IN THIS CHAPTER

» Taking a look at real estate
investments

» Determining whether you have the
makings of a real estate investor

» Examining what goes into real estate
investing

» Making real estate a part of your
investment strategy

Chapter 1

Thinking about
Real Estate

wning land has been a status symbol for generations. It once gave people

a right to vote and a degree of independence from the demands of the

world. Today, it promises financial independence, which amounts to the
same thing for most people. Land is tangible; you can stand on it and live on it,
things you can’t do with investments bought and sold online, and represented
by numbers on a page. Whether you have a handful of homes you rent to univer-
sity students, renovate a run-down character house to be sold at a profit, or buy
the local strip mall and make it a gathering point for the neighbourhood, you’ve
got opportunities for making money as well as making a contribution to your
commuiiity.

Real estate is everywhere: the apartment or house you call home, the mall where
you go shopping for groceries and clothes, and the office where you work. Even
the park where you take your kids and walk your dog is property with potential
investment value. But like any other investment, real estate has its risks, too.
Remember the old saying “land rich, cash poor”? There’s real wealth in land but
some equally real financial dangers, too, if you don’t have a strategy for making
the most of it. What kind of real estate interests you most? Have you considered
the skills — and weaknesses — you bring to your role as an investor? Successful
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investment in real estate means becoming land rich in order to become cash rich,
too. You want to do it right!

This chapter discusses the various opportunities awaiting you as an investor and
some of the risks associated with real estate. It looks at the considerations worth
bearing in mind as you’re sizing up the different investment tools available.
Finally, this chapter investigates how real estate can fit into a long-term financial
plan and the implications that it can have for your retirement and your estate.

Investigating Real Estate Investing
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So what’s the real deal about real estate? What makes it such a hot topic and
critical investment for everyone from the government honchos who manage the
Canada Pension Plan down to the tech nerd from school who’s making oodles of
money as a programmer? This section checks out the advantages of real estate and
compares property relative to other kinds of investments you may consider as part
of your portfolio.

Discovering the opportunities

Statistics from the Canadian Real Estate Association (CREA) indicate that residen-
tial real estate has increased in value by an average of more than 5 percent a year
over the past 30 years. Even though there have been some significant dips during
that period, and not every property will make the same gains in every year or from
city to city, the trend is unmistakable: The long-term potential for your real estate
investment to appreciate is significant. Several reasons support the argument that
an investment in real estate makes sense.

Leverage opportunities

Leverage is all about using a small amount of your own money and letting some-
one else’s cash do the rest of the work. Because real estate provides the loan’s
security — a guarantee of repayment if you’re unable to pay off the loan — the
risk is low. If you run into financial trouble and your creditors, the people who’ve
loaned you cash, demand immediate repayment and call your loan, your property
could be subject to proceedings that lead to its sale. Providing that the property
sells for more than the amount owing, you stand to emerge relatively unscathed.
The nature of a forced sale of your property depends on the province and the
mortgage documents you have signed. For example, in Ontario, the power-
of-sale process doesn’t require court approval, whereas in some other provinces,
the foreclosure and sale process requires the court to be involved throughout.
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Some of the basics of setting your limits as an investor so you can avoid the sale
of your properties due to default of payment are discussed in the later section
“Figuring Out Whether You’re Right for Real Estate Investing.” Chapter 4 in
Book 7 discusses financing at greater length.

Equity opportunities

By paying down a mortgage, you’re paying the purchase value of the property and
making its value your own over several years. Real estate is therefore unlike many
other investments because it gives you a chance to build equity — your share of
the property’s net worth at the time of sale — over the course of the investment
rather than invest everything up front and hope for the best. Because the value of
a property will change while you’re paying down the original value, you have two
ways to build wealth, not just one.

Beware of negative equity! Although real estate is a convenient way to build equity
(and that’s a good thing), a drop in the market can bring destruction and result in
negative equity, a situation in which the market value of a property is less than the
mortgage it secures. This typically happens when an investment is financed with
too much debt, a condition known as being overleveraged. This was a common
scenario in the United States during the subprime mortgage crisis of 2006 when
interest rates on some high-risk mortgages saddled buyers with payments they
couldn’t afford. The financial crisis of 2008 brought further trouble, when some
lenders called loans on borrowers suddenly considered to be poor risks.

To some investors, negative cash flow is a bigger concern than negative equity
because negative cash flow leaves them short of cash to cover immediate expenses.
However, negative equity is an unrealized loss that could turn into positive equity
when the market improves. The key to successful investing in both cases is avoid-
ing overleveraging, which means having more debt than you can handle. It implies
excessive risk-taking, which most investors consider an imprudent investment
strategy.

Return opportunities

When investors talk about returns, they’re talking about the money they’ll see —
not the option to return their property for a refund! You’re quite right to ask for
your money back when you invest in real estate, but the smart investor will get to
keep the property, too. In fact, our calculations estimate that it’s not impossible
to enjoy a net return of more than 75 percent annually on your investment. How
do we figure that? Here’s the math.

If you buy a $300,000 property with a $30,000 down payment and the property

increases in value by half over five years, the increase in equity is $150,000. That
amounts to approximately $112,500 after the government taxes the appreciation
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in the property’s value, or capital gain. This would represent a return of 375 percent
over five years, or at least 75 percent annually on your original investment of
$30,000. Assuming the debt you incurred to buy the property decreased over the
course of the five years, and the property generated rental income, you would
enjoy an even greater return on your investment.

Tax opportunities

Real estate offers several tax advantages for you as an investor, especially if you’ve
developed an investment strategy that accounts for taxes. Taxes erode the return
you’ll see on investments yielding a fixed return, such as bank accounts, bonds,
and guaranteed investment certificates (GICs), but not Tax-Free Savings Accounts
(TFSAs). Stocks and other equities put your principal at risk. Real estate invest-
ments, however, frequently enjoy a reduced tax rate. Between tax-free capital
gains on your principal residence to savings of up to 50 percent on taxes levied
on capital gains from investment properties, there are many tax advantages to
investing in real estate. You're also able to deduct investment expenses and write
off any depreciation in property values on your real estate purchases.

Hedge opportunities

No, don’t hide from your creditors in a bush! The kind of hedging discussed here
means taking shelter from the effects of inflation, which works to erode your
buying power. The rate of inflation varies from month to month, year to year,
and even country to country. But real estate typically appreciates at a rate 3 to
5 percentage points above the inflation rate. So if inflation is running at 3 percent,
look for your investment in real estate to appreciate at 6 to 8 percent. If you choose
wisely, your investment stands a good chance of increasing at a rate greater than
that of inflation, as Figure 1-1 shows.

You’re paying off your mortgage in dollars that reflect inflation, also known as
real dollars. So, although the value of your mortgage will diminish over time,
you’ll typically enjoy a higher income thanks to salary increases or rental revenue
increases that will help make your mortgage more affordable to carry over the
long term.

Flexibility opportunities

Real estate offers a variety of investment options that give you flexibility in
terms of how much attention they demand and the amount of risk you’ll bear. By
investing in just one property rather than several, or in partnership with family
or friends, you can limit (or increase) your involvement to the level that suits you.
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FIGURE 1-1:
Average home
prices haven't
always increased
at the same rate
as inflation, but
long-term gains
have steadily
outpaced the
inflation rate.
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Learning opportunities

Most investments entail some sort of learning process. Real estate is no different.
Prior involvement in buying property, such as a home, may make it easier, but
don’t underestimate the need to find out about the particular dynamics of invest-
ing in real property. Real estate investment also offers opportunities to discover
community issues and economic trends at work in neighbourhoods. And, if you’re
game for the role of landlord, you’ll also have a chance to improve your people-
management skills.

Considering alternatives

But wait! Do you really want to buy a patch of dirt or a stack of bricks? Why not
let someone else worry about the paperwork associated with ownership and the
hassles of managing an investment property? You have better things to do and
better places to put your money, right?

True enough — and if these are your nagging doubts, you’ll do well to consider
other types of investments. Fear not, though: Some investments even let you enjoy
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indirect benefits from the fortunes of the real estate business without direct expo-
sure to the risks! The three main alternatives to investing in real estate include

¥ Fixed-term investments
¥ Equities

¥ Direct investment in businesses

Real estate typically stands out from other investments because of its stable and
long-term nature and the chance to derive a steady income from assets month
by month. These three characteristics make it a preferred choice for many, but if
you’re not up for the risks inherent in real estate investments, you might be safer
with an alternative.

Consider a balanced portfolio. Because real estate carries its own measure of risk,
having a diversified portfolio that includes a mix of investment vehicles is in your
interest — just so your entire nest-egg isn’t wiped out by, say, fire, flood, locusts,
or a swarm of determined termites. If you need help, consult one of the many ref-
erence works available, such as the latest edition of Personal Finance for Canadians
For Dummies by Eric Tyson, MBA, and Tony Martin, B.Comm (Wiley).

Fixed-term investments

Guaranteed investment certificates (GICs) and bonds are stable investments with
minimal risk and a guaranteed return. Fixed-term investments are great if you
don’t have a lot of cash to play with or need readily accessible funds, but if you’re
holding a lot of them, consider real estate a step up to a more sophisticated form
of investing.

The difference in return can be significant, with the appreciation in real estate
values often outpacing inflation. And unlike real estate earnings, interest received
on term deposits and bonds is fully taxable as income and also subject to infla-
tion. A GIC may offer a 4 percent return on your cash, but if inflation is 3 percent,
you’re seeing an effective return of just 1 percent on those dollars. Even if you’re
in the lowest tax bracket, you’re probably just breaking even.

Equities

Not to be confused with the equity you build by paying down your mortgage, equi-
ties such as stocks trade on the open market and expose investors to fluctuations
in value on a per-share or per-unit basis. The return is never guaranteed, though
depending on your portfolio you may do better at some points than others. The
stock market can offer good returns to dedicated, savvy investors; it’s also subject
to downturns that can wipe out the value of your investment. Although the past 10
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years have seen the longest bull market in history, boosting the fortunes of many,
it followed the financial crisis of autumn 2008 when equity markets staged a sig-
nificant correction and many stocks lost at least a fifth of their value.

Mutual funds, though not strictly speaking equities, also fluctuate in value in
response to market conditions but tend to be more diversified, reducing exposure
to market volatility and in turn minimizing risk.

Stocks, income trusts, and mutual funds may carry greater risk than real estate.
The value of equities will fluctuate with daily market forces, but a good real estate
investment typically delivers a steady cash flow as a result of consistent demand

rememeer  from a mix of short- and long-term tenants, or stable leasing relationships. Find
the basics of stocks in Book 2 and mutual funds in Book 3.

Direct investment in businesses

Supporting a business venture you believe in by providing it with a start-up loan
may be one of the most rewarding investments you make, but it also comes with
the uncertainties associated with the company’s business. Though the return isn’t
guaranteed, if the business succeeds, you can be paid back handsomely depend-
ing on the terms of the financing arrangement (which should be in your favour,
because you get to have a hand in writing them).

Figuring Out Whether You're Right
for Real Estate Investing

If you’re serious about real estate investing (and if you’re reading Book 7, you
probably are), the first thing you need to do is determine whether you and real
estate are a good investment match. This determination is key to your financial
future. This section helps you figure that out.

Real estate, like other investment options, demands that you have a plan for
building your portfolio. Just as you’re careful not to contribute too much in a
given month or year to your Registered Retirement Savings Plan (RRSP), you don’t
want to sink too much of your available cash resources into a real estate invest-
ment you may not be able to sell for several years. Why own a palace if you can’t
live like royalty?

Knowing your financial limits is just one aspect of determining your capacity for
investing in real estate. Assessing your appetite for risk is equally important.
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Risks are both real and perceived. For example, buying a property when the mar-
ket is at its peak entails a real risk that the property could fall in value, leaving
you open to a loss. Or you may be tempted to buy a property on the grounds that
City Hall will let you renovate it. You might have reasonable grounds for believe
this, but your success will depend on how well you or your representatives make
the case to the local planning department. Other variables in the success of your
investment include whether you’re able to work within local zoning bylaws or can
obtain a variance from the bylaws to achieve your goals. The potential is there,
but you’ll need to ensure that you can make the desired alterations to a property
as part of your due diligence before the purchase.

Equally important to successful investing is knowing yourself and how much
confidence you have as an investor. Avoid situations that could undermine your
confidence and cloud your decision-making abilities, such as buying or renovat-
ing properties for nostalgic or emotional reasons without first drafting a solid
business plan.

Determining how much you can invest

Getting a handle on your personal finances is an important part of financing your
real estate investment (something discussed at greater length in Chapter 4 of
Book 7). Financing the actual purchase is just one part of the picture. Costs that
crop up every day — from necessities such as shoes for the kids to luxuries like
your gym membership or a night out on the town — determine how much cash
you have available for investment purposes. Don’t forget to take into account
unexpected expenses such as an interruption in employment income. These fac-
tors each affect the amount you can invest, and the amount of risk you’re willing
to take on.

Conventional wisdom suggests you should put aside three months’ worth of liv-
ing expenses to draw on in case of emergency, and the same holds true for your
real estate investments. In case of emergency, you’ll not only have to service
the mortgage, you’ll have to service the property itself — that is, cover ongoing
maintenance of your building or property.

Assessing your risk tolerance

The risks associated with real estate stem from its disadvantages. Chances are
you’re attracted to real estate and the stability it offers; after all, land isn’t about
to get up and walk away, and they’re not making a whole lot more of it. But land
also has its own limitations that can affect how you can use it and its value to
investors. Some common risks include
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3 Changes to surrounding properties and the local neighbourhood: More
than likely, you know houses where the grass has grown long and shaggy, the
curtains are faded, and newspapers sit yellowing on the front step. Now,
imagine that house is right next door to your investment property. Or perhaps
a few of them stand in the neighbourhood where you're thinking of buying.
Chances are you won't find the neighbourhood as appealing. Changes in the
condition of other properties can seriously affect the value of your own real
estate, and may prompt you to try selling a property earlier than you
had intended.

On the other hand, positive changes to nearby properties can boost the value
of your property and even prompt you to make improvements that will keep
up not only with the Joneses but also with the broader market.

3 Changes in the political climate and government policies: Regardless of
who forms the government, real estate investments may be subject to policy
changes. A city council may need extra funding and pass a bylaw requiring
owners of apartment buildings to pay significantly more for city services than
homeowners. Some cities have introduced speculation and vacancy taxes,
unheard of a decade ago. Or perhaps city staff are about to rezone the lot
down the street for commercial development; depending on whether they
allow a tea boutique or a bar with exotic dancers, your property is likely to see
a change in value. Whether you can make the most of such changes will
determine the success of your investment.

3 Changes in the local economy: You've probably heard of ghost towns. When
companies pack up and takes the jobs with them, property values are sure to
follow. A sudden change in the local economy can mean boom or bust for
your portfolio. Are you able to anticipate the changes or find ways to meet
them head-on when they occur?

The amount of risk you can accept and manage will determine the kind of prop-
erty you purchase but also whether you purchase at all. Take a close look at your
background and the skills you bring to the challenges of being an investor. Are
you familiar with the risks you face, or will they be new challenges for you? They
might help you to discover and develop new skills, but you don’t want to jeopar-
dize your investment in the process. Becoming familiar with the risks you face —
and recognizing when you need assistance, or even when you should reject an
opportunity — is key to a successful investment.

Are you ready for the long haul?

Real estate isn’t usually a form of investment that yields a quick profit, though
some investors have been known to flip properties (selling them at a gain shortly
after buying them). Instead, most investors hold real estate for at least one cycle

CHAPTER 1 Thinking about Real Estate 425

Thinking about Real

Estate




o

TIP

of the real estate market. A market cycle is the period in which a market goes from
high to low, from a buyer’s market to a seller’s market (this concept is discussed
at length in Chapter 3 of Book 7). A standard cycle in the real estate market typi-
cally lasts as few as 5 and as many as 12 years. Some observers believe market
cycles are actually lengthening, which means longer holding periods before you’ll
be able to realize a return.

Determining your readiness for a long-term investment and establishing realistic
financial goals will help you select the kind of property that will suit your needs.

Are you ready for a soft market?

A soft market occurs when demand is slack for a product or service. Think of it as
kind of like a soft-boiled egg: If you don’t know what you’re dealing with before
you crack into it, you’ll find yourself with a mess on your hands. As an investor, a
soft market is an opportunity to pick up properties at a lower price than you might
otherwise. If you’ve already got property, you may find yourself unable to sell at
the price you expected. The situation will force you to make some hard choices:
Are you comfortable holding the property a bit longer, or are you willing to accept
a slightly lower return in exchange for a quick sale? This is worth thinking about,
in case your financial circumstances change and you need to access the equity
that’s accumulated in your property since you bought it.

Soft markets are also periods during which you can invest in property with a view
to preparing it for sale when markets improve.

Getting into Real Estate Investing

426

After you examine the alternatives and determine your limits, if you still think
real estate investing is for you, you’ll need to decide what sort of investment you
want and where to invest. Your motivation for investing will influence where you
search, so be sure to prioritize the criteria you want in an investment property
so you can focus your search and have a better view to what you’re seeking. Your
interests will also influence the goals you set in the financial plan supporting your
investment strategy.

Knowing your needs

Before you start looking at prospective locations, figure out what your investment
intentions are. For example:
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3 You want a property close to your current home so that you can address
tenants’ needs (and admire your purchase on a daily basis).

¥ You want a vacation getaway you can rent out when you're not there or a
home for your retirement.

3 You want a property you can renovate and resell, a strategy that could take
you into older communities or run-down neighbourhoods poised for revival.

After you determine whether you’re seeking a straightforward investment prop-
erty or one you can also use and a general price range, you’ll be able to narrow
your search to a few prospective investment areas. Identify at least three locales; if
your first choice falls through, you’ll have an alternative ready to go. Chapter 2 of
Book 7 reviews the different types of investments that are out there, and Chapter 3
of Book 7 helps you figure out what you want from a property.

Keeping your goals in mind

Any interest you have in using the property should mesh with your long-term
goals. Don’t move to a city just because you enjoyed a visit you once had. A recre-
ational property may seem an attractive investment today but lose its appeal after
the novelty of the locale wears off and your preferences change. In this case, even
if the market where you’ve bought offers the best prospects for resale in the world,
the property won’t have lived up to at least one of your original expectations.

Say, for example, you live in Calgary but have dreams of retiring in 10 to 15 years.
Vancouver Island, the Okanagan Valley, or the outskirts of Calgary are three areas
that appeal to you as potential retirement locales. Although Vancouver Island and
the Okanagan would require a significant amount of travel time to visit over the
next 15 years, you’re not that keen on staying in Calgary. Maybe you found a great
deal on a property on Vancouver Island and your research indicates strong poten-
tial for an appreciation in its value. But wait — you’ve found an equally promising
property in the Okanagan, and strong local demand for housing means you can
rent the house to a local family until you’re ready to take occupancy. Weighing
the merits of each, you eventually decide on the Okanagan: You've set your heart
on eventually leaving Calgary, the Okanagan is closer than Vancouver Island, and
you’re certain cash flow from the Okanagan property will be steady. Chapter 3 in
Book 7 talks more about meshing your investment strategy with your goals.

Understanding your limitations

Your ability to afford a property, both the basic purchase price and the carrying
cost of the mortgage, factor into where you scout opportunities. If you’re financ-
ing your purchase by selling off a parcel of land in rural Saskatchewan, chances
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are that purchasing the same-sized parcel in an industrial park on the outskirts
of Edmonton won’t be in the cards (unless you can obtain additional financing).
But if you sell a summer home in the Laurentians with dreams of buying a seaside
cottage in Nova Scotia, your potential investment options will probably be greater.
Chapter 4 in Book 7 helps you take a cold, hard look at your resources and how
they’ll affect your investing strategy.

And don’t forget, time is money, so you’ll probably want to factor in travel time for
visiting and administering your prospective purchase. An investment shouldn’t be
a burden, so be sure you can effectively manage it without the task consuming too
much of your time.

A standard rule for determining where to invest rules out properties located more
than four hours’ driving distance of where you live. This ensures you can easily
reach the property in a timely fashion if required.

Looking for locations

If you’re new to real estate investing, you might have a hard time figuring out
where you should invest. The following questions should help you put your finger
on it:

3 What are demographic trends for the area you're looking at? Are people
moving in or out, and why?

3 What are the economic indicators for the region? Are the prospects for
employment growth and residential development strong?

3 What have land values been doing in the areas where you're looking?

3 Is the kind of property you're buying in short supply in the area? Why or
why not?

3 What are observers, both inside and outside the real estate industry, saying
about the prospects for the various areas where you're considering making an
investment?

The fortunes of the region can affect your fortunes as an investor. A region that
seems unfavourable in the near term may offer investors some good opportunities
as the economy improves or your imagination (and research) find ways to adapt
your investment to meet local needs. Such opportunities will be less obvious if you
don’t understand the local dynamic. And they could be more difficult to sell when
the time comes for you to move on, because you’ll have to attract the attention of a
buyer and educate them on the property’s merits and potential. Chapter 5 in Book
7 discusses the search for a property at greater length.
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CROSS-BORDER INVESTING

U.S. real estate investing isn't a focus of this book, but you can't ignore the fact that

about 90 percent of Canada'’s population lives within 160 kilometres of the U.S. border

and more than a million Canadian nationals live in the United States. These factors,

among others, make U.S. real estate a tempting investment option. Yet despite the fact

that Canada and the United States share the world's longest undefended border, you

can't count on being welcomed with open arms. Canadian citizens investing in U.S. real

estate should bear in mind a few facts:

® The U.S. Department of Homeland Security continues to tighten its monitoring and
control of cross-border traffic. Though regular visitors to the United States may
enjoy faster passage across the line, take time to consider how much inconven-
ience you're prepared to handle in managing an investment in another country.

® Private property rights tend to be more vigorously defended in the United States
than in Canada. Becoming a property owner in the United States will also subject
you to U.S. tax laws at the municipal level, if not the state and federal levels. You'll
also have to comply with U.S. legislation affecting your property as well as any poli-
cies or measures that may determine how you use and dispose of real estate.

® The U.S. Internal Revenue Service withholds 30 percent of rental income and 10 to
15 percent of the proceeds from the sale of foreign-owned properties, unless cer-
tain elections are made and the appropriate paperwork is completed. This is an
important consideration, potentially limiting the cash flow you're able to enjoy and

impacting any reinvestment on the close of any sale.

Canada taxes its residents’ worldwide income, meaning that personal income you
derive from investment properties outside Canada is subject to taxes in this country.

But holding the property through a corporate entity in the United States will subject it to

U.S. tax laws, which could significantly complicate matters.

Mexico is another country that enjoys significant interest from property investors, espe-

cially in the wake of the 1994 North American Free Trade Agreement and reforms to
Mexico's property ownership and land tenure legislation. Make absolutely certain to
review any Mexican property investments you're considering with a lawyer and other
advisers who can coach you on the unique complexities of Mexican real estate.

Be sure to take a look at what other authors have written on the topic. Researching the

tax policies of the jurisdiction where you hope to invest — be it the United States or
anywhere else — is also imperative. In addition to books such as the latest edition of
The Canadian Snowbird Guide: Everything You Need to Know about Living Part-time in the

USA and Mexico by Douglas Gray, LLB (Wiley), seek professional advice from lawyers and

accountants familiar with the implications of cross-border and overseas investing.
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Fitting Real Estate into a Financial Plan

430

Before you charge ahead with real estate investing, make a plan, because the day
will likely come when you want to retire, relaxing with a cool beverage on a beach
instead of talking to your real estate agent. A financial plan is about how you’ll get
to that beach with a drink in your hand. Financial planning includes five basic steps:

. Select your professional advisers (see Chapter 3 in Book 7).

Assess your current and future financial situation (see Chapter 4 in
Book 7).

Establish your goals and priorities.

. Develop a financial plan.

AW N=

. Evaluate your progress toward your goals.

An objective plan, prepared with the assistance of professional advisers, will
equip you to develop a portfolio of real estate that will ultimately see you sipping
umbrella drinks in the sand (see Chapter 3 in Book 7 for all you need to know about
assembling your crack team of advisers). The plan should address the following:

¥ Personal insurance coverage

¥ Your entire investment portfolio

¥ Debts

¥ Tax considerations of your particular situation

¥ Your retirement strategy

¥ Estate plans

The following sections focus on the latter two aspects, which have a direct impact
on how you manage your real estate investments.

Considering when to sell

An investment not only helps you to make more of your resources in the present, it
promises to help you do more in the future. Many people invest with a view to fund-
ing their retirement, so drafting a strategy for the sale of your portfolio that helps
achieve your financial goals should be integral to the financial plan you develop.

Major reasons for disposing of assets include rebalancing your portfolio in favour
of more liquid or higher yielding investments, or securing funds for retirement or
in accordance with your estate plan.

BOOK 7 Investing in Real Estate



TIP

REMEMBER

Regular renewal of your portfolio, either through maintenance of the existing
assets or trading up to new or higher yielding properties, is a standard strategy.
Consider the strategy of pyramiding. Not to be confused with pyramid schemes,
pyramiding involves the purchase of one or two select assets on a regular basis,
and the sale of others, ensuring that your portfolio constantly renews itself and
doesn’t become stale.

Pyramiding also provides an opportunity to review your investments and assess
how your financial plan is helping you achieve the goals you’ve established.

Planning for retirement

With an average life expectancy of just over 82 years, Canadians are living lon-
ger and enjoying healthier retirements than ever before. Planning for increased
life expectancy will affect how quickly you divest your real estate portfolio. For-
tunately, real estate isn’t like your Registered Retirement Savings Plan (RRSP),
which must be converted to a Registered Retirement Income Fund (RRIF) by the
time you turn 71. Other means exist to ensure real estate provides the stable retire-
ment income that will make your golden years golden in fact as well as in name.

Common options include the following:

¥ Reverse mortgage
3 Line of credit
¥ Sale and lease-back arrangement

¥ Living trust

Wills and (real) estate planning

Don’t kid yourself — you’re not immortal. You will need a will, if only to pre-
serve the good memories people have of you. Not having a will invites frustration
for the administrators of your estate, and could result in your paying a lot more
tax, essentially defeating your best efforts to be a successful real estate investor.
A will ensures that your investments are efficiently and promptly distributed as
you wish, not by a government formula.

A will isn’t the only tool available to manage your estate. Powers of attorney also

help facilitate the orderly management and transfer of your investments prior to
your death.
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