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Dear Reader

Financing deals with no money

The doom and gloom continues in the market but if you follow my advice below you can use current market conditions to your advantage.

In the past week I heard that a major bank is currently turning down over 60% of all property finance applications, that a major estate agency sold 160 properties in the first 3 months of this year of which only 9 purchasers received bank finance, and another major bank that I have used to procure development finance for property deals has already exceeded its finance budget for 2009 and will not be granting any further development finance until at least the end of this year.
So what does this all mean for property investors? Quite simply if you know how to  position yourself in the 40% of investors that do still procure bank finance then the South African property market will be your oyster for at least the next 3 to 5 years. The reason for this is that in a country that already has a dire shortage of residential property if there is no finance available to develop new stock the existing stock can only dramatically increase in value. And frankly there has never been a better time to buy. Over stretched sellers are getting desperate resulting in massive decreases in asking prices, estate agents are getting frustrated and working harder than ever just to survive, interest rates are on a downward spiral, and the rental market is holding steady as more people are forced to rent rather than own.
To better understand how to position yourself in the minority group that can still procure bank finance I have outlined a 3 prong approach below:
1) Understand the grounds on which the banks are declining applications:

I recently had a chat with my origination team and asked them to highlight the primary reasons why applications are being refused. The response was as follows:

1) Loan to value issues. The days of property valuers valuing property at the purchase price are over. Valuers are now valuing property well below the sale value of the property. The result of this is that the bank only lends a percentage of the valuers valuation and not the purchase price i.e. if you offer R1m and the valuer values the property at R800 000 and the bank offers you 80% on a loan to value basis then the bank will only offer you R640 000 on the purchase price of R1m.
2) Poor credit records. Banks are now looking for any excuse not to grant you a bond so they will dig as deep as they can to discover whether or not you are a credit worthy candidate.

3) Proof of income. The banks have intensified their scrutiny of applicant’s proof of income and are now even reluctant to entertain loans where the applicant’s vocation is risky, for example commission only earners.

4) Poorly presented finance applications. The days of merely sending through a badly photocopied agreement of sale and some basic supporting documentation are over. 

2) Circumvent the above grounds by doing the following:
1) Loan to value issues. When making an offer on a property ask the agent to produce data on actual sales that have occurred in close proximity to your target property i.e. ignore the asking price and rather focus on empirical facts as to what other properties in the area with the same or similar features sold for. Your offer should then be in line with the prices actually achieved on properties sold as opposed to in line with the asking prices of various properties in the area. By following this approach if the banks valuer values your target property at below your offer price you will have strong grounds to convince the bank on value hence achieving a higher loan to value loan. Loan to value issues can of course also work in your favour if you are a ruthless negotiator. For example, if the banks valuer values the property at below your offer price you can use this to negotiate the price of the property down even further with the seller even though in reality you will receive a higher loan to value loan because of the empirical data that you can show the bank to support your application.
2) Poor credit records. The only way to get around this is to make sure that your house is clean before making your application. This may involve contacting various blacklisting agencies to confirm whether or not your name is on the list and for what reason. Another way to get around this is to only buy properties in juristic entities such as companies, close corporations and or trusts. By utilizing juristic entities you fall outside the ambit of the National Credit Act and the banks will not be required by law to assess you so stringently. 
3) Proof of income. Once again I highly recommend that you make use of juristic persons to invest in property so that your application falls outside of the ambit of the National Credit Act.  See also 3 below.
4) After my previous newsletter I received a number of e-mails from readers requesting that I post an example of a business plan that can be used to procure bank finance for property deals. If you access the website and click under “Knowledge” and then click again under Q and A (scroll down) you will find a precedent business plan. This is actually an extract from my new book “Fast Forward your Retirement through Property” that will be launched in May 2009.

3) Hunt in a pack:
Unfortunately the days of 100% loans from banks are over for the time being. This means that if you do not have access to at least 10 to 30% of the purchase price in cash you will not be able to invest in property for the foreseeable future. If you have limited or no funds available to meet the banks equity requirements then I suggest the following 2 prong approach:
1) Investment Clubs

In my book “Making Money out of Property in South Africa” I deal specifically with investment clubs as a tool for creating wealth through property by using teamwork. There has never been a better time to form an investment club and to hunt in a pack when looking for and financing property deals. I highly recommend that you take another look at that section of the book and get cracking because the window of opportunity will not last forever. In every business there is a time to sow and a time to reap. Now is the time to sow and if you don’t take advantage of the all doom and gloom you will only have yourself to blame when it is time to reap again.
2) Private Investors

In my new book “Fast forward your retirement through property” I spend an entire chapter on how to make money without using any of your own money. In financing property deals there are essentially 4 main players: The deal-maker, The hands on player, The bank, and Private Investors. If you are able to position yourself as the dealmaker who finds and puts the deals together and or the hands on player that brings technical expertise to the deal then you can finance deals using bank and private investor finance without having to use any money of your own.
My new book goes into considerable detail on how to find, negotiate and structure deals with the bank and private investors to invest in property deals regardless of market conditions.
I would like to once again encourage all members to make use of the Q and A member’s benefit. This is your chance to anonymously ask any question that you can think of on making money out of property.  If I do not know the answer I will find someone who does.
For those of you that have not registered as members of my website please review the membership benefits below. I am currently in the process of upgrading my site and welcome any comments for improvement from current members.
I have listed below the Membership benefits and Features of www.jasonlee.co.za:
Membership Benefits & Features for just R600 per annum (R50 per month) *please note that this is a special launch fee available to a limited number of subscribers

· Direct access to Jason Lee and his property advisory team through a weekly Questions and Answers (Q and A) forum 

· Monthly property newsletter

· Monthly legal update

· Access to information on upcoming property courses and seminars

· Access to information on the Jason Lee property investment structure

· Advice on what deals to do in current market conditions

· Access to the physical and legal considerations checklist for buying property

· Software for buy, renovate and sell property deals (market value of R495)

· Advice on tried and tested negotiation techniques

· Legal precedent contracts used by Jason Lee (market value of R60 000)

· Changes I would make to an estate agents agreement of sale

· For the purchase of buy to let or live residential properties

· For the purchase of commercial properties

· For the purchase of properties to be developed

· Lease agreement for residential properties

· Lease agreement for commercial properties

· Estate agents mandate agreement

· Access to bond origination services for residential, commercial and development opportunities

· Access to the top market maker residential and commercial property brokers to assist you in finding deals 

· Access to the top market maker residential and commercial property brokers to assist you in offloading deals

I am very excited about the launch of www.jasonlee.co.za and to welcoming you as a member. 

All the best!
Jason 
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