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Preface

Anyone with $20 million in his pocket can go out and buy a $20
million real estate portfolio. This book is not for those people—it is
for those with little or even nothing in their pockets, who want to
go out and make a fortune anyway.

Of course, if $20 million is just a little to you, you can still
benefit from this book and learn how to easily acquire $200 million
or more of real estate. In my experience, though, people with this
kind of cash often do not have the time or inclination to do so.
Therefore, those with no money and lots of drive may do well
teaming up with people with lots of money and no inclination, to
form a truly symbiotic investment partnership.

Beware, however, that your perception as to what constitutes
a lot of money inevitably changes as you start to accumulate some.
While this book focuses on how you can amass a fortune, remem-
ber that in a hundred years’ time, how much you will have made
will not be of much importance to anyone. In the final analysis,
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how much fun you have along the way could be the ultimate re-
ward. That is why I say, above all else, be curious, learn something
new each day, help other people, be grateful, and have fun!

Successful investing!

Dolf de Roos
August 2007

xii Preface
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Notes on Reading This Book

Numerous photos are included in this book to illustrate properties
being discussed or points being made. Because of printing con-
straints, these photos are reproduced in black and white. Full-
color versions of these photos, as well as other supporting
documentation, photos, and newspaper articles, can be found on
the web site www.dolfderoos.com.

Many examples of real estate bought or negotiated are dis-
cussed, ranging in value from $59,000 to hundreds of millions of
dollars. As this book is intended for those who are relatively new
to commercial real estate, an emphasis has been placed on using
modest examples of properties that hopefully are within the com-
fort zone of most readers. Bear in mind, however, that the effort re-
quired to complete an $80,000 deal is about the same as that
required to complete an $80 million deal, so do not intend to focus
on smaller properties forever.

xv
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Finally, please accept that any instances of words like he, she,
his, or her, unless specifically referring to a person of known gen-
der, are generic. Sometimes it is too cumbersome to write “he or
she” or “his or her portfolio,” but the points being made apply to
anyone.

xvi Notes on Reading This Book
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Introduction

If you think commercial real estate is just like residential real estate
except that you need more capital to get started, you are in for a
surprise. Commercial real estate is completely different and often
requires little or no capital.

If you think, like the masses, that commercial real estate is
risky because you have often seen vacant commercial premises
and thanked your lucky stars that you are not the owner, you are
in for a shock. For reasons that I am excited to share in this book, I
seek out vacant commercial buildings, as I have figured out a way
of making money, huge sums of it, seemingly out of thin air, by
doing something very straightforward with these vacant build-
ings—something that you cannot do with residential buildings.

If you think commercial real estate is too complex, too spe-
cialized, too esoteric, and too difficult for you to even consider,
then let me take you on a journey to convince you that it is none of
these things. In fact, I firmly believe that after reading this book,
you will no longer want to even consider residential real estate as

xvii
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an investment option, and will focus instead on commercial real
estate with both enthusiasm and confidence. The only regret you
may have is that you didn’t discover this information sooner.

Consider this: Of all the wealthy ($100 million-plus net
worth) property investors I have come across in over 30 years of
investing and teaching real estate in more than 25 countries (I have
had the privilege of working with many prominent people in real
estate all over the world), at most two have made their fortune
through residential property—the rest have all done it through
commercial property.

Think about this. You wouldn’t choose a surgeon with a
low patient survival rate when there are others with a high sur-
vival rate. You wouldn’t choose a car with a low crash-test rat-
ing over one with a high rating, or a school for your kids with a
low graduation rate over one with a high graduation rate. So
now that you know that nearly all wealthy property investors
have achieved their wealth through commercial real estate, how
can you justify even thinking of buying one more residential
property? It would be like dropping your kids off at a bad
school, and driving yourself in an unsafe car to a hospital to
have surgery performed on you by a surgeon with a low patient
survival rate. That is nuts, right? Well, in relative terms, so is in-
vesting in residential real estate.

This last fact alone should be enough to convince you to con-
vert to commercial real estate, and you could save yourself a lot of
time by not having to read the rest of this book if you converted on
that basis. However, you would miss out on a lot of fun, which
brings me to my next point.

If you think commercial real estate is dry and boring, and the
only reason you’d even consider it is that it is lucrative, then you
are in for a real surprise. Residential real estate, for reasons I ex-
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plain in this book, can be repetitious and therefore somewhat
bland, but commercial real estate has so many opportunities for
creativity, thinking outside of the box, and coming up with wacky
ideas, that it genuinely is a lot of fun. At any rate, after I present
my case, you can decide for yourself.

In case you think that I am contradicting myself and the 10
books I have written on residential real estate, think again. I stand
by everything I have said in those books: Residential real estate
truly is, in my opinion, a much better investment than stocks,
bonds, mutual funds, Treasury bills, certificates of deposit, com-
modities, options, futures, and unit trusts, for reasons that I have
explained in some detail in those books. However, when faced
with a choice between residential and commercial real estate, I
would recommend commercial real estate as your way to riches.
Certainly, with my own investing, I have long ago focused almost
exclusively on commercial properties, for reasons that I share in
this book.

There are, of course, many ways of investing in commercial
real estate, as evidenced by the number of existing books on the
subject. You will find this book to be different. The fact that I have
a different approach, philosophy, and strategy does not, however,
invalidate others. You may successfully implement the ideas in
this book, and you could also successfully implement the ideas of
other commercial real estate books. (You may also be unsuccessful
in either case, although it is difficult to fail in real estate as the mar-
ket is so forgiving of tactical errors.)

At the end of the day, it is not just knowing a strategy, but
how you implement it, that can be the difference between a suc-
cessful experience and a learning experience. If you have an angry,
gruff, stern, and rude nature, you could go on vacation to some ex-
otic place and conclude that all the locals are angry, gruff, stern,
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and rude. Similarly, if you are optimistic, happy, bright, and
charming, you will more than likely conclude that the locals are
just that. The reason, in both cases, should be obvious: How you
act, behave, and treat others will largely determine how others act,
behave, and treat you. In this way, we create our own reality.

If you believe that commercial real estate is difficult, requires
huge amounts of capital, will involve you in endless trauma, and
will burden you with stifling vacancies, then those beliefs will
manifest themselves in your life. If, however, perhaps with the aid
of this book, you believe that commercial real estate is inherently
interesting, remarkably simple, an opportunity to help many peo-
ple, a vehicle for releasing your latent and pent-up creativity, un-
believably lucrative, and a lot of fun on top of it all, then those
beliefs will manifest themselves in your life.

Let me show you why I like commercial real estate.

xx Introduction
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CHAPTER 1 

Just What Is 
Commercial Real Estate?

From the outset, we need to agree on exactly what constitutes
commercial real estate.

We may all agree that a four-bedroom, three-bathroom resi-
dence is residential real estate, and that a block of four shops is
commercial real estate, but what about a block of 10 units in an
apartment complex that both the bank and broker classify as com-
mercial real estate? The fact is, for reasons that seem to me to be
entirely arbitrary, where there are four or more units in a residen-
tial complex, the building is often classified as commercial for
mortgage and insurance purposes and for transaction commis-
sions. What about industrial properties, such as an assembly plant,
paint shop, or warehouse; or hospitality properties such as hotels,
motels, or amusement parks? Are they in yet other categories?

1
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And what about specialist properties such as a quarry, a hospital,
an airport, or a rocket launchpad?

Let me therefore make it perfectly clear what I mean by resi-

dential and commercial real estate. I know that simplifying things is
not very popular these days, but for the purposes of this book, I
want to make the following definitions:

Residential real estate is real estate where people live (in resi-
dences!).

Commercial real estate is real estate where commerce is con-
ducted.

Based on this simple and sensible concept, it becomes easy to
categorize any piece of real estate. Houses, individual apartments,
apartment complexes, condominiums, duplexes, and triplexes are
clearly all residential real estate. Conversely, shops, offices, assem-
bly plants, paint shops, warehouses, hotels, motels, amusement
parks, quarries, hospitals, airports, and rocket launchpads are all
commercial real estate.

In case you want to argue that hotels, motels, and student ac-
commodation should, by my definition, all be classified as resi-
dential real estate, as people quite clearly live there, then note the
following subtle distinction. The operators of hotels, motels, and
student accommodation are definitely renting out short-term resi-
dential accommodation to their clients. However, if you lease your
building to a hotel, motel, or student accommodation operator on
a long-term commercial lease, then from your point of view, your
tenants conduct a commercial operation there, and these proper-
ties are all examples of commercial real estate.

What if three doctors operate their medical practice out of
what was formerly a home? Well, they are not living there, and

2 Commercial Real Estate Investing
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commerce is conducted, so it is commercial. What if a carpet fac-
tory is converted into loft accommodation? In this case, the use is
for residential purposes, so it is residential. Be prepared for many
more examples of blatant simplicity in this book.

Just as residential real estate can be further subdivided into
categories such as freestanding single-family homes, single-story
multiunits, and multistory apartment complexes, so can commer-
cial real estate be further subdivided into categories such as indus-
trial, hospitality, office space, retail, and specialist. The feature
these categories all have in common, though, is that commerce is
conducted there. The significance of that distinction will become
apparent as we proceed.

Just What Is Commercial Real Estate? 3

ccc_deroos_001-004_ch01.qxd  12/21/07  10:13 AM  Page 3



ccc_deroos_001-004_ch01.qxd  12/21/07  10:13 AM  Page 4



CHAPTER 2

People versus Contracts

For some reason that I cannot understand, most of the people I
have met or taught in the past two decades (and we are talking
about literally hundreds of thousands of people) think that com-
mercial real estate works just like residential real estate, except
that the dollars involved are much larger, and that the potential
risks and problems are also much larger. In order to convince you
that both assumptions are wrong, we will explore real estate from
a number of different angles throughout this book.

There are in fact many differences between residential and
commercial real estate from legal, practical, and operational
points of view, all of which, without exception, make commercial
real estate a far superior investment. We discuss these differences
in Chapter 3. For now, I want to highlight the biggest fundamen-
tal difference between residential and commercial real estate.
Philosophically, with residential real estate, you are dealing with

5
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people, whereas with commercial real estate, you are dealing with
contracts.

Before you counter by saying that you have seen a residential
tenancy agreement (a contract!) and know of at least one commer-
cial tenant who has met with his landlord (a person!), I want to
stress that I am speaking philosophically. Of course there is paper-
work involved with residential real estate—application forms,
background check authority forms, tenancy agreements, and so
forth. And of course commercial real estate involves dealing with
people—brokers, property managers, leasing agents, and the like.
However, in essence, when you own residential properties, as I
suspect you already may, you end up spending a lot of time talk-
ing with people.

You get a call from a tenant telling you that a faucet is leak-
ing, and you have to negotiate a time to have it repaired; 9 A.M. on
Friday does not suit him, 4 P.M. on Thursday does not suit you,
and bingo, you are dealing with people. You get a letter from the
local council telling you that the grass is too long at one of your
properties, and you have to call the tenant to get him to do some-
thing about it. The tenant, of course, swears that he just cut it the
week before, so what is all the fuss about? You counter by saying
that nonetheless you have this letter from the council requiring ac-
tion—and, just like I said, you are dealing with people. You get a
call about a blocked toilet. You tell the tenants this is the third time
in two months, and what on earth are they putting in there to
cause it to block, to which they reply that it’s none of your busi-
ness, just fix it—and hey, presto, you are dealing with people. Res-
idential real estate by its very nature involves dealing with people.

Now in case you are thinking, “I am a people person, I like
people, so what is the big deal?” let me tell you that most people
who decide to get out of residential real estate do so because they

6 Commercial Real Estate Investing
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simply get fed up dealing with all the people and their incessant
complaints, tardiness, whining, avoidance, carelessness, rudeness,
indifference, hang-ups, foibles, idiosyncrasies, and lack of respect
for other people and their property.

Furthermore, in case you are thinking, “Has Dolf not heard
about property managers?” let me respond by saying that I en-
dorse and encourage the use of property managers, especially
with residential real estate. However, while they serve as a buffer
between you and your tenants, the fact remains that residential
real estate is a people-centric business, and now you are depend-
ent on the interpersonal skills of your property manager (who
may not have your interest at heart the way you do) to deal with
all your tenant issues such as scheduling a time to fix the leaking
faucet, debating whether the grass needs to be cut, or discussing
what is causing the lavatory to block so often. If these issues do
not get handled promptly and properly, the situation can quickly
escalate out of control. The point is not whether it is you or the
property manager who ends up dealing with people (the tenants).
Rather, the point is that residential real estate is, by its nature and
by governmental and local body regulation, essentially a people-
centric operation.

Commercial real estate, by contrast, is in essence driven by
contracts. The central contract is, of course, the lease document,
which may run to well over 100 pages on large premises and goes
into a lot of detail on every aspect of the tenancy. For instance, you
will never be phoned about a leaking faucet, as most commercial
lease documents have a clause stipulating that it is the tenant’s re-
sponsibility to keep the premises in a fully functioning condition
and, further, that at the end of the tenancy, the premises will be
handed back in exactly the same condition it was in at the begin-
ning of the tenancy, except for normal wear and tear. Thus, most

People versus Contracts 7
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commercial tenants know and are entirely comfortable with the
idea that they have to fix leaking faucets, replace burned-out light
bulbs and fluorescent tubes, repair broken locks, clean carpets,
and repair any damages to the property.

In fact, with most commercial lease documents, the landlord
is only responsible for maintaining the building in a watertight
condition (no leaking roofs or walls). Thus, painting the exterior,
refurbishing the interior, and maintaining the grounds are the re-
sponsibility of the tenant. In Chapter 3 we explore why commer-
cial tenants not only agree to this, but want to do it.

With residential real estate, you may specify that rent has to
be paid on the first of every month, and you may even get away
with a $25 late payment penalty in some jurisdictions, but what if
they still don’t pay? Depending on where you live, your options
could be severely limited. In California, for instance, you cannot
take any significant action to evict them until 90 days after the rent
has been in default—90 days, despite the fact that they signed a
tenancy agreement to pay on the first of each month! If you fill
your car’s tank at a gas station and then drive off before paying, it
is considered theft; the police will be dispatched to arrest you
straight away, and no one would think that the arrest was unwar-
ranted. And yet, after signing an agreement to pay rent on time,
legislators have sanctioned a tenant not paying rent for 90 days be-
fore you can take any significant action.

With commercial real estate, the lease document covers most
bases. For example, it may stipulate that the rent has to be paid on
the first of each month, and it may have clauses adding that if the
rent is late there will be a late payment fee, plus interest will ac-
crue at the monthly rate of 1 percent of the amount outstanding.
Furthermore, if the rent is still not paid within two weeks of the
due date, then (depending on the jurisdiction) the landlord shall

8 Commercial Real Estate Investing
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have the right to distrain for rent—meaning you can enter the
premises; seize all machinery and inventory (but not staff, of
course); change the locks; and force the tenant to pay up or risk
losing his seized assets, which you can sell to recover what is
owed to you.

Throughout this book we uncover more examples of how res-
idential real estate is people-centric and how commercial real estate
is contract-centric. For now, just know that when you deal with
commercial property, all the people aspects that have plagued you
throughout your residential real estate career will be left behind,
and you can deal with the clarity and certainty of contracts.

People versus Contracts 9
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CHAPTER 3

Why Invest in 
Commercial Real Estate?

To understand why your real estate investing energy should be fo-
cused on commercial real estate, let’s compare specific aspects of
commercial real estate and residential real estate. This comparison is
a valuable exercise in that most readers are probably familiar with
the residential situation but not with the commercial analogue. In
fact, I predict that some of the realities of commercial real estate will
be a surprise to you, and a pleasant one at that. Let us begin.

Lease Duration

A residential tenancy is often month-to-month, or it may last for six
months, occasionally a year, and more rarely two years. Commercial

11
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leases, by contrast, are very rarely month-to-month—usually only
at the end of a longer lease, when the two parties have not
arranged to sign a new lease. Typically, a commercial lease will be
for two years, or three, or five, or longer. In fact, in the city of Lon-
don, lease lengths of 25 years (yes, we are talking about a quarter
of a century) were common until very recently. Leases of 10, 15, or
20 years are common for large premises or companies such as
banks and large retailers.

Given that lease durations are longer with commercial real
estate, let’s explore the consequences for your portfolio as well as
the underlying reasons why commercial tenants want longer
leases, to help you understand why commercial real estate is so
attractive.

The consequences for your portfolio should be obvious.
Longer lease durations mean fewer lease renewals, and fewer
searches for new tenants. If you have a tenant with six years re-
maining on a 10-year lease, then you know that for the next six
years (barring the tenant going into bankruptcy) you will have an
uninterrupted stream of rental income. That gives a tremendous
sense of certainty. It enables you to project your finances into the
future, calculate your margins, and expand your portfolio with
confidence.

The sweet irony is that this benefit to you of long lease dura-
tions does not come at the expense of the tenant. In fact, most
savvy commercial tenants want long leases, and until you grasp
this concept, you will not fully embrace commercial real estate.

In general, commercial tenants derive their income on your
premises. If there is an element of public interaction with the
premises (for instance, it is a retail outlet and clients have been
shopping there for years), then there is an intangible benefit called
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goodwill that is inherently built up in the premises. If the tenants
had to shift location, they would lose a lot of their clients. There-
fore, one of their fears with a lease renewal is that you as landlord
will tell them that you will no longer lease the premises to them.
As a result, it is the commercial tenants who are inclined to ask for
long lease terms.

I commonly have tenants contact my office (or any of our
property managers in various parts of the world) in the middle of
a lease term, asking for—and sometimes pleading for—a longer
lease. For instance, they may be halfway through a 10-year lease,
and they will ask for the lease to be modified so that they still have
10 or 15 years to go before the lease comes up for renewal. Why
would they want this? There are generally two reasons.

One reason is that they may be considering spending a lot of
money refurbishing the premises, but they will do so only if they
can be sure that they will have more than the remaining few years
on the lease to get the benefit of their renovations. So the offer
from the tenant essentially is, “If you let me pay you rent for at
least another ten years, then I will spend a quarter of a million dol-
lars on your property.” How can you refuse an offer like that?
They are not saying, “We will spend some money on your prop-
erty, but only if you cut the remaining lease length in half.” They
want a long lease!

The second reason they may request a longer lease is if they
are contemplating selling the business. If it is a thriving business
of many years’ standing, then both the business seller (your pres-
ent tenant) and the potential buyer will know that there is the
aforementioned goodwill built up in the premises. If the business
is to be sold with only 18 months remaining on the lease, the buyer
will be reluctant to pay much for the business, just in case you as
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landlord do not renew the lease. With a new lease expiry date, the
business will be easier to sell, and it can be sold at a much higher
price. And should you be at all concerned about a new business
owner being responsible for the lease? Not at all! As we will see
shortly, the sale of your tenant’s business gives you one more layer
of certainty that you will be able to collect the rent.

About a month ago, a tenant who operates a 24-hour conven-
ience store in a block of shops submitted a proposal to extend his
lease from 5 years remaining to a massive 20 years remaining.
Whether he wants to make alterations to the building or sell the
business, I am not quite sure and, frankly, I don’t really care either
way. He got what he wanted (a longer lease), and in granting that,
my portfolio was strengthened. This is, of course, a classic win-win
situation.

Similarly, when I was negotiating the purchase of a funeral
home, which I have now owned for the better part of two
decades, I remember sitting down with a potential tenant and
presenting my expectations as to rental per square foot on the
commercial portion, on the house that came with the premises,
and on the garages. He didn’t challenge me at all on the figures,
but did come back, as if by counteroffer, by saying, “Well, I will
only do this if you give me a long-term lease.” At the time I
would have been happy with a five-year lease, but rather than
propose that, I simply asked him, “How long would you like?”
to which he replied, “I will only do this if you give me a ten-year
lease with a right of renewal for another ten years.” He signed up
for the 20 years that day.

Hopefully you are starting to get the picture that with com-
mercial real estate, it is generally in the interest of both the tenant
and the landlord to have longer, rather than shorter, lease terms.
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Assignment of Lease

While on the subject of leases, consider this. If a residential tenant
is partway through his one-year lease but gets a job offer in an-
other city, he is still obligated to pay the rent until the end of the
lease. If, however, he finds a substitute tenant who is willing to
take over the lease, most landlords will agree to such a switch.
What happens, though, if the new tenant defaults on rent pay-
ments? Can you go back to the original tenant to extract the rent?
Of course not! You agreed to the substitution, and you have to
pursue the new tenant for the defaulting rent.

With commercial real estate leases, if a tenant sells his busi-
ness, such a sale must first of all be approved by the landlord, and
second, if the new tenant is in default of his rent, you can go back
to the original tenant and collect the rent from him. When a tenant
sells his business, apart from the sale contract between the seller
and the buyer, there is an “Assignment of Lease” contract between
the seller, the buyer, and the landlord. This Assignment of Lease
references the original lease, notes any modifications agreed to
(more often than not there will be none), gives the landlord’s con-
sent to the buyers taking over the position of the sellers, and still
holds liable the sellers in case the buyers are in default of their ob-
ligations under the terms of the original lease.

Why do most commercial lease documents around the world
allow for these rules? The answer is simply that a commercial
lease is seen as a serious commitment. About the only way of get-
ting out of paying the rent on a commercial lease is if the tenant (or
business) goes bankrupt. Without these rules, if a commercial ten-
ant wanted to get out of paying the rent, all he would have to do is
sell the business to someone at random for a dollar and walk
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away. When the seller of a business knows that he is effectively
underwriting the new business (at least as far as rent payments are
concerned) until the lease expires, he has a vested interest in find-
ing a buyer who can actually run the business profitably. So every
time a business is sold during a lease term, you, as landlord, have
another layer of assurance that the rent will be paid.

The business that in my 30 years of experience in this game
has the highest turnover of operators is a humble fish-and-chips
shop. Why the turnover should be so high I do not know—it is

16 Commercial Real Estate Investing

Figure 3.1 Fish-and-Chips Shop with Four Assignments of Lease During a Single
Lease Term

ccc_deroos_011-028_ch03.qxd  12/21/07  10:14 AM  Page 16



probably seen by buyers as a cash cow with the perks of free food,
but is soon realized to be a sweatshop where you literally labor
over a hot stove, serving food that you long ago lost the desire to
eat, let alone savor. With one fish-and-chips shop in my portfolio,
at one stage the business had been sold four times during a single
lease term, resulting in four Assignments of Lease. (See Figure 3.1.)
I did not mind at all! In my view, there were five parties who were
each willingly guaranteeing the payment of rent. We never missed
a single dollar of rent payment.

The Tenants Pay the Outgoings

With a residential property, the tenants pay only the rent. There
certainly is no suggestion or expectation that the tenant pay the
landlord’s property taxes, insurance premiums, or maintenance
costs. So if a $200,000 home brings in $10,000 in rent, the gross re-
turns are 5 percent, but the net returns will be diminished by the
amount of the taxes, insurance, and maintenance.

With commercial leases, however, it is common for tenants
to pay not only rent but property taxes, insurance premiums, and
maintenance costs as well. These leases are referred to as triple

net, as the quoted rents are net of those three items, meaning that
the tenant has to pay them in addition to the base rent. Conse-
quently, on triple net leases, the gross returns are effectively the
net returns.

You could, of course, add the cost of property tax, insurance,
and maintenance onto the base rent and come up with a single,
all-inclusive rent figure. However, in this case, increases in, say,
property taxes for the year would appear to the tenant as an in-
crease in rent. By separating the base rent from the costs, you can
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keep the base rent amount constant until the next rent review, and
any increases in costs will be seen as being beyond your control
(as indeed they are).

Insurance premiums are an interesting case. You want to
maintain fire insurance, for instance, so that if your building burns
down, the insurance company will pay to have the building re-
placed. Naturally, the tenant pays the premium for this insurance.
However, there is another kind of insurance called consequential

loss insurance. Imagine your building did burn down, and it took
four months to rebuild it. You cannot expect the tenants to keep on
paying you rent during those four months—they don’t have any
premises out of which to operate! Consequential loss insurance
pays the rent that the tenants cannot pay you as a consequence of
the building being rebuilt, thus enabling you to keep up with your
mortgage payments and other financial commitments. Guess who
pays the premium for the consequential loss insurance? That’s
right, the tenants do.

Tenants Earn Their Income 
on Your Premises

While it may seem obvious to mention that commercial tenants
earn their income on your premises, the psychological effect of this
is enormous. Since they earn their income there, and since they
want to increase their income (all other things being equal), two
things happen.

Firstly, when something stops working, tenants will not want
to call you, wait for you to return the call, arrange a time to meet,
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agree on what needs to be done, wait for you to hire a tradesman,
and then wait for the work to be done. They are operating a busi-
ness—they want it fixed straight away! Generally they will do it
themselves, use an in-house tradesman if their business is large
enough, call a friend to fix it, or get it done commercially and pay
for it themselves. In general, businesspeople are entrepreneurs.
They are go-getters. They want results: Just do it and move on to
the next item to be attacked.

This attitude contrasts greatly with that of residential ten-
ants, who often see themselves as the disadvantaged, picked-on
victims of overindulgent landlords, and therefore when a faucet
leaks, they think nothing of calling the landlord to get it fixed. I
have heard of a plumber-tenant who called his landlord when
the faucet leaked and, when asked if he could fix it himself (a
trivial task for a plumber, after all), replied indignantly, “That is
your job. You fix it.” Obviously, not all residential tenants are
quite like that, but there is a definite distinction: Residential ten-
ants tend to leave it to the landlord to fix things, and commercial
tenants tend to get the job done themselves. This, of course, is
reinforced by what we mentioned in Chapter 2, namely that
most commercial lease documents state that the premises must
be left in exactly the same condition as when the tenant took on
the lease.

The second consequence of tenants earning their income on
your premises is that they will always be looking for ways to en-
hance your property in their quest to earn even more money there.
The most obvious example of this is retail stores where, in order to
remain fashionable, modern, and appealing, the entire store may
need to undergo a major makeover every few years. While such
renovations do require your permission under the terms of most
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commercial leases, they do not require your funding! Here is an-
other example of tenants voluntarily and willingly spending
money to enhance their business, but in the process enhancing the
building as well.

I have tenants who, of their own free will, completely paint
the interiors of their premises every two years, just to keep them
looking sparkling (so as to keep attracting customers). Some ten-
ants replace fading awnings regularly, shampoo carpets, and clean
windows, not to impress me but to impress their clients. One ten-
ant who operated a restaurant trimmed the neighbor’s hedges so
that his clients maintained a spectacular view of the bay below.
This same tenant put in creative lighting outside and erected a
canvas canopy from the road to the front door, all without asking
me to foot the bill or even subsidize it.

To understand the significance of commercial tenants mak-
ing improvements to your property without it costing you any-
thing, compare this scenario with residential tenants. As I write
this I am racking my brain to come up with even one instance
where a residential tenant offered to or actually improved a
house. In all fairness, I do have one tenant in an apartment build-
ing who every morning rakes the ground in front of his and other
tenants’ units, but that is the only example! Furthermore, most
residential tenants tend to treat rental properties with some dis-
dain, putting fists through walls, cracking hand-basins, and
worse, without even seeming apologetic about it. Such instances
of neglect or vandalism (whatever you want to call it) are rare
with commercial properties.

So far, we’ve talked about improvements that don’t cost
you any money. What about improvements where you are asked
to pay?
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Landlord Pays for Improvements 
to Commercial Premises

It is fair to say that if any major improvements are going to be
made to a residential property, it will be the landlord who, almost
without exception, foots the bill. With commercial real estate, that
is not usually the case.

Many commercial leases have a clause stipulating that if a
tenant requests major improvements be made, and if the landlord
agrees to make and pay for those improvements, then the tenant
shall pay extra rent in the amount of x percent of the cost of the
improvements. The value of x is usually struck at the time of sign-
ing the lease, and will vary depending on prevailing interest rates
and market conditions.

With one retail shop, a tenant asked me to demolish the en-
tire front wall, comprising a narrow front door, a relatively small
window, and a large brick wall. He wanted it replaced with a
glass-curtain front wall with a wide, automatic, sliding glass
front door. He was familiar with the lease and knew that he
would pay, in this case, 12 percent of the cost of the renovation
per annum in the form of extra rent. The renovation bill came in
at close to $100,000, and I received an extra $12,000 in rent annu-
ally thereafter.

Just how good was this transaction for all parties involved?
Well, the tenant was ecstatic, as he didn’t have the cash or the incli-
nation to put $100,000 into my building. However, with the
$100,000 renovation in place, he felt he could easily generate the
extra income from increased retail sales to justify the increased
rental. He was very happy.
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For my part, on initial inspection, it looks as though I am get-
ting a 12 percent return on an investment of $100,000. Twelve per-
cent is not too bad in anyone’s language, but let’s look at it a bit
more closely.

First, I did spend a real $100,000, but this sum could be capital-
ized and depreciated (added to the capital basis of the property, and
then depreciated for taxation purposes). In this manner, the real cost
to me was less than $100,000. Second, by earning an extra $12,000
per annum, the market value of the building increased by over
$130,000, since cap rates were around 9 percent at the time (more on
cap rates and how they affect values in a later chapter). In other
words, by spending $100,000, I increased the value of the building
by $130,000. I had just created $30,000 of equity out of thin air!

Third, with an appraisal in hand of $130,000, I easily got a
loan for $100,000 at 8 percent interest. Therefore, my net result was
that I had a loan for $100,000 secured against an asset that was
worth $130,000, costing $8,000 in interest but generating $12,000 in
rental. I was making $4,000 a year on money lent by the bank to
improve my property, and increased my equity by $30,000. And on
top of all that, I had a tenant who thought I was a very obliging
landlord for granting his wish to have a fancy shop front.

In this manner, I agree to nearly all my commercial tenants’
requests for improvements to their premises. You increase your
equity, cash flow, collateral, tax write-offs, and income, all at the
same time. It almost seems too good to be true.

Certainty of Collecting Rent

Residential tenants almost always sign the tenancy agreement in
their own name. Consequently, they personally pay the rent. Typi-
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cally, the rent will be in the form of cash, a personal check, or a
money order.

Given that you do not want tenants to send cash by mail, for
you to receive cash, you have to personally collect it from the ten-
ant (or have your manager do the same). This requires arranging
and agreeing on a time to meet, subsequently making the effort to
meet, and finally relying on the tenant to have the cash available.
Anything can go wrong in this scenario! Either of you may get a
flat tire and be late. Maybe the tenant gets to the bank too late and
can’t withdraw the cash. Maybe he gets to the bank on time but
has insufficient funds to withdraw the rent. Maybe he gets
mugged on the way home from the bank. Or maybe he claims any
of these things happened, and you neither know whether he is
telling the truth nor collect your rent.

Similarly, to get a check, you either have to pick it up (and rely
on the tenant having sufficient blank checks, a pen that works, being
available at the allotted time, and having sufficient funds in the ac-
count for the check not to bounce) or have them post it to you, in
which case you rely on the envelope being addressed correctly, hav-
ing the correct postage on it, the check being signed, and once again
sufficient funds being in the account to cover the check. If you have
been a residential landlord for any time, you know that things do go
wrong. Whether these are deliberate ploys on the part of scheming
tenants, or innocent foibles of normal humans, collecting rent from
residential tenants can be a time-consuming and frustrating exercise.

Commercial tenants are a different breed of payers. First, they
seldom sign the lease in their own name—it is usually in the name
of their company (often with themselves as guarantors). They un-
derstand that rent is one of many fixed operating costs that they
are more than willing to pay for the privilege and fun of being in
business.
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Second, they don’t want the bother and hassle of paying
you in cash, or even by check. Most commercial rents are paid
by automatic bank transfers every month. As of this writing, all
of my commercial tenants around the world, with the exception
of two newcomers whom we are in the process of converting,
pay by automatic bank transfer. It is easier not only for us but
for them, too.

Look at it this way. With residential tenants paying by cash,
check, or money order, for the rent to be paid, an entire sequence
of events needs to take place: a combination of withdrawing cash,
setting up a meeting, being present at that meeting, having blank
checks, having a pen that works, and so forth. If any crucial step is
missed, the rent will not be paid. This can happen when the tenant
is out of town on vacation, when you or your property manager is
on vacation, when the allotted meeting day is a public holiday,
when the tenant is in the hospital visiting a sick relative, or when
they (or you!) simply forget something.

Conversely, with commercial tenants paying by automatic
bank transfer, the default condition is that the rent is paid every
month. In order for the rent not to be paid, action must be taken,
such as contacting the bank to stop the payment for that month or
from then on. In other words, wherever you are, and wherever the
tenant is, and whether either of you has a pen that works, blank
checks, flat tires, bank holidays, or whatever, the rent will be paid
unless an order is given to stop payment.

Upward-Only Rent Reviews

We all know that markets go up, and markets come down.
Whether we are talking about the price of gas, commodities,
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stocks, coffee beans, houses, commercial buildings, or residential
rentals, we have all experienced upward and downward price
movements, even if the long-term underlying trend is upwards.

However, while residential rentals can decline in a down
market, commercial rentals tend not to, for the simple reason that
most commercial leases have what is known as an “upward-only
rent review” clause in them. This clause means exactly what it
says, namely that with a rent review, the rent may stay the same or
it may go up, but it will not go down.

Initially, this clause may seem to unfairly favor the landlord.
The argument against this clause goes along these lines: If the
economy is strong, and everything is going up in price, it is per-
haps reasonable that commercial rents go up, but if the economy is
in decline and everything is going down, commercial rents should
decline as well.

While on the surface this seems like a sensible argument, the
reality is that an upward-only rent review clause enables commer-
cial landlords to offer a lower base rental than they otherwise
would be able to if they had to build in a buffer should rents de-
cline. The ensuing effect of this is that it provides stability to the
commercial rental market.

In some parts of the world this clause is called a ratchet clause.
Please note that ratchet is one word—many people pronounce it as
though it were two!

Government Interference

Most countries have very detailed and specific laws governing
how residential real estate is rented. Some laws are probably
reasonable, such as the requirement to give a tenant 24 hours
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notice of intent to inspect a property. Other laws totally baffle
me, though, such as the law that prevents a law-abiding land-
lord from taking any action whatsoever against a tenant who,
without warning, fails to pay his rent and continues not to pay
for up to 90 days, as in California, for instance. Some of these
tenants know the rules so well that they stay as long as they pos-
sibly can in one rental property (not paying the rent) before
moving on to their next victim. In parts of Europe, if squatters
are not evicted within a certain short time frame, it becomes im-
possible to evict them at all or to charge them rent. What an in-
centive to become a squatter!

I can think of no justification whatsoever for some of these
bizarre laws, although I believe I can probably explain them on the
basis that there are more tenant voters than landlord voters in any
election.

Having said all that, when it comes to commercial real estate,
there does not seem to be anywhere near as much interference by
the government. If a commercial tenant does not pay his rent, the
landlord has about as much power for remedial action as does a
car leasing company dealing with nonpayment (repossess the car)
or a hotel dealing with a nonpaying guest (toss him out and retain
something as collateral to ensure the bill is paid). After all, when
you sign a contract to lease a car or occupy a hotel room, you
agree to receive the use of the goods in exchange for money; if
you fail to meet your financial obligations, you should lose the
use of the goods! Why governments let residential tenants get
away with the analogous failure to pay rent baffles me. Fortu-
nately, they have not yet legislated that commercial tenants can
get away with nonpayment. That is another big advantage of
commercial real estate.
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To put it another way, imagine a friendly entrepreneur rents
both his residential accommodation and his place of work, be it re-
tail space, offices, or whatever. And imagine that he does not have
sufficient funds to pay both his residential and commercial rent. I
would predict that he will pay the commercial rent long before he
even thinks of paying the residential rent, for the simple reason
that the repercussions of not paying the commercial rent are far
more severe.

Management Overhead

We have already seen how residential tenants will phone you
about the most trivial problems, whereas commercial tenants tend
to look after things themselves. We have seen how commercial
tenants sign up for long-term leases, resulting in lower tenant
turnover. We have seen how collecting rent from residential ten-
ants can be a nightmare, whereas collecting rent from commercial
tenants in general is a breeze.

The management overhead of commercial real estate is trivial
compared with that of residential real estate. To be sure, owning
commercial real estate does require some management. You have
to keep track of when leases expire and when rent reviews are
due. You must have systems in place to maintain the properties,
deal with unexpected events, ensure rents are paid, and pay your
own related bills such as property taxes. However, managing resi-
dential real estate is, for all the reasons we’ve already discussed, a
much more time-consuming exercise.

To illustrate the difference, for all the residential properties
that I still have in my portfolio, I have property managers looking
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after them. It is simply too time consuming and difficult to man-
age residential properties in my own area, and virtually impossi-
ble to manage them from afar. By contrast, I have numerous
commercial buildings not under property management for the
simple reason that they require so little management that it would
be silly to give up, say, 5 percent of the rent roll (as a management
fee) to have a property manager field three phone calls a year and
write a rent review letter every two years.
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CHAPTER 4

The Downside of 
Commercial Real Estate

Whenever I speak in public about commercial real estate and so-
licit advantages over residential real estate from the audience, I al-
ways get disgruntled naysayers trying to prove me wrong by
pointing out disadvantages. So, in the interest of fairness and bal-
ance, let’s review these perceived disadvantages, and then I will
give my take on them.

Much More Difficult to Acquire
Commercial Tenants

When you have a rental house that has been vacant for more than
a month or so, there is only one reason why that house has not
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been tenanted. It is not because the color of the carpet in the mas-
ter bedroom is wrong, or because the aspect of the kitchen win-
dow relative to where the sun rises in winter is wrong, or because
the shower has the wrong showerhead. The only reason why the
property is not tenanted is because the rent is too high. Drop the
rent by 10 or 15 percent, or, if need be, by 20 percent, and you will
more than likely find a tenant.

By contrast, when you have a commercial property that has
been vacant for even a day, the fact that there is no tenant may
have very little to do with the rental level. Most commercial prop-
erties are suited to a specific and narrow class of activities, and
you cannot fit just any commercial operation into the premises.
For instance, a vacant bottling plant will have no appeal to a shoe
retailer, a vacant retail shop will have no appeal to a car-painting
operation, and a property designed for car painting will have no
appeal for someone operating an ice-cream parlor.

In this sense, it can be much more difficult to secure a com-
mercial tenant for a vacant commercial property than to secure a
residential tenant for a house. This is, after all, one of the prime
reasons investors cite as to why they are reluctant to get into com-
mercial real estate. Commercial premises can be vacant for months
or even years at a time. Hold that thought.

Banks Will Lend a Smaller Proportion 
of a Commercial Property

With residential property, banks are willing to lend a large propor-
tion of the purchase price. The loan-to-value ratio (LTV) can be as
high as 80 percent without the banks requiring you to purchase
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mortgage insurance, and if you do get mortgage insurance, they
are willing to go to 90, 95, or even 100 percent. Recently it was pos-
sible to get a mortgage with an LTV of 125 percent—fully 25 per-
cent more than the house is costing you.

When it comes to commercial real estate, however, banks ap-
pear to be far more conservative and often have LTV limits of 50,
60, or in some exceptional cases 70 percent. The net result is the
perception among the masses that, whereas you can buy a house
with 10 percent down, or even 5 percent down, or even with noth-
ing down, when it comes to commercial property, you need to
have huge reserves of cash.

So far, in the disadvantage list for commercial property, we
have seen that it can be very difficult to secure a tenant for commer-
cial premises, and that banks are willing to lend a much smaller
proportion of the value of a commercial property than of a residen-
tial property. These two disadvantages seem to be insurmountable,
and I am sure they have put legions of otherwise enthusiastic in-
vestors off the idea of delving into commercial real estate.

To figure out how we are going to overcome these seemingly
insurmountable problems, we need to understand a supremely
important difference between residential and commercial real es-
tate, one that is so fundamental and yet so easy to miss that we de-
vote an entire chapter to it.
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CHAPTER 5

The True Value of Real Estate

In determining the value of a residential property, a lot of factors
are taken into account. Size, age, condition; number of bedrooms
and bathrooms; views; susceptibility to wind, flooding, and hurri-
canes; proximity to desired services such as shops; close proximity
to undesired features such as freeways; crime statistics; school dis-
trict; and zoning restrictions all play a role in determining the ulti-
mate value.

Having said all that, however, a four-bedroom, three-bathroom
house that is 12 years old and in great condition will sell for essen-
tially the same price as a similar four-bedroom, three-bathroom
house that is also 12 years old and in great condition nearby.

Furthermore, the value of that house will not be affected by
whether the house is tenanted. You could even argue that the value
of the house might be a bit less if it is tenanted, on the basis that if
the buyer wants to occupy it, he must first get rid of the tenant,
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something that may not be easy to do in many jurisdictions. How-
ever, in general, a four-bedroom, three-bathroom house in that area
with all those features is worth the same as any similar house, ten-
anted or not.

That brings us to our first formula, which will start to put
what we have said into perspective:

This formula simply says that the returns we can expect from a
residential property will be the rental income divided by the pur-
chase price. Using our example from the Chapter 3, if the house
costs $200,000 to buy, and the rental income is $10,000 per annum,
then the return on investment (ROI) is 5 percent ($10,000/$200,000).

Now ask yourself, what determines the rental income for this
house? Can the landlord dictate what that rent will be? Of course
not! The market determines the rent. If the landlord charges too
much, the tenants will leave in favor of a similar house at a
cheaper rent. So the rental income is determined by the market.

What about the purchase price? Can the landlord choose his
own purchase price? Of course not! The purchase price is also de-
termined by the market. A buyer might find a bargain, but in gen-
eral he will have to pay a fair market price for the house.

Consequently, the return our residential investor can expect
to get from this or any other property is entirely determined by
the market. The return is the quotient of one market-determined
factor (the rental income) divided by another market-determined
factor (the purchase price). There is very little our residential in-
vestor can do, using his creativity, talents, or skills, to improve
his returns.

Return
Rental Income
Purchase Price

=
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Commercial property is an entirely different beast. With com-
mercial real estate, the following formula applies:

This formula says that the value of the real estate is simply
the rental that it generates, divided by the applicable capitaliza-
tion rate. What is the capitalization rate? The capitalization rate,
generally referred to as the cap rate, is the rate at which you capital-
ize the rental income to arrive at the capital value.

Assume for a moment that investors will only buy an invest-
ment if they can get a 10 percent return on their capital every year.
In other words, if they invest $1 million, they want to get $100,000
return every year, or they are not interested.

Now assume an investor is looking at buying a property, and
all he knows is that the property generates $100,000 per annum. It
doesn’t even matter what was paid for it originally. What would
he be willing to pay for this investment? If he wants to see a 10
percent return, then he should not offer more than $1 million for it.

Can our commercial real estate investor decide what cap
rates apply to his building? Of course not! Cap rates are deter-
mined by the market. In essence, the market cap rate for a particu-
lar building in a particular area is the average of all the ROIs that
similar buildings in that area have been selling at. So, if the last 10
sales all showed an ROI of 10 percent, then the market cap rate is
10 percent.

Thus, if market cap rates are 10 percent, and you find a build-
ing for sale with an ROI of only 8 percent, then all other things be-
ing equal, this is not a good investment, as you could get a higher
return elsewhere. Conversely, if market cap rates are 10 percent,

Property Value
Rental Income

Capitalization Rate
=
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and you find a building for sale with an ROI of 13 percent, then all
other things being equal, this is a good investment, as you are get-
ting a higher return than the market average.

Another way of looking at it is that if market cap rates are 10
percent, and you can buy a property with an ROI of 13 percent, it
is a good deal because in theory you should be able to turn around
and sell that building at a cap rate of 10 percent. For instance, as-
suming a building has a rental income of $100,000, if you can buy
this building at $769,230 (a 13 percent return), it is a good deal be-
cause you should be able to sell it (should you be so inclined) for
$1 million (a 10 percent return). Even if you do not sell this build-
ing, it is still worth $1 million (because your rental income is
$100,000 and market cap rates are 10 percent), and you are only
paying $769,230 for it, so you have instant equity.

Now you must realize that cap rates are not the same every-
where and for all time. Investors covet real estate on Wall Street in
New York, because you will always be able to find tenants willing
to pay a high rent just to be able to boast that their offices are on
the most famous street in the financial capital of the world. Cap
rates on Wall Street are typically around 5 percent, meaning that
given a rental income of $100,000, an investor would be willing to
pay $2 million ($100,000 divided by 5 percent).

Conversely, in some small town in the middle of nowhere, cap
rates might be 25 percent per annum, meaning investors would
need to see a return of 25 percent before placing their money in a
town with not nearly as much appeal as Wall Street in New York. In
this case, a rental income of $100,000 would mean the building is
worth only $400,000 ($100,000 divided by 25 percent).

If you are new to this concept of cap rates, it may all seem a
bit confusing, especially since a low cap rate equates to a high cap-
ital value, and a high cap rate equates to a relatively low capital
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value. Persevere, as what we are discussing here will form the ba-
sis of your commercial real estate success.

Let’s refer once again to our formula for commercial real estate:

It should be obvious that, based on this formula, there are
only two ways to increase the property value. One is to increase
the rental income. The other is to lower the cap rate.

Increasing the income is a great game to play as there are so
many ways of doing it—so many that we devote an entire chapter
to it (see Chapter 8). The point that you should remember, how-
ever, which should keep you awake at night with excitement, is
the fact that if you are creative and manage to double the income
generated by a commercial property, the value of that property es-
sentially doubles.

Try that with residential real estate! Even if you managed to
double the rental on a home from $1,000 a month to $2,000 a
month—or, conversely, if you lost the tenant and the rental income
went to zero—you would still be able to sell the house for about
the same price, because the value of a house is determined by
what other houses of similar size, features, age, condition, and as-
pect command. With houses, as we have seen, the rental income is
determined by the market, and the value of the house is deter-
mined by the market. With commercial real estate, the cap rate is
determined by the market, but the value of a property is the rental
income divided by the cap rate—in other words, the value of a
commercial property is in direct proportion to the income it gener-
ates. When you double the income, you essentially double the
value. What a recipe for fortune!

Property Value
Rental Income

Cap Rate
=
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The second way to increase the value of a building is to wait
for cap rates to fall. Cap rates do not remain static. In general,
when the market is strong, cap rates fall (since investors are will-
ing to accept lower returns in a strong market). Conversely, when
the market is weakening, cap rates rise (as investors want higher
returns to compensate for the increasing risk of investing).

Assume a building has $100,000 of income, and you bought it
for $1 million at a time when the market cap rate for buildings like
yours was 10 percent. In this case, you would have bought it at its
prevailing market value ($100,000 divided by 10 percent). If the
market is strengthening, and cap rates fall to, say, 8 percent, then
without even changing the rental income, painting the building, or
doing anything else, the value of your building will have risen to
$1.25 million ($100,000 divided by 8 percent).

Realize that we cannot force the cap rate to go lower (or
higher), as it is determined by the market. However, if the market
is strong, cap rates do tend to fall, and if the market is weak, cap
rates tend to rise.

Most people get confused with the concept of cap rates be-
cause real estate agents freely use the term to refer to the return on
a building. For instance, an agent may tell you that a property is
“selling at a cap rate of 11 percent.” This, of course, has little mean-
ing until you know what market cap rates for similar buildings in
the same area are. After all, if market cap rates were 7 percent, and
you were offered this building at 11 percent, you would probably
have a good deal; whereas if market cap rates were 15 percent,
then a building returning 11 percent would look like a lousy
deal—and yet in both cases, the return was the same 11 percent.

To say a building is “selling at a cap rate of 11 percent” may
not be entirely incorrect, but I feel it is misleading at best. They are
saying that the cap rate is the rental income divided by their ask-
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ing price, and it therefore hides how the asking price came about.
If instead we say “the building is offered at a return of 11 percent,”
then at least it may give some people the sense to find out what
market cap rates are.

Therefore, I prefer you to think in terms of “this property is
being offered with a return of 11 percent in a market where pre-
vailing cap rates are 10 percent.” Use the term return (or return on

investment, or ROI) to describe what the returns are when you are
presented with a given rental income and a given purchase price.
Use the term cap rate when you want to extrapolate what a prop-
erty is worth given a certain income. Thinking in this way will
help you make millions in commercial real estate, as you will see.

So, just to reiterate, the return on an investment is the income
divided by the purchase price. The cap rate is the rate at which you
capitalize the income on a commercial property to arrive at the
property value. Cap rates are entirely determined by the market.
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CHAPTER 6

How to Overcome 
the Disadvantages of

Commercial Real Estate

So far we have discovered that commercial real estate has some
tremendous advantages over residential real estate. Just to sum-
marize, with commercial real estate, you have the following eight
advantages:

1. Leases are longer term.

2. You have assignment-of-lease protection.

3. The tenants pay the outgoings.

4. The tenants renovate the building at their cost.
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5. When you pay for a renovation, the tenants pay you an
increased rent.

6. The tenants earn their income on your property.

7. There is less government interference.

8. You have reduced management overhead.

However, in Chapter 4, we discovered two major disadvan-
tages of commercial real estate:

1. It is generally much harder to find a tenant for a commer-
cial property.

2. Banks tend to offer a much lower loan to value (LTV) on
commercial real estate, meaning you need a higher propor-
tion of the purchase price in cash.

Have I skillfully deflected us from addressing these disadvan-
tages by introducing the concept of cap rates in the preceding chap-
ter? No, on the contrary, we needed to understand cap rates to
appreciate how you can overcome these apparent disadvantages.

The reason a house is worth about the same vacant as it is
when tenanted is precisely because it is relatively easy to find a
tenant for any house. Conversely, the reason why a commercial
property is worth so little vacant, and so much when tenanted, is
because it can be relatively difficult to attract a tenant to a com-
mercial building.

The increase in value of a commercial building when you find
a tenant is a reward for the skill, experience, and tenacity that you
applied in attracting a tenant. Notice I did not include the word
luck in the list of attributes that help you attract a tenant. Sure, you
may get lucky every now and then and stumble upon a tenant, but
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successful commercial real estate investors have mastered the art
of attracting tenants.

When I was just starting out in real estate, I kept thinking
about the simple formula that property value equals rental in-
come divided by cap rate. Compared with the formulae that I
had worked with earning a PhD in electrical engineering, this
one was trivial. And yet I knew that embedded in it was a route
to vast wealth. I kept thinking that if one could devise a method-
ology for consistently finding tenants for vacant commercial
properties, then the values of those properties would escalate
tremendously.

I looked at what other people were doing to attract tenants.
Almost without exception, landlords simply placed a classified
advertisement in the local newspaper and then waited for
masses of potential tenants to beat a path to their door, holding
wads of cash and offering far more than the asking rent. Of
course, no such thing eventuated, and the clueless landlords
simply placed another advertisement the following week and
repeated their optimistic waiting game. If it took a year to attract
a tenant, then that was simply an indication of how tough the
market was.

I decided from day one that I was not going to be held
hostage by the limited power of a newspaper advertisement to
find a tenant for me. The evidence clearly showed that this was
not a smart way of operating. So, with little experience in real es-
tate, a good dose of common sense, and huge amounts of enthusi-
asm, I set about to create my own universe, one where there was
an abundant supply of tenants.

These ideas have worked so well that I still apply them today,
and furthermore, I can boast a full house in my entire global port-
folio. Admittedly, some properties are in markets where any va-
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cant space gets snapped up quickly, but others are in markets
where there are huge vacancies, and yet I still have a full house.

In Chapter 7 I share just how we find tenants, and then I de-
vote a chapter to how to increase rental rates even further. These
two concepts will help you unleash the incredible wealth-building
power of commercial real estate investing.
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CHAPTER 7

How to Attract a Tenant

We tend to live in a very self-centered society, where the focus is
on “me.” “What’s in it for me?” is a common catch-phrase, and
people tend to write, “I would like to express my thanks for . . .”
instead of simply “Thank you for . . .” In English, unlike many
other languages, we even write I with a capital letter and you with
a small letter. As a spin-off of this self-centeredness, if we cannot
imagine doing something, we have difficulty imagining anyone
else doing it.

Who Wants to Run a Funeral Business?

When I first came across the funeral parlor mentioned in Chapter
3, it was vacant and the owner had been trying to sell it for some
three years. No one could imagine owning it, as they couldn’t
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imagine anyone wanting to be the tenant. After all, do you know
what goes on inside a funeral parlor? Doesn’t really bear thinking
about, does it? And yet, funeral parlors are not exactly a dying in-
dustry, if you will excuse the pun.

Nonetheless, this property had been vacant for some time,
and when a property has been on the market for a long time, it is
said to go “stale.” Investors tend to think, “Wow, no one else has
bought this property in all the three years that it has been on the
market, and I am sure there must be some very smart investors
who have looked at it in that time, so if they rejected it, then
surely I would have to be a big fool to go and buy it, so I, too, will
pass on it.”

As far as I could tell, the listing agents had only advertised
this property in the local newspaper. What is more, the property
had been put up for auction some months prior, but got passed in
as bids failed to meet the reserve price of $195,000.

What can we conclude so far? First, that there was not a
strong demand for funeral homes, and second, that the minimum
price we would have to pay was $195,000, as that was the reserve
price at the auction, right?

Wrong! You cannot conclude that there was a low demand for
funeral homes when the seller had only advertised locally, three
years on the market notwithstanding. Second, the auction may
have had a reserve price of $195,000, but long after the auction and
its disappointing result, the seller may have been ready to quit at a
lower price.

What did I do? I employed someone at $8 an hour to phone
funeral operators in other cities, starting with those close by and
slowly fanning out, to find out if they were interested in expand-
ing into this town. (In case you think $8 an hour is cheap, this was
nearly 20 years ago and it was a good hourly rate at the time.)
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Nowadays a task like this is much easier, as you can use the Inter-
net to find numbers to call. Back then we used stacks of Yellow
Pages books from other areas, and a lot of directory assistance
calls, to track down other funeral operators.

My assistant was on the phone for a full two days. Many of
our phone calls were not welcomed, with gruff people telling us
that they had better things to do than to entertain the idea of ex-
panding into another town. A couple of people were downright
rude, and some were amused. Some simply hung up on us. Oh,
and I nearly forgot to mention, one said he was extremely inter-
ested in expanding into this town, as he operated a thriving funeral
business in a town about 80 miles away, and thought (it sounds ter-
rible) that he could get economies of scale on his operation.

The first thing I did is tell him that there was a vacant funeral
parlor for sale, and if he wanted to buy it I could give him the de-
tails. Now, given that I wanted to buy the building myself, why on
earth would I offer it to him?

The answer is simple. I knew that, in all probability, he had
no interest in owning the building. However, what if he did?
Imagine if he became the tenant, and then found out that I had just
bought the building. The last thing you want is a tenant who be-
grudges the fact that the only reason you are his landlord is be-
cause you beat him to buying the building. And if you are
thinking, “Well that would be his tough luck, he signed the lease,
so stuff him!” you are missing a big point about landlord-tenant
relations that we cover later. As it turned out, he was not inter-
ested in owning the building. He said, “I know how to run funer-
als, not properties. I don’t want to be my own landlord. But if you
buy the building, I will rent it from you.”

So, having dismissed the suggestion that he buy the property,
we met to inspect the building and work out initial rent and other
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details. He then signed a “Heads of Agreement,” where, subject to
my buying the property, he would become the tenant on a 10-plus-
10 year lease.

Note that I still had not bought the building at that point! (See
Figure 7.1.) I didn’t want to take the risk of buying a funeral parlor
and then not having a tenant for it. So I set out to find a tenant
first. Nothing wrong with that!

Armed with my Heads of Agreement, which guaranteed I
would receive $30,000 a year in rent, and knowing that market
cap rates were hovering around 12 percent, I knew that the build-
ing should be worth around $250,000 ($30,000 divided by 12 per-
cent). So here was an interesting anomaly: To me, with a tenant in
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tow, the building was worth a lot more than it was to the seller,
who still had a vacant building. In fact, I ended up buying the
building for $170,000. The difference between the purchase price
and the $250,000 value was effectively created by employing
someone for two days at $8 an hour to find a tenant. That’s a
profit of $80,000 (tax free if I don’t sell) for an investment of only
$128 (tax deductible!)—plus I get a lifetime of passive income
from the property, along with increasing rents, capital values, col-
lateral, and equity.

And all of this was possible because I realized that, unlike
residential real estate, where a building is worth about the same
whether it is tenanted or not, with commercial real estate, a ten-
anted building is worth a lot more than that same building vacant.
Or, going back to our formula:

I could not affect the cap rate, which was around 12 percent at
the time. But I did affect the rental income and, as a consequence,
the property value.

In case you are wondering why the property did not sell for
$1 or even nothing, there are a number of factors that prevented
that. First, there is of course some residual land value and some
residual building value, even if the premises are vacant. Second, in
this case, the seller was willing to sign a 12-year lease to occupy a
small portion (800 square feet) of a second building, providing
some rental income that could still be capped out at 12 percent.
Third, the property included a two-story, triple-brick, four-bedroom
house, which added to the inherent value.

Property Value
Rental Income

Cap Rate
=
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Finding a Tenant for a Warehouse in an
Oversupplied Market

Another category of commercial real estate that most landlords
find difficult to fill is the simple warehouse. Imagine you have a
vacant warehouse in a suburb where there are vacant warehouses
everywhere. What would you do? You could call me and offer me
50 percent of the property if I found a tenant. I know I would find
one quickly.

You might also try this: Obtain, create, make, beg, or cajole
someone into giving you a list of all warehouse operators in the
vicinity. You could use the Yellow Pages, inquire at the Chamber of
Commerce, or use the Internet. Then phone (or employ someone
else to phone) each warehouse operator in turn, first those within
half a mile of your premises, then within one mile, and so on.
Imagine you have a vacant 20,000-square-foot warehouse. The
conversation would go something like this:

You: “I understand you have a warehouse on Jackson 
Avenue.”

Them: “That’s right, so what?”

You: “Do you mind me asking how much area you rent?”

Them: “We have about 12,000 square feet. Why?”

You: “Well, we were wondering if you were expanding and
needing more space, as we have a 20,000-square-foot
warehouse nearby.”

Them: “Nope, but thanks for asking.”

Or:
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“Get lost and don’t ever dare call me again.”

Or:

“Actually we might be, let me ask my boss.”

Or:

“Yes, we desperately need more space! Thank God you
called—we haven’t had time to look for new premises.”

There are, of course, many other possible answers. The point
is, you just want to keep phoning warehouse tenants until you
find one who wants to consider your space.

Now, not all existing warehouses will be smaller than the one
you have. If they have a larger warehouse, the conversation may
go like this:

You: “I understand you have a warehouse on Jackson Av-
enue.”

Them: “That’s right, so what?”

You: “Do you mind me asking how much area you rent?”

Them: “We have about 28,000 square feet. Why?”

You: “Well, we were wondering if you were consolidating
and/or downsizing and needing less space, as we have
a 20,000-square-foot warehouse nearby.”

Them: “Nope, but thanks for asking.”

Or:

“Get lost and don’t ever dare call me again.”

Or:

“Actually we might be, let me ask my boss.”
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Or:

“Yes, we desperately need less space. Thank God you
called—we haven’t had time to look for new premises.”

And what about (it will happen!) if they already have ex-
actly 20,000 square feet? Ask them if they are happy, and if not,
then you have a chance to sway them on factors other than
rental area.

Most people are put off making calls like this, as they cannot
stand the rejection. But remember that Thomas Edison tried more
than 1,000 ways to make a light bulb before he found one that
worked. Each time a new idea did not work, he didn’t wallow in
despair and berate himself for being a hopeless inventor. Rather,
as he later put it, he found more than 1,000 successful ways of not
making a light bulb.

In a similar vein, don’t let your mood or self-esteem be af-
fected by 50 people telling you they do not want to rent your
20,000-square-foot warehouse. You only need one to say yes, and
bingo! You have an efficient and easy-to-manage investment that
will feed you for the rest of your life if you are smart enough
never to sell.

Based on the law of averages, if you make enough phone
calls, you will get people agreeing at least to have a look at your
warehouse. What should you do next—just stand there chewing
gum, hoping that a prospective tenant coming to have a look will
sign the lease on the spot and start throwing money at you? No,
you have to be more creative than that. Watch less television, read
fewer trash magazines, spend less time with indulgent friends,
and start to think!

In general, who will come to inspect your warehouse? Will
it be the chairman of the board of directors? Ridiculous! Will it be
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the CFO at national headquarters? No, of course not! Will it be
the president of the company? No, don’t be silly. Will it be the
janitor who will have to keep the warehouse clean? Again, no.
Will it be the tea and coffee person who will satisfy everyone’s
craving for caffeine? No! It will in nearly all cases be the ware-
house manager—the person who will oversee the operation at
the warehouse for the company, and therefore the person who
will occupy the manager’s office. So how do you get him to say
yes to your warehouse when there are dozens on the market for
miles around?

The way to have your warehouse tenanted even in a high-
vacancy market is simple. Spend $10,000 making the manager’s
office the most salubrious office that the average manager has
ever seen. Replace the windows with dual-pane or double-glazed
windows to keep out noise and extreme temperatures. Put in a
commercial grade carpet—most warehouse manager’s offices
have either concrete or linoleum on the floor. Replace unappeal-
ing fluorescent tube lights with halogen spotlights. Put in a bar
and refrigerator, and let the manager’s imagination run rife with
what he may keep in there for the weekly end-of-week celebra-
tion. Put in an espresso machine in case the manager likes coffee.
Install a sound system. Next (I am not kidding) mount a large
LCD or plasma screen on the wall opposite his desk, and hook it
up to nine security cameras strategically mounted around and in-
side the premises. He will be able to justify his choice of ware-
house to his bosses on this one feature alone (security for the
premises and the company’s stock, and monitoring of the per-
formance of the workers). And what if, in addition to the images
of security cameras, the screen is capable of displaying DVDs?
Great! Install a DVD player as well, and mention that the player is
useful for company training videos (he may not think that’s what
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he’ll use if for, but you will have given him a line he can use with
his bosses).

Next, put in brand-new and stately furniture, including a
large office desk and a reclining leather office chair. Add a good-
quality phone, some artwork, and a high-security or even elec-
tronic lock on the door, and you have created something that
will be so tempting to any warehouse manager that you will be
shaking your head in disbelief that you didn’t implement these
things before.

We are all human beings, and we all succumb to temptation.
You have to understand the psyche of a warehouse manager, who
works every day, week in, week out, at a warehouse. Not a fancy
retail shop where he would get to meet all manner of interesting
people (well, so it seems to the warehouse manager), but people in
overalls doing the work that gets done in warehouses. In all hon-
esty, any one of the ideas above may clinch the tenant, but why not
go for broke? After all, the total cost of these modifications isn’t
that great. In fact, I think you would be hard-pressed to spend
$10,000 in total, with DVD players costing less than $50, espresso
machines $30, and huge LCD screens costing under $1,000 and
plummeting further by the day.

At a market rental of, say, $10 per square foot (psf), a 20,000-
square-foot warehouse is worth $200,000 a year. Surely $10,000
spent titivating the manager’s office is cheap if it helps you secure
a tenant even one month sooner than you otherwise would have,
let alone if you get the tenant a year or two earlier.

This is what taking initiative is all about! And it beats placing
an advertisement in the local newspaper week after week, hoping
to secure a tenant for a nondescript warehouse in a sea of similarly
nondescript warehouses.
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The Power of the Internet

While phoning around is a very efficient way to attract prospec-
tive tenants who are already somewhat prequalified (in the pre-
ceding example, they already rent a warehouse), I would not rely
on that method alone, just as I think it is silly to rely on newspaper
advertisements alone. Think about it—newspapers are going out
of fashion, as people’s attention and quest for news is being 
hijacked by the Internet; by instant, live coverage on an ever-
expanding network of cable channels; by RSS feeds, blogs, pod-casts,
and instant notification services by video on your cell phone over
3G networks. I, for one, have not subscribed to a newspaper in
years, preferring the ease of browsing, search capabilities, paper-
less storage of articles of interest, and the ability to retrieve any-
thing I have decided to archive from any computer in the world.
For similar reasons, many potential tenants may likewise not see
your advertisement for space for rent in the local newspaper.

How do you overcome the problem of dwindling sub-
scribers to newspapers? Join the masses! If people are spending
so much time on the Internet, advertise on the Internet. The phe-
nomenal rise in popularity of web sites such as Craig’s List
(www.craigslist.com) is mind-boggling enough from an anthro-
pological point of view, but it also tells you what you should be
doing: Advertise on them!

I think back to the time when we used to advertise exclusively
in newspapers (in the pre-Internet age). You had to establish an ac-
count with the newspaper—otherwise they would not carry your
advertisement. To establish an account, you had to go through
hoops to prove you were real and creditworthy and not about to
place an ad for space in a commercial building and then not pay the
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cost of the ad. Of course if you wanted to advertise in two newspa-
pers, then you had to establish accounts at both. You had to create
the copy and, in some cases, the layout, a minimum number of days
before the advertisement was going to appear. The forward plan-
ning required, and the waiting, let alone the cost, was substantial.

Today, you can place an advertisement on Craigslist.com or any
number of other sites, and potentially get a response the same day. It
doesn’t always happen that way, but we advertised for a tenant for a
retail property on various sites one day, and had a tenant signed up
that night. The fact that most of these sites are free is beside the
point—I would be happy to pay a lot of money to secure a $200,000-
a-year tenant, but if you can get one quickly and free, why not?

Another way of embracing the Internet is to establish a web
site specifically for your vacant spaces. Include a colorful and ac-
curate write-up. Put in photos—not one or two, and not photos
the size of postage stamps, but 10 or even 30 or more photos that
can be enlarged on a computer to give the reader a great idea of
what the premises are like. Include, as appropriate, foot-traffic
counts, proximity to freeways, other shops in the vicinity, views—
anything that can make a prospective tenant feel inclined to check
out your property. If it is a retail site that you are trying to lease
out, consider putting a webcam on-site to show prospective ten-
ants how many potential customers are walking by at the very
moment that the prospective tenant is looking at your web site.

Many Prospective Tenants Know 
Your Building

Often, prospective tenants already know about your premises be-
fore you even begin to advertise. I once bought a retail center that
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included a butcher shop. One day I got a call from a woman who
asked if she could lease my premises from me. I politely told her
that I had a full house, but that I was willing to take down her de-
tails in case something came up. She responded with amusement
that I certainly did not have a full house, unless I considered the 3
million flies in the closed-down butcher shop tenants. An inspec-
tion revealed that she was right—the butcher had simply shut
down his shop, and left his meat behind to rot, attracting the afore-
mentioned flies.

The butcher leaving the way he did turned out to be fortu-
itous for me. The caller signed up for a 12-year lease, and con-
verted the premises from a butcher shop—a dying operation in the
face of competition from aggressively priced and convenient su-
permarkets—to a gourmet delicatessen. (See Figure 7.2.) As part of
this conversion, she spent $30,000 of her own money renovating
my premises. No doubt she did this with self-interest in mind, and
I am sure it paid off for her, as she subsequently sold the business
for a handsome profit. However, for my part, I still own the prem-
ises, and still have the value of the $30,000 she spent on my build-
ing. In addition, as we have already seen, when she sold the
business and assigned the lease (with my permission), I had the
added benefit of a second person lining up to pay the rent should
the first default.

This woman called me, however, because she had seen the
premises vacant. I believe that most prospective tenants live,
work, or operate in the general vicinity of your property. So I got
to thinking, why do real estate agents who advertise commercial
real estate for lease limit themselves to a small “For Lease” sign
the size of a standard sheet of paper? Why not go large?

Here is what I do, and I recommend you do the same. Get a
huge—10 foot by 20 foot, or even larger—banner made out of
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durable canvas, with the words “For Lease” up top, and your
phone number down below. If you have a URL specifically for
your vacant premises, include the web address. Do not clutter the
banner with extraneous details about the property—it only makes
the text more difficult to read, and anyway, people are not going to
stop driving on the freeway to read your banner thesis. Besides, if
all you have is “For Lease” and a phone number and web address,
then you can use the sign again and again on other buildings.

Surprisingly, the cost of a banner sign like this is not thou-
sands of dollars. Even if it was, I would say get half a dozen made
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because, again, the value of getting even one tenant even one
month earlier than you otherwise would is tremendous. However,
you can get these banners made, using computer etching, for
around $100. Hang one on every vacant building you have. If the
building faces two streets, hang one on each side. The results will
make you a convert.

Not everything has to be electronic or computer-etched on
canvas. Create a flier of your vacant premises, make several hun-
dred copies (preferably in color), and have them delivered within
a mile or so of the premises. You will be surprised how often you
will find a tenant this way. The convenience store operator who
reads your flier happens to have a cousin who needs space for his
car-painting shop. The parking lot owner wants covered parking
for long-term clients. The baker’s in-laws need a retail shop and
warehouse for their European specialty food importing business.

Visit the local chamber of commerce. Depending on where
you live, it may be actively involved with start-up businesses, and
you may be able to advertise your vacant space on its notice board
or web site. Similarly, visit the local Better Business Bureau, Coun-
cil Initiative for Economic Development (or variations on this
theme), or retailers’ association.

Engage a Real Estate Firm or Property
Management Company to Find a Tenant

Real estate agents or property managers can be great sources of
tenants. The big advantage is that often they have a list of prospec-
tive tenants on their books who are looking for specific kinds of
real estate. This list of tenants can be filtered on the basis of the
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size of premises they are seeking, the geographic area, the type of
premises, and features they want to see included or excluded.

The commensurate disadvantage of using agents or a man-
agement company is that they will charge a fee for finding a ten-
ant, the amount of which varies from region to region. In the
United States it is common for an agent or broker who brings you
a tenant to receive a percentage of the annual rent for the duration
of the lease—and 6 percent per year for a 10-year lease can add up!
However, it may be well worthwhile if the alternative is not to
have a tenant.

In any case, before signing a leasing agreement with a firm,
make sure you understand exactly what the fee structure is and
what they will do to attract a tenant. Also, make sure you under-
stand whether they still get a fee if you should manage to secure a
tenant through your own efforts.

Wait for (or Cause) a Zone Change

The kinds of activities that may be conducted at a particular prop-
erty location are usually determined by what is, in most parts of
the world, called the zoning. Zoning regulations are usually deter-
mined by local councils. You cannot build apartments, let alone
commercial premises, where the zoning stipulates that only single-
family residences may be erected. Similarly, you may not be able
to construct a 10-story office tower in an area zoned for retail
space. Zoning laws can be very complex, and even minor infringe-
ments can cause you a lot of trouble. Having said that, just because
a property has a particular zoning allocated to it does not mean it
has to stay that way forever.

Cities are in a constant state of evolution and growth, and ac-
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cordingly, zoning designations are continually being updated,
modified, and amended. There are two mechanisms to benefit
from the fact that zoning designations change from time to time.

One method is to attend public council meetings where zon-
ing changes are tabled, discussed, debated, and decided. If, for in-
stance, you find out that a particular street in the downtown part
of your city will have its zoning changed from residential to com-
mercial, then it stands to reason that you can buy some of those
homes, wait for the zone change to take effect, and then rent the
properties out, not as residences, but as professional offices at a
much higher rental rate.

Generally, houses undergoing a zone change can be bought
relatively cheaply because, notwithstanding the fact that the coun-
cil meetings are public, most people simply do not attend them,
send someone to attend on their behalf, or bother to read the re-
ports (usually available online) as to what went on at the meet-
ings. You can get insider information and legally use it to make a
fortune. I find it ironic that the information that can make you a
fortune is publicly available, and yet few people bother to find out
about it. What is more, if you do go to the bother to find out, and
you subsequently act on that information to make a small fortune,
there are no legal repercussions of doing so—you are perfectly
within your rights. This contrasts dramatically with the stock mar-
ket, where any form of insider trading is frowned upon, and peo-
ple end up going to jail. I much prefer working in an industry
where there are no repercussions to using publicly available infor-
mation, rather than an industry where, if I use something I hear to
make a profit, I risk going to jail.

The second method to benefit from a zone change is not to sit
back waiting for one to happen, but to precipitate it. Be bold! Cre-
ate a vision for what a street, block, or entire suburb may look like

How to Attract a Tenant 61

ccc_deroos_045-070_ch07.qxd  12/27/07  10:52 AM  Page 61



if its zoning were changed. Engage architects to come up with con-
ceptual drawings, make models, draw up a plan, invite other
property owners to participate, and present it to the city council.
People do this all the time, and all of us are benefiting from the
previous efforts of other people who have made our towns and
cities what they are today.

The most dramatic example of this that I can give is what
Property Ventures Limited (PVL), the public company that I
founded, is doing near Queenstown, New Zealand. The company
took 80 acres of rural land and spent five years getting not just a
zoning change but approval from all the local and national gov-
erning bodies to build an entire city, complete with supermarkets,
movie theatres, a wide range of accommodation options, and
everything else that a city needs. The land was originally pur-
chased for NZ$27 million, and the entire project presently has a
value of NZ$2.2 billion. Very clearly, the value of the land has, to
the benefit of our shareholders, gone through the roof.

Whether you want to capitalize on a minor zone change
where you are buying an investment, or apply for and cause a
zone change in the style of what PVL is doing in New Zealand, the
benefits to you are obvious: You may easily attract a high-paying
tenant under a new zone in an area where, under the old zone, a
tenant was difficult or even impossible to find.

Split a Single Tenancy into 
Multiple Tenancies

Sometimes it pays to split large, vacant premises into smaller
premises. For instance, depending on market conditions, there
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may not be much demand for a 10,000-square-foot retail shop. You
may in fact have difficulties securing a tenant at, say, $17 psf.
However, if you split the space into four units of 2,500 each, it may
be easy to find tenants at $24 psf.

Dividing the premises into four units may not be an easy—or
cheap—exercise. The dividing walls will need sound- and fire-
proofing, each unit will need to be separately metered for electric-
ity and gas, and you will now require four main entrances and
four secondary exits for fire egress. However, even if the modifica-
tions cost $100,000, it could be well worthwhile. Not only will you
have filled the space, generating in this case $240,000 of rental in-
come, but the extra $70,000 of income (over and above what you
would have collected had you rented the space to a single tenant
at $17 psf), at a cap rate of 8 percent, would increase the value of
the building by $875,000.

The funeral parlor discussed earlier is a prime example of
splitting a tenancy. Originally, the funeral business had a chapel,
offices, a four-bedroom home, a 2,000-square-foot woodworking
workshop for the manufacture of coffins, an extra-long garage (to
enable a hearse to be loaded out of the rain), and four more over-
sized garages. I am sure that previous attempts to secure a tenant
had been made on the basis that the tenant would have to lease the
entire property. This requirement is no doubt partially why it was
so difficult to secure a tenant. I imposed no such obligation. Today,
800 square feet of the workshop building is leased to one tenant
with an engraving business, while the remaining 1,200 feet is used
as storage. The oversized garages are similarly leased separately. I
doubt whether any funeral operator would want to pay the total
rent roll—or, for that matter, need the space.

Another example is our own headquarters building in
Phoenix. One of my own companies occupied around 2,900
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square feet on the ground floor. When we outsourced a large por-
tion of this operation, we moved the remaining staff into a small,
450-square-foot office to maintain a presence in the building.
Rather than lease our old space to a single tenant, we split it into
two units of around 1,400 square feet and 1,500 square feet. This
hardly required any work, as there were already two main en-
trances and two rear doors. We only had to install a second alarm
system, rekey half of the locks, and construct one short partition
wall into which we put a door, should one tenant ever in the fu-
ture want the entire space again. These two suites are occupied by
a head-hunting firm and the corporate offices of a very popular
cluster of restaurants nearby, at around $24 psf—more than we
would likely have achieved with a single tenant occupying the
entire space.

Finally, splitting tenancies should not be seen as a way of cre-
ating more work for yourself (to set up extra tenants on extra
leases) but rather as a way of spreading the investment risk among
several tenancies, and increasing the average rental rate.

Consolidate Multiple Tenancies into One

I am not trying to have it both ways, but sometimes you may have
difficulties leasing lots of small spaces. In this case, it may be
worthwhile consolidating the smaller tenancies into a single, large
tenancy.

One of my properties had two retail shops facing a pedestrian-
only mall, while the rear of the building faced the street parallel to
and behind the mall. A veterinary surgery and pet supply shop
occupied the building facing the street, while one of the two retail
shops was a music store selling mainly CDs. The music store
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was not doing particularly well, and the pet shop did not have the
benefit of the mall foot-traffic. The solution in this case was to relo-
cate the music store to another property, and to expand the space
occupied by the veterinary business into the old music store. Now,
pets coming in for grooming or treatment could be driven to the
rear entrance, while the portion facing the busy pedestrian mall
was ideal for the sale of pets and all the accessories that go with
them. (See Figure 7.3.) Each party—music store, pet shop, and
landlord—benefitted.
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The Ultimate Way to Attract a Tenant

In terms of methods to attract a tenant, I have kept the best until
last. This method is so simple and stunningly successful that I oc-
casionally berate myself for not having thought of it sooner.

Remember, with commercial real estate, the value of a prop-
erty is determined by dividing the rental income by the cap rate.
We cannot influence the cap rate—it is determined by the mar-
ket—but we can do things to improve the rental income. More
specifically, if a property is vacant, then its value is very low. Once
a tenant is in place paying market rents, then the value of the
building can skyrocket.

In other words, it is the rental income—paid by the tenant—
that determines the value of a building. The crucial element in this
entire operation is the tenant. Without a tenant, you have a build-
ing that is almost worthless. In fact, it may be worth less than
nothing: If the cost of maintaining the building and paying the
property taxes and insurance premiums is greater than the income
generated, it is costing you money to own, and it could be argued
that you should pay someone to take it off your hands.

Many commercial landlords find themselves in a bind when
they have vacant premises for which they can find no tenants. The
holding costs can make them go under. If having a building with
no tenant is the very worst situation to be in as a commercial in-
vestor, then surely the best situation to be in is the exact oppo-
site—having a tenant but no building.

I stumbled upon this concept in the early 1990s, when I had a
retail shop for lease. I advertised for a tenant, and soon got a re-
tailer to sign a rental agreement. However, after this tenant had
signed up, I kept on receiving calls from more prospective tenants.
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At first I dismissed them by saying that the shop was already
rented. But then I got thinking—these are all people willing to
lease premises from me, and I didn’t even ask them exactly what it
was they were after.

I told the next person that called that I didn’t have anything
available, but if he told me in some detail what it was he was after,
I could go out and try to find something suitable. And sure
enough, within four days I had found a property that I thought
would suit him perfectly. He looked at it and agreed, and a month
later, he was the happy tenant, and I was the happy landlord, in a
building that I acquired for a song as it was vacant at the time of
purchase.

In other words, do not focus on acquiring a vacant property,
and then try to figure out how to get a tenant for it. Rather, attract
the tenant first, and figure out how to get a property for him.

The funeral parlor is an example of the former: I had stum-
bled across the vacant funeral building, and then set out to find a
tenant for it. What I am suggesting here is, find a tenant, deter-
mine what he wants, and then find the premises for him. If the
property is vacant, you will probably be able to buy the building
for next to nothing. With your tenant in place, it should be worth a
lot more.

Do not consider this method too bold! If you are open and
honest about it, the prospective tenant will be honored that you
would go to the effort to find a suitable property for him.

As I write this, I have not one but two of Phoenix’s top hair-
dressers waiting for me to find them suitable premises. Why are
they asking me to find them premises, instead of any of hundreds
of commercial leasing agents in town? If they go through a com-
mercial leasing agent, they know they will have to pay full market
rents on a property. If they go through me, they know that I will
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find a vacant building that I can buy for a song (because it is va-
cant), completely renovate it to their specifications and satisfac-
tion, give them a sizable break on market rents, and still make a
substantial profit for myself.

Just how do you get people to ask you to find them premises
to rent from you? Well, it won’t happen by keeping your mouth
shut. You have to let people know what you do. This does not
mean walking around with a sandwich board stapled to your body,
or having your forehead tattooed with “I’ll find commercial prem-
ises to suit you.” Nor do you have to open each conversation with,
“Are you by chance looking for commercial premises?” However,
it does mean you have to engage the people you come across in
conversation. In the case of the hairdressers, the first one told me
how much rent was being charged per station, and how little the
hairdressers got for the rent they paid. He had a vision of a new
kind of salon, which he had shared with his fellow hairdressers, at
least half of whom said they would shift to his business if he set it
up. I asked him how he hoped to find premises for this operation.
He said he was at a loss, and asked if I could offer any suggestions.
We are right now looking for the appropriate combination of loca-
tion, building suitability, and, of course, vacant status of at least
part of the building to secure a good purchase price.

The second hairdresser, Bruce Craig, used to be the official
hairdresser at Blair House, the official guest quarters of the White
House in Washington, D.C. Craig boasts a list of celebrity clients
that is astounding, having cut the hair of such well-known people
as Hillary CIinton and Mrs. Boris Yeltsin right through to the wife
of the former Shah of Iran, former empress Farah Pahlavi. Bruce
has ended up in a nondescript salon in the suburbs and is chomp-
ing at the bit to have his own salon closer to the heart of all the
celebrity action. I recorded one of my weekly video broadcasts
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from his salon, and he has a great camera presence. Through some
contacts, I helped get him a weekly television show in Arizona.
Just last week, he had the reigning Miss America on his show, dur-
ing her last week of holding the title. Clearly, he has sufficient
drive and client appeal to ensure that his hairdressing operation
will have a high chance of success. Again, I am armed with a great
tenant-in-waiting and am on the hunt for a vacant (cheap!) com-
mercial building to put him in.

The more people who know you are in the commercial real
estate game, the more will come to you with requests for particu-
lar kinds of rental space and offers of vacant properties for sale. I
cover this in more detail in Chapter 10, where I talk about how to
find deals.
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CHAPTER 8

How to Increase 
Rental Income 
(and hence the 
Capital Value)

In Chapter 7 we focused on how you can find a tenant for a vacant
property. In this chapter, we consider how you can increase the
rental on an existing, tenanted property. Remember, a 10 percent
increase in rent equates to a 10 percent increase in capital value
(whatever the cap rate!), so any rent increase has a tremendous
beneficial effect on your balance sheet.

Naturally, there will be considerable overlap between ideas
that can increase the rental on an existing property and those that
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can attract a tenant in the first place. For instance, the addition of a
helipad on the roof of a commercial building may enable rents to be
increased on a tenanted building, but if the building was vacant to
start off with, it may attract a tenant where otherwise there would
be none.

Helipads

Since we have mentioned helipads, let’s start with them. To many
people, a helipad may seem like an indulgence for the glitterati,
but in many parts of the world, helicopter access can be a real
business advantage. In Jakarta, Indonesia, for instance, the night-
time population of some 10 million swells to about 15 million dur-
ing the day. The daily influx of 5 million people every morning,
and outflow again in the evening, creates traffic jams rivaled only
by Bangkok and a few other Asian cities. It can take three hours to
cover 10 miles, so that it is often faster to walk. Many do, meaning
the footpaths and sidewalks are also jammed full of people. Under
these circumstances, a building with a helipad on the roof can
command a much higher rent per square meter than a building
without such a helipad.

The same is true of New York City, where businessmen on
tight time schedules are willing to pay a premium to commute to a
local airport by helicopter rather than risk sitting in a traffic jam.
Naturally, buildings with a helipad and landing rights command a
premium in terms of rent.

The cost of adding a helipad is not so much related to the
physical pad itself, but the compliance with regulatory rules such
as Federal Aviation Authority or local Civil Aviation Authority re-
quirements. Nonetheless, the return on investment (of both time
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and money) of getting a helipad added to one of your properties is
astounding.

Cell Phone Towers

While we are still on the roofs of buildings, let’s talk about cellular
telephone towers. Some 20 years ago, a satellite-based phone sys-
tem called Iridium was devised. It planned to operate 88 low-
orbital satellites to relay calls from handheld phones through these
satellites to terrestrial base stations so that you could call any land-
line or other satellite phone user anywhere on this planet. It
sounded like a great idea—and was—but essentially failed be-
cause the company never for a moment envisaged that there
would be such a tremendous proliferation of terrestrial cellular
phone networks. The cell phone, which is also called a mobile
phone or handy phone in various parts of the world, has become a
part of everyone’s lives. It seems that everyone has one! School
kids, pilots, valet drivers, you name it. There are more than a bil-
lion cell phones in use. Unlike the doomed Iridium, which re-
quired only 88 satellites, the worldwide cellular network requires
hundreds of thousands of cell phone towers to maintain coverage
for the operators’ clients. And here is the point: If there are going
to be so many cell phone towers, there may as well be some on
roofs that you own.

The advantages of having a cellular phone company as a ten-
ant are manifold. First, they pay for and install everything. They
cover the cost of any electricity consumed, insurance premiums,
lightning protection, and security. Second, they do not occupy any
space that you could otherwise rent to tenants. Rather, they mount
their antennae on the roof or side of your building. It is money for
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jam! The rents you will be able to command will be driven by the
market and will vary depending on the value of the location.
However, $25,000 a year for a suburban location and $150,000 a
year for a prominent downtown location are not uncommon
rentals. At a cap rate of, say, 10 percent, these rentals would add
$250,000 and $1.5 million respectively to the value of your build-
ing the day you sign the cellular phone company up as a tenant.

And how exactly do you acquire a cellular phone company as
a tenant? I hope you are starting to get the picture that it won’t hap-
pen by sitting at home with closed doors, watching soaps on televi-
sion. You may luck out and have a company contact you, but a
more proactive approach would be to take some high-quality pho-
tos of your rooftop and the commanding views it has over the sur-
rounding area, and then send them (blown up to letter or A4 size,
not 6 ¥ 4 inches) along with a letter to every phone company you
can think of. At worst they will throw your letter into the trash can.
At best they will add $1.5 million to your net worth in the time it
takes to record a signature. Television, anyone? (See Figure 8.1.)

Just for the record, I am not so naïve as to suggest that you
can safely rent out a cell phone tower and helipad next to each
other. The two tend to be mutually exclusive, although many cell
phone antennae these days are mounted on the sides of buildings.

More Rooftop Antics

Before leaving the roof, let’s brainstorm other items that you can
usefully offer for rent up there. News channels want cameras for
live monitoring of traffic. Again, approach every television chan-
nel in town with photos of the views they would get. Consider
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weather stations (to record rainfall, humidity, temperature, wind
speed, and volume of air movement). These are leased by newspa-
pers, television stations, or the National Oceanic and Atmospheric
Administration. Similarly, you can lease out space for pollution
monitoring stations, aeronautical beacons, ham-radio repeater sta-
tions, and Wi-Fi antennae to connect branch offices in nearby
buildings.

A microwave repeater station to carry telephone bandwidth
across town or for a private network can bring in thousands of
dollars a month. A satellite dish on the roof may bring in feeds of
either video channels or information services to tenants in your
building or neighboring buildings.

Once again, you are only limited by your ability to think out-
side the norm. And instead of finding just one client who wants to
rent space on your roof, try to see how many streams of income
you can get from each rooftop.

Before we leave the roof, however, there is one more thing
you can rent out up there . . .

Naming Rights

An old saying asks, “What’s in a name?” but when it comes to
commercial real estate, the answer is “a lot of rental income.”
Whether it be self-centered egotism or smart marketing savvy,
many companies are willing to pay ridiculous sums of money to
have their name stamped on your building. The Sears Tower,
Kodak House, and the Wrigley Building are examples from
among millions.

You, as the building owner, can decide whether you should
allow the building to have a name and, if so, how much you
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should try to charge for it. In my experience, while most compa-
nies are very meticulous about not paying more than market
rental rates for commercial space, they seem to lose all rationality
when it comes to wanting the building named after their company,
and not after the tenants two floors down or three floors up. And,
once again, the revenue from the naming rights does not come at
the expense of reduced rent elsewhere.

Can you see why I think commercial real estate has so much
room for creativity? Every time I see a substantial building with-
out a name, I cringe because I know there is maybe $100,000 per
annum waiting to be collected, and the owner is too busy fretting
over the latest news bulletin or consumed by writing his own
checks to realize that one letter or one phone call could add $1 mil-
lion of capital value to his property.

Air Space

Just when I thought we were done with the roof and could start to
go down into the building, I realized there is more to the roof,
namely the space above it.

Air space is usually overlooked by property owners be-
cause there is nothing there—just thin air. However, when you
delve into it, there are many aspects of air space that can gener-
ate income.

The most obvious income to be derived from owning air
space is simply to sell it, or lease it. Imagine you own a 2-story
building that was erected on foundations strong enough to carry a
10-story building. If you didn’t have the time, capital, funding ca-
pability or inclination to build more stories on the existing 2-story
building, then you could simply sell or lease the rights to the space
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above your existing building. While this may be uncommon in
smaller towns and cities, in overcrowded centers such as Manhat-
tan, Montreal, the city of London, Tokyo, and Bangkok, these
transactions of air space rights are relatively common.

A less obvious income to be derived from owning air space
rights is to sell or lease them, not for the purposes of building in
the air space, but specifically to prevent anyone else building any-
thing there.

Imagine a 10-story building in a part of town where the zon-
ing allows for 12 stories—it does not matter whether this building
is commercial or residential. Imagine further that every floor of
this building except the ground floor (which is used for retail
shops) has spectacular views of the adjacent lake (we could be
talking about Chicago and Lake Michigan, Geneva and Lake
Geneva, or any of hundreds of other cities built beside lakes). Fi-
nally, imagine that the only thing between this 10-story tower and
the lake is a single-story building that you own. Bearing in mind
that zoning allows you to erect a 12-story building on your site,
you could lease or sell the air rights to your building to the owners
of the neighboring 10-story building. They would be willing to
pay a premium for the air rights, simply to prevent their spectacu-
lar views of the lake from being blocked. Depending on the rela-
tive lot sizes, permitted site-coverage ratios, recession plane
restrictions, and a host of other factors, you may well derive more
income from leasing the air rights of your building than you
would by redeveloping the site and collecting rent. The manage-
ment overhead would also be about as close to zero as you can get
on a commercial transaction.

And, just for the record, air rights are of value for more than
just views of a lake. They may be views of mountains, rivers, the
ocean, a city, a park, or just wild territory. The point is, where there
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is a view, people will be willing to pay a premium to ensure they
can keep that view.

So far we have covered two instances where air space has
commercial value: using the air rights to erect a structure, and us-
ing the air rights to prevent the blocking of views from a building.
A third and far more subtle application of air rights is to prevent
the blocking of views of a building. Let me illustrate this.

When I was running a three-day commercial real estate
course in Sydney, Australia, a couple of years ago, we took all the
participants out on buses to look at properties that were on the
market then. Looking at real deals makes the process of analyz-
ing a piece of real estate more interesting as it is no longer just
theory. The mere possibility that one of the participants (or a con-
sortium) may end up buying the property makes the whole exer-
cise interesting.

One building we looked at was at the top of George Street,
close to the Central Railway Station, right next door to the new
Mercure Hotel, between Regent Street and Little Regent Street. It
was a very narrow, seven-story brick building in mediocre to poor
condition, and only 14 percent leased. Normally, this low occu-
pancy rate would excite me, as I would know I could buy the
building based on the low occupancy, and soon fill the vacant
space to greatly increase the capital value of the building. How-
ever, in this case, it was not the low occupancy that excited me, but
rather the structure that was placed on the roof.

It was not a helipad, cell phone tower, weather station, traffic
cam, microwave repeater station, or any of the other items that
we already discussed (and you thought I had covered every con-
ceivable item that could be placed on a roof!). Rather, this struc-
ture was a huge billboard. Now, at an elevation of seven stories
above the road, this billboard could be seen for miles, especially
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by travelers in the tens of thousands of cars and buses who com-
muted into downtown Sydney every day along the very busy
Broadway. This billboard is in one of the prime locations in Syd-
ney for an advertising hoarding. Furthermore, city by-laws in
Sydney ensure that existing billboards are grandfathered in, but
new billboards are extremely difficult to get approval on, making
existing billboards even more valuable. The rental on the bill-
board alone was A$523,000 per annum. Based on a modest cap
rate of 10 percent, the rent from this billboard would add more
than A$5 million to the value of the building.

Everyone in the course got excited. Some participants started
canvassing the others to see if there was any interest in forming a
syndicate to buy the property. The event promoters got wind of
this and made inquiries as to the potential legal consequences of
such a syndicate purchase being made at an educational event.
They no doubt did this because the Australian Securities and In-
vestment Commission was clamping down hard on investments
being offered at seminars, in the wake of some spectacular col-
lapses of investment vehicles that had been offered at other pro-
moters’ events.

While all this energy was being dissipated, I was concerned
with something else. The Mercure Hotel already blocked any view
of the billboard from the northeast. On the west side of the seven-
story building was a two-story art-deco building. What if this
building was demolished and replaced with an eight- or ten-story
structure? It would obliterate any views of the billboard from the
west, kill the rental income stream generated by the building, and
thus knock the A$5 million off the value of the property.

It appeared that just over A$80,000 per annum was being
paid to the building owners next door for their air rights. Which
brings me to my point: Air rights can be valuable not just to build
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on, or to prevent views from your property being blocked, but also
to prevent views of your building (and in this case billboard) being
blocked.

Once again, don’t just sit around waiting for neighboring
owners to offer you fees for your air rights. As the owner of the
building with the billboard in Sydney, would you not be willing to
give up $80,000 of your rental income from the billboard, in order
to maintain the remaining A$443,000?

That may not be the end of the transactions regarding the bill-
board, though. The A$80,000 that the neighbor receives for air
rights may well be more than his other income from that property.
At a 10 percent cap rate, the income stream might therefore be
worth A$800,000 to him. He may also realize that if, for whatever
reason, you tore down the billboard, he would lose his $80,000 per
annum air rights income, and thus A$800,000 of his capital value.
Consequently, he may be willing to sell you his old building at an
advantageous price—more than anyone else would likely be will-
ing to pay (since buying this building will save you $80,000 a year,
a benefit not enjoyed by any other purchaser), but less than his to-
tal income including air rights divided by market cap rates (since
he realizes that any other purchaser would not see the $80,000 as a
guaranteed income stream).

Parking

Frequently with office space, the rental dollars per square foot fig-
ure is partially determined by the number of car parks available
(per thousand square feet or some other area measure). This is par-
ticularly true in cities with a dense downtown, such as Los Ange-
les, Chicago, Atlanta, or New York City. Find out what these ratios
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are for your buildings, and then see if it is appropriate to provide
more car parks. One option would be to sacrifice one or several
lower floors of a multistory office building and turn them into car
parks. The increased rent per square foot on the remaining floors
may more than compensate the lost rental income from the erst-
while offices.

Or there may be a vacant building next door to your property,
of a standard insufficient to use for commercial office purposes.
However, the building may easily be converted into a parking
building with walkway access to your office tower. In the 1990s, I
was involved with an offer to acquire the Bank One tower in
downtown Fort Worth, Texas. This beautiful, octagonal-shaped 37-
story building with views for miles around had an anomaly—it
boasted relatively few car parks, severely limiting the rent per
square foot, and therefore the capital value, of the entire building.
Nearby, however, was a semiderelict building that everyone
thought was an eyesore, and no one could figure out what to do
with it.

I am assuming I do not need to detail what use we had for
this nearby building! By the way, are you getting a sense of how
commercial real estate has lots of room for thinking outside the
box, and for creating something out of nothing, even though it was
under everyone’s nose all the time?

We missed out on the Bank One tower, and were shocked to
see a short time later that a tornado had passed through town
and blown out nearly every window in that beautiful tower. For
a while it was slated for demolition, which would have made it
the tallest building in the United States to be demolished, but it
was ultimately spared that fate and was converted into residen-
tial units.

Japan has a population about 40 percent of that of the United
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States, crammed onto a land mass about the size of California,
with only 16 percent of the land being habitable. This results in
chronic shortages of space, tiny homes, tiny offices, and, of course,
major parking problems.

The Japanese, being ingenious at just about anything they do,
have come up with some brilliant solutions. The first time I saw
what is a standard facility in Japan, my mind went spinning as to
where else we could apply this technology.

While parking buildings in the West are mainly of the self-
park variety, requiring lots of wasted space for two lanes of traffic
around the parks and generous ramps to drive between floors, in
Japan most parks are automated. One variety that can be installed
against the blank wall of a high-rise building is just over one car-
length deep, and two and a half car-widths wide, yet it can safely
store 20, 50, or even more cars (depending on the height of the
building). The system consists of an elevator with multiple cages
in a continuous loop (like the Paternoster elevators popular in Eu-
rope in the first half of the twentieth century1) where you drive
your car onto a platform, and then your car (and all the others) is
moved around, a bit like on a Ferris wheel, except in a vertical
loop rather than a circular loop. When your car is placed in the el-
evator, you receive a card coded to your platform; when you re-
turn, you insert the card in a slot, and your car gets moved around
on this elevator system until it is once more at the bottom. The car
is backed out, spun around on a circular platform, and you are
ready to get on your way. (See Figure 8.2.)

Not only is this a very efficient way of parking cars (imagine
how much area would be needed to park 50 cars in a conventional
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parking building), but there are many other advantages as well
from both a user and operator point of view.

First, theft of vehicles or contents is no longer a problem (not
that it was a problem in Japan in the first place, but elsewhere!), as
no one gets to climb up into the parking structure. Second, all the
unsavory activities often associated with parking buildings—
muggings, assaults, and drug deals, to name a few—are elimi-
nated. Third, no one runs out of gas in the elevator system (car
engines are turned off) or locks their keys in the car (keys can be
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Figure 8.2 Entrance to Japanese Car-Parking System (Note the rotating platform to
spin your car around when you back out).
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left inside the unlocked vehicle or given to an attendant). Fourth,
your car is not subject to being dented by the careless driving of
other users of the parking system. Similarly, your panels will not
be dented by the opening of doors of adjacent cars, trucks, and
beat-up old bombs, be it a genuine accident, a more nonchalant “I
don’t care about other people’s cars,” or a more spiteful “Why
does he get to drive a car like that? I’ll show him.”

To be sure, the Japanese-style car-parking buildings cost a lot
more than a sealed parking lot at ground level, which explains
why, in cities where land has traditionally been very cheap, like
Phoenix, there are many parking lots, and, to my knowledge, not a
single automated parking machine. However, the Japanese system
of parking is finding more and more application in other parts of
the world, partially as cities get more cramped for space, and par-
tially as people find out that they exist and discover their benefits.

A parking system like this for some 50 cars costs around
$500,000—not cheap, by any standard. However, let’s work some
numbers. Imagine you have a 12,000-square-foot office building and
there are only four parking spaces per 1,000 square feet. This is con-
sidered a low ratio of car parks in many parts of the world. Imagine
that with this low ratio, rents are limited to $12 per square foot.
Imagine further that if you could increase the ratio to eight parking
spaces per 1,000 square feet, the rent would climb to $18 per square
foot. The car park would therefore increase the rental income from
$144,000 per annum to $216,000 per annum in terms of base rental.
Depending on the location, you may also be able to charge for each
parking space. At a modest $50 per month, the additional 48 park-
ing spaces would bring in an extra $28,800 per annum. Combined
with the increase in base rent of $72,000, we are talking about an ex-
tra $100,800 a year, and suddenly the $500,000 capital outlay seems
to be not too bad. There will be some maintenance issues, to be sure,
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but then again you can capitalize and depreciate the structure, re-
sulting in taxation benefits.

Another parking structure that I have come across in Singa-
pore also involves elevators. The elevator cabin has both a front
door and a rear door. At ground level, you drive your car into the
cabin of the elevator, and it then spirits you up to a flat roof per-
haps six stories high. The other door of the cabin then opens, and
you can drive forward and straight out onto the roof of the build-
ing to park your car. This utilizes the space on the roof that would
otherwise go unused, and does not require a ramp to spiral up six
floors to get to the roof. Photos of this system can be found on our
web site, www.dolfderoos.com.

Of course, not all elevator systems need be this expensive or
elaborate. A more common system in the United States in con-
gested cities like New York is for a hydraulic (or mechanical) lifter
to elevate one car up in the air, so that another can park under-
neath. (See Figure 8.3.) The obvious downside is that for the ele-
vated car to be able to leave, the one beneath it has to be moved.
However, the fact that these parking systems exist and are in use is
a testament to their cost effectiveness for their owners. I have seen,
in New York, cars stacked four high using this system.

New York, while an obvious place for stacked parking sys-
tems, is not the only part of the country where they can be found.
In Florida, for instance, with an increasing shortage of space
spurred in part by ongoing immigration (both domestic and inter-
national from all parts of the world, especially South America), the
concept is gaining popularity. (See Figure 8.4.)

All this talk of stacking cars vertically should not stifle lateral
thinking. It is not just cars that can be stacked in a vertical parking
system—boats are also contenders for this technology, as the ac-
companying photo shows. (See Figure 8.5.)

86 Commercial Real Estate Investing

ccc_deroos_071-102_ch08.qxd  12/27/07  10:53 AM  Page 86



How to Increase Rental Income (and hence the Capital Value) 87

Figure 8.3 Four-Layer Stacked Parking System, New York City

Figure 8.4 Dual-Layer Stacked Car-Parking System, 
Miami, Florida
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In fact, when the value of real estate goes high enough, more
things than just vehicles get stacked vertically. Apartments and
condominiums are an obvious example of having many units
share the same piece of dirt, as are car parks and boat parks. How-
ever, the concept permeates through other areas of life, and even
the afterlife. In St. Tropez, for instance, land is so expensive that
many tombs are stacked on top of each other. (See Figure 8.6.)

While even thinking of someone’s resting place in this light
may seem somewhat invasive, bear in mind that in most parts of
the world, cemeteries are privately owned, and are therefore just
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Figure 8.5 Quad-Layer Stacked Boat-Parking System
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as much commercial real estate operations as a retail store or office
complex.

The Humble Webcam

A webcam is simply a camera, but instead of recording images
onto film, or onto memory the way digital cameras do, they
transmit images over the Internet. Cheap webcams can be ac-
quired for $50 or less and may require a computer to transmit
their images. You can also spend hundreds of dollars on webcams
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that have superlative optics, tremendous zoom capabilities, and
remote pan, tilt, and zoom control, and that do not require a
computer to transmit images—they are connected directly to the
Internet and feed their images to anyone who has user-name and
password access.

Webcams have, of course, been put to many creative money-
making uses. There are also many great applications for increasing
the rent on commercial properties.

Perth in Western Australia is a surprisingly modern and
bustling city, with a burgeoning economy that is largely driven by
the enormous and lucrative mining industry that extracts ura-
nium, nickel, cobalt, gold, and many other minerals out of the
ground. Perth’s international passenger airport is busy enough,
with direct flights from many parts of Australia, Asia, and Europe,
but there is another airport at Perth called Jandakot, which mainly
operates as a base for service organizations such as the Royal Fly-
ing Doctor Service, Department of Environment and Conservation
Forest and Bushfire Patrol, and the Western Australia Police Air
Support unit. Jandakot is also an important training base for inter-
national airline pilots, with Singapore Airlines and China South-
ern Airlines operating flying colleges and student accommodation
facilities at the airport. Last year, the airport recorded over 400,000
aircraft movements, making it the busiest airport in Australia.

For many years I was on the lecture circuit in Australia, and
during my visits to Perth I became acquainted with Jim Poignand
and Katie Moustakas through some business dealings. We ended
up joining forces on numerous projects, including Australia’s
number one investment property web site, www.Landlord
Central.com.au. One of our projects is the building of aircraft
hangars at Jandakot Airport. (See Figures 8.7 through 8.9.)
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Figure 8.7 Hangars Being Constructed at Jandakot Airport near Perth

Figure 8.8 Completed Hangar with Aircraft Inside
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Now a hangar is a hangar anywhere in the world—it usually
consists of a concrete slab, walls with some kind of metal skin,
and a huge sliding door on the side offering access to the runway.
In general, the rent you can expect from a hangar is dictated by
the market forces of supply and demand. However, I kept think-
ing that there had to be a way to increase the rental income from a
hangar.

Based on the land value and construction cost of a hangar, the
rent should not be that high. However, tenants tend not to store
old files or secondhand furniture in hangars, but rather air-
planes—sometimes expensive multimillion-dollar jet airplanes. If
you stored your $20 million Gulfstream G4 jet in a hangar, would
you not want to know that it was safe? Enter the webcam!

A webcam installed in a hangar gives those with password
access the ability to see what is going on inside the hangar. It can
be accessed from anywhere in the world, day or night. What is
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Figure 8.9 Another View of the Hangars
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more, it can be programmed such that whenever movement is de-
tected, a photo is taken and e-mailed to any number of e-mail ad-
dresses. This gives the owner of the $20 million plane the peace of
mind that any activity will be recorded. Furthermore, by mount-
ing a thermometer and hydrometer near the web cam, a user can
pan the camera to see what the readings are, to satisfy themselves
that their baby is not being roasted or frozen.

If you owned an expensive airplane, what would it be worth
to you to have webcam access to your hangar? We have found no
resistance to an extra $500 per month, which is a good return on a
$600 webcam and a $50 per month broadband access fee.

I have also installed webcams in storage facilities, office com-
plexes, car parking facilities, and retail shops, in each case receiv-
ing a return on investment that is astounding.

Interior Remodel

There are many things you can do to increase the value of a com-
mercial property to prospective tenants. When we bought a com-
mercial building in Phoenix for our own headquarters, there were
a number of tenancies already in place, including a law firm, an ar-
chitect, and a real estate developer. (See Figure 8.10.) However,
there were also two suites totaling 2,400 square feet whose interi-
ors had been totally demolished, with pipes and cables dangling
everywhere, some still connected, and some obviously having
been disused for years.

The fact that these suites were not just vacant but looked like
a demolition site and were therefore not able to be rented no doubt
contributed to us being able to acquire the property for a song at
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$1.25 million. We then set about remodeling these suites. (See Fig-
ure 8.11.)

With all the two-by-four studs exposed (the dry wall panels
had been stripped out), it was a perfect time to rewire for electric-
ity, telephone, and internet. This is where some owners skimp.
Many landlords think, for instance, that one Ethernet outlet in
each room should be sufficient. Well, it may be for a tanning clinic
or a storeroom, but for many firms these days, one outlet won’t cut
it. These days, each worker in an office tends to have his own com-
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Figure 8.10 Office Building in Phoenix Where We Remodeled Suites
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puter connected to the Internet. Apart from computers, we are now
connecting to the office network by way of voice over Internet protocol
(VoIP) phones, Internet cameras, shared printers, copiers, fax machines,
and remote terminals. We even have some of the air-conditioning
control units in our buildings connected to the Internet so that we
can monitor and control them remotely. All of these devices require
an Internet connection, so one Ethernet outlet per room is hope-
lessly inadequate.

We place one Ethernet outlet (an RJ-45 socket) every yard or
meter along the walls. This may seem like overkill, but the mar-
ginal cost in terms of extra cable, RJ-45 sockets, and contractor
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Figure 8.11 Interior of Suite (Note soundproofed air-conditioning
ducts.)
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time to install everything is next to nothing. We bring all the cables
together at a patch panel, where the tenants can connect any Eth-
ernet outlet of their choosing to their network.

Furthermore, neither of the two demolished suites had
kitchen facilities. Having running water and a sink within a ten-
ant’s premises is not necessary to attract a tenant, but it may just
appeal to some prospective tenants and tip the balance in terms of
their decision to rent from you. I, for one, would much rather have
my own kitchen facilities in an office than shared facilities with a
host of other tenants, let alone no facilities at all.

So, in both suites, we added a full kitchen with sink, hot and
cold water, cupboards, refrigerator, and dishwasher. (See Figure
8.12.) In case you think a dishwasher is an extravagance, we
bought these brand-new at $170 each. We all know what it is like
to want a drink, and to see all of the office’s 13 cups unwashed in
the sink because no one has taken the effort to clean up after use. A
dishwasher circumvents these issues, and is probably more hy-
gienic than washing by hand, anyway.

We also put in new ducting for the air-conditioning. The ceil-
ings were too low to hide them above false panels, so the duct-
work was exposed. Ducting can be relatively noisy, so we set out
to find soundproofed ducting. Surprisingly, to install ducting with
a solid inch of rubberized sound proofing material lining the en-
tire insides only cost $960 extra for the entire two suites. You can
barely hear when the air-conditioning plant is on.

With the drywall gone, we decided to upgrade the fire wall
separating the two suites, and to put an internal doorway between
the suites, just in case a single tenant ever ended up leasing both
suites—this way they would have internal access instead of hav-
ing to go through both front doors to get from one to the other.
Again, we did not skimp. We put in dual solid doors with a six-
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inch space between them, with rubber seals for both soundproof-
ing and fireproofing.

Finally, we weather-sealed all exterior doors, installed re-
cessed lighting, put in high-security locks, and had an interior dec-
orator advise on the color of the carpet and the two-tone walls.

The total cost of this remodel and fit-out for the two suites
came to just under $68,000. We placed a “For Lease” sign on the
lawn in front of the building, and before long a lady who operates a
high-end children’s store down the road stopped by our office in
the same building and inquired about the suite we had for lease, on
behalf of her husband, who runs a high-tech company. A combina-
tion of the location, style of the building, fit-out, and technology
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features must have swayed them, as they signed up straight away
on a three-year lease for the larger of the two suites.

The other suite was already leased. However, when this lease
came up for renewal, the tenants decided not to renew, and the
technology firm next door snapped up the space. I have no idea
whether the internal access between the suites and our catering to
high-tech features swayed them or not, and at the end of the day it
doesn’t really matter. The suites generate around $20 per square
foot, which over an area of 2,400 square feet equates to an income
of $48,000 per annum—not bad for an outlay of $68,000. Not only
are the returns good, but the extra $48,000 of income, based on
market cap rates of around 8 percent, has increased the value of
the building by $600,000.

Adding features and facilities to buildings can increase the
likelihood of attracting a tenant in the first place, and also of getting
a better rental per square foot. I feel so strongly about this, and be-
lieve there are so many ways of achieving this, that I have written
an entire book on this subject (101 Ways to Massively Increase the

Value of Your Real Estate without Spending Much Money, Time Life Di-
rect, 2002). Every time you can get more rent, not only does your
cash flow increase, but so does the capital value of your building.

In New Zealand, we have one building completely fitted out
with electronic locks. They use what is known as a scramble keypad,
where the digits 1 through 9 plus zero are presented in random
positions each time the electronic lock is accessed, so that anyone
looking on cannot determine which digits you pressed from the
pattern of hand movements you make while entering your code.
This system has a number of benefits. No longer do we have the
problem of tenants (or their staff) losing keys and therefore com-
promising the security of the building or requiring the locks to be
rekeyed. Each user can have a different code, and when he leaves
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the company (voluntarily or otherwise) his code is simply made
inactive and he can no longer gain access. Furthermore, each code
can be set up to be active only at certain times, so that the janitors,
for instance, who come between 5 P.M. and 7 P.M., will not be able
to gain access at midnight. We can also run a log to see who came
on any given day, and at which time. Finally, we can access the
control system through the Internet, so that if we need to give ac-
cess to, say, an electrician after hours, we can set up a code that
will work for him without having to meet him at the building to
give him access.

Whether tenants will pay you more rent if you install elec-
tronic locks depends a lot on both the location of the building and
the likely category of tenant that building will attract. It is a matter
of finding out what tenants want, and then catering to that if the
numbers work in your favor.

One of the first projects that my public company, Property
Ventures Limited, undertook when we started nearly a decade ago
was to convert a derelict factory into upscale student accommoda-
tion. To know which direction to head in, Dave Henderson, the
creative and energetic impetus heading the company, organized
focus group meetings, where the company met with students to
find out what it was that they wanted in accommodation. Some of
their feedback was enlightening. For instance, most student dorms
have single beds, and everyone knows that a lot of dorm walls get
damaged as students replace these with double beds. Regardless
of any moral implications you may think of, you can save a lot of
damage to your building, and enjoy a lower vacancy rate and
higher rental income, if you simply put in the kind of bed that
most hotels and motels have by default.

Similarly, the students relished unlimited and free nation-
wide phone calls, unlimited high-speed Internet access, and high
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security on the building itself. Interestingly enough, the cost of
providing these features was minimal. And yet, from the day we
opened the doors on this first facility, occupancy rates have been
the highest in the industry, and we have opened three more, in-
cluding a custom-built $15.4 million building that has set new
standards for student accommodation.

After a while, deciding what features to add to a property to
increase its rental income and therefore its capital value is not so
much a matter of going through a checklist as it is a way of think-
ing. All it takes is a bit of creativity, and creativity is a lot like a
muscle—the more you use it, the stronger it becomes. By all
means, go through a checklist, but also try to come up with one
new idea or concept for each building.

The Triple Win of Alarm Systems

Alarms systems are a very interesting example of something you
can do to a building at zero cost to yourself, while increasing the
value of your premises to your tenants and to yourself.

Most business alarms are monitored, meaning an alarm con-
dition is transmitted to a central monitoring station, where the
condition giving rise to the alarm is evaluated and appropriate ac-
tion taken. This is much safer than an alarm that merely has audi-
ble and visual signals at the premises indicating a break-in or fire,
because after hours there may not be many people around to no-
tice the alarm condition in the first place, and even if there are, it is
often assumed to be a false alarm.

Most alarm companies will install an alarm free of charge if
you are willing to sign up for a contract to have the alarm moni-
tored by that company. Furthermore, most prospective commer-
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cial tenants prefer to have their premises alarmed and monitored
to safeguard their staff, files, computers, and stock.

Consequently, when you get an alarm installed free of charge
to you, and have the tenant pay the monthly monitoring fee, then
everyone wins. The alarm company wins, as they get another
client. The tenants win, as they are happy to pay more in rent for
premises with an alarm, even if they pay the monthly monitoring
fee. And you as landlord win, as you are collecting more rent, have
a building that is less likely to be broken into, and have a tenant
who is less likely to leave.

It should come as no surprise that most of my commercial
premises are fitted with alarm systems.

Rent Reviews to Market

Usually, when you acquire a commercial property, it is tempting to
assume the rentals were brought up to market levels at the time of
the last rent review. But this is not necessarily the case.

As part of your due diligence in deciding whether to buy a
property, you should compare existing rents at the property with
market rentals (more on this in Chapter 11). If rents on your newly
acquired property are below market levels, then by all means
bring them up to market at the next rent review. This can be the
fastest and simplest method of increasing the rental income from
your property—after all, it only requires a couple of signatures on
a rent review document, and an alteration to the amount automat-
ically transferred to your bank account each month.

Occasionally we come across buildings where the rents are 40
percent or more below market levels. This may have come about
because the owners were simply unaware of market rentals, or they
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have become familiar with the tenants and don’t want to offend
them, or they are absentee owners and they have simply forgotten
about rent reviews, or the management has been left to a young rel-
ative who is more interested in partying than in undertaking bor-
ing rent reviews. Whatever the reason, relish the fact that this
happens, because it has probably contributed to your managing to
acquire the building for less than its true market value.

Obviously, when you bring these rents up to market levels,
you are going to meet a lot of resistance from tenants, and even ac-
cusations of being unfair. They will say things like, “We haven’t
had a rent increase in years, and now you are trying to hit us with
a 30 percent rent increase when inflation is only 3 percent. That is
blatantly unfair! Just who do you think you are?”

Your response should simply be that you are not burdening
them with an unfair and unjustified 30 percent rental increase.
Rather, they have enjoyed a somewhat unfair (to the landlord) 30
percent rental discount to market levels. I have never lost a tenant
as a result of sometimes substantial increases of rent to market lev-
els, for the simple reason that the tenants either know or soon find
out that if they were to seek other premises, they would have to
pay market rental rates there as well. They realize they were onto a
great thing, and are just reluctant to give it up.

We could go on for page after page of examples of what you
can do to increase the value of your buildings, but I think I have
made it clear enough: Anytime you can increase the rental on a
property, you increase the capital value. Next, it is time to start to
bring the opening chapters together.
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CHAPTER 9 

What Were the Disadvantages
of Commercial Real Estate?

You will recall from Chapter 3 that there are many tremendous
benefits of investing in commercial real estate as opposed to resi-
dential real estate. In Chapter 4, we saw that there were two per-
ceived disadvantages: It can be difficult to attract a tenant to a
commercial property, and banks tend to offer a much lower loan-
to-value (LTV) ratio on commercial real estate, meaning that you
have to put up a higher proportion of the purchase price in cash.
Here are my responses to those perceived disadvantages.

The fact that people find it difficult to attract tenants to com-
mercial real estate works in your favor. Existing owners of vacant
buildings, their leasing agents, real estate agents trying to sell the
building, and other prospective buyers have shown through their
actions (or inaction) that they cannot find a tenant. They all believe
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with a passion that finding a tenant is difficult, and consequently,
the property can be bought for much less than if it were tenanted.

What more could you ask for? All of these people (and, to put
it bluntly, their ignorance on how to attract a tenant) work in your
favor. You, however, know how to attract a tenant, or at the very
least know what steps you can take to dramatically increase the
chances of getting a tenant. In many instances, you do not even
have to go unconditional on the purchase of a property until you
have secured a tenant. In other words, you can buy a property that
is on the market for $1 million, knowing full well that once your
tenant (whom you have already lined up and maybe even signed
up on some legal document) is in place, the property will be worth
$2 million.

To put it yet another way, you can buy an asset for $1 million
that is truly worth $1 million to a seller, knowing that to you it is
worth $2 million. That sounds like a great deal to me. In other
words, the perception that it is difficult to find a tenant enables
you to acquire commercial real estate at incredibly low prices.

So what about the second perceived disadvantage, namely that
banks will only lend maybe 60 percent on a commercial building?

When it comes to residential real estate, banks lend on the

lesser of the appraised value or the purchase price. Their reasoning
is that if you buy a property for $400,000, then that is exactly what
the market has determined that property to be worth. If you claim
it is in fact worth $550,000, the bank will disagree, pointing out
that no one else was willing to pay more than $400,000 for it, so the
market has proven that it is worth only that much. Even if you get
an appraisal from a registered appraiser, the bank will respond
that appraisers can get it wrong or even be induced to suggest a
higher value, and will reiterate that the market has shown this
property to be worth only $400,000.
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What is more, if this residential property was vacant when
you bought it, you cannot claim that you got it for a song because
it was vacant, and that as soon as you get a tenant in it, it will be
worth $550,000. That argument won’t fly for the simple reason, as
we have seen, that a vacant house is worth about as much as that
same house tenanted.

Consequently, banks will look at the lower of the appraised
value and the purchase price in determining the value for mort-
gage purposes. Now, admittedly, they are happy to lend 80 per-
cent of this lower value without requiring mortgage insurance,
and, if you are willing to pay mortgage insurance, will lend a lot
more than 80 percent—even 100 percent and higher.

Compared with residential real estate, it does seem on the
surface as though buying commercial real estate should be more
difficult, as banks typically lend only 60 percent of the value.
However, imagine you buy a vacant commercial property for $1
million, and you secure a tenant willing to pay $200,000 per an-
num. If market cap rates are 10 percent, then an appraisal will
show the building to be worth $2 million. Under these circum-
stances, 9 out of 10 banks will agree that the true value is now $2
million. The rationale goes along the lines that without a tenant,
the building truly was worth only $1 million, being made up of
residual land value, building value, and potential to find a tenant.
However, with a cap rate of 10 percent and an annual income of
$200,000, the property truly is worth $2 million. In this case, banks
sensibly accept that even though you paid a lot less for it, the pur-
chase price is largely irrelevant in determining the present, fully
tenanted value.

Who cares if banks only lend 60 percent of the valuation for
mortgage purposes, if they accept that your building is worth $2
million even though you only paid $1 million? They are willing to
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lend you $1.2 million on an asset that has only cost you $1 million.
You would in fact be able to pocket $200,000, tax free and legally.

This is why I refer to these two so-called disadvantages as
perceived disadvantages. In fact, they work in your favor. It just de-
pends on how you look at it.

So, to our list in Chapter 3 of advantages of commercial real
estate over residential real estate, we can now add two more:

1. Sellers of commercial real estate, their leasing agents, real
estate agents, and other investors looking to buy commer-
cial real estate all have this notion that it is difficult to find
tenants for commercial space, and therefore they down-
grade the value of anything you are looking at buying that
is vacant. Consequently, vacant commercial real estate can
be bought for a fraction of what it is worth to you fully
tenanted.

2. Banks are willing to lend you more than you pay for a
commercial property, so long as the valuation for mort-
gage purposes is based on actual rental income divided by
market cap rates. They are not concerned with what you
paid for it, but rather what the rental income is and what
cap rates are.

Whew! I almost feel as though it has taken me up to here in
this book to point out all the advantages of commercial real estate,
and to counter the two perceived disadvantages that everyone I
come across spouts out.

Now that we agree that commercial real estate is the way to
go, let’s look at a few aspects of finding, analyzing, negotiating,
funding, and managing commercial real estate.
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CHAPTER10 

Finding Commercial 
Real Estate

The most frequent question I get asked when people hear I have
found another great commercial deal is, “How did you find it?”
The truth is there is no one best method for finding great deals. I
advocate using a combination of different methods.

Newspaper Advertisements

It pays to keep your eye on the newspaper to see what kinds of
properties are being offered for sale. I found my smallest commer-
cial real estate deal this way.

I came across a small column advertisement in a Saturday
newspaper for a “wet fish supply shop” (where they only sell raw
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fish). The advertisement simply read, “Commercial investment,
$59,000, 17 percent return, phone xxx-xxxx, ABC Realty.” I found
this advertisement at about 8 P.M. that Sunday night and called
straight away. My opening line was, “I suppose the property is
gone by now.”

To my surprise, the answer was, “No, sir, you are the first per-
son to have bothered to call.” We decided it was too late that night
to look at it, but arranged to meet at 8 A.M. the next day.

There was nothing wrong with the building. While the total
area was only 800 square feet (for both the land and buildings), the
tenant had been there for years, a standard commercial lease was
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in place, and the property was on a busy corner with about 20,000
cars going by every day. (See Figures 10.1 and 10.2.) The owner, I
was told, was selling owing to health issues. While I normally
might make an offer on a property below the asking price, in this
case, in deference to the seller’s health, and because it was such a
good deal in the first place, I signed a contract to buy it at the full
$59,000.

The lease was a triple-net lease, and the rental income of
$10,400 per annum was therefore net. I showed the lease to a bank,
and they capped the income out at 13 percent, giving the building
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a valuation of $80,000 ($10,400 divided by 13 percent). They of-
fered me a 70 percent mortgage, giving me $56,000. Now remem-
ber I only paid $59,000 for the property, so the bank was willing to
fund all but the last $3,000.

While my return on investment by definition was 17.63 per-
cent ($10,400 of income divided by a purchase price of $59,000), af-
ter paying the mortgage, I was left with around $5,000 per annum,
so my cash-on-cash return was actually $5,000 of net income di-
vided by a capital outlay of only $3,000, or a whopping 167 per-
cent. That is a good return by anyone’s reckoning.

I still own the building, as I have a theory that people who
sell real estate tend to live to regret it. Taking the time to read the
small column advertisements that day certainly paid off with this
building.

Note that often the properties advertised in small columns
will be far more lucrative than those advertised in big display
ads. This is probably because the chance of finding a bargain is
much smaller once a battery of experts have debated and dis-
cussed what the asking price should be and how large the ad-
vertisement should be. Column advertisements tend to be
placed by individuals who are looking at saving the expense of a
large marketing campaign. On the surface they are right—a tiny
advertisement does cost a lot less than a half-page display ad,
and by selling it without the help of a real estate agent or firm,
they will save themselves a commission. However, they also risk
getting a much lower price for their property, as large display
advertisements and the power and resources of a good real es-
tate firm can usually attract a larger pool of potential buyers,
better negotiation skills, and a better understanding of market
values to begin with.
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Another property I sourced through a small advertisement in
the “Investments for Sale” column simply stated, “Commercial in-
vestment, $12,000, 16 percent return net, 5 year lease, phone xxx-
xxxx.” The price, of course, seemed ridiculously low, and I almost
didn’t bother to call. However, I have a policy of calling on all ads
that have potential, because even if 19 out of 20 do turn out to be
misprints, decoys, or lures to solicit phone calls from investors
who may turn out to be good leads, about 1 in 20 turns out to be
an excellent investment. So I phoned the number and got hold of
the agent, who immediately confessed that the $12,000 was a mis-
print and should have read $120,000. However, he assured me, the
returns were genuinely 16 percent.

I arranged to meet the agent on-site the next afternoon, a Sun-
day, and after waiting for half an hour past the appointed time and
getting no response from his phone, gave up and went home.
When I called him the next day, he apologized and stated that he
had simply forgotten about the appointment. Now if you are
prone to getting irritated easily, having the attitude, “I’ll show this
good-for-nothing agent who is the boss! Forget it, I don’t care how
good the deal is, I am not working with him!” then you could miss
out on some great deals. My attitude is more along the lines of,
“Great! With incorrect advertisements and a sloppy attitude about
turning up at appointments, my competition will be decimated!”
In the case of this particular building, the agent even revealed that
he had no one else interested in the property (thanks to his single
insertion of an advertisement with a misprint in the small column
of a local newspaper, and his forgetfulness toward appointments).
This knowledge gave me even more bargaining power, and I
ended up owning the property with a 22 percent return on invest-
ment, as detailed in Chapter 12 on negotiations.
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Real Estate Firms

Another good source of leads is to be on the mailing lists of both
large and small commercial real estate brokerages to see what they
have on their books. Also, look in the commercial section of realty
magazines, and stay in regular contact with the handful of agents
who will understand what it is you are looking for.

I am baffled by the number of people who claim to shy away
from using real estate agents on the grounds that they do not like
paying commissions. For heaven’s sake, the seller pays the com-
mission,1 so lose the attitude!

Another common question I get is how to choose a real es-
tate agent. Again, there is no hard and fast rule. The best thing
to do is to interview them. By this I do not mean sitting them
down for a formal interview, but rather meeting with them, hav-
ing a chat, and getting a feel for whether the two of you will be a
good match.

For instance, a lot of investors refuse to deal with a real estate
agent who is himself an investor, on the grounds that should the
agent come across a listing that is a real bargain, he will snap it up
himself rather than pass it on to you. While I am sure there must
be instances where this has happened, the risk of losing a bargain
to your agent will be overwhelmingly compensated by the com-
mensurate advantages of dealing with an agent who understands
what investing is all about.

An investor-agent will not waste your time with inane com-
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ments like, “It must be a good deal as otherwise the seller would
be asking more.” An investor-agent understands your need for
cash flow and will even offer leads on potential tenants, knowing
that if you can marry the tenant to the property he is trying to sell
you, he will get one or maybe two commissions (the selling com-
mission and the leasing commission).

An investor-agent may come to you with a property that he
would dearly like to acquire, but he simply does not have the re-
sources on his own to do so. A lucrative partnership may result,
where his firm even offers to do the management at “mates rates”
(a discounted fee).

So during your informal interview with prospective agents,
get a feel for whether the agent is truly excited about the potential
of real estate and will therefore go the extra mile to ferret out a
great deal, source a tenant, or figure out a twist on a property that
may change its use or otherwise increase its value, or whether be-
ing a real estate agent is just a job for him that pays the bills. Your
success in real estate will depend partially on your skills at choos-
ing an agent who understands what it is you do.

Whenever I am in a new city or region, I will often step into a
real estate firm’s office (chosen at random) and simply ask the re-
ceptionist who would be the best commercial investment agent
there. If she hesitates, let alone states that they don’t deal in invest-
ment real estate, I simply move on. Usually, though, she will
choose someone and introduce me.

I then proceed to ask this agent, “What would be the top
three investment properties you have on your books right now?”
If he leans back in his chair, puts his hands behind his head, kicks
his feet onto his desk (revealing white shoes), and says with a
smirk, “They are all good investment properties—now how much
do you have to spend today?” then once again, I move on.
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However, if he thinks it over and states, “It would have to be
these three. Take this one, for instance,” showing me photos and a
file of the property he is talking about, “it has been on the market for
over three months. Similar buildings in the vicinity are selling for
$2.6 million, and yet this one can’t muster much interest at $2.1 mil-
lion. And yet it has better freeway access, a new air-conditioning
plant, and a high security fence around the perimeter.” Now this
agent seems to understand what constitutes a great investment.

Finding great agents is a matter of trial and error. Also, as
time goes on, people evolve, and great agents may lose interest in
the game (or may have made so much money they can opt out)
while previously mediocre agents may become experts and useful
allies. Always keep an open mind, but at the same time ensure you
are dealing with agents who can support your goal of increasing
your equity, collateral, and cash flow through the judicious acqui-
sition of commercial real estate.

The Internet

The more you can catch yourself saying, “I remember a time
when . . . ,” the more you realize you are getting inexorably older.
When I got started in real estate, there was no Internet, and not
even any cell phones. While there were many advantages to that
relatively primitive age, we are not here to debate the relative mer-
its. The reality is that we do have cell phones and the Internet, and
if you want to be competitive, you have to embrace these new
technologies or be overtaken by those who can find and transact
deals faster than you ever dreamt possible with your mentality
stuck in the past.
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The Internet is in fact a great resource when it comes to real
estate. It is entirely possible to search listings online, evaluate
deals, submit offers, conduct due diligence, apply for finance,
arrange insurance, attract tenants, and manage the property, all
completely over the Internet. Furthermore, since it no longer mat-
ters whether you are in the next building, down the road, across
town, or halfway around the world, the Internet has made it possi-
ble to invest in other countries without needing to have a physical
presence there. This latter phenomenon—the ease of investing
abroad largely because of the Internet—has created great opportu-
nities for investors. We explore foreign real estate investments in
Chapter 22.

Keep your eye on the Internet and the many sites that offer
commercial real estate for sale. As time goes on, the Internet is be-
coming increasingly popular as a means of sifting through listings.
This means that more and more properties offered for sale will be
able to be found on the Internet. Unfortunately, the commensurate
disadvantage is that it is now also a lot easier for everyone else to
find these listings. Having said that, it is still worthwhile studying
these properties, as it gives you a feel for where the market is at,
and every now and then you will still find a bargain that meets
your criteria.

Just as it is inevitable that we will eventually stop printing
telephone books, opting instead for the ease of searching and in-
stant updates of online electronic databases, so too will most
real estate listings eventually be offered predominantly on the
Internet. Not only can information on the property be listed, but
information can be included on the area, school district, shop-
ping facilities, and other amenities, as well as an analysis of the
investment.
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Keeping Your Eyes Peeled

A great source of deals is simply to keep your eyes wide open as
you go about your daily business. A handmade “For Sale” sign at
least opens up the possibility that the owner is trying to sell the
property himself without the commission expense of a real estate
firm, and therefore without such a firm’s expertise as to what the
property may be worth. Of course a “For Sale by Owner” sign is a
giveaway that there is no agent involved. The significance of this
is not that the involvement of an agent is undesirable from a
buyer’s perspective (on the contrary, they can provide useful in-
formation such as recent comparable sales, known as “comps”;
market trends; and suggestions as to what to do with the prop-
erty). Rather, it is that in trying to save maybe 6 percent agent’s
commission, the seller is showing that he is willing to risk selling
at way below market value.

Apart from “For Sale” signs, you may also notice “For Lease”
signs on buildings. If the building has been available for lease for a
long time, then the owner may be ready to give up on finding a
tenant and instead feel forced to sell. You, in turn, may be able to
buy the property for a great price, knowing that you can more eas-
ily find a tenant.

Often you will see a sign that says “For Sale or Lease.” This,
of course, is a dead giveaway that the owner is nearing his wits’
end, as he cannot easily find a tenant or buyer, and is willing to
settle for either—whichever comes along first. There may well be a
great opportunity here to acquire a bargain.

Another benefit of driving around is that in addition to “For
Sale” signs, “For Lease” signs, and “For Sale or Lease” signs, you
will see properties without any signs but which look as though the
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owner would be grateful for any offer. I am talking about build-
ings that look derelict, where the grass is overgrown, trash is
blown up against the fences, the windows are all covered in layers
of dust, and there are weeds in the driveways and parking areas.
These owners don’t even have the motivation to put up a “For
Sale” sign! Go to the county assessor’s office, land transfer office,
or whatever it is called where you live, look up who the registered
owner is, and contact them to see if they are willing to sell. Nine
out of ten may be offended by the intrusion, but the tenth may
thank you for making him an offer—even a low one.

Keeping your eyes open for potential deals pays big divi-
dends. In this regard, if you commute between your home and an
office, or if you take kids to school every day, or if you have other
destinations that you drive to regularly, do not take the same route
each time. That would be as boring as having the same hotel room
in the same location for each annual vacation. You could be miss-
ing out on a great “For Sale by Owner” deal one block over from
your normal, seen-it-a-thousand-times-before route.

Years ago I was running a mentoring program for a dozen
people. One participant was a Samoan chap who lamented to me
on the very first day that his chances of success in real estate were
very limited, as he was so hard up that he was working two shifts
driving a taxi cab for 16 hours a day, and by the time he had eaten,
slept, and said hello to his family, there was no time left over to
start looking at real estate deals.

“No time to start looking at real estate deals?” I asked incred-
ulously. “You don’t know how lucky you are! You get to spend six-
teen hours a day driving around town looking at new deals on the
market. You will be one of the first to know where all the new ‘For
Sale’ signs are. You get to talk with dozens of people each day,
some of whom will be in the industry. Use your eyes, ears, and
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mouth, and you will soon be on your way.” With this new per-
spective on his situation, he ended up finding deal after deal, and
eventually brought many family members into his growing real
estate empire. So if you think it is difficult for you to drive around
looking for deals, maybe you should become a taxi driver for a
while to get a new perspective on things.

Networking

While I was living in Christchurch, New Zealand, I would get to-
gether once a week for an early breakfast with a bunch of eager
people involved in some aspect of real estate. We had a real estate
agent, a financier, a leasing agent, and a few keen people wanting
to break into real estate, all contributing ideas, contacts, listings,
and generous doses of enthusiasm. There is an old but true saying
that you become the company you keep. If you hang with people
who think that the world owes them a living, that the government
should pay them more money for doing nothing, and that all
wealthy people must be sinister, then you will start to lose your
creativity. Fire some of your friends every now and then so that
you surround yourself only with positive, upbeat people. Remem-
ber, you become the company you keep!

Word of Mouth

Looking at advertisements, surfing the Internet, and driving
around town looking for deals, while valid methods of finding
real estate for sale, are not necessarily the ultimate methods of
sourcing great deals. The best method, in my experience, is what
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comes to you through word-of-mouth. If you tell enough people
that you are on the lookout for great real estate deals, and if you
remind them of this often enough and with sufficient enthusiasm,
then deals will come your way with monotonous regularity.

You may think that your Uncle Tom could not possibly help
you in your career. After all, he sells health insurance, so what
could he possibly know about commercial real estate? If you tell
him what you are up to (buying judiciously priced commercial
real estate) and that you are always on the lookout for new oppor-
tunities, he may not come up with 10 deals for you before dinner
that night, but you may just get a phone call in the months ahead
from a friend of Uncle Tom’s dentist, who heard about your en-
deavors and has a proposition for you.

Soon after moving to Phoenix I took a visiting investor from
Australia to La Grande Orange, an upbeat eatery down the road
from our offices (who, incidentally, leases office space in one of our
buildings). I was talking with this visitor while waiting to place
our order, when a man, overhearing our accents, commented that
it was not common to hear two Australians talking in Phoenix. Of
course I had to point out that the two Australians were my visitor
and himself, for I was definitely not Australian, but rather a New
Zealander.

Anyway, the interjector, Adrian Heyman, joined us for
lunch. It turned out that he was a real estate agent with uncom-
monly good connections to bankers who deal with the inappro-
priately named real estate owned (REO) properties. They should
be called bank-owned, as the bank has foreclosed on them and
taken them back, although BO is probably not a good acronym.
Perhaps REO is short for real estate owned by banks. Anyway,
Adrian also has an uncommonly good sense of humor, despite
his misfortune of being born on the wrong side of the Tasman
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Sea. We started looking at deals around town, became good
friends, and now attend each others’ children’s birthday parties.
You never know where your next lead is going to come from. Be
open to possibilities, be interested in what others have to say,
and be interesting, otherwise you will be dumped on the scrap
heap of indifference.

Early on in my negotiations with the National Association of
Realtors (NAR) when they were first looking at endorsing one of
my books,2 the woman I was primarily dealing with phoned me to
say her grandfather had 80 acres of land in Tonopah, Arizona, that
he wanted to sell, and asked if I had any interest. Think about this.
She was part of the management team that had, at the time, 1.2
million real estate agents as members (there are more now), and
yet she asked me if I had any interest in her grandfather’s land. Let
people know what you are doing with enthusiasm and pride, and
people will beat a path to your door to catch some of your energy.

Just how do you let people know what you do? First, watch
less television, talk a bit more, and listen a lot more. Furthermore,
take out your business card right now, and study it. I mean it, take
it out right now! I know that 99 out of 100 people have their name
in bold, large letters, and underneath, in smaller letters, is an offi-
cial sounding title such as “Senior Vice President” or “Southern
Regional Rep.” These lofty-sounding titles can be as ridiculous as
“dust relocation engineer” for house cleaner. For a while when
signing my name to official documents requiring a title, I would
put, “Chief Assistant to the Junior Clerk.” Most people were so
impressed with the sound of it they failed to register the meaning.
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Well, dang it all, how are people going to know that you are
ready, willing, and able to buy commercial real estate if your card
is like 99 out of 100?

The first thing you have to do is change your title to “Com-
mercial Real Estate Investor,” or, if you want to be a bit more dar-
ing, “Commercial Real Estate Deal Maker.” The second thing is
you must realize that no one other than your mother and a hand-
ful of other people are going to be interested in your name. So in-
stead of having a card like this:

Try something more like this:
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Furthermore, you may put a tagline on the card to explain
what you do, as follows:

The benefits of having business cards with your title of Com-
mercial Real Estate Investor emblazoned across it, and a tagline to
explain what you do, are twofold. First, it obviously lets everyone
who receives your card know exactly what it is you do. Compared
with your previous cards, this is a huge step in the right direction!
Knowing that you are the southern regional rep will no sooner
bring forth a commercial real estate deal than it will an offer of a
free ticket to an Elton John concert.

The second benefit is that each time you give out a card, it re-
minds you of what you do. It reinforces in your mind the fact that
you are truly a commercial real estate investor. Even if you are just
getting started, still put “Commercial Real Estate Investor” and
not “Budding Investor,” “Would Be If I Could Be Investor,” “In-
tending, Hoping, and Praying to be an Investor,” or anything like
that. You simply state that you are a commercial real estate in-
vestor. In this manner, you will infuse the notion into your subcon-
scious mind, which will help manifest this reality in your life.

Letting people know what it is you do is a crucial step to
achieving your goals. To further enhance your chances of having
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people help you on your way, why not print something like this on
the back of your business card:

Chances are that many people, on hearing that you invest in
commercial real estate, will think the entire topic is way over their
heads, and will therefore not even think to offer you any leads. How-
ever, to these same people, $1,000 may be a sufficiently large sum to
entice them to keep a vigilant lookout for you. If the storage facility
down the road from them comes on the market, they may just phone
you. If they see that the gas station on the corner near where their
aunt lives is for sale, they may e-mail you. Let people know what
you do, and give them every reason and opportunity to contact you.

I will never forget traveling to Los Angeles to run a seminar
some years ago. The event was being held at a hotel close to LAX
airport. When I was driven through the car park to the lobby, I no-
ticed a large parked van with “We Buy Real Estate, Phone (555)
123-4567” emblazoned in foot-high letters on both sides of the ve-
hicle. During the seminar, I made reference to this van, and asked
how many people in the audience had noticed it. Nearly every
person in the room put up a hand. I then asked for the owner to
come to a microphone. I asked him if the sign worked for him,
and through an enormous grin he said something like, “It works
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astoundingly well.” I asked him why he was grinning, and his re-
sponse was, “It works so well that frankly I cannot understand
why more people do not do this. I’m a bit scared that after tonight
everyone will do this and we’ll lose our competitive advantage.”

People often come up to me and ask me to help them make a
fortune in real estate. They claim they have been trying really hard
but have not managed to make any headway. I ask to see their busi-
ness cards, which are usually nondescript with their names in a
large font and a nondescript title. No wonder they haven’t made
any headway! And how arrogant of them to expect me to drop
everything I am doing to help them, when they are not even willing
to let other people (let alone themselves) know what it is they do.

So get on the phone or Internet and order yourself some new
business cards. If you are really cheap, there are many outfits on
the Internet that will print them free for you.

Maybe this will be a good indication of your dedication to
commercial real estate: Will you, within a few days, have a new set
of business cards? They need not necessarily replace your existing
cards, which you may need to keep for your work or other pur-
poses. However, there is nothing wrong with having a second set
that you use for all real estate–related activities.

Helping Other People

A few years back, I ran a three-day real estate investment seminar
at the Arizona Biltmore Hotel. It is a beautiful hotel, inspired in
part by famed architect Frank Lloyd Wright, and it suits me in par-
ticular because it is walking distance from my home. We had a
great turnout at this seminar, with investors coming from as far
away as Australia, Hong Kong, and Ireland.
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On the third day, we ran a bus tour all over Phoenix, showing
properties that were for sale that illustrated the topics that had
been discussed in the previous two days. While the buses were
stopped at a water-ski lake development similar to the one that I
am involved with through Best Choice Properties, a participant
from Ireland by the name of Ian Jackson walked up to me as I was
finishing a call on my cell phone, and asked in his thick Irish
brogue whether I liked the Sony Ericsson. Yes, I said, I did, but I
was bothered by one thing. It was, by all accounts, Sony Ericsson’s
top-of-the-line PDA phone, and had Bluetooth built in. Similarly, I
had the top-of-the-line Lexus automobile with the ultra luxury kit,
also with Bluetooth built in. And yet my top-of-the-line phone
couldn’t talk with my top-of-the-line car. We chuckled about this,
and must have discussed other matters; before long the bus tour
continued, and that night the event was over.

Three weeks later, I received a brown box in the mail at the
office. Being busy, and having no clue as to who it was from, I left
it till the end of the day, when I thought I had better open it to find
out what was inside. To my surprise, it was a brand-new Sony Er-
icsson, the then-latest Sony PDA phone and successor to my
model, which worked smoothly and first time with my Lexus,
compliments of Ian Jackson.

A few months later I ran an event in Birmingham, England,
and there was Ian Jackson again, with his son Tim. Thereafter Ian
would turn up in Phoenix, doing deals and attending courses,
usually with one or more family members in tow. We would meet
for dinner, talk about real estate, the joy of having kids, and the
meaning of life, and over time we became friends.

One day Ian phoned me and said that he was involved with a
company in the United Kingdom that provided leads on residential
properties that could be acquired for around 75 percent of market
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value. It was called A Quick Sale (www.AQuickSale.co.uk), and Ian
had told the owners that he knew me and that we should all get to-
gether. Despite some initial disbelief that Ian did in fact know me,
the owners of the company duly came out to the United States, and
we got to brainstorming. The net effect was that I ended up speak-
ing at their national conference in the United Kingdom in December
of that year. While speaking, I touched on the merits of commercial
real estate, and this inspired the franchisees of A Quick Sale to lobby
the owners to set up a commercial franchise network (up until then
the organization was entirely residential). And so, in the following
March, I opened the commercial division of A Quick Sale in Coven-
try with a two-day conference on commercial real estate.

Ian Jackson had been buying up more franchises in the
United Kingdom, and now we are discussing how we may get in-
volved in the U.S. side of the operation.

The point behind all of this is that being friendly, kind, and
encouraging toward others is not something to be embarrassed
about. Rather, great friendships and business relations can be
formed from the most simple of meetings. Have an open mind, be
kind, be fair, be curious, be cautious, be adventurous, do some
good, teach a little, learn a little, make some money, give some of it
away, and cherish the friends you make along the way.

The 100:10:3:1 Rule

Patience and perseverance seem to be qualities that are not easy to
find these days. I am stunned at the number of people who attend
a seminar or read some of my writings, and then contact my office
two weeks later and complain, “I looked for a great deal for two
weeks and haven’t found anything! Help me out!”
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So let me spell out one of my fundamental rules, the
100:10:3:1 rule. This rule simply states that you must look at 100
properties to find 10 that you may want to submit an offer on. Sub-
mitting 10 offers does not mean that 10 offers are accepted (if all
10 were accepted, then in general you would know that you are
offering too much). Of the 10 offers submitted, maybe only 3 are
accepted.

Similarly, having three accepted offers does not mean that
you can go ahead and buy all three properties. You still have to
complete due diligence (more on this in Chapter 11) and arrange
finance (see Chapter 13). Maybe you can only close on one of the
three accepted offers.

The net result is that you will have looked at 100 properties in
order to buy just one. And if you didn’t buy any out of the 100 you
looked at, then you would have to look at another 100 to have a
decent chance of ending up buying one of those.

In other words, finding a suitable property is a numbers
game. If you expect to be able to go out and look at two or three
commercial properties, and as a result find one that suits you, can
be bought at a good price, is cash flow positive, and has good
growth potential, then you are dreaming. It may happen with the
first property you look at, but by the same token you may look at
100 or even 200 and not find one that suits you. That is where the
patience and perseverance I mentioned come in.

By the way, the numbers 100, 10, 3, and 1 are not simply
pulled out of thin air. In my personal experience, and that of
countless associates and students, these are about the ratios that
work for both beginners and experienced investors. The challenge
is not that there is a shortage of deals out there. Rather, the chal-
lenge is that there is a shortage of patience, determination, perse-
verance, focus, and, dare I say it, sacrifice, to find them.
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What typically happens is that a budding investor, armed
with newfound knowledge of the 100:10:3:1 rule, optimistically
goes out into the market to look at 100 properties, thereby thinking
he will be guaranteed to end up buying one. During the first week,
he manages to look at six properties, and during the following
week, he manages to consider eight. Being the optimist he is, he
pulls out his calculator, and works out that at this rate he should
own a building within three months. So far, so good.

During the third week, however, he has to attend his cousin’s
engagement party; the following week it is raining; the week after,
he has a bit of a cold and is out of action for a couple of days and
not feeling too good for the rest of the week. The week after that,
he is on a retreat with work; the week after, he is so engrossed in a
computer game that he forgets to feed his cat, let alone look at
property; and the next week he throws up his hands and declares,
to himself as much as anyone else, that the silly 100:10:3:1 rule
simply doesn’t work. While this scenario may seem contrived, I
know the result is true: Most people do not have the singular focus
of looking at deal after deal after deal after deal, to find their nee-
dle in the haystack, even when they know that the deal of the
decade comes along about once a week.

Oddly enough, these same people can muster tremendous
personal resources to make sure that they get to see their weekly
soap or reality show (and the patience to put up with an average of
around 15 minutes of advertisements per hour while they watch
television). They demonstrate perseverance in regularly spending a
lot of time on their favorite social networking web sites, looking at
the inane personal information of complete strangers. They are will-
ing to sacrifice time with their loved ones to drink with people they
barely know. They show tremendous determination in acquiring
scalped tickets to the next basketball game. But often, when it comes
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to looking at real estate, these same qualities of resourcefulness, pa-
tience, perseverance, sacrifice, and determination are buried under
a notion that acquiring real estate is simply too difficult.

Most men spend more time deciding which car to get next than
they do looking for a piece of income-generating real estate. These
men will read consumer reports and car magazines, talk with their
buddies, test-drive countless vehicles, compare options, consider
brake/horsepower ratings and the number of seconds taken to reach
60 mph, talk with salesmen, and spend countless hours conducting
research on the Internet, all to buy a car that will cost money to own
and operate, and that will depreciate during the few brief years of
ownership. After two or three years, they go through this entire
process again to buy their next car. And yet they do not make any
time to look for an investment vehicle that only needs to be bought
once and will generate income, appreciate, and feed them forever.

Women, in general, do not dissipate as much energy choosing
a new car. Last week my nanny, Kim, turned up in a new VW.
When I asked her how it came about, she replied that she wasn’t re-
ally looking for a car that day, but when she saw it, she just loved it
and had to have it. Of course if women devoted all the time they
saved choosing a vehicle to finding commercial real estate, then
there would be a lot more wealthy female real estate investors.
Rather, they have their own passions that they like to devote time
to, which I would probably be wise not to comment on.

The point is, no one is going to walk up and hand you the title
of a great commercial deal on a silver platter. To acquire income-
generating real estate, you have to make the effort to look for, find,
negotiate, and finance deals. Every human being on this planet has
one thing in common: We all have 24 hours to spend each day.
How you spend your time each day will help determine the rest of
your life.
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Summary

When you accept that you have to look at a lot of properties to find
one that is suitable for you, you have the mind-set to succeed.
When you study the “Commercial Real Estate for Sale” section in
the newspapers, monitor listings on the Internet, keep in regular
contact with a selection of real estate agents, keep your eyes
peeled for potential properties for sale, have business cards that
announce what you do more prominently than what you are
called, and put the word out that you are in the market to acquire
properties, the deals will start to flow faster than you can analyze
them. Clearly, we will need a fast and efficient way of determining
if a property is a good investment—the topic of our next chapter.
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CHAPTER 11 

Analyzing Deals

Think back to my wet fish supply shop in Chapter 10. The asking
price was $59,000, and the triple-net lease had an annual income of
$10,400, resulting in a return on investment (ROI) of 17.63 percent.
When faced with an opportunity like this, what else is left to ana-
lyze? I had seen the building. It was old—maybe 50 years old—but
it was in sound condition. The business had been around for years,
so it had a proven track record. I was happy and confident to sign
the purchase contract without so much as pulling out a calculator.

Not all commercial real estate deals are this clear-cut. This
one was particularly small, had a single tenant, and was therefore
simple to figure out, even in your head.

More realistically, a commercial building may be on numer-
ous titles, all with different encumbrances, plot ratios, and reces-
sion planes. There may be 25 separately leasable premises, with
tenants on leases in 19 of them, month-to-month tenants in another
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four, and vacancies in the remaining two premises. Lease terms
may vary from tenant to tenant, rentals per square foot may be dif-
ferent, and some tenancies may include parking while others have
to pay extra for it. There may be three existing mortgages on the
property, with only two being assumable. Clearly, it would be dar-
ing to sign up for such a property on the spot without doing a bit
of work.

So just what do you need to find out? And is there a method
to quickly analyze a deal to know if it is worth pursuing?

Due Diligence

With commercial real estate, reference is often made to undertak-
ing due diligence. Generally, due diligence refers to the care a rea-
sonable person should take before entering into an agreement or a
transaction with another party. More specifically, as it relates to
real estate, due diligence simply means finding out enough about
a property to make sure it is a good deal. This includes reviewing
all financial records plus anything else relevant to the property
that could affect your decision as to whether you should buy it.

One of the first steps when doing due diligence is to make
sure that the seller is in fact the legal owner or representative of
the property being offered for sale. The following examples high-
light how crucial this is.

The Eiffel Tower was originally built for the World Exhibi-
tion in Paris in 1889. (See Figure 11.1.) Named after its famed de-
signer, Gustave Eiffel, the tower was intended to be demolished
at the end of the Expo. However, Parisians had been so impressed
with the new iconic symbol gracing their city and the astounding
views that could be enjoyed from its highest observation level,
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Figure 11.1 The Eiffel Tower, Sold Twice without Due Diligence
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that it was decided to let it continue to overlook the City of Love.
It was, after all, the tallest structure in the world, and remained so
until 1930.

In May 1925, however, a small article appeared in a Paris
newspaper that claimed the Eiffel Tower was in dire need of repair
as the iron was rusting. The cost of the repair was prohibitive, and
there was a brief comment that the government was exploring the
idea of tearing it down rather than repairing it.

Subsequently, letters were sent to five scrap iron dealers on
official government letterhead, inviting them to a hotel suite to
discuss a possible government contract. At this meeting an offi-
cial made the announcement that the government had indeed
decided to scrap the Eiffel Tower, and asked for bids to be ten-
dered for its sale, demolition, and scrap metal salvage. The offi-
cial added that since it was such a controversial move, the men
had to remain quiet regarding the tower’s fate or risk dramatic
public protests.

Within four days, all of the dealers submitted their bids. The
winner, André Poisson, was notified and he promptly paid.

There was only one problem. While the newspaper article
discussing the state of the tower had been real, the letters to the
iron dealers were fake. They were the work of notorious confi-
dence trickster Count Victor Lustig, who had forged the letter-
heads and played the role of the government official. When asked
by one of the dealers why, since this was a government contract,
the meeting was being held in a hotel suite, he answered that it
was all part of the elaborate plan to keep the information from the
public for as long as possible.

On receiving the payment of the winning bid, Count Lustig
fled to Zurich, where he read all the Paris daily newspapers, wait-
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ing for the story of his con to hit. It never did. Lustig concluded
that André Poisson was too embarrassed to own up to falling for
the con—so he returned to Paris, and, incredibly, sold the Eiffel
Tower for a second time.1

I, too, have been caught out by a failure to conduct sufficient
due diligence on the ownership of a property. I had bought a
building in Phoenix zoned for restricted commercial use. The zon-
ing was slated for a change to general commercial use, which to
me made the property more interesting. One day I was taking a
busload of Australian investors on a tour of Phoenix, and we all
got out of the bus to look at this property. With all these people as
witnesses, the owner of the property next door came over, identi-
fied himself, and announced that he owned 10 feet of the land on
my side of the fence and that he wanted it back straight away, so
the fence would have to be shifted and, further, all my buildings
on his land would have to be demolished.

Initially I wrote him off as someone trying to take me for a
ride. I asked why, if he owned a strip 10 feet wide, the fence,
driveways, curbing, and landscaping all indicated that the
boundary was where the fence was. He had some convoluted ex-
planation of unpaid back taxes by the previous owner of my
property, and an agreement to carve off 10 feet and give it to this
neighbor in return for him paying off the back taxes. I asked him
why the selling agent had not told me of this, and he replied that
he had repeatedly tried to explain the situation to her and supply
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her with supporting documentation so that she could fairly rep-
resent the facts, but that she had dismissed him as a fool and lit-
erally told him not to bother her again. In terms of entertainment
for my students, I could not have orchestrated a more amusing
situation.

The neighbor gave me his attorney’s card and invited me to
speak with him or check the title with the Maricopa County
records. I did both. It turns out he was absolutely right. The title
clearly showed a 10-foot strip of land under separate ownership
which, equally clearly, I had not bought. (See Figure 11.2.)

Needless to say, this should have been revealed by the seller.
Failing that, it should have been uncovered and revealed by the
selling agent, especially in the light of her arrogant dismissal of the
neighbor. It probably should have been uncovered by my buyer’s
agent, and by the title company. No one admitted any responsibil-
ity, and they all pointed the proverbial finger at the other partici-
pants to this transaction.

I contacted the broker for the selling agent, and he came back
and told me that the selling agent claimed she never once spoke
with the neighbor. He added that he was a veteran broker and an
expert witness in court cases, and that I wouldn’t stand a chance
with any court action.

This thinly veiled attempt to discourage me from pursuing
any litigation has nothing whatsoever to do with my decision
not to take any legal action. Rather, I am averse to battling
things out through attorneys, as often they are the ones who end
up with all the money, and you may still not get the outcome
that is right.

Instead, I talked with the neighbor, found out he was in some
considerable financial difficulty, and ended up buying the 10-foot
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strip of land from him for around half of what my attorney told
me it would probably cost to take it through the courts (with an
outcome that was still not guaranteed).

This strategy of avoiding aggressive confrontations and seek-
ing solutions that have benefits for everyone may have a few dis-
advantages at times, but overall it works in your favor. This past
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week, the same neighbor contacted me and stated that his finan-
cial situation had deteriorated to the extent that he was filing for
bankruptcy. He was tipping me off that his property (the one adja-
cent to mine) could be acquired, no longer for his original pur-
chase price or even its present appraisal, but for the amount of his
outstanding principal on the mortgage, or less if the bank were
willing to do a short sale.

Had the selling agent of my property treated him like a hu-
man being, maybe she would have gotten the listing for his house.
Maybe she or her broker could have been the ones to buy his prop-
erty for around half of its market value. They have not yet learned
the lesson that it’s not who’s right, but what’s right. Their arrogance
and fear of loss has delivered yet another buying opportunity to
me on a silver platter.

Nonetheless, it does illustrate the dire need to conduct your
due diligence carefully.

Note that sellers can (and often should) also perform a due
diligence analysis on the buyer. The main thing to consider is the
buyer’s ability to complete the purchase, as the last thing a seller
wants is to accept an offer from a buyer, send other potential buy-
ers away, and later find out that the purchaser was not good for
the purchase price.

Two categories need to be considered as part of the due dili-
gence. The first comprises items that, in general, cannot be quanti-
fied. We are talking about general street appeal (important for
retail space and some office space, but less important for ware-
houses); whether the property is on the edge of a floodplain;
whether there is good freeway access nearby; how close the prop-
erty is to a trunk railway line, airport, or seaport (these factors
may be more relevant for a warehouse); or the demographics of
passing foot traffic (this could be relevant to retail space).
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Also included in this category are items that may be quanti-
fied, but where it is difficult to know what to do with the numbers.
For instance, you may find out that foot traffic averages 600 pedes-
trians per hour, or that there are 32,000 cars going by on average
every day, but just what do you do with that information? Simi-
larly, you may want to know what high-speed Internet access op-
tions are available (DSL signals deteriorate the farther you are
from a telephone exchange, cable Internet requires that physical
cables are already in the area, and wireless Internet services do not
work equally well everywhere). But just what do you do with the
information that there is no cable, and DSL can deliver a maxi-
mum download speed of 1.5Mbps?

Fortunately, most of these items will already be taken care of
in the market rentals and cap rates for that particular area. Proper-
ties with great freeway access, high foot-traffic volumes, and fast
Internet capacity will generally attract a higher rental than compa-
rable buildings without these features. Similarly, cap rates will
generally be lower, as investors are willing to accept a lower re-
turn, knowing that in the event of a tenant not renewing a lease (or
going bankrupt) it will be easier to attract a new tenant to an ap-
pealing building with great qualitative features.

Note that the appeal of some features changes with time. For
instance, as an increasing proportion of goods are transported and
distributed by air as opposed to by sea (both domestically and in-
ternationally), the relative value of a warehouse with close and
easy access to a busy airport will go up, while a warehouse near a
soon-to-be-closed railway station or an aging and seldom-used
port will decline. Of course, if you have a warehouse near the port
of Long Beach, Rotterdam, or Singapore, rentals will remain high
as these ports continue to be very busy.

The point is, you have to be aware of features and trends that

Analyzing Deals 139

ccc_deroos_131-154_ch11.qxd  12/27/07  10:54 AM  Page 139



go beyond numbers that you can enter into a calculator. It is pre-
cisely because many of these items are difficult to quantify that
many purchasers do not bother to consider them.

While I cannot offer you a formula to evaluate commercial
real estate based on qualitative aspects (unlike the next category,
where I do have a formula), I encourage you to become aware of
trends in your neighborhood, your city, your province or state,
your country, and globally, because keeping abreast of what is
happening can prevent some costly blunders and can also lead
you to some spectacular deals. Read books like Thomas Fried-
man’s The Lexus and the Olive Tree (Farrar, Straus & Giroux, 1999)
and his more recent The World Is Flat (Farrar, Straus & Giroux,
2005) to find out how the world is evolving. Study The Sovereign

Individual, by James Davidson and William Rees-Mogg (Simon &
Schuster, 1997), to find out about what they call the “coming eco-
nomic revolution.” We live in an exciting age. Become a partici-
pant and, if you are really bold, help shape it.

The second category of items that need to be considered as
part of the due diligence process comprises all the facts and fig-
ures related to the property. The seller or his agent may claim that
the total land area is 38,000 square feet, or that the net rentable
area is 9,850 square meters, or that the present rent roll is $126,000,
or that property taxes are $20,817, or that the lease has another 12
years to run, but you would be foolish to rely on someone else’s
research, recollection, or assumptions.

Once, I was looking at a block of retail shops in downtown
San Diego, and the seller claimed a handsome ROI of 15 percent.
Early on in the due diligence process, however, I discovered that
the actual ROI was only a comparatively paltry 9 percent. When I
pointed out this dramatic difference to the seller, he merely
shrugged his shoulders and said, “Well it is still a very good deal!
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You should see how fast buildings are appreciating around here.”
I have no idea whether this was a genuine mistake or a contrived
method to boost the apparent returns and thus lure a buyer who
opted not to check the figures, but it does highlight the importance
of conducting your own due diligence.2

Part of the due diligence, then, is to confirm or establish what
certain key financial figures are, such as rental income, property
taxes, management fees, elevator service contract fees, other main-
tenance fees, and lease durations.

However, it is one thing to determine or verify what certain
key figures are. It is another thing altogether to know what to do
with these numbers. Most beginners in commercial real estate are
so keen to consummate their first deal, that just about all they will
look at is the ROI. Full of enthusiasm, they will point out that they
can buy a $1 million property with an ROI of 9 percent, and since
the mortgage they have lined up is only costing 8.5 percent, they
are ready to sign a contract there and then, because surely the prop-
erty must be cash flow positive, so what could possibly go wrong?

Well, here is one scenario of how you could lose out. Let’s say
you pay $1 million for this building, and you are happily collect-
ing your $90,000 a year in rent. One day, to your horror, you dis-
cover that the tenant is no longer there. He may have skipped
town (and you would then face hefty costs in trying to track him
down), or there may have been a clause in the lease (that you did
not study as part of your due diligence) that left him off the hook if
his franchisor went out of business, or perhaps the lease expired
(and you had foolishly taken the seller’s word at face value that
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the lease still had a decade to run). So far, there is no real problem,
as you have already learned how to attract a new tenant. However,
to your further horror, you discover that market rents in the area
for the size of building you have are only $40,000 a year, not the
$90,000 that the previous tenant was paying. Suddenly it dawns
on you that you may have been set up—an artificially high rent
was put in place between the seller and an accomplice for the sole
purpose of luring you into paying way too much for a building.

Four Questions to Ask about Any
Commercial Property

Consequently, when you are looking at any commercial property, I
encourage you to ask the following four questions:

1. What rent is being achieved in the subject property?

2. What are market rentals in the area?

3. What does the building cost per square foot or meter to
buy?

4. What is the replacement cost per square foot or meter?

Clearly you need to establish what the true rents are at pres-
ent. This may require some study of the lease. Apart from the tac-
tic previously described to artificially raise the rent, there could be
a deal between the landlord and the tenant whereby the rental
during the first year was free, in return for a greater-than-market
rent in subsequent years.

In addition to establishing the actual rents being collected on
the property, you need to determine what market rents are. If, for
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instance, the actual rent is $15 per square foot (psf) but market rents
are only $10 psf, then on the surface this may seem like a great deal
(you would be collecting more than the market is willing to offer),
but in reality this is a problem. For one, the higher-than-market
rent has already been capped out by the cap rate to give a high cap-
ital value—higher than it should be based on market rentals.
Should you lose your tenant, then you would in all probability not
attract a new tenant for anything more than $10 psf, and the capital
value would fall by one-third. Further, it will be a long time before
you can ever invoke a rent increase (market rents would have to
rise from $10 psf to over $15 psf), thereby limiting for quite some
time the growth in capital value of your property.

Conversely, if the actual rent collected is the same $15 psf, but
market rents are $20 psf, then this works in your favor. First, you
will probably be able to acquire the property at a discount to its
true market value, as it is the $15 psf that is being divided by the
market cap rate, and not $20 psf. Second, at the next rent review,
you know that you can increase the rental by a full 33 percent to
bring it up to market levels, thereby increasing the value of the
property by the same 33 percent.

As we mentioned in Chapter 8, increasing the rent by 33 per-
cent will open you up to accusations by tenants of being unfair,
unscrupulous, and usurious. They will argue vociferously that a
rental increase of a whopping 33 percent is unconscionable. How-
ever, when you point out to the tenants that market rents are in
fact already $20 psf, and that you are not unfairly increasing the
rent to what you see fit, but rather that they have enjoyed a sub-
stantial discount to market rentals for a long time, and you are
simply bringing them (belatedly) up to market levels, they will re-
alize how lucky they have been. Most will accept that if they had
to rent premises elsewhere, they would have to pay $20 psf, so
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they will be quite happy knowing they had a long-term discount
that has come to an unfortunate end.

Similarly, question 3 asks what the building costs per square
foot or meter to buy, so that we can compare that to (question 4)
what a new building would cost. If you are paying $2 million for a
building and the replacement cost is $3 million, that is likely to be a
good deal, as the difference could be accounted for by wear and
tear and depreciation. However, if you are paying $2 million for a
building, and the replacement cost is only $1 million, then you
have to wonder why you don’t simply go out and build a new one.

So if the rents being collected on a property are below market
levels, and the building is costing less than the cost of a new one,
then things are, so far, looking good.

Return on Investment

The concept of return on investment, or ROI, is probably the most
common indicator used to determine if a property is a good deal.
However, there are many flavors to the ROI.

For instance, if we define the ROI as the rental income di-
vided by purchase price, do we mean gross income or net income?
And if we are talking about net income, do we mean net pretax in-
come or net after-tax income? And is the servicing of a mortgage
taken into account as one of the expenses? After all, what is the
point of a 10 percent return if interest rates are 11 percent?

My challenge with all the variations on ROI that I have seen
brokers use is twofold. First off, each investor has a different set of
circumstances (cash in bank, creditworthiness, contacts to attract
tenants, resources to implement zone changes, etc.); therefore, a
property with an ROI of 10 percent may be appropriate for one in-
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vestor and totally inappropriate for another. Further, the ROI is
just a snapshot of how the property is performing in that instant—
it takes no account at all of what will happen in the future.

What I want is more than a snapshot of what is happening
now. I want a movie into the future. To help me create it, I relied on
the following words of wisdom:

The reasonable person accepts the world the way it is. The un-

reasonable person insists on changing the world to suit his

own devices. That is why all progress depends on unreason-

able people.

I had been playing around with spreadsheets and automated
analyses for years, and teamed up with various people to create
ways of analyzing real estate for both my own use and that of stu-
dents and clients. These tools, while functional, were not always
compelling. However, in June 2000, I met a Polish programmer in
Osaka, Japan, who lived in Australia with his Thai wife. He
demonstrated some of his software programs to me and, seeing
the brilliance of his programming, I unreasonably asked him to
create my movie. When he asked me how soon I wanted it, I an-
swered jokingly, “In six weeks’ time!” Rather than taking it as joke,
he pondered for a brief moment and then said it would probably
involve a few late nights, but got to work nonetheless.

My background in electrical engineering no doubt helped me
be able to specify exactly what I wanted and, to a certain extent, to
speak the same language as this computer programmer who was
as unreasonable as I was.

Six weeks later, in time for my annual tour of Australia, we
had the first incarnation of our now renowned Real Estate Acqui-
sition Program (REAP) software. In the ensuing seven years,
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REAP has been refined, streamlined, and enhanced to the point
where it has become the software of choice for serious investors all
over the world. It is the software I developed and use to analyze
my projects to determine their financial viability. As a commercial
investor yourself, you need some sort of system or program to an-
alyze your potential projects.

The REAP software incorporates my 30 years of experience in
real estate. It condenses what I know about real estate, extracts the
pertinent quantifiable figures relevant to a property, massages the
numbers in a logical way, and presents them in a way that lets in-
vestors know whether a particular property is suitable to them as an
investment, taking into account their specific circumstances. The
reports generated by REAP also serve to help secure mortgage
funding, obtain a good valuation or appraisal, and attract equity
partners to a deal. Being a movie rather than a snapshot, REAP ap-
peals to all but the most stoic of investor personalities.

The software is designed to serve one purpose: to help you
decide whether to buy a property. It is not a management package,
trend analyzer, or defaulting tenant debt collector.

Most beginner investors scribble down numbers on the back
of an envelope to work out ratios, or enter numbers into a calcula-
tor. The challenge is that if they repeat the exercise, they will likely
get a different result, as the second time around they forget to put
in the vacancy rate, or the management fees, or the property taxes.
Good software overcomes this by prompting for every relevant
detail each time.

As with any piece of software, the results are governed by the
acronym GIGO—garbage in, garbage out. In other words, the more
accurate the information you provide, the more accurate the results.

Here’s an example of how to use a program to analyze your
prospective property and see into the future. Assume you are
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considering buying a property for $10 million with a cash com-
ponent of $1 million (the rest of the purchase price will be fi-
nanced). Assume that in the first year, the pretax revenue (after
expenses) is $502,480. The net ROI is 5.02 percent—the $502,480
of pretax income divided by the $10 million purchase price. This
is the snapshot that I have referred to earlier. Remember, we
want the movie.

An investment analysis report (see Figure 11.3) shows that
while the pretax cash flow may be $502,480, the after-tax revenue
is $447,606 (building and contents depreciation reduced the tax lia-
bility). Furthermore, in the subsequent four years, the after-tax
revenues will be approximately $463,000, $481,000, $501,000, and
$523,000. Not only that, but the equity at the end of five years will
have increased to $7.9 million. Hold this thought.

Notice that the last line of the investment analysis reports
the internal rate of return (IRR). The textbook definition of the
IRR is technically correct and totally baffling, even to account-
ants: The IRR is the return that an investment would offer you,
such that if you took all future revenues, and calculated their net
present values, and added them all together, you would get a re-
turn equal to the cost of capital. (No, you don’t need to remem-
ber this definition!)

In this example, we are putting $1 million cash into the prop-
erty. In the first year, we are pulling out $447,606, in the next year
$463,000, then $481,000, $501,000, and $523,000. We also note that
at the end of five years, the equity in the property will have in-
creased to $7.9 million.

The IRR is the return that a bank would have to give you,
such that if you gave the bank the same $1 million, they could af-
ford to give you $447,606 at the end of year one, $463,000 at the
end of year two, $481,000 at the end of year three, $501,000 at the
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end of year four, and $523,000 at the end of year five. On top of
that they would have to give you $7.9 million. To do so, a bank
would have to offer you 116 percent interest.

The snapshot analysis shows gross ROI of 10 percent ($1 mil-
lion of gross income divided by the purchase price of $10 million).
This is what most brokers will tell you. I have no interest in this
snapshot! What do I care how much the property costs? I certainly
don’t have to come up with $10 million, so in that sense the $10
million is irrelevant to me—it is only relevant in financing the deal.

You may also be told that the net return is 5.02 percent (the
pretax revenue of $502,480 divided by the $10 million purchase
price). While this is useful added information to the 10 percent
gross return, it is still a snapshot of what is happening in that in-
stant, and is still related to the $10 million purchase price.

All I care about is how much cash I have to put in, and how
much cash I can pull out (or put in) each year, as well as the
buildup in equity. That is the essence of my cash-flow transaction
with the property. How much cash goes in, how much cash comes
out, and how does the equity increase over time? That is our
movie of the future.

The snapshot looks at today’s rent and divides it by today’s
purchase price. Two properties could have the same current return
of, say, 10 percent, even when one is in a declining market with de-
clining rentals and capital values, and the other is in the fastest-
growing market in the world. This is not very sophisticated analysis!

The movie looks at today’s rent, to be sure, but also considers
how those rents change over time. It acknowledges the purchase
price, but it also considers the market value at the time of pur-
chase, and then works out how the capital value changes over
time according to the capital growth rate. The movie takes into ac-
count all acquisition expenses, and knows which can be deducted
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for taxation purposes and which must be capitalized and depreci-
ated. The movie takes into account all expenses associated with
the property, and how these change over time, and gives you a
net after-tax income figure for each year. By taking each year’s net
after-tax income figure and combining it with the buildup in eq-
uity, you get to see how the property performs over time.

Once you are familiar with the movie, then hearing an agent
tell you that a property has an ROI of 10 percent will seem as use-
ful as knowing that a car consumes about 20 gallons of gas per
tank. Knowing that the gas tank holds 20 gallons is perhaps of
some value, but surely you want to know the rate at which the gas
is consumed? Imagine asking your car dealer what the gas con-
sumption was, because you felt that “20 gallons of gas per tank”
was insufficient information to decide if you wanted to buy the
car. Imagine that after much sighing and calculating, he comes up
with the answer, “I’ve got it! The car consumes three gallons per
hour!” Again, this is not the information you wanted. You would
now need to know at what speed the car was traveling to work out
what you really want to know, which is miles per gallon.3

The main reason I am not particularly interested in the ROI is
because it divides the rental income by the purchase price, and yet
the purchase price is about as useful to me as knowing how many
gallons of gas a tank holds. Let me illustrate this.

Imagine you have a choice between two commercial proper-
ties. The first has an income of $1 million, and can be bought for
$10 million with 10 percent cash. The second property also has an
income of $1 million, and can be bought for $20 million with 10
percent cash. Which one would you buy?
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Before dismissing this exercise as trivial, think very carefully.
Clearly, on the basis of ROI alone, you would choose the $10 mil-
lion property, as $1 million generated by a $10 million investment
sounds better than $1 million generated by a $20 million invest-
ment. However, what if the $20 million property came with an as-
sumable mortgage at 3 percent interest, whereas you could only
raise financing at 8.7 percent for the $10 million property? Interest
at 8.7 percent on a $9 million loan is $783,000, whereas 3 percent
interest on an $18 million loan is only $540,000. After deducting
mortgage interest, the return on the $10 million property is 2.17
percent ($217,000 divided by $10 million), whereas the return on
the $20 million property is 2.3 percent ($460,000 divided by $20
million). Now which is the better deal?

Think this is too contrived? A former student and now friend,
R.S. Schmitt, came to me with a property that was for sale in the
Scottsdale Airpark. It was a large warehouse of some 44,000 square
feet, and came with an assumable loan that was all of 0 percent for
the first year, 1 percent for the second year, 2 percent for the third
year, 3 percent for the fourth year, and 4 percent thereafter. If you
don’t think these opportunities exist, you will never find them, be-
cause even if one was presented to you on a proverbial silver plat-
ter, you would not believe it and would therefore dismiss the deal
as a hoax.

Furthermore, in the comparison of the $10 million and $20
million properties, what if the first property had no fixtures or
chattels that could be depreciated, whereas the second property
came with chattels worth $8 million that could be depreciated at
an average of 30 percent? Paying tax on $2.4 million less income
(as a result of the depreciation allowance) could save $1.18 mil-
lion in tax, assuming a 49 percent marginal tax rate. Your effective
income would now be $2.18 million on the $20 million property
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($1 million of rental income plus the $1.18 million of tax rebate),
giving an effective ROI of nearly 11 percent, versus only 10 per-
cent on the $10 million property.

Combining the mortgage interest and depreciation al-
lowances, the $10 million property has a net income of $217,000,
giving an ROI of 2.17 percent ($217,000 divided by $10 million) and
a cash-on-cash return of 21.7 percent ($217,000 divided by $1 mil-
lion). The $20 million property, however, has an effective net in-
come of $1.64 million ($1 million of initial rental income, plus $1.18
million of depreciation rebate, less the $540,000 mortgage interest),
giving an ROI of 8.2 percent ($1.64 million divided by $20 million)
and a cash-on-cash return of 82 percent ($1.64 million divided by
$2 million).

So now which is the better deal?
To further sway you from your initial reaction to buy the $10

million property, assume both properties were being offered at
their respective market values. Since they both had rental incomes
of $1 million, then market cap rates for the $10 million property
must be 10 percent, and market cap rates for the $20 million prop-
erty must be 5 percent. If both properties are subject to a 5 percent
rental increase at the next rent review, then the rents go from $1
million to $1.05 million in both cases. However, with the $10 mil-
lion building, that will only result in an increase in value of
$500,000, whereas with the $20 million building, the same rent in-
crease will result in an increase in value of $1 million.

Simply looking at a snapshot of the present rent and dividing
it by the purchase price, while better than nothing, is not suffi-
ciently sophisticated for you to make smart decisions as to which
properties to buy. You need a tool that can quickly take all factors
into account (such as mortgage interest and depreciation al-
lowances) to work out the true effect on your returns.
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It is, of course, impossible to expect any piece of software to
give you a green or red light with regard to a property acquisition.
Whether a deal is good depends largely on the circumstances of
the investor. For instance, an investor with little cash but a lot of
energy to put into a deal may be able to buy a high-yielding prop-
erty that requires a bit of maintenance. Conversely, an investor
with a lot of cash may be able to suffer a much lower return, in ex-
change for being able to buy a worry-free building in a more rap-
idly appreciating area.

After you have used software to analyze a couple of proper-
ties, you will find it difficult to revert back to analyzing properties
with pencil and paper. Good software takes the emotion out of the
decision as to whether you should buy the property. Furthermore,
as Chapter 13 explains, you can include the reports from software
with your proposal for financing to enhance the likelihood of ob-
taining mortgage funding, as the banker will be inclined to think,
“Based on these numbers, it looks like a good deal.”

Bear in mind that no software should make every deal look
good. Rather, it should help you find great deals. Therefore, if a
deal does not look good on paper when a banker is considering
funding it, you probably don’t want to buy the property anyway.
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CHAPTER 12 

Negotiating Commercial 
Real Estate Deals

Even when you have found many prospective investment proper-
ties and analyzed them to determine which you want to buy, there
can still be a bit of work involved in actually acquiring them. You
may have found a building with an asking price of $1 million. If
you have the $1 million, in the form of either cash or a line of
credit from a financial institution, then you could simply sign a
contract to acquire the property, and you would own it. Usually,
however, an acquisition takes more negotiation than that, as either
you (the buyer) or the seller may want—or need—to haggle over
the price, size of the down payment, interest rate on any carry-
back loan, length of time that the seller guarantees the rental from
month-to-month tenancies, and so forth.
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There is a saying that you don’t get what you deserve, you
get what you negotiate. Clearly, an ability to negotiate will come in
handy.

The Uncooperative Seller

Early one December I came across an advertisement in a local
newspaper for a block of three shops for sale in a popular seaside
resort. The advertisement quoted returns of 16 percent, and gave
an agent’s phone number. The returns seemed high to me, so I
phoned and asked the agent if local taxes had inadvertently been
included in the quoted return. She replied somewhat indignantly
(and erroneously) that the tax did not apply to commercial real es-
tate. She suggested that I talk with the seller, who operated a shop
in one of the three premises.

In order to determine the basis of any negotiations, it pays to
discover as much as you can about a property, the seller, and his
motivation for selling. So off I went to his shop. There were no cus-
tomers, so I introduced myself and asked him why he was selling
the building. He replied very bluntly that he was far too busy to
talk (remember he had no clients at that stage) and referred me to
his real estate agent. While at the time it seemed frustrating that
the agent did not know the answers to my questions, and the seller
didn’t make time to give me any answers, I also felt great about
this situation. I knew that anyone else trying to find out anything
about this building to help them determine whether they wanted
to buy it would also face a dearth of information.

By talking with the remaining two tenants, I determined that
the quoted returns of 16 percent were net of any taxes, and so I
went back to the agent and suggested that I submit an offer. By
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now it was the middle of December, and her answer stunned me.
“No,” she said, “I cannot do that, as I am packing to go away on
vacation.”

“Wow!” I said, “must be some vacation. Where are you go-
ing? To Europe for six months?” She replied that she was only go-
ing down the road for a few days, but was adamant that she was
too busy to be bothered with submitting an offer.

Once again, my reaction was “Great!” Every day that the
owner could not muster the energy to talk about his building, and
every day that the agent couldn’t be bothered giving her client a
written offer from a serious and interested buyer, the seller’s ex-
pectation of purchase price had to be falling steadily.

In the end, she did not submit my offer until January 11, by
which time I had reduced it substantially. It was not countered,
but rather accepted “as is.” Everyone was happy—the seller didn’t
have to answer any questions, the agent had her relaxed, uninter-
rupted vacation down the road without having to even think
about submitting an offer, and I got a building for less than I had
been willing to pay that December, and which in the years since
has increased in value by a factor of five. 

In the negotiation game, every bit of information is useful.
Knowing that the seller and his agent were slow to respond, not
focused, not on top of their game with facts and information, and
a bit rude on top of it all, was useful. It meant that my competitors
were more likely to be locked out of this game. I just sat back, low-
ered my offer, and ended up getting the property anyway, without
even the hint of a competing buyer anywhere in sight.

All negotiations involve some give-and-take. I mentioned
earlier a property that was advertised as being for sale at $12,000,
but there was an error and the price should have read $120,000.
The owner wanted to stay on as the tenant at $20,000 per annum. I
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decided to proceed with the acquisition, and had the property un-
der contract at that price. However, just as I was about to close on
the property, the seller announced unemotionally that in order for
me to acquire the property, I now had to pay him $130,000.

My first reaction was, “You have got to be kidding! We have a
contract at $120,000, so why on earth would I agree to pay you
more?” He explained that if he only received $120,000, he could
not pay off all his combined debt on the property, and so couldn’t
promise a clear title. I knew that I could pursue him for what is
called specific performance (his failure to meet his contractual obli-
gations), but I realized that with his debt loading, the chances of
getting anything were pretty remote.

Instead of venting my dismay, I asked him why I should
agree to paying $130,000. He replied that he would be happy to
pay not just the agreed-upon rental of $20,000 per annum, but
rather $22,000. The restaurant business could sustain this rental, so
it seemed like a good solution.

Would you have agreed to pay him $10,000 more? Remember,
the extra rental represented a 20 percent return on the $10,000.
Think of your answer before reading on!

I did not pay him the extra $10,000. Instead, I said that I
would lend him the extra $10,000, and that he would have to repay
it on the earliest of (a) his default of the lease, (b) the expiry of the
lease, or (c) the sale of his business. To cover myself, I took a chat-
tel mortgage over his plant and equipment.

Five weeks after closing on the property, he sold his business,
and I got my $10,000 back. In the meantime, of course, the rent
was still $22,000 per annum. Thus my returns had increased from
16.67 percent ($20,000 of rental income divided by a purchase
price of $120,000) to 16.92 percent ($22,000 of rental income di-
vided by an initial capital outlay of $130,000) to 18.33 percent
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($22,000 of rental income divided by the ultimate capital outlay of
only $120,000). Also, the capital value of the property had in-
creased on account of the greater rental income. I was better off in
terms of cash flow, equity, and capital value.

The lesson is this: When situations arise that look like deal
breakers, keep your cool and try to figure out a solution that will
benefit everyone. I could have opted to sue the seller for specific
performance. Not only would I have missed out on this deal, but I
also would not have embarked on a joint venture with the seller
(unlikely to have happened if we had ended up fighting over a
lousy $10,000) in what turned out to be the most elegant restau-
rant, bar, and member’s club in town. In fact, when Peter Jackson
was directing The Frighteners (long before his fame as a director of
the Lord of the Rings trilogy), the cast used to frequent our club,
which is how I got to meet Michael J. Fox. In fact, my involvement
in this property led to many lucrative real estate investments.

Other Negotiations

As a commercial real estate investor, your negotiation skills will be
put to the test not only with real estate acquisitions, but you will also
need to negotiate leases and their terms with prospective tenants.

When it comes to leases, avoid using the rental level as a ne-
gotiating chip. Try to establish the rental as being fixed and non-
negotiable. Rather, negotiate on the number and location of
parking spots allocated to the premises, the ability to use a stor-
age room, your willingness to paint the interior of the premises
prior to the tenant moving in, how many years you will grant
them in their initial term, and how many rights of renewal you
will give them.
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Painting the interior of a large office may cost you as much as
the rental income you would forgo dropping the rent for a tenant.
However, the advantages of painting the interior over dropping
the rent are threefold. First, you establish a base rental for the of-
fices, which will come in useful when you are looking for tenants
on other floors. You can cite this rental as part of the comps. Sec-
ond, any future rent increases will be based on the higher rent and
not on a discounted rent. And third, when it comes to appraisals,
your building will appraise higher with the nondiscounted rents
in place. This is because it is the rental income that is divided by
the cap rate, and not the amount of money you spent painting (of
course, a freshly painted interior will not have a detrimental effect
on an appraisal).

Having just written that it is best not to drop the rent for any
reason, I have nevertheless had situations where the tenants have
asked for a reduced rental in the first year of a lease, in return for
which they agree to spend money and effort making various im-
provements to the building. If the tenants are appropriately
skilled, there is nothing wrong with this arrangement.

The wife of one of our tenants is an interior designer and of-
fered her skills (and access to wholesale prices) to completely re-
model the interior of her husband’s offices. They did not ask for a
reduction in rent. The office needed to be remodeled anyway, so
we gratefully accepted the offer.

Overall, the trick to any negotiation is to think long-term. Most
people think short-term. Well, in actual fact, most people do not
think much at all, but when they do, they have a horizon that spans
until the end of the week, and occasionally until the end of the
month. Going back to the example of painting versus reducing the
rent, on a short-term basis, reducing the rent is the more attractive
offer. Painting requires a large injection of cash right now, whereas
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reducing the rent does not require a cash injection at all. However,
when viewed long-term, painting is the better option. The cost is tax
deductible, the building looks fresher, and, most important, your
rentals remain high, so that the capital value stays high.

Before you enter into any negotiations, think about what
your long-term outcomes are (rather than your short-term gains),
and then structure a deal that has benefits for everyone. Be fair, be
prepared to give a bit, and if the deal simply is not good enough
for you, walk away.
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CHAPTER 13 

Financing Commercial 
Real Estate

While finding, analyzing, and negotiating great real estate deals
may seem complex at first, the real art in acquiring commercial
real estate is in arranging finance. As I keep saying, the deal of the
decade comes along about once a week. Finding great deals is not
a big challenge. If we had access to unlimited financing, we could
acquire deal after deal. We need to learn how to get financing with
confidence.

When I got started in real estate, applying for a mortgage was
a formidable and nerve-racking task. This was in the days before
independent loan originators, secondary market lenders, and
ubiquitous lenders of last resort. If you wanted a mortgage, you
applied for one at the bank.
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You couldn’t just walk in and ask for a mortgage. You had to
make an appointment, and would be told to meet the manager at
2:15 P.M. on Tuesday in two weeks’ time. You entered his office,
where he sat in a huge oak chair behind a huge oak desk, while
you were seated on a low camp chair on the other side of his desk.
You felt as though you had to plead with the bank to condescend
to even consider you for a loan.

How times have changed! The market has matured, and
everyone has come to their senses to realize that money is a com-
modity. It’s a bit like renting a car. If you land at a busy airport, it
doesn’t really matter which rental car company provides you with
a car—they are all about the same quality, age, and price. If I need
a car, and Hertz is out of stock, I don’t throw a tantrum and com-
plain, nor does Hertz admonish me for renting from a rival. All
their cars are deployed, so they are happy, and my Avis/National/
Europcar/Budget car works just as well.

A generation ago, banks demanded loyalty and generally got
it. If you applied for a mortgage, the bank generally required you
to switch all your accounts to this bank. I was applying for so
many mortgages at so many banks that I found it easier to leave
accounts open at all of them rather than to switch them all over
every time I was forced to apply for a new mortgage at a new
bank. I say “forced” because, after being successful with two or
three mortgages at any one bank, they generally got wary of offer-
ing me more money, and I had to go elsewhere again. Now they
have stopped this silly practice of forcing you to open new ac-
counts, and they welcome new business with open arms and no
strings attached.

In fact, banks are so keen to offer you mortgage finance, that
they have roving mortgage managers who will now meet you at
a time and place that suits you, including after work and on the
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weekends at your home. What a change from the days of having
to set up an appointment with the bank manager at his office.
Not only that, as the world gets increasingly connected online, it
is becoming easier to apply for a commercial mortgage through
the Internet.

While it may be easier to secure mortgage funding today than
it was 30 years ago, it is still not a foregone conclusion that an ap-
plication will result in a mortgage being advanced. The best you
can do is maximize your chances of having your application ap-
proved. To achieve this, you need to understand the psychology of
mortgage lenders.

Mortgage lenders and bank managers do not, in general, re-
ally understand real estate. If they did, they would quit their
$90,000-a-year jobs and become investors themselves (as a few of
my smart mortgage lenders have done, to my ease-of-funding
detriment). Rather, they generally have an employee mentality,
and their biggest fear is being fired, while their biggest aim is to
get a raise at the end of the year.

How do mortgage lenders get a raise and avoid being fired?
By having no bad debt on their books! Therefore, their primary
concern when you walk in the door with your notes scribbled on
the back of an envelope is not so much whether the property is a
good deal for you, but whether the mortgage they are going to ad-
vance you is a good deal for them. Their worst fear is that your
mortgage will fall over, not because you might lose your $30 mil-
lion property, but because they might lose their 3 percent raise.

The best way to overcome this fear is to present them with
overwhelming evidence that your property is so good that the
chances of it falling over (and you defaulting on the mortgage) are
so slim as to be negligible. The way I achieve this is through the
proposal for finance.
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Proposal for Finance

The aim of your proposal for finance is to convince your financier
that the property you will use as collateral for the loan is indeed a
great proposition. The worst thing you can do is lose his attention
in a sea of numbers and facts, as his eyes will glaze over long be-
fore he has finished reading your lengthy treatise.

Therefore, on the cover of the proposal, put the words “Pro-
posal for Finance,” with the address of the property underneath;
and below that, filling as much of the rest of the page as you can,
put something that is worth a thousand words—a photo of the
property.

A picture truly is worth a thousand words. Whether you are
describing the friend you met in Brazil, the view from your moun-
tain cabin in Bali, or the property you are trying to finance in Balti-
more, a good picture will achieve in one second what a thousand
words cannot achieve in an hour. That is why I offer photos in this
book (albeit in black and white owing to production cost consider-
ations) and why I post color versions of these photos and many
others relevant to this book on my web site. These photos help you
understand what I am talking about; satisfy any curiosity as to
what these properties, parking systems, and other topics dis-
cussed look like; and generally give meaning to the words.

Given that photos can be so powerful, and that you are plac-
ing one on the front page of your proposal for finance, make sure it
is a photo that puts the property in a good light. Take the photo on
a sunny day (anything can look drab in the rain). Make sure there
are no trash cans, piles of windblown litter, unsavory characters,
stray animals, or faded “For Sale” signs in the picture, as any one
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of these can trigger your financier’s fear about the property not be-
ing a good deal.

That’s it! The first page is already finished. (See Figure 13.1.)
On the second page, place a simple table of contents to help

the financier go to any particular section that he wants to review.
The items to be listed here will become obvious as we proceed. See
Figure 13.2 for a sample table of contents.

The third page will be the actual body of the proposal. I will
cover two aspects here—the length of this section, and the psycho-
logical style in which it must be written.

As a teenager, I was lucky enough to learn Japanese. It was in
the days before China had gained the prominence it has now, when
Japan was quickly rising to become a dominant economic power-
house. For a while I used to travel to Japan every eight weeks or so,
and I became fascinated by the Japanese obsession with efficiency.
Whether it was their houses, office layouts, transportation systems,
or electronics, everything worked well and worked efficiently.

Fax machines had just been unleashed on the world (86 per-
cent of which were manufactured in Japan) and, remembering that
this was prior to the Internet, these machines for the first time al-
lowed documents and pictures to be scanned and transmitted
across the world. It was during this time that one of my business
associates and mentors, Mitsutaka Kanai, impressed upon me the
absolute power of a one-page document.

He pointed out that with a multipage document, no matter
how meticulously you labeled the pages (for example, “page three
of five”), and no matter how many paper clips or staples you used
to keep the pages together (they would be removed for photo-
copying and faxing), the pages always risked getting separated
and misplaced. Once separated from other pages, a proposal is
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worthless. Conversely, there is zero chance of that happening with
a single page document.

Furthermore, he said, with a single-page document, the
reader can scan the entire contents without moving anything other
than his eyes. Most importantly, a single-page document does not
seem like an onerous task to wade through. It was the contention
of Kanai-san that single-page documents actually got read imme-
diately, whereas multipage documents were relegated to the “To
be read” pile.

Consequently, I have always kept the body of my proposals
for finance down to a single page, even on properties costing tens
of millions of dollars.

Summary Paragraph

Singularly the most important paragraph in the proposal for fi-
nance will be the summary. This is where you let it be known just
what you are proposing.

In the sample proposal in Figure 13.3 (regarding a property I
ended up buying), the opening paragraph reads:

A mortgage of $95,000 is offered on a fully let commercial

property, representing 73% of the acquisition price of $130,000,

or 68% of the registered appraisal of $140,000. The rental of

$22,000 p.a. represents a yield of 16.92%.

Did I say “A mortgage is offered . . .”? Surely we are applying
for a mortgage? Surely we want to say “A mortgage is requested” or
“A mortgage is sought”?

We need to go on a small tangent here, as many investors,
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even experienced ones, still do not know the difference between a
mortgagee and a mortgagor.

Just as a lessor is someone who grants a lease (the landlord),
and a lessee is someone who takes on a lease (the tenant), it is
tempting to think that since we “apply to get a mortgage from the
bank,” the bank must be the mortgagor, and you must be the
mortgagee. That is flat wrong!

To understand how this works, we need to remind ourselves of
the transactions that take place when a bank funds your property.

Generally, when you want to buy a property, you don’t have
all the funds required to do so. Even if you do have the entire pur-
chase price in cash, you agree it would be silly to pay cash for the
property, as you would miss out on all the advantages of leverage.

Conversely, banks have the money required for the purchase
but, fortunately, don’t want to buy the property. I say “fortu-
nately” because if they did want to buy it, they could, and you
would miss out.

So you want the property but don’t have the cash, and the
bank has the cash but doesn’t want the property. You go to the
bank and essentially say, “If you give me the money I need to
buy this property, I will give you a written pledge that I will
faithfully pay interest every month, and in addition I will repay
the principal.”

In other words, the bank gives you the money, and you give
them a written pledge. That pledge is called a mortgage, and that
is why you, the investor, are the mortgagor, and the bank, as recip-
ient of this pledge, is the mortgagee. You are giving the bank a
mortgage in return for the cash.

This is why it is so important not to start your proposal for fi-
nance with the words “A mortgage is requested” or “A mortgage
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is desperately begged for” (bankers can smell desperation, and
desperation often results in bad debt). In fact, you are not asking
for anything! Rather, you are offering the bank something. Talk
about turning the tables on your banker! Most clients want some-
thing from the bank (“Please may I borrow some money?”), and
here you are making them an offer.

Most people feel awkward at best when asked to lend some-
thing to someone else. The words “May I borrow your digital SLR
camera for my trip to Peru?” is not music to most people’s ears.
And yet those same people will be honored and curious if you of-
fer them something instead (“Could I leave my Bugatti in your
garage while I am on vacation in Peru so that the car can be driven
once a week or so, to keep everything in great working condition
while I am gone?”). What would you prefer—to be asked to lend
your camera, or offered to drive your friend’s Bugatti?

Applying for bank funding involves an exchange—money in
return for a pledge. Why focus on requesting the money instead of
on offering the pledge? Psychologically, when you ask for a mort-
gage, you are on the back foot, but when you offer a mortgage,
things are different. Take note: In only six words (“A mortgage of
$95,000 is offered”) we have already gained an advantage.

Now the banker will want to know what is in it for him. How
certain can he be that the interest will be paid? How much rental
income is there to cover the mortgage? Well, let’s review the open-
ing paragraph:

A mortgage of $95,000 is offered on a fully let commercial prop-

erty, representing 73% of the acquisition price of $130,000, or

68% of the registered appraisal of $140,000. The rental of

$22,000 p.a. represents a yield of 16.92%.
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In this one paragraph comprising maybe three lines of nor-
mal text (it will depend on how many zeros are in the dollar
amounts, among other things), you have managed to encapsulate
the entire transaction. You want to buy a property for $130,000. It
has an appraisal of $140,000. The rental income is $22,000 a year,
giving a return of 16.92 percent. The property is fully leased, the
LTV is 68 percent, and the loan-to-purchase-price ratio is 73 per-
cent. Within the first 10 seconds of reading your proposal, the
banker knows exactly why you are there and all the pertinent
numbers of the transaction.

General Description of Property Offered
as Collateral

This heading could simply be “General Description,” but then a
reader will be wondering “Of what?” You could simply put “Gen-
eral Description of Property,” but you would miss out on a great op-
portunity to let the banker know that his investment with you is
safe. By writing “General Description of Property Offered as Collat-
eral,” you are subtly reminding the banker that the very asset you
are buying with the bank’s funds will be used as security for those
funds. You are offering him the property as collateral for the loan.

So not only are you offering him a mortgage, but now you are
also offering him collateral for the loan. Through Cialdini’s Law of
Reciprocity,1 at some stage, this banker is going to want to offer
you something in return.
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In this section, the text starts with, “The property is situated
in Cass Bay, on the busy scenic drive between Lyttelton and Gov-
ernor’s Bay, and constitutes the only commercial property in an
exclusive residential settlement.”

Once again, you are using words to put the property in a good
light. Could you simply have stated that “The property is situated
in Cass Bay, on the road between Lyttelton and Governor’s
Bay . . .”? Of course you could have, but using the words “busy sce-
nic drive” rather than merely “road” reveals that the road is busy,
and likely to remain busy on account of its scenic quality, thereby
attracting an ongoing stream of potential clients for the business.

In fact, can’t you just write “busy scenic drive” even if the road
is neither busy nor scenic? Think very carefully! It is my personal
belief and philosophy that if you try to stretch the truth, even a little
bit, you will eventually get caught out, and then everything you say
will be put into severe doubt. Imagine if you wrote that the road
was a busy scenic drive, and the banker happened to live around
the corner and knew it to be neither, or he decided to take his family
for a drive that weekend and discovered you had been exaggerating
at best. He would probably dismiss everything else you wrote as an
exaggeration as well. Perhaps the rental isn’t even $22,000 per an-
num! Perhaps there isn’t even a tenant! This guy stretches the truth!

Besides, would you really want to buy the property if the
road (the channel through which your tenant will get all of his
business) was not busy? For you to be interested in a property, it
will have so many good features you can write about that you do
not need to exaggerate or stretch the truth. Once your bankers
know that you stick to the facts, it will make future mortgages
even easier to arrange.

In this section, we effectively state that a new five-year com-
mercial lease is in place, “with three renewals, each for further
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periods of five years. Copies of . . . the lease are included in the
Appendix.”

If you put a copy of the lease in the body of the proposal, the
banker will never read it. In fact, the chances of him reading it in
the Appendix are close to zero, but the fact that you have included
it shows good faith and transparency—everything you claim in
the summary can be verified. And all he really wants to know at
this stage is (1) is there a good commercial lease in place, and (2)
how long does the lease run?

Property Portfolio Statistics and 
Cash Flows

The property offered as collateral will form part of a portfolio

with a total appraisal (excluding the Cass Bay property) of

$________. Complete details of the existing portfolio can be

found in the Appendix. From this it is seen that the average

remaining lease length is 5.42 years, while the debt-servicing

ratio is a healthy 2.33. Furthermore, the 1992–1993 budgeted

cash flows are included in the Appendix, showing a pretax

surplus of more than $________ per year.

Are you starting to see how powerful a short paragraph like
this can be? We repeat the fact that the property is being offered as
collateral. We show that there is already a healthy portfolio. (If this
mortgage offer concerns your very first property, then rather than
point out that the existing portfolio amounts to zero, just leave this
section out, and talk about the budgeted cash flow for the subject
property.)
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The certainty of you being able to make mortgage payments
is largely dependent on the length of your leases (and the quality
of the tenants), which is why the banker will like to see what the
average remaining lease length is on all your tenancies (these
leases can be weighted for rental area, rental income, or a combi-
nation of both, to prevent the numbers from being unduly skewed
by one or two aberrant leases).

Similarly, the debt-servicing ratio refers to the ratio of rental
income collected to the mortgage payments that must be made.
Collecting $2.33 in rent for every dollar of mortgage commitment
puts a banker’s mind at ease.

Finally in this section, tell the banker what the cash flow sur-
plus will be. Again, do not put the spreadsheet here, as the banker
will get bogged down in the detail, but summarize it in one sen-
tence. You want to build confidence that this is a great investment,
and that you are a wise and cautious investor.

Statement of Assets and Liabilities

All too frequently, people come up to me and ask defiantly, “What
right does a banker have to know what my assets and liabilities
are? I’ll show him—I’ll demand that he reveals his assets and lia-
bilities to me!”

Well, he has every right. You are asking him to lend you
money. In general, people don’t like lending money, as nearly
everyone has a bitter memory of lending money and never getting
paid back. That is why I always chuckle at the conversation:

“Will you lend me fifty dollars?”

“Forty dollars? What do you want thirty dollars for?”
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Well, banks and other lending institutions are willing to con-
sider you for a loan. All they want is some reasonable assurance
that you have the means and intent to repay the loan. The best
way to determine your means and intent is to look at your track
record, which is often best measured by your credit score and the
scorecard of what you have achieved financially with your life so
far—your statement of assets and liabilities.

Once again, a single sentence with a reference to the Appen-
dix is most powerful. “Included in the Appendix is a Statement of
Assets and Liabilities, showing total assets to be $1,200,000, and
total liabilities to be $800,000, leaving a surplus of assets over lia-
bilities of $400,000.”

And there you have it—a one-page document that summa-
rizes all the information that a banker wants to see in order to de-
termine whether to lend you the money.

What to Include in the Appendix

How much information you include in the appendix will depend
on the size and nature of the property. A forty-story office tower
will require a much more elaborate appendix than a small restau-
rant in Cass Bay. For a small commercial premise on a standard
lease, the page of the lease that spells out all the variables (lease
duration, rent, etc.) may be sufficient. With larger properties, you
will want to include copies of all the leases in their entirety.

Make the proposal for finance suit the property you are
funding. If you are buying an $80 million office complex, then
audited financials from a reputed accounting firm will be in or-
der. If it is an $80,000 retail store, your own summary will prob-
ably suffice.
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Absolutely include any lease documents, Assignments of
Lease, variations of lease, and as many financial reports as you
have or can generate within reason. Also, include more photos, so
that the banker can get a good feel for the property.

Finally, as mentioned in Chapter 11, include a full printout of
the reports generated by REAP. The banker may not agree with
your assumptions, but at the very least he will agree that, based on
your assumptions, you have a great deal under contract. More of-
ten than not, though, he will agree with your assumptions. There-
fore, for your own selfish reasons, make sure you use reasonable
assumptions so that you are not kidding yourself about how good
the property is. Consequently he, too, will agree that it is a great
deal, and your chances of getting the funds are almost assured.

Examples of full proposals for finance can be found on our
web site, www.dolfderoos.com.

How to Use the Proposal for Finance

Great! So now you have your proposal for finance! Just what do
you do with it? How do you use it?

The first thing I suggest is to print multiple copies. Be bold!
Print 10 copies, or, if it is a large deal, 20 copies or more. Then visit
each bank or financial institution in turn, and personally deliver
the document, preferably to the person who is going to read it and
decide whether to accept the mortgage. This lets the banker know
that there is a real person behind the document and makes it more
difficult to leave the proposal in the “To be read” pile. Also, let
each bank know that you are approaching other banks. I often turn
up not with just one copy of the proposal for finance, but 10 or 15
of them, and then I select one from the middle and say, “Here, this
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one is for you.” This tactic has worked well for me. On one occa-
sion, the banker involved looked at my pile of other proposals and
said to me, “If I give you a commitment to fund this property right
now, will you accept my offer?” He was scared that I would take
the business elsewhere.

Like every other economic activity, supply and demand
comes into play. If institutions are flush with funds, you can be
bolder in trying to get a low interest rate, or playing one bank off
against another. If funds are tight, you may need to be more will-
ing to accept their terms. Either way, remember it is a game, and in
10 years’ time it will no longer matter whether you initially fi-
nanced a property through this bank or that insurance company.
All that will matter is that you still own it, that rents have gone up
and will continue to go up, and that the capital value also in-
creases inexorably.

Once banks realize that you consistently produce quality pro-
posals for finance that are not only accurate but always represent
great deals, they will welcome your visits to their offices, taking
the attitude, “What on earth has this wacky investor stumbled
across this time?” They will relish being able to see how your
statement of assets and liabilities has changed in the 10 months
since your last visit. They will boast to their friends that they are
your contact with the bank. They will ask you how you found this
latest property, with just the slightest suggestion in their eyes that
one day they, too, will give up their office cocoon and the security
of a regular salary in return for the wild and exciting ride of being
a maverick commercial real estate investor.

In fact, I always say that when you owe the bank $5,000, you
have a problem, but when you owe the bank $5 million, they have
a problem. And what happens when you owe the bank $5 million?
They phone you a lot. Why would they phone you? To make sure
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you are still alive? To ask you if you are going to be able to make
this month’s mortgage payment? No, not at all.

Banks phone you when you owe them a lot of money, to in-
vite you out to lunch. Now, you enjoy business lunches, and you
are about to accept their kind invitation, when you remember that
you went out to lunch with them the week prior, and they paid, so
they probably want you to pay this time around. Before you can
say anything, however, they say, “It’s on us again.”

Why, when you owe the bank millions, do they invite you out
to lunch and pay?

The simple answer is that they want to give you more money.
They would rather lend you another lump of $10 million or $50
million than lend it to complete strangers off the street, whose
ability and willingness to pay they do not know yet. You have al-
ways paid the mortgage without fail and you have a great portfo-
lio, so of course they want to lend you more money. They are now
wooing you. The tables have turned completely, and it all started
with the humble “Proposal for Finance” document.

One of the reasons I am so happy to use an example from
way back in 1992 is that it shows that this format has stood the test
of time. Sure, the words have been modified a bit over time and to
suit local terminology, but in essence, what made it so powerful
back then still applies. Unlike technology, the nature of real estate
does not change much over time.

A big word of caution though, borne out of experience: If you
are going to model your proposal for finance on the one here, do
make sure you change the numbers to reflect the real estate you
are looking to buy. I frequently get calls from bankers, especially
after running an event, who through their laughter tell me that
they have received proposals from a number of my students who
copied my proposal without modifying the numbers.
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Finally, while your initial proposal for finance may take the
better part of a day to put together, once you have the first one
done, any subsequent proposal for a different property will be rel-
atively easy to create.

Umbrella Loans

With most properties you are looking at buying, you will probably
apply for finance on each one individually. Bear in mind, however,
that as your portfolio grows in size, you may reach a point where
it is in your interest (and that of your major funder) to consolidate
the portfolio and obtain an umbrella mortgage covering the entire
cluster of properties. Usually these umbrella loans have a degree
of flexibility such that new properties can be bought and added to
the fold, or old ones sold and removed.

One big advantage for you is that it will reduce the applica-
tion fees often associated with loan applications. Also, once you
have built up sufficient rapport with a lender, they will accept an-
other property into the mix essentially with just rudimentary
checking on their part. This is helpful, not because you intend to
pull the wool over their eyes, but because it cuts down on the time
between application and approval.
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CHAPTER 14 

Structuring Commercial 
Real Estate Ownership

When starting out in real estate, it is tempting to want to put the
ownership of your first acquisitions in your own name. Almost
everyone I know started out this way. I, too, knew so little about
the consequences of owning things personally that I also bought
my first properties in my own name. However, of all the entities
you can use to own real estate, owning it personally is just about
the worst thing you can do.

Owning a property in your own name is unwise for financial
reasons. Should you experience an unexpected financial crisis,
then everything owned in your name is at risk—your home, your
car, your iPod, your savings account—everything.

In most countries around the world, governments, to their
credit, have sanctioned the use of entities that offer limited liability.
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If one of these entities experiences an unexpected financial crisis,
then the liability of the entity is limited to the assets of that same
entity. The rationale for offering this liability protection is that
many more people will be willing to establish businesses (and, in
doing so, boost the economy) if they don’t have to risk the shirt on
their backs should the venture fail.

In the United States, the limited liability company, usually re-
ferred to by its acronym LLC, is one of the most common entities
used to structure real estate ownership. An LLC is a flow-through
device for taxation purposes, meaning that the net income (or loss)
of an LLC flows through to the members (owners) of that LLC; the
LLC does not itself pay tax.

In the United States, there are also C-corporations (C-corps)
and S-corporations (S-corps), limited partnerships (LPs), limited
liability limited partnerships (LLLPs), family trusts, and a host of
other entities to choose from. To complicate matters further, the
distinctions between them may be blurred—for instance, an LLC
may elect to be taxed as an S-corp. Furthermore, you may want to
consider investing through your individual retirement account
(IRA), which may or may not be self-directed.

Other countries have their own mix of entities (with an en-
tirely different set of names for them, not to mention rules). If you
are investing abroad, you have to decide whether to use an entity
from your home country or establish one in the destination coun-
try. Most big firms such as Microsoft, Sony, and Accenture have
foreign subsidiaries. In general, if it is within the interests of a big
multinational firm to set up a subsidiary in a foreign country, then
there are probably compelling reasons for you to do the same.

Consequently, wherever you live in the world, choosing
which entity is most suited to you can be a very complex issue.
The most appropriate entity will depend on an intricate mixture of
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your age, marital status, number of dependents, financial circum-
stances, the state in which you reside, the state in which the in-
come is derived, who manages the investments, and what you
think you ultimately want to see happen with the net proceeds. It
is entirely beyond the scope of this book to make suggestions or
recommendations. More information can be found in some of my
other books,1 and there are publications, web sites, and structuring
attorneys who focus on and specialize in this particular area. I rec-
ommend that, prior to closing on your first or next commercial
real estate deal, you consult with a reputable attorney who can
structure an entity that is best suited to you. A few weeks and a
few thousand dollars spent doing this now can save you millions
of dollars in the years to come.
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CHAPTER 15 

Managing Commercial 
Real Estate

As we saw in Chapter 3, the management overhead associated
with commercial real estate is much less than that with residential
real estate. Nonetheless, there are certain tips and techniques you
can apply that will make your management experience much
more pleasant.

You may opt to use the services of a property manager, in
which case your only management concern is how to select the
manager in the first place. However, you may also choose to man-
age your commercial real estate yourself, especially initially. One
of the great benefits of doing this is that you will learn everything
that is involved in commercial property management, thereby giv-
ing you a much better idea as to what to expect from property
managers when you are ready to engage them.
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Tenant Selection

The speed with which you can sign up a tenant applicant will de-
pend on the supply and demand of tenants for your category of
building in your area. If there is a chronic shortage of tenants, you
may be more willing to sign up a tenant who, under different cir-
cumstances, you may not prefer.

The greater the likelihood of the rent being paid, the better.
Thus, a property being leased by a country for its embassy should
be a safer bet than the same property being leased by the Associa-
tion of Retired Milliners. This is not to say that hat makers are un-
reliable, but their numbers are not exactly increasing noticeably,
and their association may not be around for much longer. Simi-
larly, an embassy compound leased to the government of Switzer-
land should be a better bet than the same compound leased to a
little-known landlocked country that hasn’t been around for long
and is at war with its neighbor.

Government departments are the most solid of tenants, fol-
lowed by large public companies and private companies. As the
scale of the tenant gets smaller, you may request some supporting
evidence to show that the company is creditworthy. At the small
end of the scale, if a couple have set themselves up with a com-
pany to operate a retail store, you may want to ask for personal
guarantees, so that if the business goes broke, the owners are still
personally liable to pay the rent.

If prospective tenants will be moving from another location,
drop by the old premises—how they keep them will be a good in-
dication as to how they will keep yours.

Other than that, be willing to show prospective tenants your
lease document, which spells out in great detail exactly what you
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expect from them. Remember, this is one of the advantages of
commercial real estate: You are both dealing with contracts, not
people.

Rule Enforcement

All the circumstances that would put a commercial tenant in
breach of his lease are clearly spelled out in the lease, as are the
remedial actions that you can take if such a breach occurs. How-
ever, the remedial action is not taken automatically. If a tenant
fails to make his monthly rent payment, you must commence a
series of actions to implement the remedies under the terms of
the lease. For instance, you may have to send a letter pointing
out the breach, along with your notification as to what action is
being taken.

In this regard, the art of being a great manager is to be firm
but fair, and friendly but not familiar. Take immediate action—that
is being firm. Only take actions allowed for in the lease—that is be-
ing fair. There is no need to be nasty. One of the advantages of
commercial real estate being so contract-centric is that you can en-
force the rules and still be friendly. Finally, avoid being familiar. If
you are too quick to have barbeques at each other’s houses,
babysit each other’s kids, and wash each other’s cars, you will in-
evitably have difficulty collecting the rent in times of economic
difficulty for the tenant.

The great advantage of letting the word get out that you en-
force the rules quickly and fairly is that tenants will realize they
cannot get away with breaches for long. This way, when money
is tight for them, they will seek out a slower-reacting creditor to
not pay.
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Rent Reviews

Rent reviews come around in accordance with the lease, typically
every two or three years. You must have an efficient system of de-
termining when a rent review is due on a lease, and then take
steps to decide if it is appropriate to invoke an increase. You may
determine this by observing what has happened nearby in terms
of rentals, or by engaging the services of an appraiser who can
make a rental appraisal or valuation.

Usually a lease will stipulate that a landlord’s notice to in-
crease the rent must be sent within a certain time frame, to give the
tenant a chance to ponder and challenge the review. If he believes
your suggested rent is not appropriate, he may engage his own ap-
praiser, and if the two appraisals are far apart, then in accordance
with the lease, an arbitrator may be engaged to arbitrate the mat-
ter. Again, everything is spelled out very clearly in the lease. The
point to note is that you must have an efficient system of monitor-
ing when all your rents are up for review.

How to Get a Tradesman to Do Your
Work First

Finding a good tradesman is a bit like finding a good real estate
agent or a good property manager. You have to be open to good
referrals as well as seek new leads, interview many people, moni-
tor those you choose to work with, and foster the relationship with
those who stay in your fold.

As with any aspect of your life, clarity leads to power, so be
very clear as to what the arrangement is between you and your
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tradesmen. I find that with any kind of relationship, the greatest
source of disharmony is a mismatch of expectations. Thus, when
it comes to dealings with your tradesmen and contractors, be very
clear as to what happens when expectations are not met. For in-
stance, who foots the bill of a cost overrun? Does anyone pay if a
job takes twice as long as expected? Often, we will agree on a con-
tract price, and then offer a bonus if the job is done sooner than
the contract stipulates, and charge a penalty if the job takes
longer. This is a great incentive for the contractors to quote accu-
rate figures in the first place, and then to stick to these numbers
(or better them).

Furthermore, I have a method of getting contractors to do my
work first (before they do other clients’ work), which is so spectac-
ularly successful that I am stunned more people do not employ this
tactic. I am all the more stunned, as I have been sharing this tactic
at events for decades, and wrote about it in Real Estate Riches (John
Wiley & Sons, 2004), and yet it would seem that the idea hasn’t
reached a tipping point.1

When you want a tradesman, you generally want him in-
stantly (as your roof is leaking, or there is no electricity in a build-
ing, or a door won’t lock). The antics other investors employ to get
a tradesman to their property quickly always amuse me. They will
try to lure them with the verbal promise of more work further
down the track (this won’t work, as the reason why they cannot
come to your property quickly is precisely because they have so
much other work going on). They will try to tempt them with the
mention of an ice chest full of beer on-site.

My method is very simple and involves no bribery at all.
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Rather, I just rely on fulfilling expectations. I simply pay the
tradesman or contractor the day the work is completed. None of
this “I’ll pay you on standard business terms at the end of the
month,” or “I’ll pay you by the twentieth of the month following,”
as is common in some parts of the world, or “I’ll pay you when I
have completed my final inspection, and by the way, I am on vaca-
tion for six weeks.”

If you happen to be on-site, perhaps inspecting the work, and
they have fulfilled their side of the deal, pull out your checkbook
there and then, and write out the check for the full amount. Most
tradesmen will never have seen this before. Their jaw will drop,
and they will go home and report that they have experienced
something bizarre but pleasant.

If you are not on-site, see if your office can wire them the
money directly into their account—it is faster and safer than post-
ing a check. And if you have to resort to using an old-fashioned
check, post it that very day. Your tradesmen will remember you for
it, and the next time you have some work that needs doing, they
will drop other work, knowing that once your job is done, the
money is as good as in the bank.

Let’s assume a contractor’s bill comes to $20,000, and that
you manage to delay payment for two months. Effectively, this
delay will have saved you roughly 8 percent per annum over
two months, or $267. However, since the interest on this oppor-
tunity cost would be tax deductible, the after-tax saving is really
only about $150. Well, I am telling you that paying the $20,000
bill straight away makes my accounting much easier (no file
with a bunch of bills with specific due dates), and the $150 that I
otherwise would have saved buys me a lot of goodwill with my
contractors.
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Accounting

Speaking of accounting, commercial real estate tends to have very
easy accounting requirements. You receive monthly rent payments
by automatic bank transfers, pay the monthly mortgage payment
by automatic bank transfer, and pay other bills such as insurance
and property taxes by bank transfers. With just a few entries, the
annual books are done. Usually, the tenants will pay the utilities
directly, and often it is the tenants who even pay the insurance and
property taxes directly. You may, of course, want to pay these
items yourself and seek reimbursement from the tenants, on the
basis that if they forget to make a payment, the insurance coverage
or even ownership of the property could be in jeopardy. Either
way, it will all be spelled out in the lease document.

Summary

The ease of managing a property will be in direct proportion to the
clarity and quality of the lease document. In general, the larger,
wealthier, and more prominent a tenant is, the fewer challenges
you will have with the tenant, as their primary focus will be on
moving their business juggernaut forward, rather than nit-picking
with you over some minor aspect of the building.

Be firm, fair, and friendly, but not familiar. Pay all your bills the
day you get them. Do not waste time fiddling with trivia on an ex-
isting property. Spend that time looking for your next acquisition.
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CHAPTER 16 

How to Beat 
the Average

In my book Real Estate Riches, I went to some length to explain
how and why a real estate investment will, on average, beat a
stock market investment. Furthermore, I presented my reasoning
as to why it is difficult to beat the average in the stock market,
whereas it is easy to beat the average in the real estate market. In
this chapter I focus on why and how it is incredibly easy to beat
the market average in commercial real estate.

First, statistics can be presented in many different lights to
prove just about any point, as politicians well know. It is vital to un-
derstand the meaning and significance behind any set of numbers.1
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I always get hoots of laughter and a few boos when I claim on
stage, for instance, that “Here in Australia, half the population is
of below-average intelligence, whereas in New Zealand, half the
population is of above-average intelligence.” Well of course half
the population is of below-average intelligence in Australia, for
the simple reason that the other half is of above-average intelli-
gence. That’s how the average comes about in the first place. If
you were cynical, you could say that those doing the booing didn’t
understand the statement, and were from that half of the popula-
tion that made the other half look good.

So let us be clear on what we mean by the average. The aver-
age is simply the numerical total of all the items you are consider-
ing, divided by the number of items. If the average age of citizens
of a country is 36 years old, it simply means that when you add all
the ages of the entire population, and divide that number by the
total number of people, you end up with 36.

Consequently, when we consider the average capital growth
of commercial real estate, we are talking about taking the percent-
age increase in capital value of every commercial property over a
given time frame, and dividing it by the total number of commer-
cial properties. In other words, the average takes into account
every conceivable commercial property in the country.

Given this definition, there are many methods of beating
the average.

Geography

The simplest and most predictable method of beating the average
in commercial real estate is to invest in those geographic locations
where growth rates are highest. Unlike most other markets
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(stocks, commodities, options, etc.), growth rates in commercial
real estate tend to change very slowly over time, and tend to ex-
hibit very minor fluctuations within a region. For instance,
Phoenix, Arizona, is one of the fastest growing cities on this
planet, and as a consequence, the growth in commercial real estate
values has been sustained and steady. No investor has to sit be-
hind a computer monitor, noting that, “Oops, today commercial
growth is down—we’d better sell all our Phoenix buildings! Oh
no, today everything is up, let’s buy them all back!”

Capital growth of commercial properties was much higher
last year in Arizona than it was in Wyoming. The same applied the
year before, and the year before that. In fact, Arizona has out-
stripped Wyoming so consistently that it is a safe bet (if not a fore-
gone conclusion) that Arizona will beat Wyoming again this year.

Because capital growth rates are relatively slow to change in
any given region, it makes picking a location with predictably
higher-than-average growth rates easy. Not only does Arizona
have a higher-than-national-average growth rate, but there are
parts of Arizona that consistently have a higher-than-state-average
growth rate. For instance, Phoenix has a growth rate much higher
than the state average. Similarly, within the greater Phoenix metrop-
olis, there are towns that have a higher-than-metropolis-average
growth rate, such as Scottsdale. And within Scottsdale, there are
clusters of streets where there is a higher-than-Scottsdale-average
growth rate, such as around Kierland or the Scottsdale Airpark. In
other words, just by choosing a geographic location where for
years, and sometimes even decades, capital growth rates have far
outstripped the national average, you should be able to do better
than average.

This ability to beat the national average on the basis of a judi-
cious choice of geography is, of course, universal. In the United
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Kingdom, the city of London has traditionally had growth rates
much higher than the rest of the country. In New Zealand, Auck-
land and Queenstown for a long time now have outstripped aver-
age growth rates, and will probably continue to do so for a long
time to come. In Australia, central Sydney, central Melbourne, and
the Gold Coast have similarly exhibited growth rates far in excess
of the national average. In South Africa, it is parts of Johannesburg
and Cape Town that consistently outstrip the national average.
This seems to me to be so obvious, that I am at a loss why more
people do not choose to cash in on this legal handout.

One of the reasons why I enjoy the dynamics of the Phoenix
market so much is because the growth is so mind-boggling. For in-
stance, there is a section of downtown Phoenix bounded by Jeffer-
son, Central Avenue, Roosevelt, and Seventh Street, which has
over $3 billion in development going on at present. Arizona State
University (ASU) has just opened its fourth campus there and ex-
pects 22,500 students and faculty within four years. They are
opening the Walter Cronkite School of Journalism, a Nursing
School, a 1-million-square-foot convention center, the headquar-
ters for GenTech, and a slew of other big, bold buildings. As I
write this, tracks are being laid for Phoenix’s first light-rail system,
a $7 billion project that will link Tempe with downtown Phoenix
and other suburbs further west. In other words, the potential for
capital growth in this region is huge, and puts the national aver-
age to shame.

You don’t have to be in with the big boys, putting up a $300
million 40-story office tower to cash in on this tremendous
growth. On the other side of Seventh Street, just shouting distance
from all these construction projects, is an area known as the
Garfield Historic District. It is full of smaller, older cottages that
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date back up to 100 years. Not too many years ago, this area was
crime infested and dangerous, but over the past five years or so it
has been undergoing a gradual but steady process of gentrifica-
tion, where slowly but surely old houses are being done up and
brought back to their former glory. The transformation is ongoing
and startling.

However, I am not suggesting that you get involved with res-
idential tenants. Read on . . .

Zone Changes

As downtown Phoenix is transformed into a vibrant area with
new buildings, amenities, and countless people, the surround-
ing areas become popular for accommodation and a range of
services that go hand in hand with such a dramatic increase in
population. Inevitably, pressure is put on the city council to al-
low for some zone changes from residential to commercial, and
this suddenly opens up a whole new market to commercial real
estate investors.

For instance, with a group of investors, we have taken some
positions on houses in the Garfield district that have either been
granted a zone change or are undergoing one, which will enable
commercial uses such as professional offices, art galleries, wine
bars, or coffee shops (remember, I am also still looking for prem-
ises for two hairdressers). With a proximity to the bustling growth
district of downtown Phoenix, and a pending zone change that
should allow for rentals far greater than you would ever get from
residential tenants, these properties are set to increase in value by
an incredibly wide margin over the national average.
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Proximity to Views

Commercial buildings with great views will always command
premium rentals over those with inferior views. Office towers
overlooking lakes, rivers, or valleys, or with views of mountains,
will continue to rise in value faster than average. Consequently,
properties with great views will beat the average easily.

Remember our discussion on air rights. Be willing to pay for
air rights to have your property retain views that would otherwise
be lost. Conversely, be willing to charge air rights for a neighbor to
retain his views.

The Center of Town

Another strategy that consistently beats the average is to invest in
the hearts of the downtown areas of many cities. Attorneys, den-
tists, doctors, and accountants may opt to leave the center of a city
to relocate their offices in the suburbs, where parking is cheaper
and easier and where it is easier for their clients to access them.
However, there will always be core activities that are well suited to
being in the center of town. These activities and businesses in-
clude consulates and embassies, airline headquarters, television
stations, and the headquarters (regional or national) of prominent
law firms and accounting offices.

Furthermore, while suburbs tend to sprawl in all directions,
real estate in the centers of cities remains in short supply, and
therefore capital values tend to rise faster than average.
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High Technology

Buildings that have a lot of high technology incorporated in them
may appeal to a smaller set of potential tenants, but in general,
these tenants are willing to pay a premium for these facilities. Also,
the tenants generally stay longer for the simple reason that it will
be difficult to find the same set of technology features elsewhere.

At present I am involved with the creation of what will be the
largest private medical facility in New Zealand, at Albany, north
of Auckland. (See Figure 16.1.) The buildings and facilities will be
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so specialized that they will not really be suitable for any other
purpose than that of a medical complex. By the same token, rental
growth should be high, and tenant turnover extremely low.

A high capital growth may be reflected in a low cap rate, but
a low cap rate does not take the growth out of capital growth!

Leasing and Management Tactics to Beat
the Average

Apart from choosing the right location to beat the average, there
are all manner of tactics and techniques you can apply to beat the
average returns. Many have been discussed in earlier chapters,
such as how you can attract a tenant while other landlords cannot,
or how to manage a property firmly and effectively.

Combining All Methods of Beating 
the Average

I have presented some tactics you can use to beat the average capi-
tal growth on commercial real estate. These tactics need not be
used in isolation. For instance, if you buy a building in Phoenix,
Arizona (which already has a growth rate much higher than the
national average), on a street where a zone change is about to go
through, and this building is close to the downtown area that is ex-
periencing higher-than-average-Phoenix growth, has tremendous
views, and is decked out in the latest of high-technology access
and communications facilities, then you can live in confidence that
your investment will far outstrip the average capital growth rate
for commercial property by a wide margin!
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The chance of being able to combine all these tactics may be
small, but be open to the possibility of combining two or three of
them. Once you develop this kind of nose for ferreting out excellent
properties, you will be surprised how regularly you can find them.

What it all boils down to is that the best way to beat the aver-
age is to think differently. Average thinking leads to average re-
sults. Extraordinary thinking leads to extraordinary results. Or, to
put it another way, the average person does not think. Remember,
half the population is of below-average intelligence! Think, and
you can easily beat the average.
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CHAPTER 17

Raw Land

In my world, buying commercial real estate means that there are
buildings in place in which commerce is already being conducted
the day you buy the property. I have always been an advocate of
buying existing buildings, for the simple reason that I have always
wanted rental income from day one. When I was starting out, this
requirement was born out of necessity: I was not in a position to
buy a property unless I could justify the loan using the rental in-
come. Even today, I prefer the certainty of regular, monthly in-
come that a building provides, over the speculative expectations
of increases in the value of raw land.

There are only three reasons to consider buying raw land.
The first is to use the land for farming. From my experience of
talking with many farmers, farming is not a lucrative business. I
know farmers who work seven days a week, sometimes for 10 or
more hours a day, and when all is said and done, they earn maybe
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$120,000 a year. This may sound like a lot of money, but first of
all, the hourly rate is lousy, and second, the net income is pa-
thetic when you consider that their farm may be worth $4 mil-
lion. Even if they didn’t have to work 70 hours per week, the
income of $120,000 would only represent a lousy 3 percent re-
turn on investment (ROI). They could sell the farm, invest the $4
million, easily earn 10 percent or $400,000 a year, and have all
the time in the world to read books, travel the world, and visit
with friends.

Despite this logic, most farmers do not sell their farms. For
many, they simply work so hard that they do not have time to sit
down and realize the folly of their daily grind in the face of the far
more lucrative alternative of selling and investing the proceeds.
Others are willing to suffer the low returns in order to be able to
live their beloved farm lifestyle. For some, their farm has been in
the family for generations, and they don’t want to be the ones to
“sell the family silver,” so the family is condemned to long hours
and low returns for yet another generation.

There are, of course, exceptions to low farming returns, as we
will see shortly and in Chapter 18.

The second reason to consider buying raw land is to develop
it. Every real estate investor comes face-to-face with the tempta-
tion to buy some land, construct some buildings, do some land-
scaping, and sell the entire project for hundreds of times what the
development will have cost. Developing is so tempting because on
paper the profits are so incredible. Not only are the profits great on
paper, but they can be incredible in reality as well—so much so,
that when a developer has completed one project, he is compelled
to embark on another one that, for reasons of ego, has to be larger
than the one prior. In this manner, the developer makes more and
more money completing bigger and bigger projects. This would all
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have a happy ending except for one thing: an unexpected eco-
nomic downturn.

It is almost inevitable that developers get caught out in a
downturn. It is not just that interest rates may go up a bit, or that
demand for the product they are creating declines a bit. Rather, it
is a combination of all these things. A glut of product on the mar-
ket (as other developers are also hurting, and therefore offering
their stock at cutthroat prices), difficulties in securing mortgage
funding, increased interest rates, declining demand, a general fear
of investing in real estate, contractors taking twice as long to com-
plete a task as quoted, and expenses going way above budget—all
of a sudden these factors conspire to cause a developer to go belly-
up. I have seen it happen through multiple economic cycles in
many countries. Developers make increasingly large profits and
take on increasingly large projects, until all of a sudden they go
under. (Meanwhile, whatever interest rates, demand for new
stock, or contractor rates are doing, the humble though not nearly
as flamboyant commercial property investor just sits there taking
in rent from his collection of commercial buildings month after
month. Over time, the rents increase, and therefore so do the val-
ues of his buildings. And he does all of this without nearly as
much effort as the developer.)

The third reason to buy raw land is in anticipation that it will
go up in value. This, of course, is pure speculation, which is a
slightly more respectable word for gambling. One of the chal-
lenges with land speculation is that since there is no income gener-
ated during the period of ownership, banks in general will not
lend money to buy land. Furthermore, even if they did, the mort-
gage interest is not tax deductible, as you can only claim those ex-
penses incurred in generating taxable income, and there is no
income generated from the land. You could claim that speculating
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in land is your business, but then you would not get a low capital
gains tax rate on the profits, as you have already admitted that the
commodity you trade in is land—it is your trading stock.

Nevertheless, like many real estate investors, it was perhaps
inevitable that I get involved in raw land deals.

Best Choice Properties

In August 1999, I went to Bali, Indonesia, to make a presentation
to a private U.S.-based company. There were many people pres-
ent, all of whom had spent large sums of money to be there, but
two of them, Ross Denny and Randy Carder, stood out from the
crowd as being determined and lateral thinkers, a rare combina-
tion these days.

The next time I met Ross and Randy was the following year
in Cairo, Egypt, when I spoke at an event at the Oberoi Hotel, liter-
ally a stone’s throw from the great pyramids. We got to know each
other a bit more, stayed in touch, and three years later found our-
selves all living in Phoenix, Arizona. We joined forces to run the
Best Choice Group of Companies.

From 2002 to 2005, the greater Phoenix area was experiencing
unprecedented growth in capital values of just about every cate-
gory of real estate imaginable. While Phoenix had enjoyed solid
and above-average growth rates for the previous 50 years, in this
period the growth seemed to take off as if propelled by a guided
missile headed for the stratosphere.

For readers unfamiliar with the Phoenix area, let me give
some background as to why the region was and continues to be so
popular. The climate in Phoenix is spectacular and very easy to get
used to. Apart from 10 or so weeks during the height of summer,
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when temperatures can stay above 100°F (around 40°C) for a few
weeks on end, the weather is just perfect, with 350 sunny days a
year and low humidity. The job market is stable and growing, with
many high-tech firms having headquarters or major centers here,
such as Motorola, IBM, Honeywell, and Rockwell. Google has just
relocated from Silicon Valley to Phoenix. There are many call centers
such as the one for US Airways, and a plethora of other employers.

For a long time now, some 6,000 people have been moving
into the greater Phoenix area every month. This provides ongoing
demand for anything from podiatrists, hairstylists, and coffee
shops to all flavors of real estate.

For a number of years, we were actively engaged in a wide
variety of real estate ventures. We had bought orange groves, sub-
divided them into residential developments, and even had some
of the homes constructed. We were involved with commercial re-
tail development in outlying suburbs. However, like anyone oper-
ating in this fast-growing market, we couldn’t fail to see what was
happening with land prices.

We had seen speculators buy land for a few hundred dollars
an acre, only to sell it a few months later for twice as much, or
even five times as much. You can only observe that for a limited
time before you develop the desire to give it a go yourself.

We knew that being successful with land development or
speculation required more than just buying some dirt, sitting on it,
and selling it at a profit. Despite the tremendous growth in the re-
gion, there were vast tracts of land that were not part of the gen-
eral upsurge in values. So we pooled our collective knowledge,
researched areas, studied population trends, met with companies
that specialize in monitoring real estate trends, and looked at a lot
of pieces of land. After conducting this research for what seemed
like years, we were ready to make some moves.
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On one deal, we contracted to buy 1,120 acres of land near
Tonopah for $760 an acre. We had plans to develop this land, but
barely five months after acquiring the property we received an of-
fer of $2,500 an acre. We had to make a decision: Accept the offer
for a great profit, or continue with our original plans, hoping to
make even more. That week I was lecturing on an investors’ cruise
in the Caribbean, and managed to get in telephone contact with
Ross and Randy when the boat stopped in Puerto Rico. I spent a
good chunk of that evening on the phone with them while I wan-
dered the streets of San Juan, debating the relative merits of selling
versus holding. The three of us were definitely not in agreement as
to what to do, but we run the company democratically, and, by a
vote of two to one, we accepted the offer.

Not one year later, the property sold again, this time for
$9,000 an acre. Tough as this news was to stomach, we rationalized
that the profits we took out were deployed into other deals that we
could never have made had we not taken our profits on this deal.
In general, Best Choice uses equity funding rather than debt fund-
ing. The sale of our land enabled us to grow the company inter-
nally rather than seeking further growth capital externally (which
comes at a price, like most things). And, in deference to my con-
stant reminders of the need to create long-term passive income,
we carved off 20 acres of the original 1,120 to develop into com-
mercial space, which we still own.

Carving off the 20 acres also highlights another aspect of our
strategy. As I detail elsewhere in this book, most developers sell
their entire inventory at the completion of each development,
choosing to plow their profits into their next, bigger deal. This is
fine so long as the market stays strong, but eventually the market
turns, and inevitably some developers get caught and go under.
Had they retained a portion of their developments on a long-term
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hold basis, they would have been in a much stronger position dur-
ing any downturn.

While this 1,120-acre land transaction can be categorized as
pure speculation, we also became developers all over town. We
employed people and paid for them to become general contrac-
tors, so that they could supervise the construction of our own proj-
ects. We aggregated houses, got a zone change, tore the houses
down, and embarked on putting up commercial buildings.

We were doing so much landscaping on our own properties
that we set up Best Choice Landscaping, which at its peak em-
ployed 18 people and had fleets of Bobcats, water tankers, trucks,
and bulldozers. It was so successful that we took on contracts for
outside work as well, including the contract to look after the land-
scaping for the Mayo Clinic facilities in the valley.

Our in-house consumption of trees, bushes, and shrubs for
landscaping was so great (8,000 on one project alone) that we
turned some of our land into a nursery. Given that we had a very
reliable and creditworthy client (ourselves) who guaranteed to
buy our entire crop, the returns on our tree farm were set to be
very healthy, and not at all in the 3 percent category of most farm-
ers, lamented earlier.

And, as if growing tens of thousands of trees wasn’t an odd
enough activity for otherwise hard-core real estate investors to be
involved in, we considered setting up a fish farm for another real
estate project that required 35,000 fish. . . . Let me explain.

Spring Mountain Ski Ranch

Most people are surprised to learn that although Arizona is a land-
locked state, the number of boats per capita is greater than in ei-
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ther California or Florida. People in Arizona are boat-crazy, and
consequently the line to put your boat in the water at nearby Lake
Saguaro on a typical Saturday morning is over three hours long.

About 10 years ago, a group of 10 water-ski fanatics got to-
gether and agreed to create a water-ski facility on 168 acres of land
about an hour from downtown Phoenix. Their company had an
operating agreement that was no doubt drafted with good intent.
In order to discourage the water-ski fanatics from falling out with
each other, the agreement stated that if ever they should disagree,
they would sell the entire project at the original cost price.

For four and a half years, these water-skiers worked on their
zone approvals, applications for water rights, and the myriad of
other legal hoops that must be negotiated in order to construct
something as significant as 48 acres of lake. They almost got every-
thing completed, and then must have had the falling out that the
clause in the operating agreement so valiantly tried to avoid. Well,
this clause ended up being invoked. For us and our partners, it
was a matter of being at the right place at the right time, and we
picked up the project complete with all approvals and pending ap-
plications, for a price that had been fair years earlier. (See Figures
17.1 through 17.3.)

Now, some three years on, two of the four lakes are in place.
Phase one of our two-phase development has been completely
sold out, and we are waiting on what is oddly called a “bathing
permit” to enable us to dig the two remaining lakes.

The need for the fish should now be apparent. Artificial lakes
are prone to algae blooms and can harbor the larvae of many kinds
of bugs. Specific species of fish are needed that don’t eat each
other, but can remove all the unwanted aquatic plants and insects
that would otherwise grow and breed prolifically. However, for
reasons explained in the next section, we decided not to breed our

212 Commercial Real Estate Investing

ccc_deroos_205-216_ch17.qxd  12/21/07  10:23 AM  Page 212



Raw Land 213

Figure 17.1 Fleets of Earthmoving Machinery Preparing to 
Dig Our Lakes

Figure 17.2 Aerial View of Water-Ski Lakes Being Developed
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own fish, and opted instead to have them trucked in, thousands at
a time.

The Benefit of Having Great Partners

Great partners are, of course, beneficial to any venture. As it turns
out, Randy, who was raised in Washington state, grew up around
water-skiing. It ended up becoming a passion. Randy became a
certified water-ski instructor, had his own water-ski school, and
skied some of the certified tournaments around the country.
Clearly, his background, even if serendipitous to our project,
turned out to be extremely advantageous for us in developing
Spring Mountain Ski Ranch. First, he knows about things that the
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rest of us hadn’t even conceived, such as the need to create lakes
with specific slopes so as to reduce the wake from boats and skiers
as soon as possible after they have passed. Second, his contacts in
the industry have been immensely useful, not only during the con-
struction phase, but also with respect to the selling of lots and the
running of the entire operation.

A passion that Randy and Ross share is car racing. While
Randy races dirt late models, Ross races remote-controlled scale
models. It is not an idle hobby. Currently, Ross is the Arizona state
champion, and he also won the 2007 United States Gas Champi-
onships. Not only does this take Ross all over the country for race
meetings, but Ross has created what is now touted by the industry
as the nation’s best racetrack outside Phoenix. Even with our hob-
bies, we cannot separate real estate from our thinking!

More recently, with Curt Denny joining the team as a fourth
partner, we have covered many of the basic skills needed for our
operation. If all partners had the same set of skills, then arguably
some people would be redundant. Rather, our skills are comple-
mentary, with some of us focusing on business structuring and
compliance, project management, liaison with contractors, com-
munications, equity funding, customer relations, and reporting, in
addition to the core activities of sourcing, analyzing, negotiating,
and acquiring pieces of real estate.

In fact, it was Curt’s search for a home to live in that led us to
what could turn out to be our biggest project yet, involving 12 acres
in the heart of Hollywood. This project is commercially sensitive
and will have to be written about in a subsequent publication.

The point is that if you can assemble of group of people who
may have wildly varying backgrounds, ages, interests, religions,
circumstances, and points of view, but who nonetheless share a
passion for excellence, a desire to do good, the drive to get the job
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done no matter what, and a genuine zeal for real estate, then you
have the makings of a formidable force in real estate.

Getting Back to Commercial Real 
Estate Investing

While our forays into landscaping, tree growing, and general con-
tracting were educational and largely fun, we are no longer in-
volved in those activities. For instance, despite all the advantages
of our own group of companies having an in-house landscaping
company, the forward planning and logistics required to keep 18
men and a fleet of machinery efficiently deployed on a wide range
of projects is enormous. Randy would be on-site at 5 A.M. and not
get home until late. His focus on keeping that team usefully de-
ployed prevented him from doing more interesting—and ulti-
mately more lucrative—things elsewhere.

In a wise move, like so many people from all walks of life be-
fore us, we decided to divest ourselves of all noncore activities,
and focus again on what we know best: smart real estate deals
where we have identified a twist that we can capitalize on to
vastly increase value. Best Choice Properties continues to work
with equity partners from all over the world to create value with
real estate transactions that are, in general, a lot of fun.
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CHAPTER 18

Extraordinarily Odd
Commercial Deals

John Baen is the most enthusiastic real estate investor I have ever
come across. Born in California but bred and raised in Texas, he
has a quick patter, an infectious and hearty laugh, and a passion
for real estate that is second to none. He is a licensed agent, broker,
and appraiser, and is often called upon by the courts to be an ex-
pert witness in disputes involving real estate. For decades, John
Baen has been a professor of real estate at the University of North
Texas (UNT), where he is adored by students. Every year he holds
an alumni gathering on his huge ranch an hour west of Denton,
and students from the past decades come from all over the world
to catch up with each other and exchange real estate stories.

I first met Baen, as he prefers to be called (not Professor
Baen, not Dr. Baen, not even John Baen, just Baen) when he was
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appointed the first chair of the new Department of Property and
Valuation Studies at Lincoln University outside Christchurch,
New Zealand, where I was living at the time. We would both be
speaking at the national conference of Harcourts Real Estate (or
some other real estate firm), or meet at other real estate–related
events. I clearly remember his flamboyant style and the power of
his message.

After two years at Lincoln, Baen returned to UNT in Texas.
Soon thereafter I, too, was in Texas, involved in a bid to acquire the
Republic Tower in downtown Dallas, a complex comprising three
towers of 50 floors, 30 floors, and 8 floors respectively, with 1.92
million square feet of leasable space, which was for sale at way be-
low the replacement cost of $400 million. The building had a num-
ber of serious issues, and we ended up bidding $15 million. Our
bid ultimately was unsuccessful, but the winning bid was a mere
$25 million.1

A couple of years later, I moved to San Francisco and traveled
to Texas regularly, working on various deals, such as the Bank One
Tower in Fort Worth mentioned earlier. Baen was always willing
to offer advice and help out in any way he could. We ended up
running a weekend event together. We partnered on a couple of
deals. A year or so later, I was appointed visiting professor at UNT.
I got to know Baen a little better each time.

And suddenly it dawned on me: Despite Baen’s obvious and
broad knowledge on all kinds of real estate, he had a passion for
oil deals.
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Oil in Them Thar Hills

In most countries, if you strike oil or minerals on land you own,
you do not automatically own the oil or minerals. Most govern-
ments have decided that a citizen may own the title to a piece of
land, but the government owns anything of value underneath it.

One of the great things about the United States is that the
owner of a piece of land owns whatever is underneath it. Thus, if
you strike oil in your backyard, it is yours to sell, lease, borrow, or
develop. Conversely, if you sell the land, then the new owner has
the rights to any minerals.

In fact, only in the United States do private investors own a
patch of property all the way to the center of the earth and into the
sky. In this sense, real estate truly is the basis of all wealth. It in-
cludes everything on the land (buildings and structures), over the
land (air rights), and under the land (minerals, oil, gas, water, ther-
mal energy, etc.).

In Texas and Oklahoma, things get even better. In these two
states, the ownership of the land and the ownership of the miner-
als can be separated. In other words, you can buy a piece of land,
split off the minerals, sell the land without the minerals, and then
go about mining the minerals, even though you no longer own the
land. And in Texas, mineral rights are perpetual. These rights are
the icing on the cake.

Baen has shaped mineral rights into an art form, and the icing
on the cake (the mineral potential) has become the cake. The cost
of drilling an exploratory well to see if there is any oil or gas can be
enormous—millions of dollars. However, oil companies are will-
ing to do this free of charge to you and give you a small percent-
age (12 to 25 percent royalty) of the output of the well should it be
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productive, in return for you giving them the contract to drill on
your mineral rights, even if it is no longer your land. (See Figures
18.1 through 18.3.)

Baen sits on many oil and mineral rights all over Texas. Some
still need to be drilled to see if the wells will be productive. Some
have been drilled and turned out to be dry (although new technol-
ogy introduced by oil companies in the past five years ensures that
some 90 percent of wells drilled these days are productive). And
others are quietly producing oil or gas with no overheads to
Baen—no leaking roofs, tenant complaints, or other challenges as-
sociated with conventional commercial real estate investment.

I, too, have become an oil man, and while my income from
this operation may not be spectacular, I get a certain satisfaction
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Figure 18.1 John Baen with Dolf in Texas, 2003, Getting Ready to Drill
a New Well
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Figure 18.2 Lunch Break with the Oil Drilling Team

Figure 18.3 John Baen with Dolf at Another 
Texas Oil Rig, Drilling for Oil
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knowing that my share of oil that is pumped out of the ground is
far greater than the oil I consume in vehicles.

Marine Farms

If oil deals where you do not even own the land seem odd from a
real estate perspective, then even odder are my marine farms in the
Marlborough Sounds in New Zealand. With the entire operation be-
ing out at sea, it stretches the meaning of the word real in real estate.

The Marlborough Sounds are an extensive waterway in the
northern part of the South Island of New Zealand. The fractal
shores in fact comprise one-fifth of the length of New Zealand’s
coastline. With unpolluted waters, an abundance of nutrients, and
shelter from the open sea, these sounds provide the perfect envi-
ronment for shellfish to grow. (See Figure 18.4.)
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Figure 18.4 Marlborough Sounds, with One-Fifth of the Length of
New Zealand’s Coastline
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The waterways are highly regulated. Limited numbers of li-
censes are granted, as overharvesting would be detrimental to the
entire industry. Consequently, licenses have considerable value
even before a crop is harvested.

My farms grow oysters and mussels. The spat is seeded on
lines that hang vertically in the water from floating racks. Depend-
ing on water temperature, nutrients, and a number of other fac-
tors, the shellfish may be harvested anytime from around 7
months to 18 months. Once harvested, the crops are sold on the
open market either for local consumption or, more typically, to be
airfreighted to Asia or America. As such, prices are global, being
affected by world supply and exchange rates.

Always be willing to expand your concept of commercial real
estate to include anything where commerce is conducted within
geographically defined spaces, be it on land, in the air, at sea, or,
dare I say it, out in space.
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CHAPTER 19 

Property Ventures Limited

Back in the 1990s, I was approached by a number of people
(mostly readers of my early books) and asked to put together a
syndicate, so that they could participate in some of my deals. I was
somewhat wary of having partners, as I had seen that the greater
the number of people involved in a deal, the greater the chances of
there being a major disagreement and things spinning out of con-
trol. I decided to see what interest there would be in a syndicate of
some kind, on the basis that if there was little or no interest, I could
put the idea to rest once and for all.

To run my test, I contacted Dave Henderson. I had come
across Dave on a number of occasions over the years. He has more
drive and energy for business in general, and real estate in particu-
lar, than anyone I know. He was involved in setting up the Rip-
ley’s Believe It or Not museum on the Gold Coast of Australia,
putting in car racing tracks, and creating an international ice
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cream company, amongst his many ventures. On top of all that, he
was also an active real estate punter.

Dave is also incredibly well read, and is a staunch libertarian.
Not happy to just share his views on libertarianism with acquain-
tances, Dave spent his own money to set up a national radio net-
work called Radio Liberty, which took the country by storm. Every
Saturday, I would fly to the capital, Wellington, to host the two-
hour Real Estate Show, which, in a country already crazy about
owning property, was a hit.

Dave and I crafted a questionnaire to mail to my database of
then 3,000 people. (How things have changed in the past dozen or
so years—these days a survey is done over the Internet, and our
database now has well over 160,000 investors.) To discourage
anyone but the most serious investors, we had five pages of ques-
tions that would take some considerable effort to complete. To
our amazement, from the 3,000 questionnaires we sent out, we
got over 700 replies. One thing was very clear: You cannot under-
take a syndicate with 700 people. We had to go back to the draw-
ing board.

After many deliberations about the relative merits of setting
up a public company, we enlisted the services of a lawyer and an
accountant, and set out to create a prospectus.

Getting a prospectus approved by the relevant authorities in
any country is a time-consuming and often disheartening task, es-
pecially for a company with no capital to start off with, and no
project to identify as the initial deal. It took more than a year to get
the prospectus approved, and we then set about printing it.

Most prospectuses are printed as high-quality booklets, with
translucent pages revealing beautiful photos of the project being
undertaken. A print run can cost hundreds of thousands of dollars,
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an expense that ultimately, of course, the investors lured in by the
glossy prospectus end up paying for.

Consequently, our prospectus was photocopied onto white
paper. When we sent it out to potential investors, the cover letter
read, in part, “This is probably the cheapest looking prospectus
you have ever seen. It is fully intended to be so, as the sole pur-
pose of this company is to make money for its shareholders.”

At the time, a lot of public real estate investment companies
were being criticized for some of the excesses of their directors.
One well-known company, for instance, had just posted a loss, and
yet the directors granted themselves a combined salary increase of
$800,000. When, at the annual general meeting, shareholders
asked why they would give themselves such an obscene increase
in the face of a loss during the year and no dividends, the directors
simply replied, “Because we can.”

Consequently, our prospectus made one thing very clear: There
were to be no overheads whatsoever paid for by the company—no
salaries, company cars, offices, corporate planes, secretaries, or ex-
pense accounts. All officers’ rewards were to be performance-based.
I think that this strategy struck a chord with the investing public.

The total funds collected amounted to some NZ$1.8 million,
not a lot in the scheme of such things. At one stage we even de-
bated whether we had sufficient capital to have a good chance of
making this company fly. However, we decided to proceed, and
made our first purchase for $2.3 million, offering script in the com-
pany as part of the purchase price.

This first acquisition was a block of farmland, situated in the
beautiful Gibbston Valley close to Queenstown, New Zealand. By
getting local council approval for a change of use, and turning the
land into vineyards, and of course with the relentless passage of
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time, the value of this property has increased tenfold. (See Figures
19.1 and 19.2.) Still on the drawing board for this project is a bou-
tique hotel and spa resort with a grape theme.

Another early acquisition was a derelict building that had
been used as a woolen mills factory. This was acquired for $1.7 mil-
lion and, after spending some $4.6 million to convert it to upmarket
student accommodation, was appraised at over $12 million. There
was such a demand for quality student accommodation that the
company went on to convert or build other facilities all over the
country, making us the largest providers of student accommoda-
tion in the nation.
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Figure 19.1 Our Vineyards in the Beautiful Gibbston Valley
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This building was our first acquisition in Christchurch. The
building next door was used as a massage parlor, and one day it
burned down, probably as a result of ongoing rivalries between
competing massage parlor operators. Anyway, we bought the land
and have converted it into His Lordship’s Lane. Minx Restaurant,
which looks out over this lane, now attracts the highest rentals per
square meter of any restaurant in Christchurch, at over $300/m2.

Over time and under the energetic and determined steward-
ship of Dave Henderson, the company has come to own or con-
trol some 85 acres of downtown Christchurch. The company has
created upscale restaurants, coffee shops, wine bars, open piaz-
zas, walking lanes, retail space, offices, and residential accommo-
dation. It is entirely fair to say that what the company has
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Figure 19.2 From Sheep Station to Vineyard in Four Years
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undertaken in Christchurch has completely changed the heart
and pulse of the city.

Property Ventures Limited has also completed a number of
major land subdivisions overlooking beautiful lakes in the South
Island of New Zealand. It has developed its own hotel brand, Ho-
tel So, which offers a new concept in high-tech inner-city accom-
modation at a very affordable price. There is also LivingSpace, the
division that provides upmarket student accommodation. The
biggest project of all, however, is Five Mile.

Five Mile

What started as a dream is now starting to become a reality.
Framed by dramatic mountain ranges, Five Mile is situated on
over 80 acres of flat greenfield land near the beautiful town of
Queenstown, which is known as the outdoor adventure capital of
the world. The site commands exceptional views of some of the
area’s foremost geographical features, including the Remarkables,
Lake Wakatipu, Cecil Peak, and Peninsula Hill. (See Figure 19.3.)

Five Mile is a significant new town concept. We have master-
planned a development that will include a wide range of real es-
tate, from residential apartments, live work units, commercial
office space, and LivingSpace accommodation, to numerous retail
tenancies, a university campus, light industrial buildings, civic
buildings, and a significant amount of public open space.

Five Mile was planned by world-renowned Florida-based ur-
ban planners Duany Plater-Zyberk, and will set a new standard in
New Zealand in all areas of development. Five Mile is, at $2.2 bil-
lion, the largest single project that Property Ventures has under-
taken to date and is likely to take over 10 years to complete.
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This section is by no means meant to be a definitive treatise
on the history and phenomenal growth of Property Ventures Lim-
ited. However, it does highlight what can be achieved in less than
10 years with a starting capital of barely $1.8 million, and copious
quantities of energy, enthusiasm, vision, drive, perseverance, and
determination.
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Figure 19.3 Aerial View of Five Mile, New Zealand
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CHAPTER 20

Never Sell

My constant and frequent encouragement—and even admonish-
ing—to real estate investors never to sell, often seems to fall on ei-
ther deaf ears or disbelieving ears. For the most part, these
investors are seduced by the temptation of a quick profit. It is just
one more example of how people tend to think in the short term,
rather than the long term. In fact, their thinking is often on such a
short time frame that they relish the thought of the profit without
fully realizing the imminent tax implications of having made the
sale—the ensuing capital gains tax and depreciation recapture tax
that must be paid for that financial year.

Unless you live in a country that imposes an unrealized capital
gains tax on real estate,1 then so long as you never sell, you never
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1In the United States, there is no capital gains tax on unrealized real estate
gains, although unrealized profits on securities held as inventory are taxed.
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have to face this tax. Similarly, a depreciation recapture tax is only
imposed upon the sale of an asset that has been depreciated.

Those two reasons alone are compelling enough for me, but
there is an even more compelling reason not to sell. When you sell
a property, you will no longer receive any rent from the property,
and you will no longer benefit from the inevitable future capital
growth. This reality—that all income from the property will cease
the day you sell it—should be a major reason for people not to sell
their real estate.

At public events I cajole the audience into coming up with
valid reasons to sell a property. Few of the reasons proffered are
truly valid. The most common reason given is to take the profit out
of an existing investment, and then to use this profit to invest in
another property. There are two arguments against this. First,
when you sell, as we have seen, you will pay capital gains tax and
depreciation recapture tax. Second, while you may release the eq-
uity in a property by selling, you could release that same equity by
refinancing the property and still retaining it.

For example, imagine you bought a property for $500,000
with a mortgage for $500,000 (you bought it vacant, but with a ten-
ant in place it went up in value and the bank was willing to fund
the entire purchase price). Assume it is now worth $2 million. You
do not need to sell it to release the $1.5 million of equity. You could
achieve the same result by simply refinancing with your existing
bank or a new bank. You simply get a new appraisal and submit a
new proposal for finance. Now admittedly, if the bank will only go
up to a 70 percent loan to value (LTV), then they will only lend you
$1.4 million, which is only $900,000 more than your present loan.
However, if you sold the property, you would lose perhaps 6 per-
cent in selling commission ($120,000) and at least 15 percent of the
capital gain to tax ($225,000), more to depreciation recapture tax,
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and even more to selling costs, leaving you with perhaps barely a
million in net, after-tax profit. Which would you rather have, a mil-
lion dollars in cash, or equity of $1.5 million (from which you could
easily borrow another $900,000), secured against an asset worth $2
million, and rental income for life? The property only has to go up
by 5 percent for you to make yet another $100,000 (which would be
tax-free so long as you continue not to sell).

The rents and the building value are likely to continue going
up. If you wanted cash to buy another building, and instead of
selling the existing one you kept it and refinanced it, you could
still buy the second property. In this case you would own two
buildings that would continue to go up in value.

Here is another situation that some claim justifies selling.
Imagine you bought a property for $10 million with a 10 percent
return. Assume further that market cap rates have gone down
from 10 percent to 5 percent. In this case, the property is now
worth $20 million. The argument goes that you should now sell
the property, and put the proceeds into another property that may
be returning closer to 10 percent again.

The downside of this argument is that cap rates will have
gone down if the market has determined that this area has better
prospects in terms of rental growth, capital growth, and quality of
tenants. By selling this property, and buying one where cap rates
are higher—around 10 percent—you are effectively exchanging a
property with a great location (hence the 5 percent cap rate) for
one with a mediocre location (hence the 10 percent cap rate). Once
again, I would say, refinance the existing property and use the pro-
ceeds to buy a second one as well.

I cannot keep track of how many times people tell me that
they were thrilled to sell a property at a handsome profit, and then
a few years later recoiled with total remorse when they realized
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that the property had doubled or trebled in value yet again. That
doubling or trebling in value, if they had kept the property, would
have come at the expense of very little marginal effort. There
would have been no contracts to study, no due diligence to per-
form, no finance applications to make—none of the activities nor-
mally associated with buying a property. In fact, by not selling the
property, they would have saved all the contractual work associ-
ated with a sale.

There are, to be sure, extenuating circumstances when there
may be some legitimate reasons to sell. For instance, with the
restaurant premises that I bought for $120,000 discussed earlier, I
had a succession of tenants, and then the building ended up being
vacant. After many months of applying all my techniques to at-
tract a tenant, I finally got a call from a couple in Switzerland who
were keen to sign up as tenants. I was all excited at the prospect of
having the premises leased once more. Then, just before they were
going to sign the lease, they contacted me to say that after a lot of
thinking, they decided that they would only proceed with their
dream of opening their own restaurant if they could own the free-
hold of the property. I was faced with two options: Hold out for
the gamble of a new tenant (which could take a long time), or sell
the entire property to the Swiss couple at a handsome profit. It
was an easy decision.

The building where the veterinary surgery ended up occupy-
ing the premises facing the pedestrian mall is another case in
point. I owned that building for 10 years, enjoying an initial in-
come of some $54,000 a year from an investment of $310,000.
However, when the veterinarians refused to renew their lease, but
offered instead to buy the freehold, I was faced with a similar situ-
ation to the one with the restaurant. I could hold on to a building
with what would be a 75 percent vacancy in an area of substantial
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vacancies, or sell the building fully leased, notwithstanding that
the buyer was a tenant. Once again I opted to sell.

That is why the rule “Never sell” should perhaps be amended
to “Seldom sell.” The only reason I am reluctant to do so is to im-
press upon you that selling should be reserved for exceptional
circumstances.

I can count the times I have sold a commercial building I own
on the fingers of my hands, and even in some of these cases I have
lived to regret it. The only commercial property I have sold in the
United States was a small office complex when I needed the pro-
ceeds in a hurry for another deal. In a fit of closed-mindedness, I
sold this property for $366,000. Today, not five years later, and be-
ing located right next to the Phoenix light-rail network, it is ap-
praised at over $800,000. Ouch! Especially when you consider that
I had to pay capital gains tax on my $366,000 sale price.

Never Sell 237

ccc_deroos_233-238_ch20.qxd  12/21/07  10:25 AM  Page 237



ccc_deroos_233-238_ch20.qxd  12/21/07  10:25 AM  Page 238



CHAPTER 21

Thirteen Golden Rules 
of Commercial Real 
Estate Investment

Golden Rule 1: Risk Is Equal to Yield

As with any endeavor in life, the higher the risk, the higher the re-
ward. To express this using our newfound understanding of cap
rates, we would say the lower the risk, the lower the cap rate. In
other words, for an investment with low risk, the market capital-
izes the rental income with a low cap rate (i.e., a large factor). The
market would apply a high cap rate (small factor) to income from
a risky property.

Consequently, the aim with real estate is not necessarily to
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seek the property with the highest return, but rather the property
with a good compromise between risk and return that is appropri-
ate (and profitable) for your circumstances.

If you can buy a property with a low risk (low market cap
rates) but with a high return, then you have found your deal of the
decade.

This leads us to rule number 2.

Golden Rule 2: Ensure Safety of Principal

What is more important, return on capital or return of capital?
What good is an ROI of 25 percent per annum if the investment
goes belly-up after two and a half years? Make sure your capital is
safe. That includes getting appropriate insurance on your proper-
ties so that you will not lose your properties in the event of an
earthquake, fire, or other natural causes.

Golden Rule 3: Control Your Liabilities

While in general we have a lot of control over our assets, we have
relatively little control over our liabilities. In many parts of the
world, it is impossible to fix the interest rate on your mortgage for
more than a handful of years. Where you can, make sure you fix
the interest rate!

One of the huge advantages of the real estate market in the
United States relative to many other countries is that it is possi-
ble to obtain mortgages—even 30-year mortgages—where the in-
terest rate is fixed. I am astounded at the number of investors

240 Commercial Real Estate Investing

ccc_deroos_239-248_ch21.qxd  12/21/07  10:25 AM  Page 240



who choose not to fix the rate. For the sake of perhaps a 0.5 per-
cent lower initial interest rate, they are willing to risk interest
rates going through the roof in the future. It is a folly not only
committed by legions of otherwise sane investors, but also aided
and abetted by armies of mortgage brokers who no doubt get a
better commission on loans that turn out to be more lucrative for
the banks.

Furthermore, you should avoid any requirement for a per-
sonal guarantee on any real estate loans. The reasons are twofold.
First, a real estate investment should stand up on its own two feet.
The risk of having a personal guarantee is that it may be called up,
and you would be forced to pay off principal on a loan taken out
by an entity with limited liability. Signing a personal guarantee, of
course, breaks this liability fire wall.

The second reason why you should avoid any personal guar-
antees is that when you apply for future loans, banks will often
ask for a list of your contingent liabilities—these are liabilities that
may end up on your shoulders. The more items in this list, the
more reluctant a bank will be to lend you any money.

Golden Rule 4: Add Value to a Deal

If you buy a fully leased commercial property at a fair market
price, you are going to have to wait for inflation to increase the
value of your rentals and thus the capital value. Alternatively, if
you buy a property that has some vacant space, with some rents
that are below market, rooftops that are underutilized, storage
space that is not leased, and a host of other features that you can
do something with, then you can exchange your ideas, thoughts,
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energy, and enthusiasm for huge chunks of capital value very
quickly. In other words, you are an extremely important factor in
the real estate you acquire.

Another way of expressing this is to say that when I buy a
property, it is a different property from when you buy it. Physi-
cally it is the exact same property, but since the ideas that I bring
to the table are likely to be different from the ideas that you
bring to the table, the property itself ends up being different.
Whether you like it or not, you end up being part of the equa-
tion. That is why the more ideas you have in your head, the
more value you add. That is how I came up with another signa-
ture statement:

The most valuable piece of real estate is the six inches, give or

take an inch or two, between your right ear and your left ear.

What you create in that space determines your ultimate

wealth and happiness.

Golden Rule 5: A Broker or Agent Must
Bring Something to the Deal

Just as you become part of the equation, your broker or buyer’s
agent must also bring something to the deal. Remember, in most
parts of the world, the selling commission is paid for by the seller.
If you choose to enlist the services of a buyer’s agent, make sure
they contribute something of value other than an e-mail with pres-
ent listings. Agents with whom I have worked over time know to
bring me not just real estate listings but background information,
pending zone changes, ideas for alternative uses, and even
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prospective tenants. Furthermore, they willingly go to this extra
effort, as they know doing so will result in more deals being closed
and therefore more commission to them.

Golden Rule 6: Real Estate Is a 
Long-Term Investment

One of the aspects of commercial real estate that I particularly en-
joy is that you can buy a property, have some rudimentary man-
agement in place, and then all but forget about it. In fact, you
could take a six-month cruise and not worry on a day-to-day basis
whether everything is all right. If you need more nail-biting,
nerve-racking excitement than that, then trade stocks, where you
generally have to monitor the market by the day; or trade options,
where you have to monitor the market by the hour; or trade fu-
tures, where you have to monitor the market by the minute; or
trade currencies or other derivatives, where you have to monitor
the market by the second.

Also take note that you will not find many stock traders over
50, many options traders over 40, many currency traders over
30, or many futures traders over 25. These nail-biting, glued-to-
your-screen professions burn people out. They also require that
their practitioners complete another deal to earn another dollar
of income.

Meanwhile, back on your cruise boat, you are reading books
or mingling with people, knowing that your tenants will pay rent
that month whether you have worked or not.

Seen in this light, I again make a comment on something to
which I have already devoted an entire chapter: Never sell. When
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you sell, you lose your income stream from an asset that is rising
steadily in value.

Golden Rule 7: The Number of Voting
Partners Is Directly Proportional to the
Failure of the Project

This rule is almost self-explanatory. It is a variation on the cliché
that too many cooks spoil the broth. We saw that the original 10 in-
vestors behind the Spring Mountain water-ski lake project had a
falling-out, which led them to sell the project at its original cost
price. Taken to its extreme, the best way to avoid project failures
through disagreements is to undertake all projects alone. How-
ever, there are always economies of scale and great synergies of
ideas when you team up with others. The trick is, as with all
things in life, to find a good balance between a free flow of many
ideas, and impasses through disagreements.

Golden Rule 8: You Are Going to Be 
in a Lawsuit

Whether you are averse to litigation or not, sooner or later you will
end up being in a lawsuit. Stay in good communication with peo-
ple, and try to think outside the box to come up with a solution
that may be beneficial to everyone (and a lot cheaper in the long
run). A perfect example is the situation with the 10-foot strip of
land that I thought I owned, but did not through negligence on
many people’s part. While I could have litigated, I didn’t want the
wasted time, energy, expense, or uncertainty of that option.
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Rather, I came to an agreement with the other innocent party (the
neighbor) that was beneficial to everyone.

Golden Rule 9: It Only Takes One Deal
to Go Broke

An accident generally comes about not because one major thing goes
wrong, but rather because a whole series of seemingly unrelated
things come together at the same time to cause the catastrophic
event. In the case of real estate, interest rates might move up a bit,
tenant demand goes down, your space becomes a little obsolete
through new technology, a freeway bypasses your side of town, an
airline drops your local airport as a hub, and all of a sudden you are
facing a crisis that six months prior you had not envisaged, and
which any one of these changes in isolation would not have caused.

Never become complacent. Always keep your finger on what
is happening in the market. Try to deal with all challenges as they
arise, and not as they come together to cause a big event. Fix your
interest rates, keep your buildings modern by incorporating new
technology, and find out how to keep your tenants happy with the
premises they lease.

Golden Rule 10: It Only Takes One Deal
to Make a Million Dollars

Just as it takes only one deal to go broke, you can also make a million
dollars from a single deal. When it comes to commercial real estate, it
is not always a numbers game, where the more properties you buy,
the greater the chance you have of becoming financially free. While
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in general two deals are better than one, you would be far better off
working on one commercial property and managing it efficiently
and properly, rather than taking on five projects and barely being
able to keep up with which tenant owes how much in rent.

Golden Rule 11: The Value of a Property Is
Limited by the Tenant’s Ability to 
Pay Rent

This rule is just another way of defining the cap rate. If you cannot
find a tenant for a building, then your building will not be worth
very much, and no banker will lend you any money to buy or refi-
nance it. Your ability to acquire a portfolio, and the subsequent
value of that portfolio, depends on your ability to secure stable,
long-term tenants.

More particularly, the value of a building is not just dependent
on what you manage to get one tenant to pay in rent. What if you
lost that one high-rent tenant? The value of a building is dependent
on what rent you could get any tenant to pay within a reasonable
time span. Therefore, always work on improving the environment
for existing tenants—it will make them reluctant to leave. Then, if
they do leave, it will be all the easier to find replacement tenants.

Golden Rule 12: Appreciation and
Inflation Are Compounded Annually

While appreciation increases the value of your portfolio, inflation
erodes the value of money. This is supremely beneficial for real es-
tate investors.
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Assume you have a portfolio worth $10 million, with a mort-
gage of $9 million. Let’s also assume that over time—for the sake
of this argument it matters not how much time—the portfolio ap-
preciates to $20 million. This does not mean that the $9 million
mortgage appreciated to $18 million. The asset may have appreci-
ated, but the loan was expressed in dollars, and at worst (interest
only) it stayed at $9 million. Furthermore, through inflation, that
$9 million will be easier to pay off (it is effectively worth less than
it was before).

This is one of the prime reasons why you are in real estate.
These factors work even when you don’t. Meanwhile, flippers,
traders, and speculators have to keep on working to earn their
next dollar.

Golden Rule 13: You Cannot Give
Kindness Away—It Is Always Returned

You cannot beat a crook—even with a team of great lawyers, real
estate agents, accountants, private detectives, and other profes-
sionals. Even if you successfully litigate, and you get what you
think you are owed, the crooks will have taken something else
somewhere else along the way, not to mention all the wasted time,
effort, and energy that you put into dealing with these people in
the first place, and then cleaning up the mess they precipitated.

There is only one solution: Deal with ethical people. You may
not make money as fast, but it will last longer, and you will feel
better about it.

One tremendous advantage of dealing with ethical people is
that they tend to hang around with other ethical people. Your cir-
cle of acquaintances spirals into more and more enlightened levels
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of fairness, kindness, and awareness. Conversely, when you hang
with rogues and rascals, your circle of acquaintances tends to spiral
into depraved levels of increasingly severe cheating and deception.

Remember, you become the company you keep, so choose
your friends and associates very carefully. John Baen is not only
one of the most knowledgeable people I know concerning real es-
tate, but he has a heart of gold. That is not to say he is weak—
never confuse kindness for weakness.

Be firm about your expectations. Most disagreements come
about because of a mismatch of expectations between two parties.
Therefore, be aware of your own expectations and, equally impor-
tant, discuss them with your associates. If you discover a chasm
between your way of doing things and that of some associates,
turn them into former associates. The world is too full of interest-
ing, kind, knowledgeable, and energetic people to be bothered
wasting time with takers, no matter how fancy the cars they drive
or the homes they live in.
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CHAPTER 22 

Investing Abroad

A tremendous advantage of being a passionate real estate investor
is that you can indulge in your hobby all over the world.

Think about this: A physician usually studies at a university
for five years or so, and then completes two or three more years of
residency, before becoming a fully qualified doctor, licensed to
practice only in the country in which he gained his qualifications. This
doctor cannot decide to move to another country and set up shop
with a sign above his door saying, “Fully qualified doctor avail-
able for medical interventions.” He would be arrested by the local
authorities, even though he spent all those years studying and be-
coming qualified in another country, and despite the fact that his
subject matter—human bodies—is essentially identical all over the
world, with a few variations on skin hue, average height, and eat-
ing habits.

Not only can our doctor friend not move to another country
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and ply his trade, he cannot even go somewhere for two weeks or
even one day and legally perform an appendectomy, lobotomy, or
tonsillectomy without running afoul of the local medical govern-
ing body. Whether rules preventing physicians from practicing in
other countries are justified or not (it can be difficult to verify the
authenticity of some foreign qualifications, and there are plenty of
examples of horrific consequences of sloppy checking), the reality
is that a physician is generally confined to practicing in the coun-
try in which he studied.

Doctors can, of course, complete whatever training is re-
quired by a new country and qualify there, but often the effort is
too onerous. A good friend of mine was one of Austria’s top der-
matologists but, upon emigrating to Melbourne, Australia, found
the requirements to requalify there so onerous and time consum-
ing that he became a pig farmer instead—a very successful and
happy one at that.

In a similar vein, dentists, anesthetists, pilots, attorneys,
psychologists, psychiatrists, military personnel, and even real es-
tate agents cannot simply go to another country, either perma-
nently or on a working holiday, and legally ply their trade
without requalification. Sometimes the rules are so different in
another country that it would genuinely be difficult to work
there without retraining (such as with law), and sometimes the
governing bodies just exclude outsiders. The net effect is the
same, however: Many professions do not allow for the possibility
of working wherever and for however long you want in another
country.

This contrasts greatly with real estate investing, where not
only are there no legal restrictions on operating your profession in
another country, but most countries welcome you with open arms
on the basis that you will be bringing investment funds to their re-
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gion. Even when they know you borrow most of your funds lo-
cally, they still welcome you with open arms, as you are generat-
ing business across the board with your activities.

The chambers of commerce of many countries put on events
all over the world to lure investors to their countries. In many
countries, when you go there and reveal that you are an investor,
you will be treated with respect and given a lot of support and as-
sistance. When you have invested in a country, you will often be
treated like royalty and offered even more investments that may
not already be publicly available. And when you have invested
sufficiently in some countries, you will get invitations to advise
them, joint-venture with them, or sit on their corporate boards.
What a sharp contrast to other professions!

A few people have admonished me for suggesting investors
look beyond their own borders, claiming that real estate is so com-
plex, and that the laws regarding real estate are so involved, that it
is difficult to keep up with the regulations in your own turf, let
alone in a foreign country. Consequently, they claim, investing
overseas is risky and foolish, and I am just grandstanding or
showing off by talking about investing internationally.

Well, let’s consider a few alternative attitudes. First, few peo-
ple living in the United States realize this, but the value of the U.S.
dollar, when measured against a trade-weighted basket of curren-
cies, has fallen in the seven years since the year 2000 by a massive
58 percent (as tourists traveling to Europe are finding out through
the increased cost of a vacation there). In other words, if you had
shipped $1 million overseas with the intent of investing it in real
estate, but you never quite got around to making the investment,
and today you repatriated the funds back to the United States, you
would have more than $2 million. I have investors who took my
advice and invested in New Zealand at a time when a United
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States dollar bought NZ$2.40. Today, that same NZ$2.40 buys over
US$1.90. In other words, the value of their investment has nearly
doubled without even taking into account how the investment in
New Zealand has fared.

Bear in mind that one of the tremendous advantages of real
estate is that you do not need most of the money required to buy a
property—banks willingly provide those funds in the form of a
mortgage. In general, banks will not lend money on real estate
purchased abroad,1 so if you were to buy a NZ$10 million prop-
erty in New Zealand, you may only need NZ$1 million or less as a
down payment from your own country—the rest is financed lo-
cally. If the value of this investment over time goes from NZ$10
million to NZ$20 million, then not only have you made a 1,000
percent return on your cash investment of NZ$1 million, but the
NZ$10 million profit, expressed in U.S. dollars, will also have gone
up (or down) according to the change in exchange rate.

Secondly, many people claim that investing overseas is unpa-
triotic, as it diverts resources away from your home country to
other countries. This is pure nonsense for two reasons. As we have
just been reminded, when you invest in real estate in a foreign
country, most of the funds required for an acquisition are provided
by a locally sourced mortgage. Furthermore, claiming that invest-
ing abroad diverts funds away from your own country ignores the
fact that the explicit purpose of any investment is to generate a re-
turn and (should you ever sell) a capital profit, both of which will
eventually be brought back to your country.

We can illustrate this last point using Great Britain as an ex-
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ample. With all due respect to that country, and without wanting
to offend my many friends there, there is little that comes out of
Great Britain these days that is coveted by the rest of the world.
British cars do not have the appeal or following of their German or
Japanese counterparts. The country is not known as a hotbed of
fashion. You would not vacation there on account of the climate.
The London Underground is not exactly a showpiece of techno-
logical marvels. And you would certainly not consider Great
Britain as the culinary center of the world. What have you recently
bought that is British?

Based on this simplistic analysis, the country should not be do-
ing very well at all economically, and yet the gross domestic prod-
uct (GDP) is robust and strong. The reason, of course, is the
so-called invisible income that Great Britain derives from more than
a century of having made judicious and fortuitous investments
abroad. Take the insurance industry, for instance. Great Britain con-
trols more than 70 percent of the reinsurance industry, largely
through the operations of Lloyd’s of London (with Switzerland
mopping up most of the remaining 30 percent). Britain similarly has
substantial investments abroad in banking, pharmaceuticals, and
transportation, to name a few. No doubt the Brits making these in-
vestments 100 years ago were also branded as being unpatriotic, as
they were taking pounds sterling out of their country back then, but
the entire nation is now benefiting from the ongoing repatriation to
Great Britain of dividends, profits, rents, and realized capital gains.

Just how do these repatriated profits benefit the entire nation
rather than just the companies and individuals controlling the in-
vestments? First, on entering the country, these funds push up the
value of the British pound. And once the profits are in the coffers of
a recipient company, that company will tend to spend the money in
a number of different ways. They will invest some into research
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and development, employing scientists, engineers, physicists,
chemists, and a slew of technical support staff. They will conduct
marketing surveys and advertising campaigns, employing PR
firms, communications experts, marketing staff, and legal spin doc-
tors. They may expand their premises, employing architects, engi-
neers, construction workers, electricians, plumbers, painters, and
the like. I think you get the picture. Money coming into a country
tends to end up benefiting everyone. Money leaving a country
tends to disadvantage everyone. That is why a balance of trade sur-
plus is so healthy for a country, and a deficit is so debilitating.

Consequently, when you invest abroad, you are doing your bit
(and a lot more than most people) to benefit your country for gener-
ations to come. Do not let any simple-minded, envious critic make
you feel in the least awkward about investing in real estate abroad.

There is another aspect of investing abroad that I feel is worth
mentioning. Many people work very hard at a job, earning a gross
income. From this gross income, tax is deducted and then, with
what is left, they pay their accommodation (rent or a mortgage),
food, gas, electricity, clothing, entertainment, medical and dental
expenses, schooling for kids, and a slew of other household outgo-
ings. The little that is left is saved, some for a rainy day, some for a
new car, and some for the annual vacation.

Let’s talk about this annual vacation. Let’s say you end up in
some fabulous beach resort, in a suite overlooking the sea, where
you can enjoy beautiful sunsets while savoring the in-room din-
ing. Unbeknownst to you, I could be in a suite not too far away,
enjoying essentially the same view and virtually the same sunset,
and savoring food from the same menu. However, my stay may
not have been paid out of the meager savings left over after pay-
ing taxes and all household expenses. My trip (not vacation) will
in all probability have been paid out of pretax dollars.
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Here is the reason. In my quest to find great real estate deals,
to find material for my columns and articles, to find locations and
topics to film for my weekly real estate videos Discussions with Dolf,
and to research material for books, I travel to many places around
the world. I try to add at least one country every year to the list of
countries I have visited, a list that now exceeds 94 countries.

Last month I went to Poland for the first time, meeting up
with software engineers who have been working on a project for
us, seeing firsthand the effects of 60 years of Stalinist and Commu-
nist repression on the real estate industry, and finding out how in
the past decade and in anticipation of Poland joining the European
Union, prices of real estate went up by a factor of 20. During my
visit, I came across tour buses full of tourists who get to see the
country from the cocoon of a bus, surrounded by fellow country-
men, all knowing that they must finish breakfast and be ready to
board the bus by 7:30 P.M. each morning or it will leave without
them. That is not an interesting way to experience a country, let
alone to meet the locals to find out what makes them tick. Travel
alone or with a loved one, have a purpose, throw fate into the
wind, and be open to new discoveries. Avoid itineraries, advanced
hotel bookings, or even advanced dinner reservations—they can
stifle creativity, a fortuitous meeting, and, most important, the
serendipitous acquisition of a prime piece of real estate.

While a lack of background knowledge and experience in a
foreign market can appear to be a disadvantage, there is also a
commensurate advantage: Your opinion as to whether a deal is
great or not isn’t clouded by knowledge of past events related to
the building or area.

A few years back I was shown a property by Craig Donnell, a
colleague who consistently ferrets out opportunistic deals, in Mel-
bourne, Australia. The building was located directly opposite the
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University of Melbourne, and comprised 12 stories of student ac-
commodation (277 rooms) along with ground-floor retail space
and a basement. (See Figure 22.1.) There was a new 10-plus-5-plus-
5-year lease in place to the university at a starting rental of
A$950,000 per annum, with annual reviews in line with the con-
sumer price index (CPI). To an outsider looking at market cap
rates, returns, location, strength of lease, and in deference to the
fact that the building had been completely renovated, it appeared
as though the building was being offered at a price substantially
above market. This would also explain why it had not sold.

However, this building also highlights the need to conduct
thorough due diligence. It turns out that despite the recent renova-
tions, the building did not comply with the fire code. Before long,
the students had to be evacuated and relocated, and the university
commenced legal action against the owner. We were informed that
an offer would be entertained by the owner, who was eager to ex-
tricate himself from the situation.

To locals, the uncertain status of the lease (given the legal ac-
tion) was a disadvantage. To us, the building could realistically be
rented out under independent management for closer to A$2.5
million per annum. Consequently, we were negotiating at a price
less than half the original asking price (because of the local market
discounting the price on account of an uncertain lease), when in
actual fact it was worth more to us without a lease. Furthermore,
we knew that the cost of bringing the building up to fire code was
nowhere near the millions we would save in acquisition costs.

However, just as you can own a property in an instant, so can
you lose the opportunity. Despite the validity of the lease still be-
ing in question, a group of attorneys bought the building (for far
more than our offer), partially negating my claim that locals often
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Figure 22.1 Student Accommodation Opposite the University of
Melbourne

ccc_deroos_249-260_ch22.qxd  12/27/07  10:57 AM  Page 257



discount a property beyond reason, but at the same time raising
the question as to whether they paid too much for it.

A foreigner is more likely to look at a property on the basis of
the facts—what is the market value, the market rental, capital
growth rate, rental growth, vacancy rate, and so forth—than a lo-
cal. A local will be more inclined to take into account sentiments
such as, “Well, this suburb has never really been that popular ex-
cept with people on government subsidies” or some such non-
sense. I say nonsense, because once the profits are in your bank
account, it no longer matters whether they came from a popular
suburb or an unpopular one. In fact, cap rates will be lower in
popular suburbs—the market has already taken account of every-
thing for you.

Furthermore, by investing abroad, not only can you get the
benefit of a cross-fertilization of ideas, but you can also benefit
from a cross-fertilization of projects. In New Zealand I am in-
volved with a boutique hotel and a small vineyard. To many peo-
ple, this may just be of passing interest, but my colleague and
friend Rich Lamphere recognized a tremendous opportunity to
link the New Zealand operation to his extensive project in north-
ern California that also includes a vineyard and boutique hotel.
Rich is a true visionary with a big heart, and is living proof of Zig
Ziglar’s maxim that “You can get whatever you want, so long as
you help enough other people get what they want.” By offering
guests in either country wines from both projects, reciprocal hotel
perks, combined frequent-user benefits, and an excuse and incen-
tives to use the other country’s facilities, both projects benefit.

As for the claim that real estate is so complex, and the laws so
involved, that it is difficult to keep up with the regulations in your
own turf, let alone a foreign country, these critics need to get a pass-
port (I would put money on it that they do not have one), jump on
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a plane, and go somewhere where they have never been before. Of
course real estate is complex, even at home. In fact, it is so complex
that even at home you should barely do any of it yourself.

Engage real estate agents to handle the contract for sale and
purchase of the property. Engage attorneys to go over lease docu-
ments. Engage engineers, geologists, surveyors, and inspectors to
help with the due diligence. Engage title companies to transfer (or
convey) the title from the seller to you. Engage CPAs to do the ac-
counting to conform to local taxation regulations. Even though it
is perfectly legal to perform most of these tasks yourself (and at
some stage you probably should, just to find out what is involved)
in general you would be a fool to attempt any of these things on
your own in your own country, especially since it is so easy to find
people to do these things for you. In a similar vein, you would be a
fool to attempt any of these things in a foreign country, and again
it is so easy to find people to do these things for you.

Investing abroad may stretch your comfort zone from time to
time, but so what if things are a bit different? It adds to the spice of
life. They may drive on the other side of the road—no big deal.
They may have a different mains voltage, frequency, and plug con-
figuration. Bring some adaptors or buy what you need locally.
Traffic lights may have different sequences (for instance, red and
amber may come on simultaneously prior to going green). At least
red, amber, and green lights are standard around the world! They
may have different currencies, computer keyboard layouts, and
customs. Bring it all on! So what if a sidewalk is called a footpath,
a trunk is called a boot, and a hood is called a bonnet? Similarly, so
what if title is not transferred at a title company, but rather con-
veyed by a conveyancing solicitor, with solicitor meaning attorney?
A great deal is still a great deal, no matter what voltage is power-
ing the universal power supply to your notebook.
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If critics admonish you for investing abroad, let them wallow
in their own ignorance. They probably also think that everyone in
the world should speak their language, drive on their side of the
road, and be grateful to them for something. But, as my friend
John Baen keeps saying, it’s not who’s right, but what’s right. In-
vesting abroad benefits everyone, including the very critics who
would like to take you to task for being so selfish, unpatriotic, and
crazy as to invest beyond your own borders.
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CHAPTER 23

Live Life to the Fullest

Most people, when asked, will agree that the real estate industry
is huge. Few, however, have ever stopped to think just how
large it is. When you consider that almost everyone lives in a
home, be it owner-occupied or a rental, that adds up to a lot of
real estate. Furthermore, every supermarket that we shop at,
school that we attend or send our kids to, hotel that we stay at,
airport that we use, computer store that we drop by at, coffee
shop that we indulge at, gas station where we fill our cars,
movie theater that we frequent, restaurant that we dine at, and
so on and so forth, all these venues host businesses that fuel the
economy and are operated out of real estate premises. Seen in its
entirety, the real estate market, both in capital value terms and
in rental value terms, is singularly and definitively the largest
industry there is.
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Given that the industry is so incredibly large, it follows that
there are many ways to be involved in real estate. You may, for
instance, think you are not directly involved in real estate at all,
noting that you rent your apartment and work as an employee
at a flower delivery company. Of course, in this case, you are
renting your home (and thus you are an obvious participant in
the real estate industry). Further, your employer rents or owns
the premises you work out of, and someone owns the garages
where the delivery trucks are serviced, as well as the yard in
which the trucks are stored overnight. The flowers you deliver
are grown in someone’s commercial premises, and they are
transported to your employer’s warehouse using vehicles—
trains or planes that each require millions of dollars of real es-
tate to operate fully. Everyone is at the very least a user of real
estate, even if the use is passive and merely the consequence of
another activity.

You may also be more directly involved in the real estate in-
dustry. For instance, you could work at a title company, for a
building inspection firm, or as an appraiser, real estate attorney,
loan officer, mortgage originator, mortgage broker, real estate
agent, real estate broker, real estate expert witness, real estate pro-
fessor, construction worker, telephone line installer, or at a myriad
of other professions all servicing the real estate industry. These
services have one thing in common, and that is that they do not in-
volve direct ownership of real estate.

Rather than being involved in the periphery of real estate,
you could be a real estate speculator, trader, flipper, or developer,
as indeed many tens of thousands of people are, and take owner-
ship, at some stage, of the real estate you are dealing with.

The point is, of the thousands of potential occupations as-
sociated with real estate including all the ones just listed, this
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book addresses none of them. This book has been purely aimed
at investors.1

Even within the realm of investing in real estate, there are
two main approaches. The first approach, adopted by most indi-
vidual investors and almost all institutional investors, is to buy a
property at a fair market value and then sit on it for a long time,
waiting for inflation and a general improvement in the economy
to increase rentals and, as a result, the capital value of the real es-
tate. This book is also not for this category of investor.

This book has singularly focused on finding a property with a
twist, with an anomaly that you can use to your advantage (and
the advantage of your tenant—it’s a win-win, remember). By find-
ing a property with a wacky element—it may be that there is an
imminent zone change, or you can convert warehouse space to re-
tail space, or you can add a floor, or sell air rights, or put in a heli-
pad, or whatever—you can massively increase the value in a short
space of time.

Apart from the fact that this form of investing is mathemati-
cally far more efficient and lucrative than just sitting back and wait-
ing for inflation to do its job, there is another tremendous advantage
that I have not yet highlighted, and that is that it is a lot of fun.

There are in general three categories of people. Simple people
talk about other people. A meeting with them will involve such in-
tellectually stimulating discussions as, “Did you see what so-and-
so was wearing at the party last night? How do they pluck up the
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courage? And you should have heard what so-and-so had to say
about it! Not that they have any right to talk, given what they have
been seen wearing at times.” Enough said.

The second category of people talk not about other people
but about things. A conversation with them may involve snippets
like, “Can you believe what is going on in Iraq? Just what is the
outcome going to be? And what about that hurricane that just
blew through the Caribbean? You know, they say that hurricanes
are becoming more frequent these days with global warming.
Makes you wonder where it is all leading. I sure hope insurance
companies will pay out this time after the hurricane, though.”

Hmmm. Let’s move on to the third category!
The third category of people tend to talk about neither people

nor things, but rather about ideas. They are the creative ones ex-
ploring the outer limits of what is possible, of what may be. They
are the ones who keep you awake at night, as you ponder what it
was they said, whether it is possible, and how you may participate.

Ross, Randy, and I were returning from a trip to our water-ski
lakes by helicopter, and on landing at Chandler Municipal Airport
we met Steve Fossett, who was getting out of his helicopter. (See
Figure 23.1.) At that stage Steve already held 106 world records in
five sports. He had completed the first solo circumnavigation of
the world without refueling, in 67 hours in the Virgin Atlantic
GlobalFlyer. He was the first person to fly a balloon solo around
the world. That day he was completing helicopter training for a
new endeavor. Steve is, of course, an inspiration just with what he
has achieved, and a meeting with him makes you dream big about
your own ventures and ponder what it is you are doing with your
own life.

A few weeks later I was on a Virgin Atlantic flight from Los
Angeles to London. The pilot, Alex Tai, came out of his fortified
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cockpit to chat with me (gone, since 9/11, are the days when I
would get to sit with them). When I mentioned that I had just met
with Steve Fossett in Arizona, he replied, “No kidding? I was the
pilot of the chase plane for his around-the-world flight.” Captain
Tai is also the chief pilot for Virgin Galactic, set to be the first com-
mercial operation to offer members of the public flights into outer
space from the company’s base in New Mexico.

“Maybe,” said Captain Tai, “you can help us acquire the land
for our launch pad in New Mexico. And you absolutely should be
one of the first to come into space with us.”

That last sentence only comprised 15 words, but the effect on
me was profound. I was not reading about the commercialization
of space flights in Newsweek or Time magazine or the Economist.
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Rather, I was face-to-face with the opportunity to be one of the
first to leave our planet on a commercial operation.

And here is the point. Real estate investors are for the most
part and by their nature in the third category of people who talk
about what is possible, and who come up with creative solutions
to common problems. Whether real estate investing attracts this
category of upbeat, thinking people, or whether the nature of the
work turns ordinary ho-hum people into go-getters, I do not know
and do not really care. The fact remains that real estate investors
are, in general, a pretty motivated, excitable, and exciting bunch of
people to hang with. That is why I say that this branch of the real
estate industry is a lot of fun.

My experiences when I was studying for my PhD are a good
point of comparison. The academic world is largely one of “pub-
lish or perish”—your job offers, tenure, reputation, and therefore
income are largely dependent on how many good academic pa-
pers you publish in the scientific literature. As a result, every sci-
entist is fiercely protective of his work, hoping to be the first one
to publish it and therefore lay claim to the underlying technology
or ideas.

Consequently, the conferences I attended showed consider-
able rivalry between individual academics, groups of academics,
and even students and their supervisors. Conferences had an aura
of suspicion, jealousy, and one-upmanship.

This contrasts dramatically with the real estate investment in-
dustry. At conferences I have attended, there is a jovial underlying
atmosphere, and a free flow of information and ideas that is conta-
gious. Unlike in the scientific world, investors want to share their
techniques with you. After all, if it’s a great technique, why not
share it?
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I am not at all worried that if I share my real estate ideas in
this book, there will be no good deals left for me. Again, the mar-
ket is so incredibly huge, with just about every human being on
this planet (and there are now well over six billion of them) using
dozens of forms of real estate every single day, that there will still
be plenty of deals for me to work with. My signature statement is
still true, namely that the deal of the decade comes along about
once a week.

For me, real estate investing is not just about doing the deal.
If that were all there was to it, then I would just stay in one loca-
tion, say Phoenix, which has about the highest growth rate of any
indicator you care to monitor anywhere in the world, and consum-
mate deal after deal. However, human beings also have a hanker-
ing for some variety.

Saint Augustine is credited with saying, “The world is a book,
and he who does not travel reads only one page.” Travel to
broaden your horizons, for the sheer joy of it, and to get new ideas.
I have transplanted countless ideas from one part of the world to
another, and these ideas simply would not even have occurred to
me if I had not traveled. It was my observation of the efficiency of
Japanese car-parking systems that enabled me to make otherwise
dysfunctional office buildings work in other parts of the world. It
was seeing how, all over Europe, people live, work, and play in a
mixed-use environment that led to an affinity with new urbanism,
which got incorporated into numerous projects. It was the sourc-
ing of reliable electronics in Thailand that led to the complete au-
tomation of buildings in Australia. It was teaming up with an
investor from the United States who wanted to hedge against a
falling U.S. dollar that enabled me to be involved with building
the largest private medical facility in New Zealand.
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When you travel, you also get to meet some very colorful and
interesting people. It will broaden your circle of friends and the
pool of information you can learn from.

The clichés are true: “You become the company you keep.”
“Birds of a feather flock together.” “The quality of a person’s life is
in direct proportion to the quality of their peer group.” Therefore,
choose your friends carefully. Sometimes, fire some of your
friends. If you are the smartest person on your team, then your
team is in trouble!

The great thing about commercial real estate investing is that
the people involved are largely preselected (or they have been
transformed from their prior state of complacency). You won’t
need to fire many of them as your friends, as they are all already
upbeat, motivated, eager to learn, and knowledgeable.

When I say “knowledgeable,” I mean that you can learn
something from them. Investors are happy to share their knowl-
edge. As I stated right at the beginning of this book, learn some-
thing new every day. When I teach at an event with 2,000 people, I
have the advantage, as the audience only gets to learn from one
person, but I get to learn from 2,000 at a time. I don’t say this
lightly or to pander. My teachings are very interactive, and I get a
lot of feedback—and ideas—from the audience.

Strive to see things from a different angle. Don’t just do what
other people do simply because “everyone else is doing it that
way.” Dare to be different. The more you are willing to stand out
from the crowd, the more fun you will have, and the greater will
be your success at investing in commercial real estate.

Successful investing!
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About the Author

Dr. Dolf de Roos began investing in real estate as an undergradu-
ate student. Despite going on to earn a PhD in electrical and elec-
tronic engineering from the University of Canterbury, Dolf
increasingly focused on his flair for real estate investing, which
has enabled him to have never had a job. He has, however, in-
vested in many types of real estate (residential, commercial, indus-
trial, hospitality, and specialist) all over the world.

Today he is the chairman of the public company Property
Ventures Limited, an innovative real estate investment company
whose stated aim is to massively increase stockholders’ worth. He
is also a director of Best Choice Properties, an Arizona-based in-
vestment company. 

Dolf was cajoled into sharing his investment strategies, and he
has run seminars on the psychology of creating wealth and on real
estate investing throughout North America, Australia, New
Zealand, Asia, South Africa, the Middle East, and Europe since the
1980s. He has been appointed a visiting professor of real estate at
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the University of Texas, and he teaches real estate at Trump Uni-
versity and Tony Robbins’ Wealth Mastery.

Beyond sharing his investment philosophy and strategies
with tens of thousands of investors (beginners as well as seasoned
experts), Dolf has also trained real estate agents, written and pub-
lished numerous best-selling books on property (including the
New York Times best seller Real Estate Riches), and introduced com-
puter software designed to analyze and manage properties
quickly and efficiently. He often speaks at investors’ conferences,
real estate agents’ conventions, and his own international semi-
nars, and regularly takes part in radio shows and television de-
bates. Born in New Zealand, and raised in Australia, New
Zealand, and Europe, Dolf, with six languages up his sleeve, of-
fers a truly global perspective on the surprisingly lucrative
wealth-building opportunities of real estate.

To find out what you can learn from Dolf’s willingness to
share his knowledge about creating wealth through real estate,
and to receive his free monthly newsletter, please visit his web site:
www.dolfderoos.com.
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Appendix

Resources

Other Books by Dolf de Roos

Tax-Free Real Estate Investments

In this enlightening money-saving guide, you will learn
all the tax-busting secrets financial planners keep to
themselves, including how to use a real estate IRA to
combine the tax benefits of retirement savings with the
high rates of appreciation in real estate investing to grow
your savings at light speed. 

52 Homes in 52 Weeks

A real estate guide unlike any other, this book is the true
story of a seemingly impossible investing challenge and
two investors who pulled it off—all to prove that you can
do it, too.
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Real Estate Riches

This book will show you why real estate is tens and hun-
dreds of times better than other investments. It will pre-
pare you to find the deal of the decade—that comes along
every week. Also, learn how the tax man can subsidize
your real estate investment. Most importantly, this book
will reveal how you can create passive income using your
banker’s money so you only work if you want to! Rere-
lease with foreword written by baseball superstar Alex
Rodriguez.

Making Money in Real Estate

This book explains why real estate is a consistently prof-
itable moneymaker and how everyday people just like
you can build their fortune regardless of their credit score
or how much money they have in the bank. It’s true—you
don’t have to be rich to invest in real estate. It’s the easi-
est, most leveraged method for building sustainable
wealth over time, and it’s open to everyone. 

Real Estate Investing Loopholes

This book reveals the best and most effective tax loop-
holes successful real estate investors use to maximize
their profits. This revised edition covers all the new tax
laws, and features new and updated case studies and ex-
amples. Find out why real estate is probably the best 
investment money can buy, due in part to the profit-
maximizing tax loopholes that directly benefit real es-
tate investors. 
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Building Wealth Through Investment Property

If you want to leave your retirement security in the hands
of someone else and are prepared to settle for a whole lot
less, this book is not for you. 

The wealth-building strategy outlined in this book is not
new, it’s not complicated, and it’s not a get-rich-quick
scheme. What it does offer is a reliable path to financial
independence in 10 years or even less, by investing in res-
idential property and using the equity in your own home. 

Extraordinary Profits

This book is filled with real stories, many with pictures,
submitted by people recounting their personal real estate
triumphs as they turned ordinary properties into extraor-
dinary profits. This collection of unique, interesting, and
at times amazing examples is sure to inspire you to see
the possibility in your everyday surroundings. 

Making Money in Residential Real Estate

This Investor’s Guide to Making Money in Residential Real

Estate is the answer to your dreams. It tells you every-
thing you need to know to secure your personal financial
independence, and does so in a very understandable,
easy-to-follow way. 

Making Money will show you how to achieve financial se-
curity by investing long-term in income-producing resi-
dential property. The strategy described here places
emphasis on diverting short-term income into long-term
asset building so that when your working life stops, your
income doesn’t.

Appendix 273

ccc_deroos_271-280_appx.qxd  12/21/07  10:27 AM  Page 273



Real Estate Investment & Management

The SuccessDNA Guide to Real Estate Investment & Manage-

ment offers practical information on the essential ele-
ments of real estate acquisition and ownership, written
in a clear and understandable style by two real estate in-
vestors and best-selling authors. This guide is the one
you will keep and refer to many times over, to your bene-
fit and advantage. 

101 Ways to Massively Increase the Value of Your Real

Estate without Spending Much Money

101 Ways to Massively Increase the Value of Your Real Estate

provides just that: 101 property improvement ideas you
can apply to your investment in order to transform the
initial impression people get from your property. Trans-
form a so-so property to a wow! property without spend-
ing tons of money. By utilizing any number of these
suggestions, you will improve the rental value, rentabil-
ity, market value, sale price, and equity of your real estate
investment. This is the book to help you get the maxi-
mum profit on your investment.
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Audio Courses by Dolf de Roos

Wealth Magnet (7-CD set, workbook) 

Wealthy people have a much better strategy for having
it all. It’s not so much that they do things differently; it’s
that they have a different psychology. With Wealth Mag-

net, you can get the tools you need so you can replicate
this psychology and achieve wealth beyond your
wildest dreams. This breakthrough information can be
applied by anyone. 

You will learn: 

� Why it’s crucial to eliminate destructive beliefs such as
“Money can’t buy you happiness” and “Money is the root
of all evil,” and replace them with empowering beliefs like
“Money gives me choices.” 

� The critical difference between an abundance mentality
and a scarcity mentality—and how to develop and apply
an abundance mentality right away. 

� Why scrimping and saving is a defensive strategy to grow
wealth—and why it’s much better to expand your opportu-
nities and create wealth in abundance. 

� How your newfound millionaire mind-set will make every
aspect of your life richer—you’ll discover more opportuni-
ties to create value, to make contributions to others, and to
express gratitude for the abundance you already have in
your life. 

� The difference between good and bad debt—and how to
use debt to your advantage rather than being a victim of it.
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Commercial Real Estate Course 

(12-CD set, workbook) 

Dolf presents his acclaimed commercial real estate semi-
nar, designed to show you the ins and outs of investing
in commercial real estate. If you are investing in residen-
tial property, or have started to invest in commercial
property and want to take your investing to the next
level, this course is for you. Discover the differences be-
tween commercial and residential real estate, and why
commercial should be the next step for you. 

You will learn: 

� How to source commercial property, and what to look for.

� Which market sector is best for you—retail, office, indus-
trial, hospitality, or specialist? 

� How to double or triple the value of a commercial building
before you buy it. 

� Why commercial property can be a safer bet for many 
investors. 

� Understanding yield, capital growth, and cap rates. 

� How to find tenants and avoid long periods of vacancies. 

� Steps to financing your investments. 

� What to include in your proposal to make a convincing
pitch to banks. 

� The dos and don’ts of managing property. 

� Should you use a property manager? 

� How to set up your corporate structure to protect your assets. 

� Tax advantages available through commercial investing. 
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Property Investor’s School

(10-CD set) 

Property Investor’s School (PIS) is a live recording of our
unique two-day event, which is only available to a se-
lect number of participants in any year. Professionally
recorded and edited, this course will provide you with
the knowledge and confidence to easily create passive

income through real estate. While there can be no substitute for at-
tending our live event, this recording is the next best thing. In fact,
our participants who have listened to the program prior to attend-
ing the event greatly increase what they learn and retain.

The program refers to a “Proposal for Finance” document that is
available on the web site. You may view it and download it by go-
ing to www.dolfderoos.com. Of course, if you do not yet have the
audio set, you can still view the “Proposal for Finance” but you
won’t get the benefit of the detailed explanations.

Included: Property Investor’s Guidebook—an interactive 100-plus-
page workbook designed to be used in conjunction with the audio
portion of the PIS, allowing you to work along with Dolf as he
takes you through individual investment processes.
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Software by Dolf de Roos

REAP is the most powerful prop-
erty analysis tool of its kind. It
was developed to enable users
throughout the world to analyze
the investment value of real estate.
You will learn to consistently

identify lucrative investments and, more important, avoid bad
ones. You will be able to focus on the best opportunities with the
strongest growth potential—the ones that will actually make you
money each week, month, or year.

How REAP Works

Once you have entered all the pertinent details of a property, in-
cluding the purchase price, rental income, vacancy rate, property
taxes, management fees, maintenance costs, home owners associa-
tion fees, and the mortgage details, REAP will generate seven re-
ports (numeric as well as graphical) to provide an indication of
how the property is likely to perform. The reports include details
on the cash-on-cash returns (both before and after tax) and the in-
ternal rate of return.

System Requirements

� Windows 95/98/ME/2000/NT4.0/XP/Vista

� 133 Mhz or faster Pentium 

� 32 MB of RAM 
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� CD-ROM drive 

� Mouse 

The REAP software comes in a PC version only. Mac/Apple users will
need software such as Parallels or Boot Camp to run REAP on
your Mac.

Delivery Information

The REAP software can be delivered physically or electronically.
The physical delivery is shipped to you on a CD-ROM
(US$495.00). The electronic delivery is sent to you via an e-mail
message (US$445.00). The e-mail message contains a link for
downloading the program, as well as the serial number needed for
registration.

An electronic purchase of REAP will be processed within one
standard (U.S.) business day (Monday–Friday, except holidays).
A CD-ROM purchase of REAP will be processed within one stan-
dard (U.S.) business day (Monday–Friday, except holidays) and
shipped via a two-day delivery service. All international orders of
REAP will be the electronic version, not the CD-ROM version.

Satisfaction Guarantee

In accordance with industry standards and Property Prosperity
policies, no returns will be accepted for software.
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A

Accidents, 245
Accounting, 193, 259
Advertising, 43, 46, 55–56, 107–111
Aeronautical beacons, 76
Air-conditioning, 96
Aircraft hangars, 90–93
Airport access, 138, 139
Air space, 77–81
Alarm systems, 100–101
Appendix, proposal for finance, 176,

178–179
Appraisals, rental, 190
Appraised value, 104–106
Appreciation, 246–247
Assets, 177–178
Assignment of lease, 15–17

Auckland, New Zealand, 198
Automatic bank transfers, 24
Average capital growth, 196
Averages, beating, 195–203

B

Baen, John, 217–222, 248
Balance of trade, 254
Bank One tower, 82, 218
Bankruptcy, 15
Banks, 30–31, 104–106, 164–165. 

See also Loans; Mortgages
Bank transfers, 193
Banner signs, 57–59
Base rent, 17–18
Best Choice Group of Companies,

208–211
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Better Business Bureau, 59
Billboards, 79–81
Boats, 86, 88, 211–212
Broker, 242–243
Building Wealth Through Investment

Property (de Roos), 273
Business cards, 120–124
Buyers, 138
Buyer’s agent, 242

C

Cape Town, South Africa, 198
Capital gains tax, 233–235, 237
Capital growth, average, 196
Capital growth rate, 197
Capitalization rate. See Cap rate
Capital preservation, 240
Capital value, 36, 71–102
Cap rate, 35–39

and building value, 38
and commercial real estate, 

37
influencing, 66
and property value, 39
relation to capital value, 36
relation to market value, 38
and risk, 239–240
and selling commercial real estate,

235
and tenanted buildings, 49

Carder, Randy, 208–211
Car racing, 215
Cash flow, 176–177
C-corporations, 184
Cell phone towers, 73–74
Cemeteries, 88–89
Chamber of commerce, 59, 251
Chattel mortgage, 158
Christchurch, New Zealand, 

229–230
Cialdini’s Law of Reciprocity, 

174
City centers, 200
Collateral, 166, 174–176
Commercial real estate:

acquiring tenants, 29–30
advantages, 41–42
advertising vacancies, 57–59
analyzing deals, 131–153
and cap rate, 37
concentrating on one efficient 

deal, 245–246
defined, 1–3
determining return on investment,

35
difference from residential real

estate, 5–9
disadvantages, 29–31, 103–106
evaluating qualitative aspects,

139–140
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extraordinarily odd deals, 
217–222

financing, 163–182
finding, 107–130
finding for tenants, 66–69
improvements to property, 20,

21–22
increasing value of, 42, 93–100
interior remodels, 93–100
investing abroad, 249–260
loans, 30–31
as long-term investment, 

243–244
managing, 187–193
negotiating, 155–161
overcoming disadvantages, 

41–44
questions to ask before buying,

142–144
and real estate agents, 57
rent collection, 22–24
rent reviews to market, 101–102
selling, 233–237
structuring ownership, 183–185
thirteen golden rules of investing,

239–248
why invest in it, 11–28

Commercial Real Estate Course (audio
course), 276

Commissions, 112, 242

Consequential loss insurance, 18
Contingent liabilities, 241
Contractors, 190–192
Contracts, 5–9
Cost per square foot/meter, 144
Council Initiative for Economic

Development, 59
Craig, Bruce, 68–69
Craigslist.com, 55, 56
Cross-fertilization, 258

D

Dallas, Texas, 218
Davidson, James, 140
Deals, analyzing, 131–153
Debt funding, 210
Demographics, 138
Denny, Curt, 215
Denny, Ross, 208–211
Depreciation recapture tax, 233,

234–235
Development, 206–207, 230
Disagreements, 248
Distrain for rent, 9
Donnell, Craig, 255–258
Doorways, internal, 96–97
Downtown areas, 200
Drive-around property searches,

116–118
Due diligence, 132–142, 256, 259
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E

Eiffel Tower, 132–135
Electronic locks, 98–99
Elevators, 83–86
Equity, 234
Equity funding, 210
Ethernet outlets, 94–96
Ethics, 247–248
Eviction, 8
Expectations, 248
Extraordinary Profits (de Roos), 

273

F

Fair market price, 34
Family trusts, 184
Farming, 205–206
Fees, real estate, 60
52 Homes in 52 Weeks (de Roos), 

271
Financing, 163–182
Firewalls, 96
Fish, 212
Fish-and-chips shop, 16–17
Fish shop, 107–110
Five Mile (New Zealand), 230–231
Fixed operating costs, 23
Fliers, 59
Floodplain, 138
Florida, 86
Focus groups, 99

Fooled by Randomness: The Hidden Role

of Chance in the Markets and in

Life (Taleb), 195
Foot traffic, 138
Fort Worth, Texas, 82, 218
Fossett, Steve, 264
Freehold, 236–237
Freeway access, 138
Friedman, Thomas, 140
Funeral business, 45–49, 63, 67

G

General description of property
offered as collateral, 174–176

Geography, 196–199
Gold Coast (Australia), 198
Goodwill, 13
Government regulations, 25–27
Great Britain, 252–254
Gross returns, 17

H

Hairdressers, 67–69
Ham-radio repeater stations, 

76
Hangars, 90–93
Heads of Agreement, 48
Helipads, 72–73
Helping others, 124–126
Henderson, Dave, 99, 225–230
Heyman, Adrian, 119–120
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Higher-than-market rent, 143
High technology, 201–202

I

Improvements, property, 13, 20–22
Income:

passive, 49
of tenants, 18–20

Inflation, 246–247
Insider information, 61
Insurance, 17, 18, 240, 253
Insurance, mortgage, 30–31
Interest rate, 240
Internal rate of return (IRR), 147, 149
Internet, 47, 55–56, 114–115, 139
Investment analysis report, 147–159
Investments:

abroad, 249–260
long-term, 243–244
making money through real 

estate, 263
Investor-agent, 112–113
IRR. See Internal rate of return (IRR)

J

Jackson, Ian, 125–126
Jakarta, Indonesia, 72
Jandakot Airport, 90–93
Japan, 82–85
Johannesburg, South Africa, 

198

K

Kanai, Mitsutaka, 167, 171
Kindness, 247–248
Kitchen facilities, 96

L

Lamphere, Rich, 258
Land, raw, 205–216

reasons to consider buying,
205–208

LandlordCentral.com.au, 90
Landlords:

and property improvements, 21–22
and property maintenance, 19

Landlord-tenant relations, 47
Lawsuits, 244–245
Leases, 7–8, 259

assignment of, 15–17
duration, 11–14
negotiating, 159–161
renewals, 13–14
tactics to beat the average, 202
triple net, 17, 109

Lexus and the Olive Tree, The

(Friedman), 140
Liabilities, 177–178

contingent, 241
controlling, 240–241
limited, 183–185
protection, 184

Limited liability, 183–185
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Limited liability company (LLC), 184
Limited liability limited partnerships

(LLLPs), 184
Limited partnerships, 184
Litigation, 244–245
LLC. See Limited liability company

(LLC)
Lloyd’s of London, 253
LLLP. See Limited liability limited

partnerships (LLLPs)
Loans, 30–31, 104–106, 182. See also

Mortgages
Loan-to-value ratio (LTV), 30–31
Location, 196–199
Locks, electronic, 98–99
London, 198
Long-term thinking, 160–161, 233
LP. See Limited partnerships (LPs)
Lustig, Victor, 134–135

M

Mailing lists, 112
Maintenance, 17, 19
Makeovers, 19
Making Money in Real Estate

(de Roos), 272, 273
Management, 27–28, 187–193, 

202
Marine farms, 222–223
Market cap rate. See Cap rate

Market rate, 101–102
Market rent, 142–143
Market value, 38
Marlborough Sounds (New

Zealand), 222–223
Mates rate, 113
Melbourne, Australia, 198, 

255–258
Mexico, 252
Microwave repeater stations, 76
Mineral rights, 219–222
Mortgagee, 172–173
Mortgages, 158, 164–165, 240–241,

252. See also Loans
Mortgagor, 172–173
Moustakas, Katie, 90
Music store, 64–65
Mussel farming, 223

N

Naming rights, 76–77
National Association of Realtors, 

120
Negotiations, 155–161
Net returns, 17
Networking, 118
Newspaper advertisements, 43, 46,

55–56, 107–111
New York City, 72, 86
New Zealand, 251–252
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O

Oil rights, 219–222
Oklahoma, 210
100:10:3:1 Rule, 126–129
101 Ways to Massively Increase the

Value of Your Real Estate . . .

(de Roos), 98, 274
Operating costs, fixed, 23
Outgoings, 17–18
Overhead, management, 27–28, 187
Ownership:

legal, 132–138
structuring for commercial real

estate, 183–185
Oyster farming, 223

P

Painting, 160
Parking, 81–89
Partners, 214–215, 244
Partnerships, 113, 184
Passive income, 49
Paternoster elevators, 83
People-centered business, 5–9
Personal qualities, 127–129
Perth, Australia, 90
Pet supply shop, 64–65
Phoenix, Arizona, 197, 198–199,

208–211
Photos, 166–167

Plater-Zyberk, Duany, 230
Poignand, Jim, 90
Poisson, André, 134–135
Pollution monitoring stations, 76
Present value, 105
Principal, 240
Property, stale, 46
Property Investor’s School (audio

course), 277
Property management companies,

59–60
Property managers, 7, 27–28, 187
Property Portfolio Statistics and 

Cash Flows, 176–177
Property taxes, 17
Property value:

relation to rental income, 66
and tenanted buildings, 49
and tenant’s ability to pay rent, 246
ways to increase, 37

Property Ventures Limited (PVL), 62,
99, 225–231

Proposal for finance:
appendix, 176, 178–179
general description of property

offered as collateral, 174–176
how to use it, 179–182
property portfolio statistics and

cash flows, 176–177
sample, 168–170
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Proposal for finance (Continued)

statement of assets and liabilities,
177–178

summary paragraph, 171–174
Prospectus, 226–227
Purchase price, 34, 104–106

Q

Qualities, personal, 127–129
Queenstown, New Zealand, 62, 198,

227, 230

R

Railway lines, 138
Ratchet clause, 25
Raw land, 205–216

reasons to consider buying,
205–208

Real estate:
advantages of owning, 252
approaches to investing in, 263
beating the average, 195–203
difference between residential and

commercial, 1–2, 5–9
equity, 234
occupations within the industry, 262
true value of, 33–39

Real Estate Acquisition Program
(REAP) software, 145–146,
278–279

Real estate agents, 59–60, 112–114,
242–243, 259

Real Estate Investing Loopholes

(de Roos), 272
Real Estate Investment and

Management (de Roos), 274
Real estate owned (REO) 

properties, 119
Real Estate Riches (de Roos), 191, 

195, 218, 272
REAP software, 145–146, 278–279
Rees-Mogg, William, 140
Refinancing, 234, 235
Regulations:

government, 25–27
zoning, 60–62, 199

Remodels, interior, 93–100
Renovations, 13, 19–20
Rent, 8–9

base, 17–18
collection, 22–24
how to determine, 34
market, 142–143
reducing, 160
tenant’s ability to pay, 246
true, 142

Rental income:
increasing, 66, 71–102
and property value, 37, 66
and tenanted buildings, 49
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Rent reviews, 24–25, 101–102,
143–144, 190

REO properties. See Real estate
owned (REO) properties

Republic Tower, 218
Residential real estate:

defined, 2
difference from commercial real

estate, 5–9
government regulations, 25–27
and maintenance, 19
rent collection, 23
return on investment, 34

Restaurant, 229
Retailers’ association, 59
Retail stores, 19–20
Return on investment (ROI), 34, 35,

36, 39, 141, 144–153
Risk, 239–240
Roofs, 72–76
Rule enforcement, 189

S

San Diego, 140–141
Satellite dish, 76
Schmitt, R. S., 151
S-corporations, 184
Scottsdale Airpark, 151
Scramble keypad, 98–99
Seaport, 138

Sellers, 106, 138, 156–159, 242
Selling property, 233–237
Short-term thinking, 233
Signs, 57–59
Singapore, 86
Software, 145–146, 153, 278–279
Sovereign Individual, The

(Davidson), 140
Specific performance, 158
Speculation, 207–208, 209–211
Spring Mountain Ski Ranch, 

211–215
St. Tropez, 88
Stacked parking systems, 86
Stale property, 46
Statement of Assets and 

Liabilities, 177–178
Stores, retail, 19–20
Street appeal, 138
Student accommodations, 99–100,

228, 230, 256–258
Summary paragraph, 171–174
Supply and demand, 180
Sydney, Australia, 79–81, 

198
Syndicate, 225–226

T

Tai, Alex, 264–265
Taleb, Nassim Nicholas, 195
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Taxes, 17, 233–235
Tax-Free Real Estate Investments

(de Roos), 271
Technology, high, 201–202
Tenancies:

consolidating, 64–65
splitting, 62–64

Tenants:
ability to pay rent, 246
acquiring for commercial real

estate, 29–30
attracting, 42–43, 45–69
for funeral home, 45–49
income, 18–20
outgoings payment, 17–18
property improvements, 20, 

21–22
prospective, 56–59
rent payments, 23–24
selection of, 188–189
ultimate way to attract, 

66–69
for vacant warehouse, 50–54

Texas, 210
Thinking, long-term, 160–161, 

233
Title, 259
Tombs, 88
Tradespeople, 190–192
Trade surplus and deficit, 254

Traffic monitoring cameras, 74–76
Travel, 255
Triple net leases, 17, 109
True rent, 142
Trusts, 184

U

Umbrella loans, 182
Uncooperative seller, 156–159
Upward-only rent review clause,

24–25

V

Valuation, rental, 190
Value:

adding, 241–242
appraised, 104–106
present, 105
of real estate, 33–39

Veterinary surgery, 64–65
Views, 78–79, 200
Vineyards, 227–228

W

Warehouse, 50–54, 139, 151
managers, 53–54

Water-skiing, 211–214
Wealth Magnet (audio course), 

275
Weather stations, 76
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Webcam, 56, 89–93
Web sites, 56
Wi-Fi antennae, 76
Word of mouth, 118–124
World Is Flat, The (Friedman), 140

Y

Yield, 239–240

Z

Zoning regulations, 60–62, 199
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