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Mark Ferguson has been flipping houses since 2002, including the Colorado house shown in this photo.
Photo courtesy of Mark Ferguson

Got a paint brush? A screwdriver? A hammer? If you watch one of the many house-flipping shows on TV,
you might think those three tools are all you need to make thousands of dollars flipping homes.

“The house-flipping shows make it seem like it’s all about designing a kitchen or tearing out walls,” says
Mark Ferguson, an experienced Colorado flipper, investor, blogger, and author of several books about the
industry. “But the real work is finding the deals, which they never show you.”

The goal of flipping a house is to purchase it and then resell quickly for a profit, usually within a few
months.There are two main types of flipping:

* An investor finds a home that needs some repairs and updates. After the work is done, the home
increases in value and sells for a higher price.

e In an area where property values are increasing overall, an investor finds a home but makes no
updates. After holding the property for a period of time, the owner sells it for a profit simply because
of rising property values.

Both types are basically numbers games of buy low and sell high, but the first type usually gets the most
attention because it makes for the best entertainment and has a somewhat lower risk.

Unlike on TV, not everything happens quickly and easily during a house flip. It takes lots of money, time,
and patience. Here’s how to get started flipping houses — with lots of cautions.

The House-Flipping Industry

Home flipping is big business. According to the 2019 year-end Home Flipping Report from ATTOM Data
Solutions, investors flipped 245,864 single family homes or condos, which represented 6.2% of all home
sales during the year, an increase of 2% from 2018.

“With tens of thousands of home-flipping transactions each quarter, significant amounts of home
renovations are occurring, which improves conditions from neighborhood to neighborhood, to the benefit
of owners, sellers and house hunters, and contributing to the overall housing market in multiple ways,”
said Todd Teta, Chief Product Officer of ATTOM Data Solutions.

As for dollars in 2019:

e Median purchase price of a flip was $155,000.
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¢ Median sales price was $217,900.
e Median gross profit was $62,900, which was down from $65,000 in 2018.

Gross profit numbers do not take any costs into account since it is impossible to tell how much a flipper
spends on materials, labor, carrying costs, taxes, insurance and other expenses. The figure is simply the
difference between purchase price and sales price. Teta says rehab costs and other expenses are typically
20% to 33% of the property’s after-repair value, or ARV.

This year, even with the COVID-19 pandemic, numbers are still strong. According to ATTOM’s report for
the first quarter of 2020:

* 53,705 single-family homes and condos were flipped.

e The represented 7.5% of all home sales, up from 7.3% during the same period in 2019.
That was the highest level since the second quarter of 2006.

Gross profits were $62,300.

Flippers in San Francisco saw the highest median gross profits at $171,000, while gross profits were only
$14,000 in Fort Collins, Colo.

“Less-expensive parts of the country, concentrated in the Midwest and South, continued to hold the most
allure for those looking to quickly turn single-family properties,” Teta said. “More expensive areas again
saw smaller levels of home flipping, usually in the 4-8% range.”

Declining profits are a continuing trend, but are not turning away flippers, he said. However, Teta says he
is not expecting great things for the rest of 2020 due to the COVID-19 pandemic.

“If demand for homes is stifled and prices flatten or drop, that could seriously hurt investors who bought
before the pandemic hit and must cut their resale prices. Any move in that direction would further cut
their already flagging profit margins,” Teta said. “However, a price drop also could provide opportunities.
In that case, the cost of investing will go down, which could translate into higher profits as the economy
recovers and the housing market bounces back.”

The Popularity of House-Flipping on TV

The rising interest in home flipping coincides with the proliferation of shows about flipping, decorating
and home improvement.

“[Flipping] is kind of like a sexy thing to do after you watch it on TV,” Ferguson said. “I think that’s really
the big attraction and people see on TV and how much money they make and they say, ‘T’'m going to go do
that.” It looks easy.”

HGTV went on the air in 1994, reaching just 6.5 million homes in 44 markets. On its 20th birthday in
2014, it was in 96 million homes in 69 countries.

Its shows and those on other networks are reaching broad audiences — and creating widespread
misconceptions about house-flipping.
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“If you saw it on TV, it’s wrong,” said Luke Weber, a Las Vegas-based real estate investor who has flipped
about 500 homes. “The TV shows, even the ones that try to be as real as possible are all inaccurate. The
TV shows are for drama, not for education.”

He says it is difficult for him to watch the shows because the price things cost are all over the place and
the final profit numbers are glorified.

“One of the things that those shows really create a misleading impression on is the actual remodel needed
on houses,” Weber warns. “Most of the flippers that are doing those shows are way over-improving the
houses because it has to look pretty for TV.”

Sometimes, he said, a house just needs fresh paint, new flooring, cabinets, and bathroom refreshes.

House Flipping Isn’t Easy

Ferguson began flipping houses in 2002, just completed his 194th flip, and has published nine books
about flipping and the real estate industry.

“Even after doing all those flips for so many years, we still lose money on deals sometimes,” he said. “The
deal always looks better before you get into it because there are so many unknowns. Our number one rule
is it always takes longer and always costs more than you think it will.”

Ferguson has some basic advice for those getting started house flipping:

e Itisn’t simple and it will take a lot of work.

* Finding good deals on homes isn’t easy. If an experienced flipper tells you about a good one, your
first thought should be why aren’t they doing it themselves.

¢ Know the market. What is popular in one area might not be in another.

¢ Good contractors are difficult to find and keep. Treat them well.

e Don’t expect to do the work yourself. People often overestimate their skills and knowledge.

e Know and research all costs. You'll have to pay for materials, labor, taxes, interest, insurance,
utilities, staging, commissions and more.

e Keep good records. A spreadsheet or app can help track expenses and other items.

e Don’t be afraid to walk away from a deal if the profit margin seems too tight.

“You have to be prepared to possibly lose money or not make a lot of money for all the time you spend
doing this, but you have to look at it as an education,” Ferguson said, adding that people wanting to get
into the business shouldn’t be spending their last dime doing a flip.

The Costs of House Flipping
Flipping homes takes money — lots of it.

“They always act like they have millions of dollars of cash to throw around on those shows, and I don’t
know about their personal finances, but most flippers I know are using loans ... financing properties,”
Ferguson said.

In the market where he works, Ferguson said it takes $300,000 to $400,000 in cash to finish a flip.
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Yowser.

According to ATTOM'’s 2019 report, 44% of home flippers used financing to fund their projects. That
means 56% of buyers paid for their projects in cash.

Cash has its advantages. The deals close quickly, there is no interest to pay so you don’t have to be in a
huge rush to sell. Plus there’s no debt.

“Cash is king,” said Ralph Roberts, an experienced flipper and author of the book Flipping Houses for
Dummies. “Everyone wants a deal that is going to go through, and the number one deal to go through is
cash.”

Traditional loans can take a month of more to close, if you can get one. Getting a loan if you don’t intend
to live in the property can be extra difficult, Ferguson said, which is another reason a beginning flipper
might want to think about living in a home while fixing it up.

“If it doesn’t work out perfectly, you're probably going to be just fine. You probably still got a good deal
and have equity,” he said. “If you were straight flipping it without living there, you might have lost money,
but if you're living in it, you might make money because you don’t have all those extra costs while it’s
sitting vacant.”

Of course, that also depends on whether you can handle the stress of living in a construction zone.
Other sources of funding include:

¢ Private money lenders: These are banks without some of the hoops to jump through. The rates
are higher than those of traditional lenders and the money usually gets to the flipper quickly.

 Hard money lenders: These are specialized real estate loans for the short term, usually six
months to two years. Flippers often finance both the house purchase and cost of the repairs. The
interest rate is usually very high.

e Investors: People who want to involve themselves in the flipping business but don’t want to do the
work.

“I call them my lending partners,” Weber said. “[ They’re professionals] who’ve got money and understand
that real estate is a really good way to make money, but they might not have the time, patience, or
knowledge to make that money themselves. So they invest with me.”

Finding the House to Flip

Experienced flippers say doing the work is the easy part. Finding a home to flip is what’s difficult.

In the early 2000s and especially after the housing market crash a few years later, the plethora of
foreclosures made flips easy to find. That has changed.

When Ferguson started flipping in 2002, 95% of the homes he bought were foreclosures or public trustee
sales and he was competing with no more than five other flippers. Now there are at least 20 other serious
flippers nearby meaning more competition for the best houses.
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“There are still good houses to flip, but they’re most likely not going to be bank foreclosures sitting out
there waiting for people to invest in them,” he said. “You've got to do a lot of work yourself to find those
deals, find motivated sellers and look in different areas.”

Besides foreclosures, there are several ways to find homes to flip:

e Auctions: Take any tax liens, etc., into account when looking at an auction property.

¢ General listings, either by owner or on the MLS.

* Home wholesalers who buy properties and then sell to investors.

e Lawyers: Partnerships with probate, bankruptcy and real estate attorneys can be good ways to find
leads.

e Networking: Let people know you're looking for houses to flip. Real estate agents and others often
know of homes that are about to go on the market or people looking for quick cash sales.

If you find a good candidate for flipping, keep in mind some things buyers look for:

¢ Location. Proximity to work, stores, restaurants, transportation, etc., are important. Is there a
good view? How is the neighborhood? Do people seem to walk, bike, play, and take care of their
homes?

¢ General home characteristics. Buyers look for size, a new or repaired roof, working HVAC and
electrical, good lighting and windows.

¢ Customer needs. Storage, bedrooms, a good kitchen, clean or new carpets.

“[Buyers want] a clean, safe place to call their own. Something that is comfortable for their family,” Weber
said, adding they don’t want to do much more than move in furniture and maybe change some paint
colors.

He says it’s important to look at a house’s after-repair value or ARV, which is how much the house will
probably sell for once it is finished.

“Once I know what I can sell a house for, that helps me understand what I should buy a house for,” Weber
said. “You really make your money when you buy the house, not when you sell it. You collect it when you
sell, but you make it when you buy, so you have to buy the house at the right price.”

Estimating The Cost and Time

Remember Ferguson’s number one rule about house flipping? That it always takes longer and costs more
than you think it will.

“I think people underestimate how long it will take by about half,” he said. “They forget how many things
can go wrong and just the general process of fixing a house.” Ferguson estimates a typical flip of a
$200,000 house costs about $100 a day to maintain.

Contractors don’t just show up on day one ready to work. You might even have to replace them during the
project. There are plans, permits, inspections, shipping delays for materials, weather, etc. Once the work
is done, there is cleaning, staging, listing, showing, real estate commissions, closing costs and more.

Ferguson said he sees people who say their flip will take three months. Then when it takes six months or
more because of the unexpected, they’re surprised and upset.
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“When they make that mistake, they’ve got property taxes, insurance, utilities, yard maintenance, interest
on your loan, all compounding every single month. So that makes the whole project cost tens of thousands
of dollars more than you anticipated, because you messed up your timeline.”

So, how do the experts suggest estimating costs and time?

e Add up the total of all costs you will need to carry including interest, utilities, taxes, insurance and
lawn maintenance.

e Get a home inspection. Paying a few hundred dollars for an inspection could save you thousands.

» Take a note of everything that needs to be fixed. Cosmetic changes don’t take too long. Roofs, pools,
foundations and additions can take weeks or months. Understand what needs a permit and what
doesn’t.

¢ Know what it takes to get a permit in the area where you're working. Some municipalities are easier
to work with than others. The same goes for inspections.

¢ Find out what building materials cost and order them in enough time to receive them before your
planned installation date.

* Keep track of comparable sales, aka comps, in the market. If things change during your flip timeline,
you might need to make some changes.

Staying realistic about the time you are able to commit to the project is also important.

“It’s not something [most people] can just do on the weekends. It’s crazy how many people think oh, I'm
going to finish this in a month or two just working on the weekends,” Ferguson said.

Treating flipping as a part-time project, he said, will take at least three times as long and will keep you
away from your family and the things you enjoy doing every night and weekend.

Doing the Work

The goal of any flip is to get someone to buy the house, and that means creating a house people want to
live in.

“You should do the landscaping first and get that done because curb appeal is everything,” Roberts said.
“If people like the outside, they're going to want to see the inside.”

Keep in mind you're designing a home for a variety of buyers.

“People go overboard with how they design a house and spend way too much money and make it way too
specific,” Ferguson said. All three experts recommend keeping things neutral but not boring to appeal to
the most buyers. No crazy paint colors or patterns.

They also recommend:

* Small changes like paint, updated hardware and new landscaping can make a big difference without
too much cost.

e Remember, this is an investment. Don’t over-design for the market. Elaborate light fixtures and
feature walls look good on Instagram, but they don’t always fit into a buyer’s taste and often cost a
lot of money.

¢ Leave electrical, plumbing and anything with gas to professionals.

https://www.printfriendly.com/p/g/Eib98r 6/8



11/6/2020 How to Get Started Flipping Houses, With Real Talk from 3 Experts

* Don’t use the lowest-level materials, but not the highest either. People want good quality, but it
doesn’t have to be the best product possible.

¢ Know your market. In some places, carpet belongs in bedrooms, but not in all areas. Some buyers
expect refrigerators, others don’t.

“Don’t take shortcuts, do it right. Do it like you’re going to live in it,” Roberts said, adding it’s important
not to cut corners or try to cover up problems. “You want to be proud of your work and be willing to say, ‘I
could live in this house.”

As simple as it sounds, Weber said it’s also important to complete the flip.

“I get a kick out of it when people remodel a home, but they leave one or two major things undone,” he
said, like only remodeling two out of three of a home’s bathrooms because the flipper ran out of money.
“That one bathroom is what the buyers are going to remember.”

Selling the House

After the work is finished, the house does not just sell itself. There’s setting the selling price, finishing
little details, cleaning, staging, photographing, listing and marketing.

The selling process begins by setting the price. Just because you bought it for a certain amount and added
to it doesn’t mean it will sell for that much.

“Most neighborhoods have a certain cap, an amount where it’s just really hard to sell houses for more
than a price” Ferguson said. Also, if the house doesn’t appraise at your price, buyers might have trouble
securing financing.

Remember: During the time it sits on the market, you're still paying for everything.

“The house isn’t going to sell the first day — it might, but it might take a few weeks or longer for the house
(to go) under contract,” Ferguson said. “Then you have to wait a month for the house to close ... and
there’s always the possibility that contract might fall through and you start the whole process over again.”

Additional costs to factor in:

* Real estate commissions: If you're a real estate agent, great, you can save some money on
commissions. If not, be prepared to pay.

* Closing costs: These can include fees for attorneys, title searches, title insurance and lender costs.

e Staging: Many sellers stage homes by adding furniture and other touches to show how each room
could be used and allow buyers to visualize themselves living there.

Ferguson said he never used to stage homes until the market began to slow down. “So before, very few
people staged and it wasn’t really an issue, but then our competition started to stage, and we said okay,
now we have to step our game up to compete with them. So we started staging.”

Now he says it works so well, he should have been staging from the beginning.

In the end, flipping is a business that is filled with highs and lows.
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“It’s fun. It makes a lot of money if you do it right,” said Ferguson, adding he doesn’t do any of the work
himself anymore. “It can be a great business. It can be exciting, it can be fun. You just have to realize
problems will come along.”

https://www.printfriendly.com/p/g/Eib98r 8/8



