o Numerics ®

1031 tax-deferred exchange
closing dates in, 130
defined, 292, 299-300, 302
exchange accommodators, 303-304
exchange rules, 304-305
as golden goose, 300
loan size, 303
property cost requirement, 303
property list, 304
property types, 303
requirements, meeting, 303
resource, 305
using, 302-305

o/ o

absentee ownership, 210-211
accountants

exit strategy scenarios, 124

in finding fixer-uppers, 248
qualifying, 99

accounting

software, 198

system, 194

as tax-deductible expense, 306
as technical skill, 27

accounts payable report, 207
accounts receivable report, 207
actuals, 103

Addendum A, 90

addendums

language, 88-89

for “outs,” 89

placement at end, 88
templates, 69

advertising

property management costs, 203
vacant spaces/units, 197-198
affidavits, 129

Index

amenities, property, 331-332
anchor tenants, 44-45
angry people, working with, 220-221
annual operating expenses. See operating
expenses
apartment buildings. See residential
properties
application and processing cost, 159
appraisal report
defined, 141
fees, 158
appraisals, 113
appraisers
accreditations, 326
as career, 324-326
defined, 146
qualifications, 325
work, finding, 325
working as, 325-326
appreciation
for cash-flow investor, 12
as form of gambling, 12
for long-term hold investors, 13
in poor housing markets, 12-13
as tax strategy, 290
asset protection
business setup for, 213
common-sense tips, 219-222
complexity, 213
determination, 238-239
entities, 216-217
fail-safe documentation, 219
guidelines, 220
importance, 214-215
insurance coverage and, 221-222
lawsuit avoidance, 214-215
legal fortress, 215-219
savings, 215
treatment of others guideline, 220
treatment of problems guideline, 220-221
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attorneys
in asset protection, 219
for closing, 120
cost, 158
in finding fixer-uppers, 248
real estate, 100, 120
specialization, 100
for tenant disputes/evictions, 199
title work review, 125

ol e

big box retailers, 69
bill of sale, 129
blanket mortgages. See also creative
financing
caution, 175
defined, 165
using, 174-175
BOMA (Building Owners and Managers
Association), 339
borrowers
credit score, 148
documentation needed from, 150
financial qualifications, 15
liquid assets, 148
money reserves, 149
net worth, 148
real estate investing experience, 148-149
strength assessment, 148-149
bottom phase, 31
bottom-fishing, 32
breakeven point
calculation, 39
defined, 38
fixer-uppers, 258, 259-260
illustrated, 39
bridge loans, 155
brokers
building rapport with, 78-79
careers, 316-317
commercial sales agents versus, 311-312
commissions, 61
in finding fixer-uppers, 247
leads from, 63-64

motivation level, building, 80-82
proformas, 35-37
projections, verifying, 38
property tax representation, 37-38
pros/cons, 316
relationship with, 61
budget and capital improvements report,
208
building code violations, 108
Building Owners and Managers Association
(BOMA), 339
business plans
lack of in property failure, 231
writing, 193
business systems, 193-194
buying
best time for, 31
during recession, 232
at end of boom, 232
at rock bottom, 233
trends, 31

oo

capital gains taxes, 298
capital improvements, 105
capitalization rate (cap rate)
calculating, 43, 47
defined, 34
fixer-uppers, 252-253
as guiding principle, 40
in sales price estimation, 36
use of, 36
cash flow
in bank lending criteria, 36
calculating, 13-14, 43, 46-47
commercial real estate value and, 19
defined, 34
fixer-uppers, 251-252
lenders and, 151
positive, 36, 40
property strength for borrowing, 15
cash-flow investors. See also investors
advantages, 12-13
defined, 12
good versus bad deals, 53-54
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cash-on-cash return
calculating, 43, 47
defined, 34
as guiding principle, 40
investment emphasis, 36
C-corporation, 296
cellphones, 69
Certified Commercial Investment Member
(CCIM) designation, 335-336
checklists
due diligence, 104-109
property management, 194-195
classes, property, 41, 60
closing
anatomy of, 118
attorney for, 120
basics, 118-122
beginning versus end of month, 121-122
costs, 121, 158-159
date, 116
day, 126-131
East Coast, 120
instructions, 125
lenders and, 126, 141
officially closed, 131
power of attorney for, 129
questions to ask before, 122-124
residential versus commercial, 117
safety checkpoints, 126-131
time, 122
title work, 124-125
West Coast, 120
closing statement
borrower’s transaction summary, 127
defined, 125
elements, 125-126
general information, 127
review, 126
Section A through [, 127
Section J, 127
Section K, 127
Section L, 128
seller’s transaction summary, 127
settlement charges, 128
collections, property management
companies for, 27

commercial banks, 153
commercial fixer-uppers. See fixer-uppers
Commercial Mentoring Program
coaches, 25, 270, 280
conference call, listening to, 82
students, 11, 145, 173-175, 180, 270, 279
commercial mortgage business careers
skill set, 321, 323, 324
starting, 322-323
types of, 321
Commercial Quick Start Training Package,
9,17
commercial real estate. See also
investments
in building wealth, 10
challenge to the press, 287
down payment requirements, 143-144
evaluating, 33-55
flipping, 14
myths and questions, 28-29
as professional career, 10
“ready to go,” 14
reasons for investment, 21
as relationship business, 10
residential real estate versus, 20-21
risks, 15-18
types of, 10
value, 19
commercial real estate careers
appraiser, 324-326
broker, 316-317
mortgage business, 320-324
property manager, 317-320
sales agent, 309-316
commercial sales agents
brokers versus, 311-312
commission splits, 312
education, 313
farming areas, 314
leads and listings, 314-315
licensing requirements, 310
listings, taking to closing, 315-316
mentors, 313
myths, 210
office support, 313
opportunities, 309-310
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commercial sales agents (continued)
qualities, 312
relationships, 311
starting as, 312-313
training programs, 312
truths, 310-311
working as, 313-316
commercial seconds, 168-169
companion Web site, this book, 92
comparable sales approach, 47-48
comprehensive plans. See master plans
conduit loans, 154
construction loans, 155
consulting expenses, 306
contacts, creating, 27
contingencies
appraisal, 113
commonly used, 112-113
financing, 112, 142
inspection, 112-113
managing and using, 113
contraction phase, 30
contractors
caution, 265
hiring, 264-265
contracts. See also offers
addendums, 88-89
escape clauses, 92
forms, 91-92
liquidated damages clause, 89-90
memorandum of agreement, 90
standard, 88
conventional lenders. See also creative
financing; lenders
defined, 153
types of, 153-154
conventional loans, 154-156
conventions, this book, 2
corporations, 216-217
in commercial real estate, 296
liability protection, 296
types, 296
cost approach, 49
cost segregation
benefits, 301, 302
defined, 300

moveable concept, 301
property parts, 300
study, 301
value for, 301-302
CoStar, 336
costs
attorney, 158
closing, 121, 158-159
document preparation, 159
due diligence, 101
entities, 295
environmental inspection, 158
eviction, 203
loan, 158-159
property inspection, 158
creative financing. See also lending
blanket mortgages, 165, 174-175
IRA investments, 165, 175
Master Lease, 164, 165-166
options, 165, 173-174
owner carry firsts, 164, 170-171
owner carry seconds, 164, 169
secondary financing, 166-171
techniques, 164-165

wraparound mortgages, 164-165, 172-173

credit score, borrower, 148
credit/background checks, 158
creditworthiness, 160

crime statistics, 18

o) e

deal analysis

apartment, 42—-43

retail center, 43-47
dealers

benefits/downsides of, 293

investors versus, 292-293
deals

attracting, 70-73

closing, 117-135

elements looked at by lenders, 151-152

falling for, 237

filters, 91-94

final decision on, 115

finding, 59-73
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good versus bad, 53-55
land development, 283-287
locking down, 69-70
revisiting, 115
sealing, 77-85
seller price, buyer terms, 170
debt
in cash flow computation, 14
fixer-uppers, 264
in property failure, 227
service, 34
debt coverage ratio
calculation example, 145
defined, 144
range, 145
deductions. See also tax strategies
accounting expenses, 306
consulting expenses, 306
home office expenses, 306-307
property-related expenses, 307
technology devices expenses, 307
transportation expenses, 307
demographics
data, obtaining, 233, 234
defined, 68, 233
determining location with, 68-69
influence of, 233-234
questions, 234
studies, 69
depreciation. See also tax strategies
capital improvements, 299
defined, 297
land improvements (fifteen years),
300-301
magic of, 299
personal property (five to seven years),
301
recapturing, avoiding, 299-300
schedule, 298
in tax losses, 294
as tax strategy, 291
understanding, 298
using, 297-302
development trend, 32
distressed property
defined, 244-245
signs of, 245

distressed/poorly performing owners,
245-246
document preparation cost, 159
documentation, asset protection, 219
double net leases (NN), 44
down payments
lending requirement, 143-144
seller objection, 171
due diligence
attitude, 101
checklists, 104-109
in contract negotiations, 101
cost and time, 101
defined, 17, 97-98, 256
financial checklist, 105-107
financial investigation, 99-100, 257
first items, 102-103
fixer-uppers, 256-258
information verification, 98
legal checklist, 107-109
legal inquiries, 100, 257-258
lender, 158
parts, 99
performing, 100-101
physical checklist, 104-105
physical inspection, 99, 256-257
poor, as property failure cause, 225
potential problems and, 98
problems found during, 114-116
process management, 109-113
purpose, 98
sales and marketing strategy, 258
as team effort, 99-100
third-party specialists/companies for,
99-100
time extension, 116

oF o

easements, 111

economic development trend, 32

effective gross income, 34

entities. See also asset protection
corporation, 216-217, 296
costs and administrative requirements, 295
defined, 132, 216
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entities (continued)
exit strategy planning, 296
liability protection, 295
limited partnership, 297
LLC, 217, 297
multiple, 216
sole proprietorship, 296
tax benefits, 295
as tax strategy, 295-297
use guidelines, 217-218
entitlement, 280, 334
environmental inspection, 107, 158
environmental problems
in land development, 268-269
potential concern, 238
equity, leveraging, 174-175
escape clauses, 92
€SCrow
closing, 110
defined, 119
instructions, 109, 110, 129
opening, 109-110
escrow officers, 119
estoppels, 41
evaluating properties
professional approach, 47-50
running numbers for, 40-47
terminology, 33-35
evictions
attorneys for, 199
professional property management costs,
203
exchange accommodators. See also 1031
tax-deferred exchange
defined, 303
properties list, 304
selecting, 303-304
Exchanging Up, 305
executive summaries. See also potential
investors
defined, 182
example, 182-183
using, 182
exit strategies
in absentee ownership, 211
before offering, 123
defined, 123, 157
entity selection and, 296

financing selection and, 139
for fixer-uppers, 250
flexibility, 18
land development, 272
multiple, 95
in partnerships, 188
questions, 157
expansion phase, 30
expense stop clause, 45
expenses
in cash flow computation, 14
not knowing, 37
operating, 35, 227
replacement reserves, 41
tax-deductible, 305-307

ofF e

farming, 314
fictitious buyer technique, 84-85
filters. See also deals
end user value determination, 93-94
five-minute test, 91
quick view, 92
reality, 93
sign it up, 91-92
financial checkpoints, renovation, 261
financial due diligence checklist, 105-107
financial investigation
due diligence, 99-100
fixer-uppers, 257
financial records, 152
financing. See also lending
contingency, 112, 142
conventional options, 139-140
creative techniques, 163-175
exit strategy and, 139
gap, 155
process, 15, 140-142
qualifications, 15
question, 123-124
finding deals
locally, 66-67
nationwide, 66-68
property search definition, 60
relationships and, 61
secret, 59-61



fire insurance coverage, 129
five-minute test, 91
fixer-uppers
advantages, 15
bad part of town, 249
bargain-bottom prices, 263
break-even point, 258, 259-260
bridging the gap, 258-259
cap rate, 252-253
cash flow, 251-252
commercial, 244
contractors, 264-265
debt, 263
diamonds in the rough, 246-250
distress cause, 259
distressed/poorly performing owner,
245-246
distressed/poorly performing property,
244-245
downtown, 249
due diligence, 256-258
example, 244
exit strategy, 250
factors to consider, 255
financial firepower, 250
financial investigation, 257
finding, 246-248
goals, 250
hopeless situations, 263-264
legal inquiries, 257-258
locations, 249, 255
looking for yourself, 246-247
lower-middle class, 249
mapping out plan, 255-263
marketing, 262-263
needs and skills, 250
NOI, 251, 252-253
numbers on example property, 253-254
obsolete properties, 263-264
opportunities, 243
outside help in finding, 247-248
owner financing, 246
owner readiness factor, 255-256
physical condition factor, 255
physical inspection, 256-257
renovation checkpoints, 260-263
sales and marketing strategy, 258
sales price, 252-253

speculation factor, 255
suburbs, 249
success, 243-266
timing for quick sale, 266
forms, 91-92
for-sale-by-owner properties, 86

oG o

gap financing, 155
general ledger report, 208
goals
exit strategies and, 18
fixer-upper, 250
investment, 123-124
potential investor, 178
property manager, 317
property ownership, 134-135
government agency leads, 62-63
Government Services Administration
(GSA), 63
grant deed, 129
greed, 55
green light, 30, 116, 283-287
gross income, 34
gross leases, 44
Guaranteed Millionaire (Phillips), 214
guiding principles, 40

o/ o

hard money loans, 156
help, getting, 17
historical performance, 147
home office expenses, 306-307
hotels/resorts

caution, 24

as investment property, 24-25
HUD-1 settlement statement, 128

o]e

icons, this book, 5

ICSC (International Council of Shopping
Centers), 339-340

income and expense statements, 105

income approach, 48-49

Index 34 7
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income, in cash flow computation, 14
infill projects, 25, 274
inspections
building code violations, 108
contingency, 112-113
cost, 158
as due diligence, 99
environmental, 107
interior systems, 105
mechanical and electrical, 105
pest, 105
physical, 99, 256-257
physical, routine, 196
seller avoidance, 101
specialists, 99
structural, 104
survey and title, 108
Instant Offer System. See also offers
money, 82-85
motivation level, building, 80-82
rapport building, 78-79
steps, 78
upfront agreements, 80
what-if offer, 85
Institute of Real Estate Management
(IREM), 340
insurance companies, 154
insurance coverage
in asset protection, 221-222
bids, 221
policies, 108
umbrella policies, 222
interest rates. See also loans
controlling, 160-161
hard money loans, 156
secondary financing, 169-170
interior systems inspection, 105
Internal Revenue Service (IRS), 63
International Council of Shopping Centers
(ICSC), 339-340
Internet leads, 62
investment firms, 337
investment goals, 123-124
investments
green light, 30, 116, 283-287
leads, 61-66
local, 66-67
myths and questions, 28-29
nationwide, 67-68

reasons for, 21
red light, 30
risk-proofing, 17-18
size, 20
type, focus, 238
types of, 22-25
yellow light, 30

investors
accumulators versus, 237
agreements with, 187
benefits of, 292-293
as big thinkers, 20-21
cash-flow, 12-13, 53-54
connecting with, 183-184
dealers versus, 292-293
long-term, 13, 54
maverick, 32
partnerships, 184-188
payment amount to, 186
potential, 178-184
relationships with, 61
short-term, 54-55
successful, 11-12
types of, 12-13
uneducated, 265
watching, 55

IRA investments, 165, 175

IREM (Institute of Real Estate

Management), 340

° ] °
job growth
data, obtaining, 234

nonexistent, 234
trend, 32

oo

keys, securing, 134
Kolbe Index, 273

o/ o

land development
approval process, 281-282
best locations, 274
build approval, 269
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build type decision, 278-283
cons, 268-269
contracts for more time, 277
deals, 283-287
departments consulted with, 282-283
entitlement, 280, 334
environmental problems, 268-269
exit strategy, 272
free look period, 25
green light, 283-287
as investment, 25
market, 269-272
marketplace position, 272
master plans and, 278-280
money swings, 268
neighborhood opposition, 286-287
options, 277-278
outside expert’s opinion, 271
path of progress, 271
politics, 272
profits, 272
pros, 268
risk reduction, 274
successful, 272
team investment, 273
time equals money, 274-278
utilities availability, 269
zoning, 25
zoning acres, 271
land splits, 334
land value, 269, 278
landmarks commission, 281
land-use maps, 280
late payments, tenant, 197
lawsuit avoidance, 16, 214-215
leads
commercial sales agent, 314-315
friends, 66
government agency, 62—-63
Internet, 62
newspaper ad/publication, 62
obtaining, 61-66
property owner association, 64-65
real estate investment club, 65
realtor/broker, 63-64
leases
as commercial real estate lifeblood, 333
consumer protection, 51

defined, 43, 51
as documentation for lender, 151
expiration, 106
flexibility, 51
gross, 44
lengths, 45
modified gross, 44
net, 44-45
as number-one deal killer, 51
in property management, 195
quality of, 147
reading, 52
renegotiating, 333
review elements, 52
value and, 51-52
verification, 106
lease-up checkpoints, renovation, 262-263
leasing agent bonuses, 263
legal due diligence. See also due diligence
checklist, 107-109
cost, 158
fixer-uppers, 257-258
legal ownership
after assuming, 132-135
assuming, 131-132
entity types, 132
takeover status report, 135
lender approval
documentation for, 149, 150
success elements, 149
lenders
actions are louder than words, 157
calling every day, 142
can/can’t do, 157
checking in early with, 41-42
at closing, 141
as closing bottleneck, 126
conventional, 153-154
due diligence, 158
escrow instructions, 129
experience, 156
in finding fixer-uppers, 248
homework on, 156
initial approval, 38
negative deal elements for, 152
points, 161
positive deal elements for, 151
private, 169
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lenders (continued) conduit, 154
in property evaluation, 144-149 construction, 155
selecting, 156-157 conventional, 154-156
underwriters, 126 cost determination, 158-159
lending. See also financing get-out costs, 159-160
borrower investigation, 141 hard money, 156
closing, 141 interest rate control, 160-161
down payment requirement, 143-144 long-term, 154
lender-order reports, 141 mezzanine, 155
lender’s point of view, 140-141 nonrecourse, 218, 239
loan approval, 141 prepayment penalty, 154, 159, 160, 161
moving along, 141-142 SBA, 155
preapproval process, 140 selecting, 152-161
process overview, 140-142 short-term, 154
property merits in, 143 signing personally on, 218
residential versus commercial, 142-144 stated income, 156
underwriting, 141 take-out, 155
lessee. See tenants type decision, 157
lessor, 43 U.S. government agency, 155
letters of intent, 87-88 loan-to-value ratio (LTV)
licenses, 108 defined, 146
lifestyle development policy, 285 interest rates and, 161
lifetime, property, 237-238 net operating income in, 146
Limited Liabilities Companies For Dummies, local investing, 66—-67
217 location
limited liability companies (LLCs) determining with demographics, 68-69
in asset protection, 217 fixer-uppers, 249, 255
disadvantages, 217 in land development, 269
in partnerships, 186 value and, 53
for real estate holdings, 297 long-term hold investors. See also
risk protection, 16, 217 investors
tax benefits, 297 defined, 13
taxation, 217 good versus bad deals, 54
limited partnerships (LPs), 297 in partnerships, 188
liquid assets, borrower, 148 long-term loans, 154
liquidated damages clause, 89-90 LoopNet, Inc., 336
listings LPs (limited partnerships), 297
exposure, 315
getting, 314-315 ® M Y
taking to closing, 315-316
loan approval, 141 magazines, commercial real estate, 338
loan documents, 128 maintenance
loan officers, 321 hidden deferred, 152
loan originators, 321 onsite, 198
loan processors, 321 professional property management, 203
loans. See also financing; lenders; lending reporting system, 198
amount, 160 system, 194
assumption, 161-162 tenant-reported issues, 196

bridge, 155



maintenance and work order activity
report, 208
Making Big Money Investing in Foreclosures
Without Cash or Credit, 163
management. See also property
management
clueless, 230
failure, 230
new, 334
by property, 231
as property failure cause, 229-231
warning signals, 230-231
market occupancy, in property quality,
147-148
market surveys, 199
marketing
fixer-uppers, 262-263
strategy, 258
Marketing For Dummies, 258
markets
knowledge, 17-18
knowledge, insufficient, 225-226
land development, 269-272
as property failure cause, 232-234
secondary investment, 67
tertiary, 67-68
timing, 29, 55
Master Lease technique. See also creative
financing
defined, 164, 165
performance mortgage, 166
seller objection, 171
using, 165-166
master plans
benefits of, 279-280
in build type decision, 278-890
conformance, 278-279
defined, 278
land-use map, 280
math skill requirements, 13-14, 27
mechanical and electrical inspection, 105
memorandum of agreement, 90
mentors
commercial sales agent, 313
finding, 238
in land development, 271
learning from, 238
as tool, 69

mezzanine loans, 155
mixed use, 285
modified gross leases, 44
money reserves, borrower, 149
Money Step (Instant Offer System)
fictitious buyer, 84-85
range, 83-84
realistic expectations, 82-83
mortgage bankers
as career, 321
defined, 154
flexibility, 153
mortgage brokers
as career, 321
commission, 153
defined, 153
mortgages. See also loans
blanket, 165
paying down as tax strategy, 291
payments in cash flow computation, 14
performance, 166
preexisting, assuming, 161-162
wraparound, 164-165
motivation, building, 80-82

o\ o

National Association of Apartment Owners
(NAA), 338
National Do Not Call List, 315
National Real Estate Investor Association
(NREAD), 181
nationwide investing, 67-68
negotiations
big stick method, 77
closing costs, 121
due diligence in, 101
education, 237
renegotiating and, 114-115
net leases
defined, 44-45
double (NN), 44
expense stop clause, 45
single (N), 44
triple (NNN), 44-45

Index 35 ’
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net operating income (NOI)
calculating, 43, 46
in debt coverage ratio, 144, 145
defined, 34, 145
in fixer-uppers, 251, 252-253
importance, 36
use of, 36-37
net worth, borrower, 148
networking. See also relationships
with BOMA, 339
with CCIM designation, 335-336
commercial real estate
newsletters/magazines, 337-338
with ICSC, 339-340
investment firms, 337
with IREM, 340
with NAA, 338
resource, 340
search engines, 336
new taxes, 37-38
newsletters, online, 337-338
newspaper ad/publication leads, 62
nonrecourse loans, 154, 218, 239
numbers
crunching requirements, 13-14, 27
looking at, 103
running, 40-47
running on fixer-upper, 253-254

o () o

obsolete properties, 263-264
occupancy, in property quality, 147
offer price
determining, 36
range, 83-84
realistic expectations, 82-83
offers. See also contracts; Instant Offer
System
accepted, 94-95
commercial contract to buy and sell real
estate, 88-89
initial, 76
letters of intent, 87-88
meeting seller when submitting, 86-87
presenting, 90
shopping, 94
strategies for making, 75-95

unsolicited, 71
what-if, 85
writing up, 87-90
Office of Property Disposal, 63
offices and warehouses
as investments, 22-24
triple net leases, 23-24
online training courses, readers of this
book, 11
on-site maintenance, 198
on-site property managers, 318, 319
operating budget, 134
operating expenses. See also expenses
calculating, 260
in cash flow determination, 251
defined, 35
underestimating, 227
operating history, 151
operating statements, as documentation
for lender, 150
operations system, 194
opportunity loans, 155
options. See also creative financing
defined, 165, 173
land development, 277-278
using, 173-174
overpaying
avoiding, 17
for long-term investors, 54
overpriced properties, owner contact,
72-73
owner financing, 246

oo

parking ratio, 41
partnerships
agreements, 187
benefits, 184, 185
critical keys to, 185
length, 187
LLC, 186
nonrecourse loans and, 239
partner interviews, 187-188
PPM, 186
questions for, 187-188
structuring, 186
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time commitment, 188
use decision, 184-185
passive income, 24
passive losses, 294
peak phase, 30
pension funds, 154
people-handling skills, 193
percentage of sales clause, 45
performance mortgages, 166
personal property inventory, 108, 134
pest inspection, 105
photos, 104
physical due diligence checklist, 104-105
physical inspections
due diligence, 99
fixer-uppers, 256-257
planning commission, 281
police reports, 109
politics, land development, 272
population growth
data, obtaining, 234
negative, 233-234
positive cash flow. See also cash flow
defined, 36
as guiding principle, 40
potential gross income, 260
potential investors. See also private funds
connecting with, 183-184
contact information, 179
executive summaries for, 182-183
finding, 178-184
goal, 178
relationships, creating, 179-182
relationships, existing, 179-180
special reports for, 183-184
where to meet, 181
power of attorney, 129
preliminary title reports
buyer approval/disapproval, 111
defined, 110
as documentation for lender, 151
obtaining, 110-111
red flags, 111
prepayment penalty, 154, 159, 160, 161
present, being, 101, 256
presenting offers, 90

previous owners, information from, 133
price per square foot, 41
private funds
payback, 178
potential investors, 178-184
raising, 177-178
private lenders, 169
private placement memorandum (PPM),
186
professional property management. See
also property management
absentee ownership and, 210-211
accountability, 208
agreements, 205-207
benefits, 199-200
candidate search, 202
capital improvement projects, 207
choices, narrowing, 203-204
for collections, 27
company property ownership conflict,
204
company types, 204
credibility/capability, checking, 203-204
day-to-day responsibilities, 200
expectations communication, 204
experience requirement, 203
fees, 203
incapable, 229
initial phone call questions, 203
ins and outs, 200
maintenance, 203
monthly reports, 207-208
prospective company interviews, 202-203
reasons for using, 201
styles, 204
use decision, 201
using, 199-209
weekly reports, 208-209
profile/test, 184
profit
potential, 11-12
question, 123
proformas, 35-37, 103
properties
age of, 160
analyzing, 35-40
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properties (continued)
classes, 41, 60
distressed, 244-245
documentation for lender, 150-151
for-sale-by-owner, 86
income determination, 144-146
lifetime, 237-238
obsolete, 263-264
quality, revealing, 146-148
real estate owned (REO), 248
relisted, 72-73
routine physical inspections, 196
running numbers on, 40-47
scoping out, 102
shopping, 134
taking over, 131-135
unlisted, 73
valuing, 47-50

property failure
bad deals, 225-226
as beginning, 237
consequences, 224
debt cause, 227
defined, 224
environmental, 238
exit strategy tunnel vision, 226
folding, 234-236
insufficient market knowledge, 225-226
investor mistakes, 224-229
investor denial, 228-229
lease renewals, 229
management, 229-231
market, 232-234
not running like business, 226
paying too much, 226
poor curb appeal, 228
poor due diligence, 225
risk, 16
struggling market, 228-229
understanding, 16, 223
vacancy levels, 228

property management. See also

professional property management

business systems, 193-194
checkpoints, renovation, 262

companies, 317

do-it-yourself checklist, 194-195

education, 192

everything in writing tip, 192

focus of, 192

industrial, 319

industry, 320

office, 319

people-handling skills, 193

plan, 210

in property failure, 226

quality in, 193

residential, 318

retail, 319

skills, 192-193

software, 197

strengths and weaknesses, 193

tenant relationship, 192

tips, 192-193

property management agreements. See

also professional property
management

accounting clause, 205

compensation to property manager
clause, 205-206

default clause, 206

fiduciary responsibility/statutory
compliance clause, 206

“hold harmless” clause, 206

leasing clause, 205

money availability, 207

obligations of owner clause, 206

owner approval dollar amount clause, 205

rents clause, 205

reserve amount clause, 205

service contracts clause, 205

termination clause, 206

terms of agreement clause, 206

property managers. See also commercial

real estate careers

assistant, 318, 320

as career choice, 317-320

goals, 317

industrial, 319

interviewing, 203



jobs, finding, 320
levels, 317-318
office, 319
on-site, 318, 319
residential, 318
retail, 219
starting as, 319-320
property owner associations, 64-65, 71
property owners. See also sellers
attracting with reports, 70-71
of overpriced properties, 71-72
relationships with, 61
unlisted properties, 73
property ownership
goals moving forward, 134-135
property visitation during, 211
site security, 134
situation assessment, 133
team, assembling, 133-134
property search, defining, 60
property taxes
bills, reviewing, 106-107
broker representation, 37-38
new, 37-38
previous owner information, 133
reducing, 332
property value. See also valuing properties
analysis tips, 35-38
breakeven analysis, 38-39
calculating, 35-40
guiding principles, 40
leases and, 51-52
location and, 53
proformas, 35-37
property use and, 50-51
understanding, 50-53
property value strategies
amenities, 331-332
improvements, 330-331
land split, 334
lease renegotiation, 333
management team, 334
operating expense reduction, 330
property tax reduction, 332
rent increases, 329-330
use changes, 331
utility expenses to tenants, 332-333

o () o

-

quality, property, 146-148
quick view filter, 92

o R o

raising private funds
from family, 180
guidelines, 179
keys to, 177-178
potential investors, 178-184
real estate asset managers, 318
real estate commissions, 26
real estate cycle
bottom phase, 31
contraction phase, 30
elements, 18
expansion phase, 30
illustrated, 31
location placement in, 18
peak phase, 30
recession phase, 30
recovery phase, 31
as timing tool, 29
trends and, 29
ups and downs, 232-233
real estate investment clubs, 65
real estate investment trusts (REITs), 154
real estate license, 26
real estate owned (REO) properties, 248
real estate professionals
leads from, 63-64
qualifications, 294
reality filter, 93
recapturing depreciation, avoiding,
299-300
recession phase, 30
recovery phase, 31
red light, 30, 116
rehabilitation checkpoints, 261
relationships. See also networking
in commercial real estate sales, 311
developing, 61
emotional connections in, 77, 79
as professional secret, 10
rapport in, 78-79

Index 355
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relisted properties, 72-73
renegotiating leases, 333
renovation. See also fixer-uppers
financial checkpoints, 261
lease-up checkpoints, 262-263
process, 260-263
property management checkpoints, 262
rehabilitation checkpoints, 261
rent concessions
defined, 38
as problem, 38
in property quality, 148
rent rolls
defined, 41, 106
detailed, 133
as documentation for lender, 151
matching with estoppels, 41
reviewing, 106
rents
quick view, 92
raising, 329-330
REO (real estate owned) properties, 248
replacement reserves, 41
reports, property management
accounts payable, 207
accounts receivable, 207
budget and capital improvements, 208
general ledger, 208
in initial interview, 203
maintenance and work order activity, 208
monthly, 207-208
weekly, 208-209
Residential Mentoring Program, 275
residential properties
deal analysis, 42-43
defined, 22
down payment requirements, 144
sales price per door, 37
starting advantage, 22
residential real estate
commercial real estate versus, 20-21
need to start in myth, 28
retail centers
deal analysis, 43-47
as investment property, 24
lease lengths, 45
lease types, 44-45

location, 53
percentage of sales clause, 45
rezoning. See also land development
approval process, 281-282
defined, 268
example, 270
risks
investment comparisons, 28-29
lawsuit, 16
levels, 16
managing, 16, 17-18, 30
understanding, 15-18
rolling over, 292

oS e

sales and marketing system, 194
sales price
estimation, 36
fixer-uppers, 252-253
lenders and, 151
in property failure, 226
quick view, 92
for residential properties, 37
seller objection, 172
watching, 55
savings and loan banks, 153
S-corporation, 296
secondary financing. See also creative
financing
commercial, 168-169
common pitfalls, 169-170
finding, 166-167, 168-169
owner carry, 164, 167-168, 169
payment streams, 168
private lenders, 169
seller objections, 171-172
success of, 167-168
secondary investment markets, 67
security, new property, 134
self-directed IRA accounts, 175
sellers. See also property owners
building rapport with, 78-79
delays, 142
as guilty until proven innocent, 101
meeting when submitting offer, 86-87
mortgages, assuming, 161-162
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motivation level, building, 80-82 supply and demand, 55
needs versus wants, 168 survey and title inspection, 108
renegotiating with, 114-115 survival tips, 236-239
secondary financing objections, 171-172
sizing up, 76-77 P T ®
types of, 76-77
selling, best time for, 31 take-out loans, 155
service and vendor contracts, 108 tax loss
settlement charges, closing statement, 128 with depreciation, 294
shopping centers/malls. See retail centers profits with, 293-294
shopping offers, 94 tax returns, 106
shopping properties, 134 tax strategies
short-term investors. See also investors appreciation, 290
good versus bad deals, 54-55 cost segregation, 300-302
in partnerships, 188 deductions, 305-307
short-term loans, 154 depreciation, 291, 297-302
sign it up filter, 91-92 entity selection, 295-297
signing mortgage paydown, 291
affidavits, 129 rollover, 292
bill of sale, 129 1031 tax-deferred exchange, 130, 292,
buyer safety checkpoints before, 129-130 299-300, 302-305
escrow instruction from lender, 129 teams
fire insurance coverage, 129 creating, 185-188
grant deed, 129 land development, 273
HUD-1 settlement statement, 128 management, hiring new, 334
mortgage and deed of trust, 128 support, 195
seller safety checkpoints before, 130-131 technical skill requirements, 27
truth-in-lending disclosure agreement, technology device expenses, 307
129 1031 tax-deferred exchange, 130, 292,
single net leases (N), 44 299-305
site plans/specifications, 104 tenants
Small Business Administration (SBA) loans, anchor, 44-45
155 background/credit checks, 195
Small Time Operator (Kamoroff), 27 disputes/evictions, 199
soft terms, 167 emergencies, 203
software fixer-upper, marketing to, 262
accounting, 198 friends with, 192
property management, 197 ideal, 195
sole proprietorships, 296 late payments, 197
special reports, 70-71 loud noises, 196
for potential investors, 183-184 maintenance reporting, 196
titles, 183-184 quality of, 147
stated income/no documentation loans, rent concessions, 38
156 training, 195-197
strategic coaching session, readers of this value determination, 93-94
book, 11 written policies and procedures, 196-197

structural inspection, 104 termite report, 141
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terms factor, 161
tertiary markets, 67-68
third-party management, 317
time, stretching out to close deal, 274-278
timing, 29
title
commitments, 102-103
contingency, 113, 125
defects, 124-125
defined, 110
work, 124-125
title insurance
defined, 111, 119-120
recommendation, 120
title report, 111
title/escrow companies, 100, 120
transportation expenses, 307
trends
buying on, 31
development, 32
economic development, 32
as friends, 32
job growth, 32
population, 68
real estate cycle and, 29
triple net leases (NNN)
benefits, 24
defined, 23-24, 44
drawback, 24
truth-in-lending disclosure statement, 129
turnovers, 35

olf o

underwriters, 126, 321
underwriting, 141
U.S. government agency loans, 155
unlisted properties, 73
unsolicited offers, 71
upfront agreements, 80
urban design commission, 282
utilities

bills, 106

changing, 134

expense, passing to tenants, 332-333

oo

vacancy, 35
vacancy rate, 35
valuing properties. See also property value
comparable sales approach, 47-48
cost approach, 49
income approach, 48-49
vendors, 198

o[/ o

walking away. See also property failure
alternative to, 234-235
dishonorably, 236
honorably, 235-236
knowing time for, 235
water department, 282
wealth, building with commercial real
estate, 10
what-if offers, 85
winning, 236, 237
wraparound mortgages. See also creative
financing
benefits, 173
defined, 164-165, 172
example, 172-173

oyo

yellow light, 30

o/ o

zoning
bureaucrats and, 284-286
code, reviewing, 108
land development, 25, 268, 270, 281-282,
283
neighborhood opposition, 286-287
in property value, 50
zoning acres, 271
zoning board of appeals, 282



