies and formulas that will
make your transition into house hacking seamless and put you well on your
way to financial freedom!
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Chapter 1: Creating Wealth Early in Life
If you don’t find a way to make money in your sleep,

you will work until you die.” - Warren Buffett

The importance of creating wealth early in life seems meaningless
and lacking in significance, as an adolescent chasing after all that life has to
offer. Vehicles, entertainment and the opposite sex captivate our attention
and drive our decision making. But the fact remains, if you want to escape
the rat race and experience freedom, then the time to take action is now.

No matter where you’re at in life, financial freedom is always within
your grasp. Even if financial freedom and building wealth seems
unattainable, the good news is, it’s not. House hacking can absolutely help
you create that dream lifestyle without taking on exorbitant risk.

The average American spends roughly 50% of their monthly budget
covering housing and transportation. We struggle to pay our bills because
we take on bigger houses than we can afford, and we finance our cars which
depreciate in value rapidly. Making wise decisions in housing and
transportation are crucial to our ability to increase our savings rate. But
conventional wisdom almost exclusively tells us we should starve ourselves
of our favorite coffee or penny pinch our way out of our favorite
restaurants, entertainment or vacations. Who wants to do that?

Understanding the difference between variable expenses and fixed
expenses and how much they contribute to our monthly spending is crucial.
Why sacrifice the trivial and joyous small expenses when we can almost
immediately increase our savings rate by 40-50% by driving cars that are
paid for and house hacking for a short period of time, allowing us to retire
early and do the things that matter most to us?

By attacking the fixed expenses in our lives, we dramatically
increase our savings rate. Creating a savings rate is so crucial and is simply
the number one wealth building metric to ensure you’re headed towards
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retiring early. The graph below describes the exact science behind retiring
early and living the life you always wanted!

(https://www.mrmoneymustache.com/wp-content/uploads/2012/01/years_to_retirement.png)

To further illustrate the power of a savings rate combined with cash
flow is the fact that when your passive income matches or exceeds your
expenses, you are financially free! Based on my journey and those of many
others just like you and I, this is not an incredibly difficult thing to do when
you decide to house hack.

By following the simple process of house hacking and driving cars
that are paid for upfront we exponentially increase our ability to save. Not
only do our vehicles of choice hinder our ability to save, they’re also a
liability that loses value dramatically. A new car loses 10% of its value in
year 1, and 60% of its value by year 5. Real Estate, however, creates
monthly cash flow and long-term appreciation as well as tax savings and
peace of mind.

Creating a financial runway to be able to make better informed
decisions while we are young is so crucial. The time to act is now in order
to propel ourselves toward the dream of financial freedom and wealth
building.

What is House Hacking?

https://www.mrmoneymustache.com/wp-content/uploads/2012/01/years_to_retirement.png
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Now that we know the role that housing actually plays in our ability
to retire early, we can now define what house hacking is.

There are different ways people house hack, but the most common are:

- Buying a 2 to 4-unit multi-family house (duplex, triplex, 4-unit)
- Renting out a single-family house by the bedroom to roommates
- Renting out bedrooms or units on Airbnb
- Renting out basement apartments, attic apartments or onsite

cottages
- Renting out a mobile home or RV on a lot at their single-family

house
- Renting out parking spaces on your property
- Renting out storage in garage or shed

Basically, house hacking allows you to buy a property as a primary
residence, get a loan for as low as a 0-3% down payment, rent the other
units out and live for free or get paid to live there!

It’s the ultimate way to maximize your current income, decrease
your expenses and begin to hyper-focus your newfound savings on the
things that bring you the most energy in life!
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Chapter 2: Financing
“Capital isn’t scarce. Vision is.” -Sam Walton

The first step towards buying a house starts with vision. Creating
your vision requires manifestation but it also requires application.
Financing is the first crucial step that opens all the doors for deal flow in
your future.

Understanding financing in every situation is one of the keys to
creating vision and closing deals that no one else could envision. It will set
you up with a massive advantage.

Beginning with the end in mind is a crucial step as an investor and it
is critical that you find the right financing for the specific deal you have,
which allows you to receive cash flow and have the property appreciate in
value over time. Peering into the future and giving yourself long-term, fixed
rate financing will give you a great foundation to grow from. But there will
also be times that other unconventional routes of financing will be
important tools in your tool belt.

This chapter will aim to teach you all of the types of financing and
when to use each of them to your benefit.

Now that you are thrilled about the prospects of no longer paying
rent and you have a good idea of what house hacking is, you have to
consider how you are going to finance the property. Financing isn’t a
cookie-cutter formula and there are many opportunities for you depending
on the exit strategy you choose for the property.

First, we will look at exit strategies, and then we will discuss all the
ways to finance a property.

What is an exit strategy?

An exit strategy is what you choose to do with the property once
you have control of it and when it is rent-ready. In this section we will
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discuss the three most prevalent strategies and allow you to decide which
one is right for you.

Exit Strategy #1- Long Term Rental

This is the most common form of investment in the real estate space.
A landlord will buy the property and get it in good condition to rent out and
hold the property for the majority of their investment life. He expects to see
appreciation of the property by a rise in value, depreciation in the form of
lowering his taxable bill every year and monthly cash flow from his tenants.

The best way to execute this form of rental is to get long term, fixed
rate debt on the property which we will talk about later. This is usually in
the form of a bank loan or buying it via seller financing.

Exit Strategy #2- Short Term Rental

The short-term buy and hold strategy can come in various forms and
allows you to get creative with how you finance it and when you sell it.
Most short-term rentals are held from 3-5 years, allowing a market to
appreciate to a higher level and capitalize on the rising value of the property
by selling and paying long term capital gains tax rather than short term.
Financing options can be with bank loans, seller financing, private money
or hard money if the terms are agreeable.

Another popular way to execute a short-term rental is to exit with
the IRS code 1031 exchange. This exchange allows you to completely
avoid paying taxes on the equity gain if you reinvest all the profits on a
new, similar property. It allows you to trade up into a bigger and more
profitable property without paying taxes on the gain!

There are rules and regulations when executing this loan, so consult
with an experienced 1031 exchange intermediary.

Exit Strategy # 3- BRRRR Rental

The BRRRR strategy is an acronym that stands for Buy a property,
Renovate the property, Rent out the property, Refinance the property and
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Repeat. It is perhaps the best wealth building strategy out there. By
refinancing after you have renovated and rented the property, you’re
allowed to pull out all of that equity TAX FREE! Instead of house flipping
and paying capital gains tax on the equity you have gained, you get to keep
the equity and the property and still get the added advantage of cash flow,
appreciation and depreciation among other benefits. A real homerun!

We will talk about how to finance these later in this chapter.

Exit Strategy #4- The Trade-up Strategy

The Trade-up strategy is very similar to the short-term rental
strategy, except with this, you’re usually going to use the 1031 Exchange
clause in the IRS tax code we talked about earlier. What it allows you to do
is sell a property for appreciation, but as long as you invest all of that gain
into a “like kind” property, the IRS will exempt you from paying the taxes
on that gain of equity. A pretty sweet deal.

There are many fine print items involved with a 1031 Exchange so
make sure you consult with a local expert and intermediary.

Financing the Deal

Now that we have a better idea of what exit strategy we want for
your house hack, we will go through the financing options and find out
what best suits your needs.

1. Conforming Loans

Conforming loans are simply loans that conform to the standards of
mortgage giants Fannie Mae and Freddie Mac. They require a higher credit
score and a better financial track record than other mortgage options, but
they usually make the most sense.

Traditionally, it was thought that conventional loans required 20%
down payment for an investment property, but they do offer 1-10% down
payments for an owner-occupied property,
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The Good: These loans provide stability with 15 to 30-year fixed-rate
mortgages and no surprises like balloon payments or early payoff penalties.
The other added advantage is that the mortgage insurance premium-
ranging from 0.55% to 2.25% of the loan amount- drops off when you have
20% equity in the property, which will allow for greater cash flow.

The Bad: They require a higher credit score and financial history; down
payment is generally larger than FHA or VA counterparts. Only allows 4-10
conforming loans at one time. Major renovations generally won’t be
allowed.

When to use: When you find a move-in ready house hack, this is generally
the very best option for you. Also, minor repairs will be allowed which
allows you to build sweat equity into the property.

For instance, places that haven’t been renovated in decades but are in live-
able condition and simply need paint, flooring and other minor cosmetic
things done are a perfect fit for a conventional loan. You obtain a long-term,
fixed-rate debt at a low interest rate and the mortgage insurance premium
you pay monthly will drop off at 20% equity. This mortgage insurance
premium generally costs you around $70 per $100,000 borrowed.

2. FNMA Homestyle Loan

The Fannie Mae Homestyle loan is a little-known mortgage product, but it
can be a great weapon in your arsenal of financing. This loan product
allows you to find a property in need of moderate to severe remodeling and
the bank will lend you the money to fix it up! Great news for the inner fixer
upper inside of you. You also have the added advantage of the bank walking
you through the process with the contractors and renovation to ensure it
gets done correctly and on time.

The Good: These loans can be incredible for the ambitious entrepreneur
who wants to add some serious equity to a property but doesn’t have the
capital to do so. They lend you the money to complete the project with the
bank holding your hand through the process. They vet the contractor you
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choose and make sure the work gets done to specifications - protecting your
investment. Just like the conventional conforming loans, the mortgage
insurance drops off at 20% equity in the property which puts cash flow back
in your pocket, unlike its counterpart 203k renovation loan. Non owner-
occupied properties are also allowed.

The Bad: It takes a much more stringent process to qualify for the loan. It
requires a higher credit score and lower debt -to-income ratio than its 203K
counterpart. The down payment increases by the number of units you have,
and the process is not generally speedy. There is a ton of paperwork and
vetting to make sure the project goes right.

When to use: If you can qualify and you have the ambition to take on a
fixer-upper, this loan is a slam dunk. You can get money loaned to you for
the renovation and guidance provided in the process. Many people have
used the Homestyle loan in their house hacking journey. Many people often
get a streamline refinance after the project is done to pull out the equity
built by the rehabilitation, which is tax-free money!

3. FHA Loans

These loans are federally subsidized which allows the borrowing
requirements to be much less than other competitor loan products. It allows
for the FHA loan to require only a 3.5% down payment! It also allows for
the borrowing criteria to be much less than other loan products -especially
for first time home buyers.

The Good: The requirements to qualify for this loan aren’t as stringent as
many others and the fact that it only requires a 3.5% down payment makes
it very affordable. Fixed rate 30-year loans with competitive interest rates
are also nice. First-time home buyers occasionally get added incentives to
get into the FHA program.

The Bad: FHA loans are less than ideal if you’re attempting to have a
speedy closing. A lot of detail and paperwork come with the process. They
require an upfront mortgage insurance premium of 1.75% of the total loan
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amount as well as an annual mortgage insurance premium of 0.45% to
1.05% with every monthly statement. You’re also limited to just one FHA
loan at a time. Major renovations won’t be allowed.

When to use: On your first property it will be relatively easy to qualify and
allow you to get into a house hack with very little money down. Despite the
process being drawn out, it gets you a competitive interest rate and allows
you to cash flow on your next property!

4. FHA 203K Loan

The 203k is very similar to the Fannie Mae Homestyle loan, but it is much
easier to qualify for. It can be a great option for someone willing to put in
the work to see this through to completion. If you have a property that
needs work and you want to build equity, this loan is for you!

The Good: Very lenient on qualification standards and a 3.5% down
payment is all that is required despite the renovation. It’s also the same
down payment amount, whether you have a single-unit or a 4-unit property.

The Bad: Like the FHA loan, it requires an upfront mortgage insurance
premium and a monthly mortgage insurance premium which is usually
$80/month or more per $100,000 borrowed. It’s a slow process with a lot of
paperwork and waiting time involved.

When to use: If you’re a first-time homebuyer or can’t qualify for the
FNMA Homestyle loan, this is perfect for your next fixer-upper! They
allow you to learn on the job and won’t allow a contractor to pull a fast one
on you, as there is a lot of paperwork and supervision involved.

5. VA Loans

The VA loan is a federally subsidized loan for U.S. military veterans only.
The terms for VA loans tend to be better for the borrower than on FHA
loans and even include 0% down payments to many qualified borrowers.

The Good: They provide attractive terms and flexible options and it is
much easier to qualify for. You can also have multiple VA loans at once.
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The Bad: Like FHA loans, these do not close quickly, and major
renovations will not qualify.

When to use: For active or former military looking to live for free and start
their house hacking journey, the VA loan is a great option to consider!

6. USDA Loans

These USDA loans are federally insured loans much like FHA or VA loans.
They are referred to as rural development loans and aid low-to-moderate
income families get into homes and grow rural communities.

The Good: These loans are relatively easy to qualify for and often can offer
a lower interest rate than many other loan products. Often 0% down loans,
with you only paying the closing costs.

The Bad: To qualify for the loan, you must be in eligible rural or suburban
areas only. You must demonstrate economic need and not exceed their gross
income criteria. You must also pay mortgage insurance payment and they’re
not very quick to close.

When to use: If you can qualify in your area, this loan can be an awesome
asset to get into a property for 0% down! These loans provide people with
low-to-moderate income the opportunity to quit paying rent and begin to
build wealth without a down payment!

7. Land Contract or Seller Financing

Land contracts or seller financing can be a very effective ways to finance a
potential house hack. The owner of the property will simply act as the bank
and carry the note for you while you make your mortgage payments directly
to the owner just like they were a bank.

The Good: They can be the single fastest to close. You simply come to
terms with the owner and meet at the local municipality to complete the
transaction. It allows you to become a landlord often without a large down
payment required and can even be 0% down. No mortgage insurance or
extra fees are normally added. There are essentially no closing costs related
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to the loan except the money it costs to file with the municipality, which is
usually very inexpensive. You will also need to pay what it costs to hire a
home inspector and an appraiser, if you choose to.

The Bad: Because multiple parties aren’t involved, you have to be very
careful and ensure the terms won’t exploit you, the borrower. This means
that you have to read the terms and conditions very carefully. Getting a
lawyer and a home inspector involved is usually a good idea. It often has a
higher interest rate than a traditional loan.

When to use: These can be used at any point in your journey. Whether it’s
a fixer-upper that a bank won’t finance, or the owner is willing to give you
incredible terms, always have this financing tool in your back pocket!

8. Private Money Loans

Private money loans can be a big asset in the tool kit of an investor when
used correctly. Although the cost of borrowing is usually higher than other
types of loans, it can still be worth it to lock up a good deal.

The Good: This is one of the fastest ways to close. Because a private
investor, family member, friend or group of investors is giving you the cash
to close on the house, it can often be a matter of days before the closing
occurs. It gives you flexibility to write and negotiate your own terms for the
deal. Also, building a relationship with a private money investor can lead to
many deals in the future.

The Bad: Generally, private money loans can be very costly, and the deal
has to be lucrative and have a buffer of profit for you. Terms have to be
clear and you must read them intently.

When to use: Fixer-upper properties that banks won’t lend on are perfect
for private money. It allows you to rehab the property and then secure long-
term financing from a bank once it is completed. Private money loans are
typically not the end result; it usually acts as a middle form of financing
until you can find long-term financing, unless you find a private money
partner who will give you a reasonable interest rate for 10, 20 or 30 years.
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9. Hard Money Loans

Hard money loans are very similar in nature to private money loans, but
these come from institutional lenders rather than private individuals. They
are quick and fast and allow you to take on projects that most banks refuse
to lend on.

The Good: They are quick, precise and allow you to close quickly. They
will lend on properties that most banks won’t lend on. Usually they don’t
use your credit history or debt-to-income as reference but rather they
consider specific deal to decide whether they will lend.

The Bad: These are very costly with high interest rates, points and other
fees associated. They are almost never used as long term financing due to
the high costs associated.

When to use: If you find a great deal that is a fixer-upper, this loan can be a
great deal for a home that needs a lot of work and a bank won’t loan on it.
This could be a great option. Just be careful the fees and points don’t eat all
of your potential profits.

10. BRRRR Financing

BRRRR is an acronym for Buy, Renovate, Rent out, Refinance and
Repeat. This strategy of financing can be one of the most beneficial to your
long term and short-term wealth building. What this financing option
involves is finding a property that needs work and renovating it, placing a
tenant and then getting long term financing that allows you to pull equity
out of the property at the end!

It’s almost like flipping a property but you pay any taxes on the
money you pull out!

The Good: It’s a great wealth building strategy, combining the equity gain
of flipping with the long-term wealth gain of monthly cash flow. You pay
exactly $0 dollars in taxes on the money you pull out. An example would be
a property you appreciated from $100K to $150K. The $50K in equity you
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pull out will be tax-free!

The Bad: When you refinance the property, it involves more risk for the
bank giving you more equity so they will often charge a higher interest rate.
It also takes a lot of precision and effort to remodel the property.

When to use: A lot of investors will buy a property with private money,
hard money or on a land contract/seller financing, renovate the place to a
livable standard, rent out the property to a new tenant and then refinance
into a 30 year conventional loan and pull out equity to use for the next
properties they buy! Also, using the 203k loan or the FNMA Homestyle
loan to renovate the property, refinance to a conventional and then pull out
the equity is another great way to go.

Combing Exit Strategy and Financing

The marriage between the exit strategy and financing can be crucial
to the overall performance of your investment, and long term it can make
you very wealthy. Not only will it give you the assurance that you will do
very well, financially, in the future, but it will also give you the blueprint to
do so.

Now that you know your options, begin to run a fine comb through
your finances and prepare to reach out to a loan provider.

For additional help deciding what financing suits your needs and
portfolio, reach out to a local mortgage company or a bank. We highly
recommend finding a mortgage provider that has investing experience so
that they can guide you in the right direction. You can also reach out to us
by email or on social media and we will gladly help with your needs!
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Chapter 3: Identifying Markets & Houses
“Predicting the market is not the key to wealth;

being prepared whichever direction it goes is.”

-Robert Kiyosaki

House hacking and finding markets are both fairly simple concepts,
but the process can be challenging and intimidating. Which area is a good
investment? What happens if I can’t find qualified tenants? What if the area
I chose depreciates in value? All these are valid concerns and we will
address these and position you to find the market that suits you best.

Because this book focuses on house hacking, which will generally
need to be within a reasonable driving distance from where you work, we
will focus on identifying the surrounding local markets that will allow you
to capture cash flow first, a good tenant base second and appreciation third.

The most common classification of large areas is called
Metropolitan Statistical Areas (MSAs) by the census bureaus and refers to
the large demographic as a whole. For the remainder of this chapter, we are
going to assume you have a general area near your work or desired location
already chosen, and focus on the small-scale market criteria. If you need
help choosing your MSA, please reach out to us and we would love to help
with that.

Choosing your local market

After identifying your MSA you will now research the local markets
that lie within. You will have several zip codes, neighborhoods, census
tracts and school districts to choose from. Understanding how and why
markets grow is important. Are the number of jobs up or down? Is the
median salary for that area up or down? What types of jobs are there? Are
the jobs diversified or is it primarily a single industry?

All of these questions are important to ponder as you zoom in on
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specific areas. When focusing specifically on job growth, here are the best
resources to use:

• https://www.bls.gov/cps/
• https://www.deptofnumbers.com/employment/metros/
• http://www.city-data.com/

After using the data provided to plot out job growth in your area and
begin to predict which direction economically that local market is heading,
you will want to see if these areas are also safe areas or if the majority of
workers commute to the local suburbs. We use crime statistics to tell us a
lot about the future growth of markets and how they will predict the
direction of that niche market. Great resources in that search are:

• http://www.city-data.com
• https://www.neighborhoodscout.com
• https://www.spotcrime.info/
• https://www.nsopw.gov/
• https://www.crimereports.com/

Now that you understand the labor markets, the economic markets,
the crime statistic and demographics of the area, you will want to then
consider school districts and the way they’re viewed as well as the future of
the districts.

A number of your tenant base will likely have children that are
currently in school and the number one concern of parents is a good
education. When factoring in your investment philosophy, you should
definitely consider the school district and how it is perceived by the public.
An incredible resource and tool is to ask local real estate agents and
investors and even parents you might meet. The boots on the ground
approach can often tell you a lot about a market. The best resources for
schools are:

• http://www.greatschools.org
• http://neighborhoodscout.com

https://www.bls.gov/cps/
https://www.deptofnumbers.com/employment/metros/
http://www.city-data.com/
http://www.city-data.com/
https://www.neighborhoodscout.com/
https://www.spotcrime.info/
https://www.nsopw.gov/
https://www.crimereports.com/
http://www.greatschools.org/
http://neighborhoodscout.com/
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• https://www.niche.com/k12/rankings/
• https://www.schooldigger.com/

These will tell you a lot about the perception of that area and then
you can confirm with your local contacts in those specific areas.

The last very important metric to track is what the market
commands for rent. Each market is different and tracking how much the
rent grows or how long it has been stagnant is very important. The best
resources to use to find this data are:

• http://rentometer.com
• https://www.rentdata.org/lookup
• https://rentbits.com/
• https://www.zillow.com/homes/for_rent/

Once you understand the jobs market, economic market, crime data,
school districts and find what the market commands for rent you will have a
great insight on the market as a whole. There will be several other
barometers for success but for now we will take the top few markets and
begin to look for deals within.

Finding the Deal

Once you have chosen specific areas to look, it is time to lean on
your team for advice. Finding a great agent to work with can be challenging
because most agents are not investors. They are sales people, and by nature
will try to get you to buy the most expensive property and these properties
don’t always align with your best interest as an investor.

As an agent and an investor myself, I see this all the time. So, make
sure you find someone who is also an investor that will see the world like
you do and will help you get a great deal.

As you search through all the listings on the market, there are 6
specific criteria we will use to run the numbers on the property and evaluate
whether it is the right deal or not. To see these deals used as examples, visit

https://www.niche.com/k12/rankings/
https://www.schooldigger.com/
http://rentometer.com/
https://www.rentdata.org/lookup
https://rentbits.com/
https://www.zillow.com/homes/for_rent/
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our channel at http://youtube.com/househackingsuccess.

The 1% rule- The one percent rule is pretty simple and generic, but it is a
rule we use to funnel out prospective properties. The 1% rule is a rule of
thumb which states that the monthly rent of the property should be equal to
or exceed 1% of the purchase cost of the property. For instance, if the
property was bought for $100,000 then the 1% rule would require the total
monthly rent to be at or above $1,000/ month.

Whether we are buying a multi-unit or a single-family home and renting out
by the bedroom, this rule applies. It is a very basic data point to see if the
property is worth investing in.

The 50% Rule- This is another shortcut aimed at saving you time when
sifting through potential investments and allows you to quickly find the Net
Operating Income and the cap rate for the property. This rule of thumb
assumes that 50% of the gross rent of the property will be lost to your
operating expenses. So, in other words, 50% of your gross rent will equal
the net operating income.

Gross Rent Multiplier- The gross rent multiplier is a basic formula that
allows you to compare properties much like a Price/Earnings ratio is used
for stock investing. You do this by taking the total purchase price and divide
it by the yearly gross rent. For instance, a purchase price of $100,000 that
meets the 1% rule and has $12,000 a year in gross rents will have a GRM of
8.33%. Now you can take that data point and compare it to the other
properties you are looking at.

Capitalization Rate- The cap rate will tell us how well the property
produces after the expenses, unlike the gross rent multiplier, which makes it
an important metric. You will take the Net Operating Income which we
obtained in the 50% rule and divide it by the total purchase price. For
instance, 50% of the $12,000 from our property will make the equation
$6,000/$100,000 for a cap rate of 6%. Now we can set that percentage
against the other properties to evaluate which one will bring you back the

http://youtube.com/househackingsuccess
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best return-on-investment.

Net Income After Financing Costs- Now that we have dealt with metrics
before the cost of financing, we will now find out what our cash flow will
look like after. The equation will be net operating income of $500/month
minus the financing cost of principal and interest. You can find the
financing cost by using an online mortgage calculator.

Cash-On-Cash Return- Cash-on-cash return is a great indicator of how
your investment will increase your wealth over time within that particular
property. It’s a simple mathematical calculation of the down payment plus
whatever other cash you had to put into the property to determine what
percentage you get back annually and how long it will take you to double
your money. The formula is simple: net income divided by the down
payment (plus other money invested).

For simplicity sake, we will say that this property nets $1,000/year
while you live there. That is then divided by the down payment (which we
will say is 10% which makes it $10,000) which makes for a 10% cash-on-
cash return annually.

This 10% cash-on-cash return does not include the tax benefits, the
depreciation or the appreciation of the property among other benefits of
owning real estate.

Making the Offer

After you have found your desired target markets, found a real estate
agent on your team and ran the numbers on several houses it is now time to
visit those properties and make offers! This can oftentimes be intimidating
but it doesn’t have to be.

Thanks to contingencies in your offers, you will have clauses that
allow you to back out of the deal after the offer is accepted, if you choose.
Examples are finding problems in the property that you didn’t see during
your initial walk-through. Having a qualified home inspector on your team
is crucial to find these problems and give you confidence to make plenty of
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offers and back out if need be.
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Chapter 4: Finding Tenants
“If you want to succeed as a landlord, you must do just that.

You must learn how to discern which are world-class tenants

to avoid renting to scumbags.” -Brandon Turner

Now that we’re searching for tenants it’s time to say
‘congratulations’ on buying an investment property to house hack. Your life
will never be the same!

Finding tenants is often like finding the pieces of your investing
team. You must sift through motivation and dig deep to find any
inconsistencies or red flags before they move in. Luckily, with technology,
the entire process has become much easier and you as a landlord can feel
much better about the security of your investment.

After you get the property to showing condition, it’s time to go over
a basic checklist to ensure your interests are protected.

1. Make sure your insurance policy covers renters.
2. Consider requiring a renter’s insurance policy for all tenants.
3. Set up a bank account for the property to help with accounting.
4. Gather all forms and documents, including lease.
5. Get a policy binder for future tenant.
6. Get to know your neighbors.
7. Set up bookkeeping whether it’s yourself or a professional.

These seven steps are crucial to your success as a landlord,
specifically bookkeeping, and having everything together, from a forms and
documents standpoint. Tenants will try to manipulate you and your system
so having a black and white lease agreement is imperative to your success.

After you have those seven steps in place, it is time to begin
marketing and bringing in tenants. Facebook, Apartments.com and property
management companies can be great resources in finding potential tenants.
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Once you have them filling out applications, it is wise to consider these
basic screening practices.

1. Their income must be 3x monthly rent.
2. Get references from past landlords.
3. No previous evictions or judgments.
4. Use a credit requirement.
5. Run a background check.
6. No Smoking agreement.
7. No pet agreement.
8. Occupancy agreement of 2 people per bedroom

Resources such as rentprep.com or mysmartmove.com will run a
background check, credit history and income verification check for you for
a fee. It can be a great way to delegate those responsibilities for your
potential applicants.

Checking their social media, googling them in quotes to narrow the
search and driving by their current residence can be great additional steps to
getting a feel on how they live their life and how they will act as a tenant to
you.

There are other great books and resources for how to screen and
manage tenants, but the suggestions above will provide you with a great
start to your landlord journey.
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Chapter 5: Building Cashflow
“I believe investing in cash flow positive real estate may

prove to be the best financial decision of your lifetime;

I know it has been for me.” -Grant Cardone

There are two specific reasons that real estate has produced more
millionaires than any other investment product on the planet. First, land is
permanent and cannot be manipulated, and second, its ability to produce
cash flow.

If your goals in real estate are similar to mine, then your priority is
to regain your time and replace your income from your job so you can
become work optional, as Tanja Hester puts it in the book ‘Work Optional’.
Becoming work optional is the ability to neither need a job nor conform to
its time requirements. You can leave the area and live remotely or you can
go live in your dream location off the grid. However, it does require
building cash flow and real estate is perhaps the very best way ordinary
people build it!

What attracts you most to real estate is that every time you meet a
successful real estate investor, you notice that they have a different lifestyle
and freedom than other business people and certainly the average Joe. They
usually seem less stressed, calmer and overall more relaxed about life. That
is definitely something worth sacrificing for!

In just over a year I have built enough cash flow that matches the
income from my job and I’m now work optional. I know that can happen
for you too!

By house hacking and implementing the technique of getting the
very best interest rates because it is your owner-occupied property, you can
then move out of the property after the allotted time and house hack a
second time just like I have! Once you begin stacking these properties
together, the cash flow begins to stack up and life will offer you so many
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more options.

Cash flow is simply the money that comes in every month after all
the expenses on the property have been paid, which includes the mortgage.

The reason cash flow can be so life-changing is the fact that a good
investor can make an infinite return on it. How do you do that? By
recapturing the money you put into the deal in a short period of time which
then makes it an infinite return. You can find out how quickly you will
return your money by dividing 100% by the annual cash flow of the
property to get the amount of years to return your money.

Another way of creating wealth and infinite returns is by using the
aforementioned BRRRR method we talked about with financing. We buy a
property, rehab it and appreciate the property, rent it out, refinance the
property and then pull all of that gained equity out. You now have none of
your own money into the property and the cash flow you gain from that
over the many years is now infinite; because none of your own money was
used to create it! Cash flow is life changing and beginning your investing
career by house hacking can put you on that track.
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Chapter 6: Financial Freedom
“Being rich is having money; being wealthy

is having time.” -Margaret Bonnano

At last we have arrived at the meaning of all of this; getting our life
and time back which is true wealth! Financial freedom is not just a buzz
word; it is something that can certainly be attained by anyone and there are
many, many case studies to prove that.

The whole point of this journey is to reclaim your life energy and
spend this precious life on the priorities that matter most to us. You are now
the envy of all your friends and family that remain stuck in the rat race, by
creating the cash flow needed to quit your job.

This journey won’t be easy. It will require guts, sacrifice and faith.
You will have severe highs and severe lows. You will laugh and you will
cry. Your grit and tenacity will be tested.

If it were easy, everyone would do it.

But you’re an overcomer and an overachiever. You have chosen to
do what most will never even attempt because of fear and small-
mindedness.

Your friends here at House Hacking Success believe in you and will
coach you through this journey as you build up cash flow and get to enjoy
financial freedom with us, thanks to our sacrifices.

Your friend,

Bradley LaBrie
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