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If you're interested in real estate investing, you may have noticed the lack of coverage it gets in
mainstream financial media, while stocks, bonds, and mutual funds are consistently touted as
the safest and most profitable ways to invest. According to real estate guru Ken McElroy, that's
because financial publications, tv and radio programs make the bulk of their money from
advertising paid for by the very companies who provide such mainstream financial services. On
the other hand, real estate investment is something you can do on your own--without a large
amount of money up front. Picking up where he left off in the bestselling ABC's of Real Estate
Investing, McElroy reveals the next essential lessons and information that no serious investor
can afford to miss. Building on the foundation of real estate investment 101, McElroy tells
readers:How to think--and operate--like a real estate mogulHow to identify and close expert
dealsWhy multifamily housing is the best real estate investment out thereHow to surround
yourself with a team that will help maximize your moneyHow to avoid paying thousands in taxes
by structuring property sales wiselyImportant projections about the future of real estate
investment

About the AuthorKen McElroy, Principal and Co-Partner of MC Companies, has over 26 years
ofsenior level experience in multifamily asset and property management,development. Having
purchased over $400 million in real estate in the past twoyears, Ken brings a unique property
management perspective when estimating aproperty’s potential value. Ken oversees the
company’s asset portfolio and leadsthe day-to-day operations including financial and operating
analysis, investorrelations and business development. An industry veteran, Ken has served
inleadership roles in multi-family asset and property management for more than26 years. He is
also an expert in development, project/constructionmanagement, investment analysis and
acquisitions/dispositions, as well asbusiness development and client relations.MC Companies is
a full-service real estate investment and property managementgroup that since 1985 has
developed, built and managed multi-family housingcommunities. Its current portfolio includes
units in Arizona (Phoenix, Tucson,Goodyear, Scottsdale, Green Valley, and Sun City); Las
Vegas, Nevada; Portland,Oregon; Oklahoma (Oklahoma City and Tulsa) and Texas (Austin,
Dallas,Houston, Plano, and San Antonio).“The MC Companies combined core strengths create
value and is the foundationfor the company we built. For us, a culture of partnership isn’t
something wehang on the wall. It’s something we actually live minute-by-minute when webring
on a new property management contract, run the numbers on anapartment community we’re
thinking about buying or map out the strategicdirection for our company in the coming year. It’s
our mutual respect, ourrespective talents and our combined actions that come into play and
create ourcommitment to Sharing the Good Life with our families, friends, investors,employees



and our family of community residents."
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If you purchase this book without a cover you should be aware that this book may have been
stolen property and reported as “unsold and destroyed” to the publisher. In such case neither the
author nor the publisher has received any payment for this “stripped book.”This publication is
designed to provide competent and reliable information regarding the subject matter covered.
However, it is sold with the understanding that the author and publisher are not engaged in
rendering legal, financial, or other professional advice. Laws and practices often vary from state
to state and country to country and if legal or other expert assistance is required, the services of
a professional should be sought. The author and publisher specifically disclaim any liability that
is incurred from the use or application of the contents of this book.Copyright © 2008, 2013 by
Ken McElroy. All rights reserved. Except as permitted under the U.S. Copyright Act of 1976, no
part of this publication may be reproduced, distributed, or transmitted in any form or by any
means or stored in a database or retrieval system, without the prior written permission of the
publisher.Published by RDA PressRich Dad Advisors, B-I Triangle, CASHFLOW Quadrant and
other Rich Dad marks are registered trademarks of CASHFLOW Technologies, Inc.RDA Press
LLC15170 N. Hayden RoadScottsdale, AZ 85260480-998-5400Visit our Web sites: andFirst
Edition: May 2008First RDA Press Edition: October 2013Cover Design by Chris Collins |
American Design Co.102013Best-Selling Books In the Rich Dad Advisors Seriesby Blair
SingerSalesDogsYou Don’t Have to Be an Attack Dog to Explode Your IncomeTeam Code of
HonorThe Secrets of Champions in Business and in Lifeby Garrett Sutton, Esq.Start Your Own
CorporationWhy the Rich Own their Own Companies and Everyone Else Works for ThemWriting
Winning Business PlansHow to Prepare a Business Plan that Investors will Want to Read – and
Invest InBuying and Selling a BusinessHow You Can Win in the Business QuadrantThe ABCs of
Getting Out of DebtTurn Bad Debt into Good Debt and Bad Credit into Good CreditRun Your
Own CorporationHow to Legally Operate and Properly Maintain Your Company into the
FutureLoopholes of Real EstateSecrets of Successful Real Estate Investingby Ken McElroyThe
ABCs of Real Estate InvestingThe Secrets of Finding Hidden Profits Most Investors MissThe
ABCs of Property ManagementWhat You Need to Know to Maximize Your Money NowThe
Advanced Guide to Real Estate InvestingHow to Identify the Hottest Markets and Secure the
Best Dealsby Tom WheelwrightTax-Free WealthHow to Build Massive Wealth by Permanently
Lowering Your Taxesby Andy TannerStock Market Cash FlowFour Pillars of Investing for Thriving
in Today’s Marketsby Josh and Lisa LannonThe Social CapitalistPassion and Profits—An
Entrepreneurial JourneyAcknowledgmentsFor all the employees of MC Companies, thank you
for your continued dedication and loyalty. A special thanks to Jake Johnson for helping with the
process—finally, you get to apply your college degree to something.ContentsForeword by
Robert KiyosakiIntroduction: Why Not Just Follow the Wealthy?Chapter 1. The Power of Real
Estate: Ten AdvantagesChapter 2. Why Multifamily? Apartment PowerChapter 3. The Real
WorldChapter 4. Investing in Apartment BuildingsChapter 5. Key Indicators for SuccessChapter



6. The Next Top Ten Markets to WatchChapter 7. The Purchase ProcessChapter 8. Equity and
FinancingChapter 9. Assembling Your Multifamily TeamChapter 10. To Infinity—and
BeyondAbout the Author“Wealth is the ability to fully experience life.” —HENRY DAVID
THOREAU“Landlords grow rich in their sleep.” —JOHN STUART MILL“Buying real estate is not
only the best way, the quickest way, the safest way, but the only way to become wealthy.” —
MARSHALL FIELD“Every person who invests in well-selected real estate in a growing section of
a prosperous community adopts the surest and safest method of becoming independent, for
real estate is the basis of wealth.” —THEODORE ROOSEVELTForewordby Robert KiyosakiIn
my book Rich Dad’s Increase Your Financial IQ, I relate a story about getting ready for an
interview with a morning news program in early August 2007, right after the Dow had crashed by
nearly 400 points. In response, the Fed and central banks around the world had infused the
economy with billions in cash in an effort to soothe investors’ nerves. That morning the television
pundits were weighing in on the state of the economy. One financial advisor who was being
interviewed said that the crash didn’t change her advice to her clients: avoid real estate because
it’s too risky and invest in blue chip stocks and mutual funds over the long term.There is a stark
difference between the way that professional money pundits think and my own philosophy.
Financial planners and the so-called experts will always tell you “Save money, get out of debt,
and invest for the long term in a well-diversified portfolio of stocks, bonds, and mutual funds.”
They refer to this type of investing as “safe” while denouncing other investments such as real
estate as “risky.”While I was watching the interview with this financial planner, my wife, Kim,
came into the room and reminded me that we had a closing scheduled for a 300-unit apartment
building later that day. Both Kim and I were excited to be closing on this building, and we both
knew it was going to be a tremendous investment.As I slipped on my suit jacket, I couldn’t help
but smile, thinking about what the financial planner being interviewed had said. All of the
investments that she considered to be safe, I actually considered to be risky. Why? Because
what she really meant by safe investments are in actuality low-yield investments that often barely
keep pace with inflation, if at all. That means that placing—parking—my money in those types of
investments is not financially intelligent, because while it may seem like my money will have
grown over time, it will, in reality, have only maintained its value.In The Rich Dad Company, we
believe in investing with financial intelligence. Part of developing your financial intelligence is to
surround yourself with people who are smarter than you and to learn everything you can from
them. That is the very concept behind the Rich Dad Advisor series. The 300-unit apartment
building investment opportunity I mentioned earlier was brought to me by my good friend, and
Rich Dads Advisor, Ken McElroy. Many years ago, I decided to seek out the best advisors to
increase my financial IQ, and Ken McElroy was the natural choice when it came to real estate.
Besides being a superior golfer, Ken also holds superior knowledge when it comes to the
intricacies and knowhow of real estate investing. He owns one of the most respected property
management, real estate investment, and development companies in the Southwest and has
been working as a real estate professional since he graduated from college. He is a former



president of the Arizona Multifamily Housing Association and board member for the National
Apartment Association, and he is active in lobbying Congress for the real estate industry. But
above all, Ken is a phenomenal teacher whose passion is to see others—people like you who
are reading this book—become financially independent.For many of you, this will not be your
first exposure to Ken and his teachings on real estate investing. Ken has already written one
book for The Rich Dad Company, The ABCs of Real Estate Investing, which is a bestseller, and
he is a frequent speaker and teacher at Rich Dad events.If this is your first exposure to Ken,
however, you are in for a treat. Oftentimes people feel investing in real estate is risky simply
because they don’t really understand the secrets that make investing in real estate not only
profitable but also safe. I asked Ken to write this book because I felt that at this time in our
economic history, it is very important to become educated in how to succeed in an increasingly
confusing economy. Ken, as always, takes seemingly complicated information and makes it
simple to understand and exciting to think about.Lately I’ve been talking a lot about currency—
U.S. currency, to be specific. In 1971, Nixon took the U.S. dollar off the gold standard for good. At
that point the U.S. dollar ceased to be money and became currency. Currency in and of itself has
no inherent value. It is simply a tool to be manipulated. Just like an electric current, currency
needs to travel from one point to another or else it dies. Because of Nixon’s policy, savers have
become losers. History proves that all currencies lose value and become worthless. The longer
you hold on to your currency, the less valuable it will become.The real winners in today’s
economy are the ones who understand that real value is found in assets, not dollars. I’m
convinced that one of the best assets your money can buy is real estate. In this book, Ken shows
you the secrets of a real estate investor and how real estate as an asset class has the potential
to create vast amounts of wealth, wealth that can make you financially free.When I look to make
a real estate investment, I turn to my advisor Ken McElroy. He is an invaluable resource to me.
You too have the opportunity, through Ken’s book and his teachings, to put his valuable
experience and expertise to work in your real estate investments. I commend you for taking the
opportunity to further educate yourself and beginning your path toward financial freedom. I
promise you will not be disappointed, because the depth and quality of Ken’s knowledge of real
estate investing is top-notch. In this book, he truly is sharing with you the advanced secrets of a
successful real estate investor.– Robert KiyosakiIntroductionWhy Not Just Follow the Wealthy?It
took me a long time to get to the place where I am today. Just like you, I spent a good portion of
my working life trying to earn more money so I could spend it on more things. Slowly, through
many years of trial and error, I earned my stripes on the job. But I was still working for others. My
money was dependent on others.Success or excellence in any field or subject depends on a
combination of “doing things right and doing the right things at the right time.” You need a
combination of activities and efforts in a specific area of interest to achieve real expertise. Just
look at the people at the top. What do they do? What makes them successful?I am constantly
learning and seeking out better ways to do things. For instance, I have several mentors that I
meet with every month. They are further along the path of life than I am, and I look to them for



leadership and advice. I study people’s habits and practices, and I try to implement them into my
habits and life. Also, I belong to an association of business owners and entrepreneurs, whose
purpose of getting together is to problem-solve, and share ideas and thoughts at the top level of
highly successful organizations.Many of you are going through the same process I went through.
I commend you for picking up this book, as well as other Rich Dad books, and educating
yourself. If you continue to learn, and to apply your learning by investing in assets, you, too, will
be financially free. Once you have the knowledge, all successful real estate investing requires is
common sense. Equipped with knowledge and the insider tips in this book you will be able to
use your common sense when evaluating a deal. There will be no magic, just know-how.Then,
with that as the foundation, I will spend the rest of the book teaching you how to acquire a
multifamily property of your own. We’ll cover the search process, how to finance your
investment, finding a team and investors, due diligence, legal setup, and more. I’ll walk you
through a large multifamily acquisition all the way to the closing table. By the end of the book,
you will feel equipped and confident to find, acquire, and operate your own multifamily
investment.So, how do we get started? Let’s follow the wealthy. Because now is the time to
create your future, and your future will be determined by the choices you make and the
commitments that you honor.Who Are the Wealthy?Every year Forbes magazine puts out a list
of the 400 wealthiest Americans. I know it may come as a surprise but I’m not on this list. But
there are plenty of people you would recognize, and a lot more you’ve never heard of.
(Amazingly, in 2007 there were only billionaires on this list. That marked the first time in the
history of the Forbes Richest Americans list that millionaires are excluded. More than 10 percent
of the billionaires on the Forbes list earned their wealth from real estate. This was a phenomenal
percentage, considering Forbes used twenty different industry categories to determine wealth
generation.Of the 400 billionaires on the Forbes Richest Americans list, 10 percent derived their
wealth directly from real estate.The two richest real estate tycoons on the list are Donald Bren
and Samuel Zell. Both of these men are primarily known for their multifamily real estate
investments and are proof that the best real estate investment around is apartment
buildings.)DONALD BRENAs chairman of The Irvine Company, Bren’s net worth is $13 billion,
and he owns over 25,000 apartment units. The Irvine Company operates in Southern California
and is known for its luxury and master planned communities. The company was founded by
James Irvine in 1864 as a holding for his ranch acreage. Today the company’s portfolio includes
400 office buildings, multiple retail centers, several apartment communities, hotels and marinas,
as well as golf clubs. The company is privately held to this day and has propelled Bren into the
category of one of the richest men in the world by virtue of its real estate holdings.SAMUEL
ZELLSamuel Zell, at a net worth of $6 billion, is the founder of Equity Residential. He started the
business in 1969 by managing apartment buildings in Michigan while he was in college. He has
grown his company into the largest publicly traded owner, operator, and developer of multifamily
housing in the United States.In 1993 his company became one of the first real estate companies
to go public. His company is listed on the S&P 500, and he is considered the godfather of public



real estate companies. All of this was generated through multifamily investment. The company’s
annual return continually outperforms the Dow Jones Industrial Average and S&P 500 by
multiple percentage points.According to its public report, Equity Residential owns over 920
apartment buildings, comprising of 197,404 individual units. The company employs over 6,000
people. Recent operating revenues from the Equity apartment portfolio equaled $1.95 billion.
The total asset value of their multifamily holdings equaled $16.6 billion.Real Estate =
WealthWhile 10 percent is a very strong showing for real estate on the Forbes list, what is not
indicated is that even those who haven’t derived their wealth directly from real estate still owe
much of their success to real estate. For many, business ideas created enough liquidity to be
able to invest in real estate.Having read Rich Dad, Poor Dad, you know the classic example for
this principle is McDonald’s. In the book, Robert Kiyosaki tells the story of Ray Kroc, the founder
of McDonald’s, speaking to an MBA class. When he asked the students what business he was
in, the amused class responded, hamburgers, of course. Kroc replied, “Ladies and gentlemen,
I’m not in the hamburger business. My business is real estate.”The retail part of McDonald’s
business is only part of the picture. A huge part of the McDonald’s success is their real estate
holdings. According to a recent annual report, the total asset value of McDonald’s real estate
holdings is $29.9 billion. As Robert writes, McDonald’s is one of the largest owners of real estate
in the world. The McDonald’s business creates liquidity, but it’s the McDonald’s real estate that
creates wealth. McDonald’s is an obvious example of this concept, used by almost everyone
teaching it. Let’s take a look at some less obvious examples. I think you’ll begin to see a pattern
develop.Business creates liquidity; real estate creates wealth.SHELDON ADELSONTo most
people, Sheldon Adelson is known for being the founder of the Las Vegas Sands Corporation.
The company owns huge casinos in Las Vegas such as the Venetian, and others throughout the
world. Adelson was named the ninth richest person in America and the fiftheenth richest person
in the world by Forbes, with a net worth of $26.5 billion.While it may be true that he gained his
wealth through the gaming industry, the fact of the matter is that Adelson’s true wealth comes
from the real estate holdings of his company. The Las Vegas Strip is some of the most valuable
real estate in the world. Depending on location, as of this writing, real estate on the Strip is
selling for approximately $10 million to $20 million per acre. Again, a look at annual public
reports reveals that the Las Vegas Sands Corporation’s wealth is really in its real estate holdings.
Their operations in 2005 netted them $589 million. Conversely, their real estate as- chains and
banks. A close look at Wal-Mart will tell you that Sam Walton may have started his fortune
through retail, but it is sustained by real estate holdings. Today, the Waltons are the richest family
in the world.PAUL ALLENFor companies like Wal-Mart and McDonald’s, real estate may sustain
the company’s wealth, but they still carry on with operations as the sole focus of their business.
For others, however, real estate becomes the primary focus of their business after they have
generated wealth in other areas. Such is the case for Paul Allen.Allen’s net worth according to
the Forbes list is estimated to be about $ 15 billion. Allen is the co-founder of Microsoft. He
represents one of four people on the Forbes 400 list who attribute their wealth to software, a



number that is dramatically smaller than in years past, due to the popping of the tech
bubble.Allen retired from Microsoft in 1983. He owned about a quarter of the company’s stock.
Over the years he has been selling his shares in Microsoft and investing the earnings. In 1986,
he founded Vulcan Northwest, Inc., and began placing his money in diversified investments.
Through Vulcan he purchased controlling stakes in both the Portland Trail Blazers NBA team
and the Seattle Seahawks NFL franchise. In 1992, he began plans for the Seattle rock music
museum the Experience Music Project. Ever since he has been focusing his company’s
resources on building a substantial real estate portfolio through his subsidiary company Vulcan
Real Estate.Not bad for a guy who dropped out of college. Before the tech bubble burst, there
were a lot of millionaires on paper, but those “riches” came falling down like a house of cards.
One key to Allen’s success was that he moved his money from stocks into real estate, while
those in the software industry who didn’t, dropped out of existence.World PowersReal estate as
a means to generate and sustain wealth is not simply an American concept. Each year Forbes
also publishes a list of the world’s wealthiest people. Again, 10 percent of this list is comprised of
real estate investors-six of whom are among the 100 wealthiest people in the world. Some of the
world’s biggest real estate investors are based in Hong Kong.LEE SHAU KEELee Shau Kee is
considered the twenty-second richest person in the world at a net worth of $20.3 billion. He is
the founder and CEO of Henderson Land Development Company. His company is the largest
land development company in Asia, with over $27 billion in total land asset value. The total asset
value of the company is $66.6 billion.Lee also sits on the board of the Sun Hung Kai Company,
which is owned by the second wealthiest landowners in the world, the Kwok brothers.THE
KWOK BROTHERSRaymond, Thomas, and Walter Kwok are co-owners of Sun Hung Kai, one
of the largest land companies in Hong Kong. Their net worth is $20 billion. They inherited the
company from their father, who started it in 1969.Today the company specializes in residential
and commercial development, employing over 35,000 people in Hong Kong. They are partnered
with Lee Shau Kee. Together they built the International Commerce Center, in 2010 the tallest
building in Hong Kong, and the fifth largest in the world, at 118 stories.Over time, property sales
and rental income alone amounted to $16 billion for the company, and its total land asset value
is an astounding $133 billion.The Playground of the RichBy now you’re probably thinking to
yourself, “I thought this book was supposed to be about purchasing an apartment building, not a
biography of the world’s real estate moguls.” But financial education is not just about knowing the
numbers, it’s also knowing the players. It should be clear from the case studies in this section
that the true path to wealth and financial freedom is through real estate, the playground of the
rich.Let’s explore how doing so can change your life and your net worth, both for the better. In the
next chapter, I will show you the advantages of real estate over any other type of investment.
Once we have laid the foundation for the power of real estate as a whole, I’ll show you why I feel
multifamily investment in particular is the single greatest real estate investment
available.Chapter OneThe Power of Real Estate: Ten AdvantagesDon’t Believe the HypeReal
estate is the ultimate investment. Nothing else provides the same kind of dollar-for-dollar returns



and has the same kinds of advantages. If I had a choice to invest $1 million in real estate or $1
million in Microsoft stock, I would choose real estate, hands down. The reason is simple: Even if
the real estate investment appreciated at half the rate as the stock, I would still come out way
ahead when taking into account leverage, tax advantages, and cash flow. In this chapter I’ll
explain these advantages in detail.This line of thinking runs counter to mainstream thought on
investing in this country. As consumers, we are constantly barraged with articles, commercials,
and advice to invest our money in stocks, bonds, or mutual funds. If you pick up any major
investment publication, it’s very likely you’ll see articles touting the advantages of mutual funds
and the stock market, while downplaying the viability of real estate as an investment tool.
Coincidence? Not to my mind. I believe it has a great deal to do with the fact that the source of
much of these publications’ revenue comes from financial services companies that specialize in
stocks, bonds, and mutual funds.I picked up a copy of Money magazine because I saw that
there was an article comparing the advantages of stocks vs. real estate. Although I already had a
pretty good guess as to who it was going to pick as the winner before I read the article, I was
curious to see how it reached its conclusion. In the article, “Real Estate vs. Stocks,” the author
creates eight “rounds” for the two investment types to “box.” Not surprisingly, stocks come out on
top most of the time.Round 1:Performance—Historical gainsRound 2:Leverage—Using Other
People’s MoneyRound 3:Costs—Costs associated with the transaction such as commissions
and feesRound 4:Taxes—Tax benefits available through each investmentRound 5:Transparency
—Being able to see hidden trapsRound 6:Effort—The amount of time involved in managing the
investmentRound 7:Volatility—How quickly the investment can rise or fall in valueRound
8:Diversification—Not putting all your eggs in one basketThe author uses a boxing match as a
metaphor for the article, but it reads more like a staged professional wrestling match in which the
winner is already picked before the match begins.As an interesting exercise, I went through the
same issue of the magazine that this article appears in and counted the number of ads for
financial institutions. They accounted for one-third of the total number of advertising pages for
the magazine. By obtaining the advertising rate schedule and doing some math, I found that
these companies could have paid approximately $3,777,025 for ad placement in this issue. As I
read through the article I began to question more and more whether the magazine’s advertisers
could be influencing its content. While there were some truths, there were a number of places
that left me scratching my head. Here is one example:The centerpiece of the article is a chart
entitled, “How Profitable Is That House?,” which sets up the scenario that you purchase a
$300,000 home in Raleigh, North Carolina, with a $60,000 down payment and an appreciation
rate of 3 percent a year, and it concludes that “you’ll end up with a decent, though not
spectacular return of $117,300.”Right off the bat, I thought it was strange that the author used
Raleigh as the example—at 3 percent appreciation per year. Raleigh is considered one of the
hottest real estate markets in the country. After a short search, I found the actual appreciation in
Raleigh on the same magazine’s Web site. Well, you can imagine my surprise when I found that
over a five-year period, the very same magazine (under another writer’s byline) predicts that



Raleigh will have, on average, 10.2 precent appreciation! Now that would make for a very
different scenario, and one that wouldn’t support the article’s claim that this type of real estate
investment will bring only a moderate return. Had the author used actual figures for the Raleigh
market, the selling price would have been much closer to $487,561, not $358,200—nearly
$130,000 more.Now granted, not every market is going to appreciate at 10.2 percent every year
—in fact most won’t. As of this writing, the national average, however, for real estate appreciation
is 6 percent. That is double the percentage used in the article’s example. Applying a 6 percent
appreciation rate, the house’s selling price would have been $425,555—a full $67,355 more
than the author’s figure.The other problem I had with the author’s example is the way in which
the return on the investment is calculated, which the author doesn’t explain. Based on my
experience after a long career in real estate investing, I question its accuracy. In real estate, and
any other investment, your rate of return is based solely on the money you have in the deal. In
this example, it would be figured by dividing the total return of $117,300 by the down payment,
which was $60,000. The result is a 195.50 percent rate of return over the six years, or 32.58
percent per year—and that’s just based on a 3 percent appreciation rate. That’s the power of
leverage, something we’ll discuss in detail later in this section. I’ll also show you why a real
estate investment, at 6 percent appreciation (the national average at the time), will fare bette
than a stock at 10 percent. But for now let’s look at the difference in rate of return between 3
percent appreciation and 6 percent appreciation using the article’s scenario.Since the 6 percent
appreciation would have netted us an additional $67,355 over the article’s 3 percent
appreciation assumptions, we’ll add that to the total return figure of $117,300 for an overall
return of $184,655 over the six-year period. Divide that sum by the down payment of $60,000,
and we have a rate of return of an astounding 307 percent, or 51 percent per year! If we did the
same calculations based on the appreciation rate we found on the magazine’s Web site, 10.2
percent, the rate of return would be substantially more! As you can see, if the author had used
these more favorable figures, the article’s conclusion would have been different.Another
important fact that the article doesn’t address is that the interest payments in this scenario,
$59,700, would be tax-deductible. Those savings are not factored into the return calculations.
Nor do they include the rent of $1,700 per month (the author’s figure) as income toward the
property’s operating expenses. Instead she makes a subtle shift by saying it is a savings to you
of $14,700. One term is passive, the other active. A $14,700 savings would assume that it’s
money you don’t have to pay out of pocket—meaning your existing salary. But actually, a
$14,700 income from the property would be over and above your existing income streams. This
distinction is not highlighted, but it makes a big difference in real life. The property’s expenses
are sustained by the property itself, not by you, and you get $14,700 in actual cash—not just
savings—to boot. By doing so, the article omits one of the biggest advantages of owning
investment real estate: cash flow.The last and biggest issue I had with this article is that it’s
based on the buy-and-flip model. Many of the examples the author uses to contrast real estate
investing with stocks factor in the gains from real estate investing over only a couple years. But



this is a poor investment model. Indeed, the author is absolutely correct that if you invest in real
estate in order to flip, your expenses will be higher and your returns lower. The transaction costs
of commissions, closing costs, and so on, are just too high. But real estate generally is a long-
term investment, and its benefits are best realized over the long term.In the remainder of this
chapter I’ll show you ten reasons why real estate can often be the best investment over any
other type out there.#1. Cash FlowFirst things first: I always purchase properties that cash-flow. It
takes time to find them, but it is well worth the effort. The simplest definition of positive cash flow
is that you collect more revenue, usually in the form of rent, than it takes to pay for and operate
the property. A big advantage of real estate over other investments is that it can produce cash
flow on a monthly basis. The cash generated by a real estate investment will always be a much
larger percentage cash-on-cash return than any other investment. The reason for this is the
leverage, something we’ll go deeper into later in this chapter.The beauty of a cash-flowing real
estate property is that it can help you become financially free. Here is an exercise that I like to do
when I speak at Rich Dad seminars. Take out a pen and a paper and write down your net
monthly income after taxes and Social Security. Now, write down every expense that you have in
a given month. It might look something like this:This is your cash flow statement. Your list will
probably be more detailed than this. Make sure to write down everything that you really do spend
in a month. Now take your hand and cover up the income portion of your cash flow statement.
This is what your retirement could be like if you don’t begin investing now—a whole stack of bills
and nothing coming in to pay them.In Rich Dad Poor Dad, Robert Kiyosaki talks extensively
about the need to understand your income statement. It is very simple. You have income and
expenses, and assets and liabilities. In order to become wealthy you have to stop working just to
pay your expenses and wasting the rest on liabilities. You need to begin buying assets.Here is
how most people’s financial statements look. Money comes in the form of a paycheck each
month: with that they pay their expenses. Then they purchase liabilities with the rest. It is money
out the door and going into the pockets of the wealthy.Instead of purchasing liabilities you should
be purchasing assets. Only then will you be able to build your wealth. Your financial statement
should look like this:If you purchase this book without a cover you should be aware that this book
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ROOSEVELTForewordby Robert KiyosakiIn my book Rich Dad’s Increase Your Financial IQ, I
relate a story about getting ready for an interview with a morning news program in early August
2007, right after the Dow had crashed by nearly 400 points. In response, the Fed and central
banks around the world had infused the economy with billions in cash in an effort to soothe
investors’ nerves. That morning the television pundits were weighing in on the state of the
economy. One financial advisor who was being interviewed said that the crash didn’t change her
advice to her clients: avoid real estate because it’s too risky and invest in blue chip stocks and
mutual funds over the long term.There is a stark difference between the way that professional
money pundits think and my own philosophy. Financial planners and the so-called experts will
always tell you “Save money, get out of debt, and invest for the long term in a well-diversified
portfolio of stocks, bonds, and mutual funds.” They refer to this type of investing as “safe” while
denouncing other investments such as real estate as “risky.”While I was watching the interview
with this financial planner, my wife, Kim, came into the room and reminded me that we had a
closing scheduled for a 300-unit apartment building later that day. Both Kim and I were excited to
be closing on this building, and we both knew it was going to be a tremendous investment.As I
slipped on my suit jacket, I couldn’t help but smile, thinking about what the financial planner
being interviewed had said. All of the investments that she considered to be safe, I actually
considered to be risky. Why? Because what she really meant by safe investments are in actuality
low-yield investments that often barely keep pace with inflation, if at all. That means that placing
—parking—my money in those types of investments is not financially intelligent, because while it
may seem like my money will have grown over time, it will, in reality, have only maintained its
value.In The Rich Dad Company, we believe in investing with financial intelligence. Part of
developing your financial intelligence is to surround yourself with people who are smarter than
you and to learn everything you can from them. That is the very concept behind the Rich Dad
Advisor series. The 300-unit apartment building investment opportunity I mentioned earlier was
brought to me by my good friend, and Rich Dads Advisor, Ken McElroy. Many years ago, I
decided to seek out the best advisors to increase my financial IQ, and Ken McElroy was the
natural choice when it came to real estate. Besides being a superior golfer, Ken also holds
superior knowledge when it comes to the intricacies and knowhow of real estate investing. He
owns one of the most respected property management, real estate investment, and
development companies in the Southwest and has been working as a real estate professional
since he graduated from college. He is a former president of the Arizona Multifamily Housing
Association and board member for the National Apartment Association, and he is active in
lobbying Congress for the real estate industry. But above all, Ken is a phenomenal teacher
whose passion is to see others—people like you who are reading this book—become financially
independent.For many of you, this will not be your first exposure to Ken and his teachings on
real estate investing. Ken has already written one book for The Rich Dad Company, The ABCs of
Real Estate Investing, which is a bestseller, and he is a frequent speaker and teacher at Rich
Dad events.If this is your first exposure to Ken, however, you are in for a treat. Oftentimes people



feel investing in real estate is risky simply because they don’t really understand the secrets that
make investing in real estate not only profitable but also safe. I asked Ken to write this book
because I felt that at this time in our economic history, it is very important to become educated in
how to succeed in an increasingly confusing economy. Ken, as always, takes seemingly
complicated information and makes it simple to understand and exciting to think about.Lately
I’ve been talking a lot about currency—U.S. currency, to be specific. In 1971, Nixon took the U.S.
dollar off the gold standard for good. At that point the U.S. dollar ceased to be money and
became currency. Currency in and of itself has no inherent value. It is simply a tool to be
manipulated. Just like an electric current, currency needs to travel from one point to another or
else it dies. Because of Nixon’s policy, savers have become losers. History proves that all
currencies lose value and become worthless. The longer you hold on to your currency, the less
valuable it will become.The real winners in today’s economy are the ones who understand that
real value is found in assets, not dollars. I’m convinced that one of the best assets your money
can buy is real estate. In this book, Ken shows you the secrets of a real estate investor and how
real estate as an asset class has the potential to create vast amounts of wealth, wealth that can
make you financially free.When I look to make a real estate investment, I turn to my advisor Ken
McElroy. He is an invaluable resource to me. You too have the opportunity, through Ken’s book
and his teachings, to put his valuable experience and expertise to work in your real estate
investments. I commend you for taking the opportunity to further educate yourself and beginning
your path toward financial freedom. I promise you will not be disappointed, because the depth
and quality of Ken’s knowledge of real estate investing is top-notch. In this book, he truly is
sharing with you the advanced secrets of a successful real estate investor.– Robert
KiyosakiForewordby Robert KiyosakiIn my book Rich Dad’s Increase Your Financial IQ, I relate a
story about getting ready for an interview with a morning news program in early August 2007,
right after the Dow had crashed by nearly 400 points. In response, the Fed and central banks
around the world had infused the economy with billions in cash in an effort to soothe investors’
nerves. That morning the television pundits were weighing in on the state of the economy. One
financial advisor who was being interviewed said that the crash didn’t change her advice to her
clients: avoid real estate because it’s too risky and invest in blue chip stocks and mutual funds
over the long term.There is a stark difference between the way that professional money pundits
think and my own philosophy. Financial planners and the so-called experts will always tell you
“Save money, get out of debt, and invest for the long term in a well-diversified portfolio of stocks,
bonds, and mutual funds.” They refer to this type of investing as “safe” while denouncing other
investments such as real estate as “risky.”While I was watching the interview with this financial
planner, my wife, Kim, came into the room and reminded me that we had a closing scheduled for
a 300-unit apartment building later that day. Both Kim and I were excited to be closing on this
building, and we both knew it was going to be a tremendous investment.As I slipped on my suit
jacket, I couldn’t help but smile, thinking about what the financial planner being interviewed had
said. All of the investments that she considered to be safe, I actually considered to be risky.



Why? Because what she really meant by safe investments are in actuality low-yield investments
that often barely keep pace with inflation, if at all. That means that placing—parking—my money
in those types of investments is not financially intelligent, because while it may seem like my
money will have grown over time, it will, in reality, have only maintained its value.In The Rich Dad
Company, we believe in investing with financial intelligence. Part of developing your financial
intelligence is to surround yourself with people who are smarter than you and to learn everything
you can from them. That is the very concept behind the Rich Dad Advisor series. The 300-unit
apartment building investment opportunity I mentioned earlier was brought to me by my good
friend, and Rich Dads Advisor, Ken McElroy. Many years ago, I decided to seek out the best
advisors to increase my financial IQ, and Ken McElroy was the natural choice when it came to
real estate. Besides being a superior golfer, Ken also holds superior knowledge when it comes
to the intricacies and knowhow of real estate investing. He owns one of the most respected
property management, real estate investment, and development companies in the Southwest
and has been working as a real estate professional since he graduated from college. He is a
former president of the Arizona Multifamily Housing Association and board member for the
National Apartment Association, and he is active in lobbying Congress for the real estate
industry. But above all, Ken is a phenomenal teacher whose passion is to see others—people
like you who are reading this book—become financially independent.For many of you, this will
not be your first exposure to Ken and his teachings on real estate investing. Ken has already
written one book for The Rich Dad Company, The ABCs of Real Estate Investing, which is a
bestseller, and he is a frequent speaker and teacher at Rich Dad events.If this is your first
exposure to Ken, however, you are in for a treat. Oftentimes people feel investing in real estate is
risky simply because they don’t really understand the secrets that make investing in real estate
not only profitable but also safe. I asked Ken to write this book because I felt that at this time in
our economic history, it is very important to become educated in how to succeed in an
increasingly confusing economy. Ken, as always, takes seemingly complicated information and
makes it simple to understand and exciting to think about.Lately I’ve been talking a lot about
currency—U.S. currency, to be specific. In 1971, Nixon took the U.S. dollar off the gold standard
for good. At that point the U.S. dollar ceased to be money and became currency. Currency in and
of itself has no inherent value. It is simply a tool to be manipulated. Just like an electric current,
currency needs to travel from one point to another or else it dies. Because of Nixon’s policy,
savers have become losers. History proves that all currencies lose value and become worthless.
The longer you hold on to your currency, the less valuable it will become.The real winners in
today’s economy are the ones who understand that real value is found in assets, not dollars. I’m
convinced that one of the best assets your money can buy is real estate. In this book, Ken shows
you the secrets of a real estate investor and how real estate as an asset class has the potential
to create vast amounts of wealth, wealth that can make you financially free.When I look to make
a real estate investment, I turn to my advisor Ken McElroy. He is an invaluable resource to me.
You too have the opportunity, through Ken’s book and his teachings, to put his valuable



experience and expertise to work in your real estate investments. I commend you for taking the
opportunity to further educate yourself and beginning your path toward financial freedom. I
promise you will not be disappointed, because the depth and quality of Ken’s knowledge of real
estate investing is top-notch. In this book, he truly is sharing with you the advanced secrets of a
successful real estate investor.– Robert KiyosakiIntroductionWhy Not Just Follow the Wealthy?It
took me a long time to get to the place where I am today. Just like you, I spent a good portion of
my working life trying to earn more money so I could spend it on more things. Slowly, through
many years of trial and error, I earned my stripes on the job. But I was still working for others. My
money was dependent on others.Success or excellence in any field or subject depends on a
combination of “doing things right and doing the right things at the right time.” You need a
combination of activities and efforts in a specific area of interest to achieve real expertise. Just
look at the people at the top. What do they do? What makes them successful?I am constantly
learning and seeking out better ways to do things. For instance, I have several mentors that I
meet with every month. They are further along the path of life than I am, and I look to them for
leadership and advice. I study people’s habits and practices, and I try to implement them into my
habits and life. Also, I belong to an association of business owners and entrepreneurs, whose
purpose of getting together is to problem-solve, and share ideas and thoughts at the top level of
highly successful organizations.Many of you are going through the same process I went through.
I commend you for picking up this book, as well as other Rich Dad books, and educating
yourself. If you continue to learn, and to apply your learning by investing in assets, you, too, will
be financially free. Once you have the knowledge, all successful real estate investing requires is
common sense. Equipped with knowledge and the insider tips in this book you will be able to
use your common sense when evaluating a deal. There will be no magic, just know-how.Then,
with that as the foundation, I will spend the rest of the book teaching you how to acquire a
multifamily property of your own. We’ll cover the search process, how to finance your
investment, finding a team and investors, due diligence, legal setup, and more. I’ll walk you
through a large multifamily acquisition all the way to the closing table. By the end of the book,
you will feel equipped and confident to find, acquire, and operate your own multifamily
investment.So, how do we get started? Let’s follow the wealthy. Because now is the time to
create your future, and your future will be determined by the choices you make and the
commitments that you honor.Who Are the Wealthy?Every year Forbes magazine puts out a list
of the 400 wealthiest Americans. I know it may come as a surprise but I’m not on this list. But
there are plenty of people you would recognize, and a lot more you’ve never heard of.
(Amazingly, in 2007 there were only billionaires on this list. That marked the first time in the
history of the Forbes Richest Americans list that millionaires are excluded. More than 10 percent
of the billionaires on the Forbes list earned their wealth from real estate. This was a phenomenal
percentage, considering Forbes used twenty different industry categories to determine wealth
generation.Of the 400 billionaires on the Forbes Richest Americans list, 10 percent derived their
wealth directly from real estate.The two richest real estate tycoons on the list are Donald Bren



and Samuel Zell. Both of these men are primarily known for their multifamily real estate
investments and are proof that the best real estate investment around is apartment
buildings.)DONALD BRENAs chairman of The Irvine Company, Bren’s net worth is $13 billion,
and he owns over 25,000 apartment units. The Irvine Company operates in Southern California
and is known for its luxury and master planned communities. The company was founded by
James Irvine in 1864 as a holding for his ranch acreage. Today the company’s portfolio includes
400 office buildings, multiple retail centers, several apartment communities, hotels and marinas,
as well as golf clubs. The company is privately held to this day and has propelled Bren into the
category of one of the richest men in the world by virtue of its real estate holdings.SAMUEL
ZELLSamuel Zell, at a net worth of $6 billion, is the founder of Equity Residential. He started the
business in 1969 by managing apartment buildings in Michigan while he was in college. He has
grown his company into the largest publicly traded owner, operator, and developer of multifamily
housing in the United States.In 1993 his company became one of the first real estate companies
to go public. His company is listed on the S&P 500, and he is considered the godfather of public
real estate companies. All of this was generated through multifamily investment. The company’s
annual return continually outperforms the Dow Jones Industrial Average and S&P 500 by
multiple percentage points.According to its public report, Equity Residential owns over 920
apartment buildings, comprising of 197,404 individual units. The company employs over 6,000
people. Recent operating revenues from the Equity apartment portfolio equaled $1.95 billion.
The total asset value of their multifamily holdings equaled $16.6 billion.Real Estate =
WealthWhile 10 percent is a very strong showing for real estate on the Forbes list, what is not
indicated is that even those who haven’t derived their wealth directly from real estate still owe
much of their success to real estate. For many, business ideas created enough liquidity to be
able to invest in real estate.Having read Rich Dad, Poor Dad, you know the classic example for
this principle is McDonald’s. In the book, Robert Kiyosaki tells the story of Ray Kroc, the founder
of McDonald’s, speaking to an MBA class. When he asked the students what business he was
in, the amused class responded, hamburgers, of course. Kroc replied, “Ladies and gentlemen,
I’m not in the hamburger business. My business is real estate.”The retail part of McDonald’s
business is only part of the picture. A huge part of the McDonald’s success is their real estate
holdings. According to a recent annual report, the total asset value of McDonald’s real estate
holdings is $29.9 billion. As Robert writes, McDonald’s is one of the largest owners of real estate
in the world. The McDonald’s business creates liquidity, but it’s the McDonald’s real estate that
creates wealth. McDonald’s is an obvious example of this concept, used by almost everyone
teaching it. Let’s take a look at some less obvious examples. I think you’ll begin to see a pattern
develop.Business creates liquidity; real estate creates wealth.SHELDON ADELSONTo most
people, Sheldon Adelson is known for being the founder of the Las Vegas Sands Corporation.
The company owns huge casinos in Las Vegas such as the Venetian, and others throughout the
world. Adelson was named the ninth richest person in America and the fiftheenth richest person
in the world by Forbes, with a net worth of $26.5 billion.While it may be true that he gained his



wealth through the gaming industry, the fact of the matter is that Adelson’s true wealth comes
from the real estate holdings of his company. The Las Vegas Strip is some of the most valuable
real estate in the world. Depending on location, as of this writing, real estate on the Strip is
selling for approximately $10 million to $20 million per acre. Again, a look at annual public
reports reveals that the Las Vegas Sands Corporation’s wealth is really in its real estate holdings.
Their operations in 2005 netted them $589 million. Conversely, their real estate as- chains and
banks. A close look at Wal-Mart will tell you that Sam Walton may have started his fortune
through retail, but it is sustained by real estate holdings. Today, the Waltons are the richest family
in the world.PAUL ALLENFor companies like Wal-Mart and McDonald’s, real estate may sustain
the company’s wealth, but they still carry on with operations as the sole focus of their business.
For others, however, real estate becomes the primary focus of their business after they have
generated wealth in other areas. Such is the case for Paul Allen.Allen’s net worth according to
the Forbes list is estimated to be about $ 15 billion. Allen is the co-founder of Microsoft. He
represents one of four people on the Forbes 400 list who attribute their wealth to software, a
number that is dramatically smaller than in years past, due to the popping of the tech
bubble.Allen retired from Microsoft in 1983. He owned about a quarter of the company’s stock.
Over the years he has been selling his shares in Microsoft and investing the earnings. In 1986,
he founded Vulcan Northwest, Inc., and began placing his money in diversified investments.
Through Vulcan he purchased controlling stakes in both the Portland Trail Blazers NBA team
and the Seattle Seahawks NFL franchise. In 1992, he began plans for the Seattle rock music
museum the Experience Music Project. Ever since he has been focusing his company’s
resources on building a substantial real estate portfolio through his subsidiary company Vulcan
Real Estate.Not bad for a guy who dropped out of college. Before the tech bubble burst, there
were a lot of millionaires on paper, but those “riches” came falling down like a house of cards.
One key to Allen’s success was that he moved his money from stocks into real estate, while
those in the software industry who didn’t, dropped out of existence.World PowersReal estate as
a means to generate and sustain wealth is not simply an American concept. Each year Forbes
also publishes a list of the world’s wealthiest people. Again, 10 percent of this list is comprised of
real estate investors-six of whom are among the 100 wealthiest people in the world. Some of the
world’s biggest real estate investors are based in Hong Kong.LEE SHAU KEELee Shau Kee is
considered the twenty-second richest person in the world at a net worth of $20.3 billion. He is
the founder and CEO of Henderson Land Development Company. His company is the largest
land development company in Asia, with over $27 billion in total land asset value. The total asset
value of the company is $66.6 billion.Lee also sits on the board of the Sun Hung Kai Company,
which is owned by the second wealthiest landowners in the world, the Kwok brothers.THE
KWOK BROTHERSRaymond, Thomas, and Walter Kwok are co-owners of Sun Hung Kai, one
of the largest land companies in Hong Kong. Their net worth is $20 billion. They inherited the
company from their father, who started it in 1969.Today the company specializes in residential
and commercial development, employing over 35,000 people in Hong Kong. They are partnered



with Lee Shau Kee. Together they built the International Commerce Center, in 2010 the tallest
building in Hong Kong, and the fifth largest in the world, at 118 stories.Over time, property sales
and rental income alone amounted to $16 billion for the company, and its total land asset value
is an astounding $133 billion.The Playground of the RichBy now you’re probably thinking to
yourself, “I thought this book was supposed to be about purchasing an apartment building, not a
biography of the world’s real estate moguls.” But financial education is not just about knowing the
numbers, it’s also knowing the players. It should be clear from the case studies in this section
that the true path to wealth and financial freedom is through real estate, the playground of the
rich.Let’s explore how doing so can change your life and your net worth, both for the better. In the
next chapter, I will show you the advantages of real estate over any other type of investment.
Once we have laid the foundation for the power of real estate as a whole, I’ll show you why I feel
multifamily investment in particular is the single greatest real estate investment
available.IntroductionWhy Not Just Follow the Wealthy?It took me a long time to get to the place
where I am today. Just like you, I spent a good portion of my working life trying to earn more
money so I could spend it on more things. Slowly, through many years of trial and error, I earned
my stripes on the job. But I was still working for others. My money was dependent on
others.Success or excellence in any field or subject depends on a combination of “doing things
right and doing the right things at the right time.” You need a combination of activities and efforts
in a specific area of interest to achieve real expertise. Just look at the people at the top. What do
they do? What makes them successful?I am constantly learning and seeking out better ways to
do things. For instance, I have several mentors that I meet with every month. They are further
along the path of life than I am, and I look to them for leadership and advice. I study people’s
habits and practices, and I try to implement them into my habits and life. Also, I belong to an
association of business owners and entrepreneurs, whose purpose of getting together is to
problem-solve, and share ideas and thoughts at the top level of highly successful
organizations.Many of you are going through the same process I went through. I commend you
for picking up this book, as well as other Rich Dad books, and educating yourself. If you continue
to learn, and to apply your learning by investing in assets, you, too, will be financially free. Once
you have the knowledge, all successful real estate investing requires is common sense.
Equipped with knowledge and the insider tips in this book you will be able to use your common
sense when evaluating a deal. There will be no magic, just know-how.Then, with that as the
foundation, I will spend the rest of the book teaching you how to acquire a multifamily property of
your own. We’ll cover the search process, how to finance your investment, finding a team and
investors, due diligence, legal setup, and more. I’ll walk you through a large multifamily
acquisition all the way to the closing table. By the end of the book, you will feel equipped and
confident to find, acquire, and operate your own multifamily investment.So, how do we get
started? Let’s follow the wealthy. Because now is the time to create your future, and your future
will be determined by the choices you make and the commitments that you honor.Who Are the
Wealthy?Every year Forbes magazine puts out a list of the 400 wealthiest Americans. I know it



may come as a surprise but I’m not on this list. But there are plenty of people you would
recognize, and a lot more you’ve never heard of. (Amazingly, in 2007 there were only billionaires
on this list. That marked the first time in the history of the Forbes Richest Americans list that
millionaires are excluded. More than 10 percent of the billionaires on the Forbes list earned their
wealth from real estate. This was a phenomenal percentage, considering Forbes used twenty
different industry categories to determine wealth generation.Of the 400 billionaires on the
Forbes Richest Americans list, 10 percent derived their wealth directly from real estate.The two
richest real estate tycoons on the list are Donald Bren and Samuel Zell. Both of these men are
primarily known for their multifamily real estate investments and are proof that the best real
estate investment around is apartment buildings.)DONALD BRENAs chairman of The Irvine
Company, Bren’s net worth is $13 billion, and he owns over 25,000 apartment units. The Irvine
Company operates in Southern California and is known for its luxury and master planned
communities. The company was founded by James Irvine in 1864 as a holding for his ranch
acreage. Today the company’s portfolio includes 400 office buildings, multiple retail centers,
several apartment communities, hotels and marinas, as well as golf clubs. The company is
privately held to this day and has propelled Bren into the category of one of the richest men in
the world by virtue of its real estate holdings.SAMUEL ZELLSamuel Zell, at a net worth of $6
billion, is the founder of Equity Residential. He started the business in 1969 by managing
apartment buildings in Michigan while he was in college. He has grown his company into the
largest publicly traded owner, operator, and developer of multifamily housing in the United
States.In 1993 his company became one of the first real estate companies to go public. His
company is listed on the S&P 500, and he is considered the godfather of public real estate
companies. All of this was generated through multifamily investment. The company’s annual
return continually outperforms the Dow Jones Industrial Average and S&P 500 by multiple
percentage points.According to its public report, Equity Residential owns over 920 apartment
buildings, comprising of 197,404 individual units. The company employs over 6,000 people.
Recent operating revenues from the Equity apartment portfolio equaled $1.95 billion. The total
asset value of their multifamily holdings equaled $16.6 billion.Real Estate = WealthWhile 10
percent is a very strong showing for real estate on the Forbes list, what is not indicated is that
even those who haven’t derived their wealth directly from real estate still owe much of their
success to real estate. For many, business ideas created enough liquidity to be able to invest in
real estate.Having read Rich Dad, Poor Dad, you know the classic example for this principle is
McDonald’s. In the book, Robert Kiyosaki tells the story of Ray Kroc, the founder of McDonald’s,
speaking to an MBA class. When he asked the students what business he was in, the amused
class responded, hamburgers, of course. Kroc replied, “Ladies and gentlemen, I’m not in the
hamburger business. My business is real estate.”The retail part of McDonald’s business is only
part of the picture. A huge part of the McDonald’s success is their real estate holdings.
According to a recent annual report, the total asset value of McDonald’s real estate holdings is
$29.9 billion. As Robert writes, McDonald’s is one of the largest owners of real estate in the



world. The McDonald’s business creates liquidity, but it’s the McDonald’s real estate that creates
wealth. McDonald’s is an obvious example of this concept, used by almost everyone teaching it.
Let’s take a look at some less obvious examples. I think you’ll begin to see a pattern
develop.Business creates liquidity; real estate creates wealth.SHELDON ADELSONTo most
people, Sheldon Adelson is known for being the founder of the Las Vegas Sands Corporation.
The company owns huge casinos in Las Vegas such as the Venetian, and others throughout the
world. Adelson was named the ninth richest person in America and the fiftheenth richest person
in the world by Forbes, with a net worth of $26.5 billion.While it may be true that he gained his
wealth through the gaming industry, the fact of the matter is that Adelson’s true wealth comes
from the real estate holdings of his company. The Las Vegas Strip is some of the most valuable
real estate in the world. Depending on location, as of this writing, real estate on the Strip is
selling for approximately $10 million to $20 million per acre. Again, a look at annual public
reports reveals that the Las Vegas Sands Corporation’s wealth is really in its real estate holdings.
Their operations in 2005 netted them $589 million. Conversely, their real estate as- chains and
banks. A close look at Wal-Mart will tell you that Sam Walton may have started his fortune
through retail, but it is sustained by real estate holdings. Today, the Waltons are the richest family
in the world.PAUL ALLENFor companies like Wal-Mart and McDonald’s, real estate may sustain
the company’s wealth, but they still carry on with operations as the sole focus of their business.
For others, however, real estate becomes the primary focus of their business after they have
generated wealth in other areas. Such is the case for Paul Allen.Allen’s net worth according to
the Forbes list is estimated to be about $ 15 billion. Allen is the co-founder of Microsoft. He
represents one of four people on the Forbes 400 list who attribute their wealth to software, a
number that is dramatically smaller than in years past, due to the popping of the tech
bubble.Allen retired from Microsoft in 1983. He owned about a quarter of the company’s stock.
Over the years he has been selling his shares in Microsoft and investing the earnings. In 1986,
he founded Vulcan Northwest, Inc., and began placing his money in diversified investments.
Through Vulcan he purchased controlling stakes in both the Portland Trail Blazers NBA team
and the Seattle Seahawks NFL franchise. In 1992, he began plans for the Seattle rock music
museum the Experience Music Project. Ever since he has been focusing his company’s
resources on building a substantial real estate portfolio through his subsidiary company Vulcan
Real Estate.Not bad for a guy who dropped out of college. Before the tech bubble burst, there
were a lot of millionaires on paper, but those “riches” came falling down like a house of cards.
One key to Allen’s success was that he moved his money from stocks into real estate, while
those in the software industry who didn’t, dropped out of existence.World PowersReal estate as
a means to generate and sustain wealth is not simply an American concept. Each year Forbes
also publishes a list of the world’s wealthiest people. Again, 10 percent of this list is comprised of
real estate investors-six of whom are among the 100 wealthiest people in the world. Some of the
world’s biggest real estate investors are based in Hong Kong.LEE SHAU KEELee Shau Kee is
considered the twenty-second richest person in the world at a net worth of $20.3 billion. He is



the founder and CEO of Henderson Land Development Company. His company is the largest
land development company in Asia, with over $27 billion in total land asset value. The total asset
value of the company is $66.6 billion.Lee also sits on the board of the Sun Hung Kai Company,
which is owned by the second wealthiest landowners in the world, the Kwok brothers.THE
KWOK BROTHERSRaymond, Thomas, and Walter Kwok are co-owners of Sun Hung Kai, one
of the largest land companies in Hong Kong. Their net worth is $20 billion. They inherited the
company from their father, who started it in 1969.Today the company specializes in residential
and commercial development, employing over 35,000 people in Hong Kong. They are partnered
with Lee Shau Kee. Together they built the International Commerce Center, in 2010 the tallest
building in Hong Kong, and the fifth largest in the world, at 118 stories.Over time, property sales
and rental income alone amounted to $16 billion for the company, and its total land asset value
is an astounding $133 billion.The Playground of the RichBy now you’re probably thinking to
yourself, “I thought this book was supposed to be about purchasing an apartment building, not a
biography of the world’s real estate moguls.” But financial education is not just about knowing the
numbers, it’s also knowing the players. It should be clear from the case studies in this section
that the true path to wealth and financial freedom is through real estate, the playground of the
rich.Let’s explore how doing so can change your life and your net worth, both for the better. In the
next chapter, I will show you the advantages of real estate over any other type of investment.
Once we have laid the foundation for the power of real estate as a whole, I’ll show you why I feel
multifamily investment in particular is the single greatest real estate investment
available.Chapter OneThe Power of Real Estate: Ten AdvantagesDon’t Believe the HypeReal
estate is the ultimate investment. Nothing else provides the same kind of dollar-for-dollar returns
and has the same kinds of advantages. If I had a choice to invest $1 million in real estate or $1
million in Microsoft stock, I would choose real estate, hands down. The reason is simple: Even if
the real estate investment appreciated at half the rate as the stock, I would still come out way
ahead when taking into account leverage, tax advantages, and cash flow. In this chapter I’ll
explain these advantages in detail.This line of thinking runs counter to mainstream thought on
investing in this country. As consumers, we are constantly barraged with articles, commercials,
and advice to invest our money in stocks, bonds, or mutual funds. If you pick up any major
investment publication, it’s very likely you’ll see articles touting the advantages of mutual funds
and the stock market, while downplaying the viability of real estate as an investment tool.
Coincidence? Not to my mind. I believe it has a great deal to do with the fact that the source of
much of these publications’ revenue comes from financial services companies that specialize in
stocks, bonds, and mutual funds.I picked up a copy of Money magazine because I saw that
there was an article comparing the advantages of stocks vs. real estate. Although I already had a
pretty good guess as to who it was going to pick as the winner before I read the article, I was
curious to see how it reached its conclusion. In the article, “Real Estate vs. Stocks,” the author
creates eight “rounds” for the two investment types to “box.” Not surprisingly, stocks come out on
top most of the time.Round 1:Performance—Historical gainsRound 2:Leverage—Using Other



People’s MoneyRound 3:Costs—Costs associated with the transaction such as commissions
and feesRound 4:Taxes—Tax benefits available through each investmentRound 5:Transparency
—Being able to see hidden trapsRound 6:Effort—The amount of time involved in managing the
investmentRound 7:Volatility—How quickly the investment can rise or fall in valueRound
8:Diversification—Not putting all your eggs in one basketThe author uses a boxing match as a
metaphor for the article, but it reads more like a staged professional wrestling match in which the
winner is already picked before the match begins.As an interesting exercise, I went through the
same issue of the magazine that this article appears in and counted the number of ads for
financial institutions. They accounted for one-third of the total number of advertising pages for
the magazine. By obtaining the advertising rate schedule and doing some math, I found that
these companies could have paid approximately $3,777,025 for ad placement in this issue. As I
read through the article I began to question more and more whether the magazine’s advertisers
could be influencing its content. While there were some truths, there were a number of places
that left me scratching my head. Here is one example:The centerpiece of the article is a chart
entitled, “How Profitable Is That House?,” which sets up the scenario that you purchase a
$300,000 home in Raleigh, North Carolina, with a $60,000 down payment and an appreciation
rate of 3 percent a year, and it concludes that “you’ll end up with a decent, though not
spectacular return of $117,300.”Right off the bat, I thought it was strange that the author used
Raleigh as the example—at 3 percent appreciation per year. Raleigh is considered one of the
hottest real estate markets in the country. After a short search, I found the actual appreciation in
Raleigh on the same magazine’s Web site. Well, you can imagine my surprise when I found that
over a five-year period, the very same magazine (under another writer’s byline) predicts that
Raleigh will have, on average, 10.2 precent appreciation! Now that would make for a very
different scenario, and one that wouldn’t support the article’s claim that this type of real estate
investment will bring only a moderate return. Had the author used actual figures for the Raleigh
market, the selling price would have been much closer to $487,561, not $358,200—nearly
$130,000 more.Now granted, not every market is going to appreciate at 10.2 percent every year
—in fact most won’t. As of this writing, the national average, however, for real estate appreciation
is 6 percent. That is double the percentage used in the article’s example. Applying a 6 percent
appreciation rate, the house’s selling price would have been $425,555—a full $67,355 more
than the author’s figure.The other problem I had with the author’s example is the way in which
the return on the investment is calculated, which the author doesn’t explain. Based on my
experience after a long career in real estate investing, I question its accuracy. In real estate, and
any other investment, your rate of return is based solely on the money you have in the deal. In
this example, it would be figured by dividing the total return of $117,300 by the down payment,
which was $60,000. The result is a 195.50 percent rate of return over the six years, or 32.58
percent per year—and that’s just based on a 3 percent appreciation rate. That’s the power of
leverage, something we’ll discuss in detail later in this section. I’ll also show you why a real
estate investment, at 6 percent appreciation (the national average at the time), will fare bette



than a stock at 10 percent. But for now let’s look at the difference in rate of return between 3
percent appreciation and 6 percent appreciation using the article’s scenario.Since the 6 percent
appreciation would have netted us an additional $67,355 over the article’s 3 percent
appreciation assumptions, we’ll add that to the total return figure of $117,300 for an overall
return of $184,655 over the six-year period. Divide that sum by the down payment of $60,000,
and we have a rate of return of an astounding 307 percent, or 51 percent per year! If we did the
same calculations based on the appreciation rate we found on the magazine’s Web site, 10.2
percent, the rate of return would be substantially more! As you can see, if the author had used
these more favorable figures, the article’s conclusion would have been different.Another
important fact that the article doesn’t address is that the interest payments in this scenario,
$59,700, would be tax-deductible. Those savings are not factored into the return calculations.
Nor do they include the rent of $1,700 per month (the author’s figure) as income toward the
property’s operating expenses. Instead she makes a subtle shift by saying it is a savings to you
of $14,700. One term is passive, the other active. A $14,700 savings would assume that it’s
money you don’t have to pay out of pocket—meaning your existing salary. But actually, a
$14,700 income from the property would be over and above your existing income streams. This
distinction is not highlighted, but it makes a big difference in real life. The property’s expenses
are sustained by the property itself, not by you, and you get $14,700 in actual cash—not just
savings—to boot. By doing so, the article omits one of the biggest advantages of owning
investment real estate: cash flow.The last and biggest issue I had with this article is that it’s
based on the buy-and-flip model. Many of the examples the author uses to contrast real estate
investing with stocks factor in the gains from real estate investing over only a couple years. But
this is a poor investment model. Indeed, the author is absolutely correct that if you invest in real
estate in order to flip, your expenses will be higher and your returns lower. The transaction costs
of commissions, closing costs, and so on, are just too high. But real estate generally is a long-
term investment, and its benefits are best realized over the long term.In the remainder of this
chapter I’ll show you ten reasons why real estate can often be the best investment over any
other type out there.#1. Cash FlowFirst things first: I always purchase properties that cash-flow. It
takes time to find them, but it is well worth the effort. The simplest definition of positive cash flow
is that you collect more revenue, usually in the form of rent, than it takes to pay for and operate
the property. A big advantage of real estate over other investments is that it can produce cash
flow on a monthly basis. The cash generated by a real estate investment will always be a much
larger percentage cash-on-cash return than any other investment. The reason for this is the
leverage, something we’ll go deeper into later in this chapter.The beauty of a cash-flowing real
estate property is that it can help you become financially free. Here is an exercise that I like to do
when I speak at Rich Dad seminars. Take out a pen and a paper and write down your net
monthly income after taxes and Social Security. Now, write down every expense that you have in
a given month. It might look something like this:This is your cash flow statement. Your list will
probably be more detailed than this. Make sure to write down everything that you really do spend



in a month. Now take your hand and cover up the income portion of your cash flow statement.
This is what your retirement could be like if you don’t begin investing now—a whole stack of bills
and nothing coming in to pay them.In Rich Dad Poor Dad, Robert Kiyosaki talks extensively
about the need to understand your income statement. It is very simple. You have income and
expenses, and assets and liabilities. In order to become wealthy you have to stop working just to
pay your expenses and wasting the rest on liabilities. You need to begin buying assets.Here is
how most people’s financial statements look. Money comes in the form of a paycheck each
month: with that they pay their expenses. Then they purchase liabilities with the rest. It is money
out the door and going into the pockets of the wealthy.Instead of purchasing liabilities you should
be purchasing assets. Only then will you be able to build your wealth. Your financial statement
should look like this:Chapter OneThe Power of Real Estate: Ten AdvantagesDon’t Believe the
HypeReal estate is the ultimate investment. Nothing else provides the same kind of dollar-for-
dollar returns and has the same kinds of advantages. If I had a choice to invest $1 million in real
estate or $1 million in Microsoft stock, I would choose real estate, hands down. The reason is
simple: Even if the real estate investment appreciated at half the rate as the stock, I would still
come out way ahead when taking into account leverage, tax advantages, and cash flow. In this
chapter I’ll explain these advantages in detail.This line of thinking runs counter to mainstream
thought on investing in this country. As consumers, we are constantly barraged with articles,
commercials, and advice to invest our money in stocks, bonds, or mutual funds. If you pick up
any major investment publication, it’s very likely you’ll see articles touting the advantages of
mutual funds and the stock market, while downplaying the viability of real estate as an
investment tool. Coincidence? Not to my mind. I believe it has a great deal to do with the fact that
the source of much of these publications’ revenue comes from financial services companies that
specialize in stocks, bonds, and mutual funds.I picked up a copy of Money magazine because I
saw that there was an article comparing the advantages of stocks vs. real estate. Although I
already had a pretty good guess as to who it was going to pick as the winner before I read the
article, I was curious to see how it reached its conclusion. In the article, “Real Estate vs. Stocks,”
the author creates eight “rounds” for the two investment types to “box.” Not surprisingly, stocks
come out on top most of the time.Round 1:Performance—Historical gainsRound 2:Leverage—
Using Other People’s MoneyRound 3:Costs—Costs associated with the transaction such as
commissions and feesRound 4:Taxes—Tax benefits available through each investmentRound
5:Transparency—Being able to see hidden trapsRound 6:Effort—The amount of time involved in
managing the investmentRound 7:Volatility—How quickly the investment can rise or fall in
valueRound 8:Diversification—Not putting all your eggs in one basketRound 1:Performance—
Historical gainsRound 2:Leverage—Using Other People’s MoneyRound 3:Costs—Costs
associated with the transaction such as commissions and feesRound 4:Taxes—Tax benefits
available through each investmentRound 5:Transparency—Being able to see hidden
trapsRound 6:Effort—The amount of time involved in managing the investmentRound 7:Volatility
—How quickly the investment can rise or fall in valueRound 8:Diversification—Not putting all



your eggs in one basketRound 1:Performance—Historical gainsPerformance—Historical
gainsRound 2:Leverage—Using Other People’s MoneyLeverage—Using Other People’s
MoneyRound 3:Costs—Costs associated with the transaction such as commissions and
feesCosts—Costs associated with the transaction such as commissions and feesRound 4:Taxes
—Tax benefits available through each investmentTaxes—Tax benefits available through each
investmentRound 5:Transparency—Being able to see hidden trapsTransparency—Being able to
see hidden trapsRound 6:Effort—The amount of time involved in managing the investmentEffort
—The amount of time involved in managing the investmentRound 7:Volatility—How quickly the
investment can rise or fall in valueVolatility—How quickly the investment can rise or fall in
valueRound 8:Diversification—Not putting all your eggs in one basketDiversification—Not
putting all your eggs in one basketThe author uses a boxing match as a metaphor for the article,
but it reads more like a staged professional wrestling match in which the winner is already
picked before the match begins.As an interesting exercise, I went through the same issue of the
magazine that this article appears in and counted the number of ads for financial institutions.
They accounted for one-third of the total number of advertising pages for the magazine. By
obtaining the advertising rate schedule and doing some math, I found that these companies
could have paid approximately $3,777,025 for ad placement in this issue. As I read through the
article I began to question more and more whether the magazine’s advertisers could be
influencing its content. While there were some truths, there were a number of places that left me
scratching my head. Here is one example:The centerpiece of the article is a chart entitled, “How
Profitable Is That House?,” which sets up the scenario that you purchase a $300,000 home in
Raleigh, North Carolina, with a $60,000 down payment and an appreciation rate of 3 percent a
year, and it concludes that “you’ll end up with a decent, though not spectacular return of
$117,300.”Right off the bat, I thought it was strange that the author used Raleigh as the example
—at 3 percent appreciation per year. Raleigh is considered one of the hottest real estate
markets in the country. After a short search, I found the actual appreciation in Raleigh on the
same magazine’s Web site. Well, you can imagine my surprise when I found that over a five-year
period, the very same magazine (under another writer’s byline) predicts that Raleigh will have,
on average, 10.2 precent appreciation! Now that would make for a very different scenario, and
one that wouldn’t support the article’s claim that this type of real estate investment will bring only
a moderate return. Had the author used actual figures for the Raleigh market, the selling price
would have been much closer to $487,561, not $358,200—nearly $130,000 more.Now granted,
not every market is going to appreciate at 10.2 percent every year—in fact most won’t. As of this
writing, the national average, however, for real estate appreciation is 6 percent. That is double
the percentage used in the article’s example. Applying a 6 percent appreciation rate, the house’s
selling price would have been $425,555—a full $67,355 more than the author’s figure.The other
problem I had with the author’s example is the way in which the return on the investment is
calculated, which the author doesn’t explain. Based on my experience after a long career in real
estate investing, I question its accuracy. In real estate, and any other investment, your rate of



return is based solely on the money you have in the deal. In this example, it would be figured by
dividing the total return of $117,300 by the down payment, which was $60,000. The result is a
195.50 percent rate of return over the six years, or 32.58 percent per year—and that’s just based
on a 3 percent appreciation rate. That’s the power of leverage, something we’ll discuss in detail
later in this section. I’ll also show you why a real estate investment, at 6 percent appreciation (the
national average at the time), will fare bette than a stock at 10 percent. But for now let’s look at
the difference in rate of return between 3 percent appreciation and 6 percent appreciation using
the article’s scenario.Since the 6 percent appreciation would have netted us an additional
$67,355 over the article’s 3 percent appreciation assumptions, we’ll add that to the total return
figure of $117,300 for an overall return of $184,655 over the six-year period. Divide that sum by
the down payment of $60,000, and we have a rate of return of an astounding 307 percent, or 51
percent per year! If we did the same calculations based on the appreciation rate we found on the
magazine’s Web site, 10.2 percent, the rate of return would be substantially more! As you can
see, if the author had used these more favorable figures, the article’s conclusion would have
been different.Another important fact that the article doesn’t address is that the interest
payments in this scenario, $59,700, would be tax-deductible. Those savings are not factored into
the return calculations. Nor do they include the rent of $1,700 per month (the author’s figure) as
income toward the property’s operating expenses. Instead she makes a subtle shift by saying it
is a savings to you of $14,700. One term is passive, the other active. A $14,700 savings would
assume that it’s money you don’t have to pay out of pocket—meaning your existing salary. But
actually, a $14,700 income from the property would be over and above your existing income
streams. This distinction is not highlighted, but it makes a big difference in real life. The
property’s expenses are sustained by the property itself, not by you, and you get $14,700 in
actual cash—not just savings—to boot. By doing so, the article omits one of the biggest
advantages of owning investment real estate: cash flow.The last and biggest issue I had with this
article is that it’s based on the buy-and-flip model. Many of the examples the author uses to
contrast real estate investing with stocks factor in the gains from real estate investing over only a
couple years. But this is a poor investment model. Indeed, the author is absolutely correct that if
you invest in real estate in order to flip, your expenses will be higher and your returns lower. The
transaction costs of commissions, closing costs, and so on, are just too high. But real estate
generally is a long-term investment, and its benefits are best realized over the long term.In the
remainder of this chapter I’ll show you ten reasons why real estate can often be the best
investment over any other type out there.#1. Cash FlowFirst things first: I always purchase
properties that cash-flow. It takes time to find them, but it is well worth the effort. The simplest
definition of positive cash flow is that you collect more revenue, usually in the form of rent, than it
takes to pay for and operate the property. A big advantage of real estate over other investments
is that it can produce cash flow on a monthly basis. The cash generated by a real estate
investment will always be a much larger percentage cash-on-cash return than any other
investment. The reason for this is the leverage, something we’ll go deeper into later in this



chapter.The beauty of a cash-flowing real estate property is that it can help you become
financially free. Here is an exercise that I like to do when I speak at Rich Dad seminars. Take out
a pen and a paper and write down your net monthly income after taxes and Social Security. Now,
write down every expense that you have in a given month. It might look something like this:This
is your cash flow statement. Your list will probably be more detailed than this. Make sure to write
down everything that you really do spend in a month. Now take your hand and cover up the
income portion of your cash flow statement. This is what your retirement could be like if you don’t
begin investing now—a whole stack of bills and nothing coming in to pay them.In Rich Dad Poor
Dad, Robert Kiyosaki talks extensively about the need to understand your income statement. It
is very simple. You have income and expenses, and assets and liabilities. In order to become
wealthy you have to stop working just to pay your expenses and wasting the rest on liabilities.
You need to begin buying assets.Here is how most people’s financial statements look. Money
comes in the form of a paycheck each month: with that they pay their expenses. Then they
purchase liabilities with the rest. It is money out the door and going into the pockets of the
wealthy.Instead of purchasing liabilities you should be purchasing assets. Only then will you be
able to build your wealth. Your financial statement should look like this:
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Chappy, “I do love this book. I really like this book. I recommend it to all my friends who are
interested in real estate. To tell you the truth I buy this book as a gift and this is maybe my 5th
copy.While some of the info may be somewhat dated, the principles are still worth while if you
follow the instructions on how to calculate profitability. You just have to put down a lot more (on
houses) than used to be the case. I have followed the advice of this book and I have two
rentals. I do make money on them. Just make sure to buy a nice structurally sound building in a
nice area.”

Ryanw01, “Another Great Book from Rich Dad Series. Not as much detail as his first book, but a
great reference and enjoyed both. Wish there were more examples for how to start a little smaller
than million dollar investments, but this is the “advanced” guide. Like the detail for 1031
exchanges, but still didn’t fully understand the specifics about benefits of refinancing”

Tara Cheatham, “Excellent. Great information to learn about”

Jose, “A first time home owner guide. Interesting book,teaches you how to better plan things out
before purchasing a home.”

Buddy Enterprises LLC, “very informative. The book was too short”

jehanzeb Riaz, “Amazing book-wealth of knowledge. I am a pro investor but really benefited from
reading this book. Highly recommend to anybody who’s thinking about entry into multi family
business”

Ebook Library Reader, “Very helpful!. Ken covers all the key steps toward moving into multi
family rental ownership! I highly recommend this book before trying to build your wealth on your
own! Learn from others!”

Ebook Library Reader, “5. 5”

Eden Rebel Rose, “Love it! But not for true beginners. Love it.Like all of the Rich Dad Books!!!
Real Estate explained like magic. Very comprehensive. Even for non-native speakers.As the title
says - ADVANCED.So you don't do yourself a favor if you are a noob to this and skip "The ABCs
of Real Estate".”

Arnoldus Mateo van den Hurk, “The Advanced guide to areal Estate Investing.. It might be even
better than the ABC Real Estate precedent book. Ken again masters explaining easily complex
concepts. Congrats as Leonardo Da Vinci said "simplicity is the ultimate sophistication". I



attended 2 weeks ago to a workshop of Robert Kiyosaki team at Barcelona. They were great. I
fully recommend this book to complete the workshop's knowledge.”

Rodrigo Moraes, “Great book on the subject. Very complete book, covers many aspects of real
estate investment. Ideal for beginners and intermediate investors who want to improve their
financial condition and want to improve their knowledge about real estate investments. A must
read for everyone interested on the subject.”

Ebook Library Reader, “Parfait cadeau. Renseignements utiles”

The book by Lee Frost has a rating of  5 out of 4.7. 398 people have provided feedback.
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