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Chapter 1

Just Imagine...
Commercial Real
Estate and You!

an you imagine yourself in the world of commercial real estate investing?

Imagine yourself walking through the lobby of your 100-unit apartment

complex. What would it look like and feel like to be pulling into the parking
lot of a neighborhood shopping center that’s all yours? Maybe you can imagine
that you’re watching video footage from your home computer as your customers
enter the security gates of your five-acre self-storage facility. What if this project
leads to a life of true prosperity and balance? You’d be able to do things such as
drive your kids or grandkids to school every day, maybe even in your pajamas,
with a big smile on your face because you’ve invested wisely. Okay, here’s one
more scenario that may get you excited: Imagine yourself impacting the lives of
hundreds or thousands of kids here and around the world who benefit from your
charities, all funded by wealth-building skills and invaluable relationships devel-
oped from your commercial real estate investing. Investing in commercial real
estate can be the key that allows you to turn these fantasies into your reality.

Creating the wealth that allows you to follow your real passion is what’s waiting

for you whether you’re an investor, real estate agent, or lender. Commercial real
estate will accelerate your financial freedom. The best part is once you get to
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where you’re not worrying about money anymore, you’ll get to expand and explore
other parts of your life besides making money. We call this other part of your life
your “burning why.” What do you want to do, be, or create? Who do you want to
help? How are you going to make a difference? That alone makes this book worth
diving into.

In this chapter we’ll jump right in and provide an overview that gives you a better
understanding of what commercial real estate investing is. We’ll show you the
different types of investors so that you know what your options are. If part of you
is wondering if you can really do this, you’ll find the answer to that question right
here in this first chapter. (We think you probably can!) Dealing with numbers,
types of properties you can invest in, and an overview of how financing works is
all coming up in just a few pages. Finally, we’ll provide a summary of the risks
involved with commercial real estate. Is it all worth it? We obviously think so, but
also know that you’ll make up your own mind as you read through this chapter
(and perhaps the rest of the book).

Defining Commercial Real Estate

8

Commercial real estate is many things. It’s office buildings, apartment complexes,
shopping centers, warehouses, industrial parks, hotels, motels, resorts, and the
list goes on and on. It’s where businesses are conducted and where many people
live together. Commercial real estate is everywhere. (Jump to Chapter 2 for a jour-
ney through all the different types of commercial real estate that are available.)

Commercial real estate is also a means of building long-lasting wealth for the
investor. To us, long-lasting wealth is an investment that pays you every month.
It’s also one in which the value increases every year. Compare this to other types
of investments such as stocks where if you draw a monthly payment, you have to
be careful the balance doesn’t go down year by year until the pot’s empty. That’s
not true wealth at all. In this book, we show you how commercial real estate has
the ability to generate sizable cash flow every month as well as increase in value
every year (and to be tax free!). We challenge anyone to find a better way out of
the rat race than to invest in commercial real estate.

Commercial real estate can afford you a wonderful and fulfilling professional
career that’s second to none. And besides being enjoyable, commercial real estate
investors are among the highest paid professionals in the nation. In fact, it isn’t
uncommon for a commercial investor’s check from just one closing to equal an
engineer’s annual salary. Many of our mentoring clients have joined “The Quit-
ters Club” by saying goodbye to their 9 to 5 jobs.
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Every ultra-successful investor or high-income-generating professional we know
in this business knows the secret — it’s relationships. Commercial real estate is
at its core a relationship business. For instance, big deals, huge fees, and long-
lasting and fulfilling careers can all be created through the relationships you
make. We talk more about relationships in Chapter 10.

As you’re out and about, start looking around at all the commercial real estate that
you see. When you go to the shopping center, notice what space is leased out.
What buildings aren’t fully leased? Why might that property be having trouble?
After you realize that an investor owns every building, it’s difficult to not think
about owning your own commercial properties someday.

Getting Started

When choosing to make an investment in anything, you have to take several
things into consideration. You consider your reasoning or motivation for invest-
ing, the cost, and the timing. Well, the same applies for commercial real estate. In
fact, you may find that you have too many choices simply because there are so
many different ways to profit in this field. The following sections go over some of
the most common questions you may have when deciding which part of commer-
cial real estate is right for you.

Making money with commercial
real estate investing

We know that you can make money investing in commercial real estate for three
reasons:

¥ If we can do it, you certainly can, too. Both of us started from modest
beginnings, and we aren’t special by any means. In fact, coauthor Peter Conti
used to be an auto mechanic. Coauthor Peter Harris was an intro-
verted engineer.

3 We are blessed to be surrounded by our Commercial Mentoring Program
students who for the most part have started with little or no experience in
commercial real estate. Every time a Mentorship student gets another deal,
they prove that it really is possible.
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¥ If you look at the most successful investors out there, you'll find that they all
have a pattern in common: They've typically started out by investing in homes,
running a business, or working in a fairly well-paying profession. The next step
is to begin investing in smaller commercial properties, such as apartment
buildings. At some point the successful investors all move up to either big
commercial deals or land development.

Coauthor Peter Harris started out investing in real estate by purchasing single-
family homes. He did quite well in it, but one day he was daydreaming and said to
himself, “What if I could combine all my rental homes under one roof?” He felt
that would make managing the properties a lot easier because he wouldn’t have to
drive around the city chasing rents. In fact, he realized that he could make better
use of the time that he saved by investing even more! When he woke up from his
daydream, he realized that he had just described an apartment complex. To make
a long story short, he sold all of his rental homes and bought large apartment
complexes. And the rest is history. His cash flow went from hundreds per month
to thousands per month in only two years.

If he can make it starting out where he did as an introverted engineer, and now
he’s buying commercial properties worth millions, you certainly can, too. You see,
Peter is simply an average person who applied the ideas in this book to change his
life. If he can do it, anyone can use commercial real estate investing to transform
their life.

Co-author Peter Conti was working as an auto mechanic when he first got started
investing in commercial real estate. He tells his clients that he was “scared to
death” when he bought his first property — a small duplex. Peter Conti used the
same ideas you’ll be learning about in this book to go from mechanic to million-
aire in just three and a half years, and he started out with just $1,500 in the bank!
If the Peters who wrote this book can do it, anyone can use commercial real estate
investing to transform their life.

Throughout this book, we show you what “good real estate” looks like, and we tell
you how to time the real estate market, what markets to stay away from, and how
to know a good deal from a bad deal. Then we set you up with some powerful
guiding principles of investment to help you move forward.

Categorizing investors

You can fall into one of two basic types of commercial real estate investors. The
first is the cash-flow investor, and the second is the long-term hold investor. Both
make excellent cases for fantastic wealth building, and both can do well in an up
or down market.
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Cash-flow investor

Cash-flow investors purchase properties for the purpose of putting monthly
income into their pockets. And they buy commercial real estate just like you would
buy a business. In other words, if you were buying a ready-made business, you
would do whatever it takes to make sure that the business is a proven money-
maker, right? You would thoroughly check the financial records to prove that it
could stand on its own every month. Well, cash-flow investors do the same. They
take every measure to make sure they’re investing in a property that produces
nice monthly cash flow.

Also, cash-flow investors don’t solely rely on appreciation as a way to get wealthy.
They know that appreciation is only a bonus, a gift. If it’s present, great. If it isn’t,
that’s okay, because the focus is on income. Cash-flow investors know that rely-
ing on appreciation is a form of gambling and doesn’t make good business sense.
In Chapter 3, we show you how to easily evaluate and calculate cash flow for any
income-producing property just like the experts do.

Another plus for cash-flow investors that’s frequently overlooked is the ability to
weather the storm in a down market. In down markets sales are slow and prices
are falling, and people who normally would buy homes to live in aren’t buying
homes due to fear. These folks eventually become tenants for your multiunit com-
mercial properties. This helps cash-flow investors to actually make more money
in a down market.

Long-term “hold” investor

Unlike cash-flow investors, long-term “hold” investors rely on appreciation for
wealth building, but they do so in a more conservative real-world fashion. They
also benefit equity wise from paying down the loan amount over a number of
years.

The long-term hold investor’s goals are simple: They want deals with an upside,
like the ability to increase the value by improving the cash flow of the property.
For example, some of the wealthiest investors we know are our mentors, who are
older gentlemen who bought their pieces of commercial real estate decades ago.
One of them bought land, and another bought apartments. Their philosophy was
“Good real estate will always have a higher value over many years if I wait long
enough.” It’s a too-simple strategy that has worked incredibly well for many
patient investors. Both of these gentlemen held on to their properties in three
separate down-market cycles over the years. Both have properties that are debt
free, and they have made millions of dollars since.

In this book, we cover the basic foundational strategies such as “buy good real

estate and wait” (Chapter 8) along with many of the more creative, accelerated
wealth building strategies just in case you’re in a hurry (Chapter 9).
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TIP

Crunching the numbers

Honestly, the only requirement needed to crunch numbers is to be able to count to
ten with your fingers (or at least be able to use a calculator). What you’ll find is
that any type of income-producing property can be analyzed by simply splitting
up the deal into three parts:

¥ Income
¥ Expenses

3 Debt (mortgage payment)

The process for figuring out the cash flow for a 30-unit apartment complex is the
same as the process for a single-family home. For instance, say you bought a
three-bedroom, two-bath home and you’re renting it for $2,000 per month. As
the landlord, you’re responsible for property taxes, insurance, and a landscaper.
All those expenses total $600 per month. You also pay $1,000 per month for your
mortgage. The tenant pays all other expenses. Here’s a quick formula for figuring
out cash flow per month:

Income - expenses - debt = cash flow per month

Using the numbers from the previous single-family home example, here’s the
formula in action:

$2,000 (income) - $600 (expenses) - $1,000 (debt) = $400 (cash flow)

Wasn’t too difficult, was it? Now, here’s an example for a 30-unit apartment
building. You have 30 two-bedroom units renting for $1,400 per month. That
totals $42,000 per month in income. Total expenses for the 30 units are $18,000
per month (which includes taxes, insurance, maintenance, and property manage-
ment costs). The mortgage payment is $16,500 per month. Here’s how the for-
mula works to find the cash flow per month:

$42,000 (income) - $18,000 (expenses) - $16,500 (debt) = $7,500 (cash flow)

This concept applies for office buildings and shopping centers as well. Just
remember that for any property you want to analyze, you need to get the income
first, the expenses second, and the debt payment third. From there, you can see
whether the property makes any money. In Chapter 3, we go through this concept
in much more detail. In fact, after going through the real-life examples that we
provide, your confidence level should be incredibly high.
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REMEMBER

Exploring investing opportunities

Gee, where do we begin to discuss how many types of opportunities you have to
choose from when investing in commercial real estate? It may sound cliché, but
there’s something for everyone. If you like the cash-flowing dynamics of the
apartment business, there are exciting times ahead for you. How about the income
growth and stability of self-storage facilities? You can find out more in Chapter 17.
Do you like the idea of wholesaling an apartment building (Chapter 4) you found
to another buyer for $100,000? Use creative financing strategies (Chapter 9) to
buy a 50 percent occupied office building with tenants waiting to move in. The
possibilities are mind-blowing!

When investing in a property, you have two choices:

¥ You can invest in a property that's “ready to go” with no necessary repairs,
problems, or other hiccups.

¥ You can invest in properties that have lots of problems and need to be fixed
up. Commercial fixer-upper opportunities are in every city. Just like you can do
with a residential property, you can fix up, flip, and profit with commercial

property.

Big investment returns await you if you take the time to study the fixer-upper
how-tos shown in Chapter 15. We like the commercial fixer-uppers because after
the rehab is complete, most times you can hold for cash flow, hold for long-term
wealth generation, or flip for instant profits that you once thought would take
years and years of hard work to earn.

Financing a property

Are there differences between obtaining a loan for a single-family home and a
neighborhood shopping center? The answer is yes, of course, but the differences
may surprise you. Pretty much all you need to get a home loan is a good credit
score and a down payment, and then you have to make enough money to pay the
mortgage. When you get a loan for a commercial property, getting a loan is based
on the following three main qualifications:

3 Does the property produce enough income to cover the expenses
and mortgage?

¥ What is the condition of the property?

¥ What is the financial strength of the borrower?

Flip to Chapter 8 to discover how to get your lender to say “yes” to your deal, what
lenders like and dislike in deals, and tips on choosing the best loan for your deal.
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Understanding the Risks of
Commercial Real Estate
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REMEMBER

Is commercial real estate risky? You bet it is. One of our mentors always said,
“Anything you go after of great worth has great risk.” Commercial real estate
investing involves big dollars and lots of people. And whenever you have lots of
money and people working together closely, trouble is right around the corner.
But risk is a facet of doing business — any business. You can’t avoid it. The best
thing you can do to protect yourself is to understand all the risks that are possible,
and then get your advisors involved to help you figure out how to avoid them.
Don’t skimp on getting the best advisors you can hire either. As the saying goes,
“It’s expensive being cheap.”

But here’s the good news: Risks can be managed to levels of great certainty. Being
successful in commercial real estate nearly always means taking calculated risks.
Are you willing to risk some of your time and money to be financially free? What
if you could secure your family’s financial future? There are risks with everything
you do in life. You may have heard of people who spend their whole lives trying to
avoid taking any risks, and in the process, they accomplish nothing. What a
shame. The point is that sooner or later you’ll probably have to step out of your
comfort zone to free yourself from the rat race.

If you like to err on the side of caution, you may want to start out with a smaller
multifamily building. Or maybe you want to roll the dice big time. In this case,
check out Chapter 16 for more on land development, which can satisfy the riskiest
adventurer.

One of the risks of real estate investing is that if you aren’t careful, the property
can fail. We include a whole chapter in this book (Chapter 14) on why properties
fail, because real estate investing and the decisions we make don’t always turn out
well. Sometimes you just make a bad deal. And sometimes you may hire the wrong
property management company. And other times the market may take a turn for
the worse and send you in a downward spiral. Chapter 14 may be the most impor-
tant chapter you read because understanding why properties fail can enable you to
spot where your property needs some help. Or, if you’re looking at a deal, knowing
why properties fail helps you analyze why the property is in its current condition.
And don’t forget that understanding why properties fail can put you in a great
negotiating position and assist you in solving property problems.

Avoiding lawsuits, the most feared risk

The most feared risk in commercial real estate investing is getting sued. Every
tenant you have can be a potential lawsuit. You can also be sued by contractors,
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WARNING

city personnel, and the list goes on and on. How do you protect yourself? Here are
two lines of defense:

3 Obtain property liability and hazard insurance.

3 Choose a protective form of ownership or holding, such as a limited liability
company.

Limited liability companies (LLCs) are by far the most popular form of ownership
used today to hold commercial real estate.

The worst possible method of holding title is to hold it individually in your name.
This way, you have zero liability protection and absolutely no privacy.

In Chapter 13, we offer many tips and strategies for holding and protecting your
property and assets. Your goal should be to build a “legal fortress” with the right
experts.

Risk-proofing your investment plan

In our years of investing and watching numerous successful and not-so-
successful investors go at it, we have come up with several fail-safe measures (we
call them common-sense measures!) for risk-proofing your investing. Here
they are:

3 Do proper due diligence. Due diligence is the process you go through when
verifying the financial documents of the property, performing a physical
inspection, and checking out the legal pieces of the property, such as the title.
Ninety percent of all deals die during due diligence. So, if you don'tdo a
thorough job, the consequences can be costly. You may end up buying a
property that's a money pit. However, when done properly, due diligence can
actually help you make your sweet deal even sweeter. Reading Chapter 7,
which provides the ins and outs of due diligence, may save you millions
of dollars.

3 Don’t overpay. Overpaying is common among new investors. Don't be the
investor in a deal where the agent sets a record price on selling a property! If
you're buying apartments, make sure that you're aware of what price you're
paying per unit. If you're buying a shopping center, make sure you know how
much you're paying per square foot. In both cases, see what the recent
market closings value your property at. Paying too much will lock up the
property’s cash flow for a long time. (See Chapter 3 for more on pricing your
prospective properties.)
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3 Have expert market knowledge. Knowing your market like the back of your
hand sets you up for success. Before you close on your deal, make sure you
know the following:

® How competitive your rents are with other similar local properties
® When and if there's a “slow season” for rentals so you can plan ahead

® Whether there’s rent control in your city, which would inhibit you from
raising rents as you thought you could

We also like to inquire on crime statistics on the property in question by
calling the local police department.

3 Hold your goals loosely. What we mean is that you should keep your
investment's exit strategy flexible at all times. An exit strategy has two parts, a
plan to modify or improve the property and a method to sell or trade into
another property. We like to have several exit strategies ready at any given
time. Market conditions change. Your personal circumstances can change
rapidly as well. So, don't get wrapped up in executing just one exit strategy,
because it may no longer apply.

3 Know where you are in the real estate cycle. There are four parts to any
real estate cycle: expansion, contraction, recession, and recovery. By reading
Chapter 2, you can figure out where your particular city is in the cycle, and you
can determine when to buy, sell, hold, or bail. Each part of the cycle demands
that you pay detailed attention to your investment decisions. Understanding
real estate cycles helps you take the correct actions with the best timing.
There's nothing like timing the market like a pro!

You’ll discover that controlling the risk in your commercial investments begins
with finding good deals (Chapter 5) and managing them well (Chapter 12). Unfor-
tunately, there’s not one box that you can check off to eliminate risk. What you
can do is learn to make good decisions so that you’re acquiring stable properties
which are much less likely to fail. (See Chapter 14.) You may have thought that
risk-proofing was impossible, but you’d be surprised at what a little knowledge
can do to your investment portfolio.

GETTING EXTRA HELP

Why go it alone when we're here to help you? As a reader of this book, you get addi-
tional free purchase contracts, handouts, and property evaluation software. This is all
included in a fun 5 Day Challenge Masterclass where you'll discover how to Find,
Analyze, and Make Offers on Commercial Properties That Get Accepted. See the About
the Authors section for details, or go to CommercialQuickStart.com.
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