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Over the last couple of years, preconstruction investing in resort real estate has becone the
new buzz in real estate investing. Self-proclained gurus hawking tapes and books about
forclosures a few years ago have now turned to selling "secrets" about preconstruction

i nvesting.

There's no magi c and there's no secret to making noney in preconstruction investing. It's been
done for years. Have you ever had a hone built that was worth nore when it was finished than
what you paid? That was preconstruction investing. The demand for real estate in certain
markets' is creating unprecedented appreciation and there's no magic to it. |f you buy today,
in many areas of the country, you will have significant appreciation in 1 year, sonetines $100K-
$300K. It doesn't matter if you're investing in resort real estate such as florida gulf coast
condos or rehabbi ng hones 2 bl ocks fromthe beach, you'll generally enjoy the sane appreciation
rate in the sanme market. The determng factor in which investing strategy to use becones one of
ci rcunst ances which best meet your needs. Regarding preconstruction investing:

. you don't nmake nmonthly nortgage paynents during the appreciation period

« 10-20% of the purchase price is held by the devel oper's escrow agent during the
appreciation period

. you don't get the use of the property during the appreciation period

This article is witten to dispel the nystery, the hype and the m sconceptions about
preconstruction investing and to expose the options to high rise resort investing in which you
won't generally realize a profit for 2-3 years.

Securing the Preconstruction investnent

Basically there are 2 stages to a preconstruction purchase prior to closing:

1) Preconstructi on Reservation Stage - this stage requires a m ni nal anount, generally $5, 000
to $20,000. The preconstruction reservation is a non-binding agreenment on both the
preconstruction investor and the condo devel oper. In other words, the devel oper can raise the
price and the investor can choose not to purchase the unit and get their deposit back. At this
point, the investor has no binding rights to sell and while |I have seen zeal ous real estate

agents attenpt to market preconstruction reservations, | would never advise ny clients to pay
sormeone who hol ds a preconstruction reservation a profit for this non-binding reservation which
may never materialize. Further, | would encourage anyone attenpting to sell or assign a

reservation to do so only upon the advise of an attorney who has drafted a contract which linits
their liability.

Lotteries: In recent preconstruction presales of Florida gulf condos, many devel opers
have chosen to offer a "lottery". This is both a marketing strategy and a way to
secure only serious buyers. You send in a reservation for each unit that you want to
reserve and generally choose 3 to 6 units which you woul d accept in the the order of
preference. On the day of the lottery, one of your unit choices is generally assigned
to you. Since nunerous buyers nmay choose the npst desirable units, you may not get one
of your choices and nay be offered what's left, if anything. This is how devel opers
can advertise that they "SOLD OUT IN 2 HRS". Yes they did but they were probably
accepting preconstruction reservations for days, maybe nonths before condos were

assigned to the reservation hol ders.

I"ve had clients who have literally toasted to winning a preconstruction lottery, only
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to have their noney tied up for 2 years and the price of their "reserved" unit

i ncreased by $200,000 when it came tine for final contract. This is not an isolated
case and devel oper price increases have become nmore comon since preconstruction

i nvesting has becone so popul ar.

During the reservation stage, devel opers hold your reservation deposit while they obtain the
financing and required approvals and permts. |If this takes a year or two, property val ues have
generally increased significantly over this time and the devel oper nmay decide to raise the price
of resort real estate to today's nmarket value prior to offering a hard contract. This obviously
di sappoints reservati on hol ders but one can al so understand the devel oper's position since
construction costs may have increased significantly over this tine. The bottomline is "don't
count your preconstruction profit until it's deposited.”

2) Hard Contract Stage - Cenerally, when the developer is ready to begin construction, the

investor is required to put down 5% 25% whi ch secures a bilaterally binding agreenent to
purchase the property. The devel oper can't raise the price and the preconstruction investor has
to buy the property.

When purchasing preconstruction from specul ative investors or builders, hard contract is the

first and only step prior to closing. |In other words, if you buy a spec cottage froma buil der
or another invester, there is often no reservation stage. You enter into a contract to purchase
t he spec building, put down earnest noney and wait for the building to be done. 1In this

scenari o, you can often nake a significant profit much quicker with a smaller down paynment than
investing in resort real estate or Florida gulf condos in high rise conplexes. Many believe
that the trend will be for large scale resort devel opers to elininate the reservation stage and
al so nove directly to hard contract.

This is the point that scares many woul d-be investors - signing their nane on the dotted |ine
and "no turning back". Many feel confortable signing a reservation but not a contract.
Unfortunately, until you sign a binding contract, you basically have nothing. Once you sign

t he preconstruction contract, you have something to resell - your rights established by the
contract. In some cases, the devel oper may all ow an assignnent of the rights for a fee but in
nost cases, you'll need to do a sinultaneous or back-to-back closing with your buyer

There's no free lunch. No "big profits" wi thout having to sign a purchase contract. Can you

make $150, 000 per year investing in today's real estate market? Absolutely! Can t he market
change in time? No doubt it will! The question is when and nobody knows for sure. For this
reason, | personally prefer preconstruction investnents with a shorter return period. Many of

you haven't been told about these options and |I'm sure you' re wondering how this can be done.
Again, it's no secret. Cbviously a large scale, 23 story condom nium conplex is going to take
longer to build than a 4 story |ow density condomi niumbuilding or a single fanm |y residence
(cottage).

Choosing the Right Preconstruction Opportunity for your goals

Now t hat you know that there are ways to invest in preconstruction real estate other than |arge
scal e resort condos which take 3 years to conplete, let's | ook at your options:

1) You can purchase a preconstruction cottage which can generally be resold for a profit in
about 8-12 nonths with 1%to 20% down. |[|f you are buying a spec cottage froma buil der or

i nvestor, you can sonetinmes secure the cottage for earnest noney which may be as little as
$5, 000. A saavy investor realizes the higher return on such investing.

2) You can purchase a condo in a low rise conplex and resell at a profit in also in about 8-12
nmonths wi th 10-20% down. Upon conpl etion, you can resell with about a year's appreciation and
reinvest or hold onto the unit, rent it or use it for personal use.

3) You can purchase a condo in a high rise conplex which generally will not realize a profit for
3-5 years with . 10-20% down. This requires parking your noney for a |onger time and
specul ating on longer termmarket stability.



4) You can purchase vacant land in a recently platted subdivision, secure a construction to perm

| oan, create your own preconstruction and sell it in about 8-12 nonths at a profit with 10-25%
down + interest on borrowed noney. This is a little nore difficult for out of state investors
but many naster planned communities will only allow approved builders with approved plans. In

reality, the investor can choose materials and conduct a closing wal k-through just as in
preconstruction condo investing.

Note that with condos and cottages, you generally do not have to make additional paynments while
you're waiting for conpletion. In the case of vacant |and, you may need to close and nake
nonthly paynments on the Iand and/or interest on construction draws. |In sone cases, you may find
that the land is appreciating so rapidly that you may choose to flip the Iand rather than get
the construction loan and build. Since land flipping is not preconstruction investing, it's not
addressed in this article.

Qbviously, there are nmethods of real estate investing other than preconstruction that can be
quite lucrative. A conparison of these options is outside of the scope of this article. In
short, whether or not preconstruction investing is the best choice for your will depend on your
particular goals and financial situation. A realtor with know edge in all types of real estate
i nvestnent strategies can assist you in determning the best option for your particul ar
situation.

In sunmary, "big profits" in preconstruction investing are very real but you should know your
options. Don't be afraid to ask questions. Do your homework and when you've nade you're

deci sion, follow through. |I've seen so nmany people put nonths, even years into researching rea
estate investnents and then they never |eave the starting gate. For nmany years, | was one of
themand | can only say that the first time is the hardest but it feels so good when you deposit
that check fromyour first real estate investnent.

You may al so be interested in reading

Investing in the Florida Panhandle - Way it's a good investnent

An article outlining future growh indicators for the Florida Panhandle and it's Real Estate
Mar ket
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