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To all the real estate investors I’ve met through the years who 
have struggled with building wealth and growing passive 
income from their rental properties. This book is for you.
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What Is a CCIM?

In 1999, Doug Marshall received the prestigious CCIM designation, which 
many consider the PhD of commercial real estate. A Certified Commercial 
Investment Member (CCIM) is a recognized expert in the disciplines of 
commercial and investment real estate. The designation is awarded by the CCIM 
Institute. Today almost 70 percent of designees hold the title of owner, partner, 
principal, or president, representing an exclusive worldwide referral network of 
thirteen thousand members in thirty countries. CCIMs must be proficient in the 
areas of investment analysis, market analysis, user decision analysis, and financial 
analysis for commercial real estate. Of the more than 150,000 commercial real 
estate professionals in the United States, only an estimated 7 percent hold the 
CCIM designation.1
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How to Achieve Financial Freedom

How do you become good at something?  
Firstly, learn how it is done. Secondly, learn how others do it. 

Then do it your own way.
—Kyos Magupe, philosopher

Do you want to supplement your current income by investing in commercial 
real estate (CRE)? Better yet, would you like to someday quit your day job 

and devote your energies exclusively to your rental properties? If that’s your plan, 
then this book is for you. This book is for the commercial real estate investor who 
is either new to investing or has been at it for a while but realizes he or she needs 
help learning the time-proven principles of real estate investing.

With more than thirty-five years of experience financing real estate, 
including a decade of personally investing in rental properties, I have learned 
how to successfully invest in commercial real estate, sometimes unfortunately 
by doing it the hard way. My clients and I have learned the do’s and don’ts of 
CRE investing, but there is no reason you have to go through the same learning 
process of trial and error. By sharing my knowledge with you, the hope is that 
you can avoid the pitfalls I’ve made so you can grow your CRE investments more 
successfully and with significantly fewer setbacks along the way.

I have divided this book into four sections: buying, financing, managing, 
and selling investor-owned commercial real estate. Each section is filled with 
real-life examples and common sense advice on how to build wealth and grow 
passive income from your rental properties.

For example, in the buying section of the book, you’ll learn:
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 ¾ Why buying real estate is better than owning any other type of 
investment.

 ¾ What the real estate market cycle is, and what phase it is currently in.
 ¾ What the six immutable laws of real estate investing are.

In the financing section, I will explain, among other things:
 ¾ How you can get the best possible loan for your property.
 ¾ What six things you need to do to make your property lender friendly.
 ¾ What nine underwriting guidelines lenders use to qualify borrowers.

In the managing section, I will disclose:
 ¾ What the number one mistake most property owners make managing 

their apartments.
 ¾ What are the three most important things to consider when choosing a 

property management company.
 ¾ What seven hidden costs of managing apartments can cost you big-time.

And finally, in the selling section, you will discover:
 ¾ What five things you must do before you list your property for sale.
 ¾ Three traps on the purchase and sale agreement that the seller should 

negotiate away.
 ¾ What the benefits are of doing a 1031 Exchange.

As an investor myself, I have written Mastering the Art of Commercial Real 
Estate Investing for those investors needing assistance getting started. I believe 
this book will go a long way toward helping you take charge of your future. If 
you like easy-to-follow, solid advice and step-by-step instructions, you’ll love 
this life-changing guide. You can bolster your income and begin the process of 
building wealth today!

The Book’s Title
From my many years of commercial real estate experience, I’ve come to the 

realization that those who excel at CRE investing understand there is a lot more 
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to it than crunching the numbers. Yes, you need to have a firm grasp on how to 
value real estate, how leveraging a property with debt will influence the property’s 
return, and so on. But CRE investing is much more than that.

I’ve come to realize that the most successful real estate investors I’ve had the 
privilege to have as clients develop a subjective, intuitive feel about a property. 
They don’t look at the potential acquisition as it is at the moment. Rather, 
they create a vision for the property. They envision what it would be like if it 
were renovated and managed correctly. They also realize how important it is to 
understand market trends, perceive how a neighborhood is trending, develop an 
awareness of where we are on the real estate market cycle … to name just a few 
factors worth knowing. These parameters are far more subjective than objective 
in scope. And that is why I titled my book Mastering the Art of Commercial Real 
Estate Investing. This type of investing is genuinely more of an art than a science.

Some may say that the subtitle, How to Successfully Build Wealth and Grow 
Passive Income from Your Rental Properties, is redundant—that building wealth 
and growing passive income are really the same thing. I beg to differ. Building 
wealth is all about increasing the investor’s net worth over time. As an investor’s 
CRE portfolio grows, so too should his or her net worth. Growing passive 
income, on the other hand, is all about maximizing cash flow after debt service. 
Whether passive income slowly grows over time depends a great deal on how a 
property is leveraged with debt. I’ve known investors who focused exclusively 
on building equity (increasing their net worth) to the detriment of generating 
cash flow. My CRE investing philosophy maintains that successful real estate 
investing should do both: it should build an investor’s net worth, and it should 
grow his or her passive income.

Key Terms to Understand
To get started, you need to keep in mind some key terms. The following are 

my definitions, and they establish the way I use these terms in the book.

1. Commercial Real Estate – This is broadly defined as “property consisting 
of land and the buildings on it.”2 My definition has a much narrower 
scope: Commercial real estate is any investor-owned, income-producing 
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property. Based on my definition, commercial real estate includes single-
family rental homes through multi-storied apartments as well as retail, 
office, industrial, hospitality, mobile home parks, and so on. On the 
other hand, my definition does not include:

 ¾ Your personal residence since your home does not generate cash 
flow.

 ¾ Undeveloped land as it does not generate cash flow.
 ¾ Owner-occupied properties because the owner is focused on the 

long-term profitability of his business, not on whether the real 
estate itself is generating good cash flow.

2. Commercial Mortgage Broker – This term is used in contrast to a 
residential mortgage broker. Residential mortgage brokers finance homes. 
They are unqualified to finance investor-owned properties. Commercial 
mortgage brokers, however, finance investor-owned, income-producing 
properties. This is an important distinction to keep in mind. So when I 
occasionally use the term mortgage broker in this book, I am referring to 
a commercial mortgage broker, not a residential one.

As you read on, you will find that I use many real estate and financing terms. 
If you are unfamiliar with their meaning, I have provided clear definitions for 
them in the “Glossary of Commercial Real Estate Terms” in the back of this book.

Finally, you should know that my more than thirty-five years of real estate 
experience is skewed toward the apartment side of real estate. I have financed 
and owned other property types over the years, but apartments are my first love. 
Some of the material here reflects my apartment background more so than other 
property types, but the principles I discuss translate to all real estate, not just to 
apartments. So regardless of your property loves or interests, you will find the 
help you need here.



Part 1

Buying Commercial  
Real Estate
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Why Invest in  
Commercial Real Estate?

The goal of retirement is to live off your assets, not on them.
—Frank Eberhart, author

Why should you invest in real estate, especially since there are many other 
types of assets to choose from? There is one overpowering reason to 

do so, but before I tell you what it is, I want to explain the benefits of owning 
commercial real estate.

Four Well-Known Reasons
When comparing commercial real estate to owning most other types of 

investments, there are four distinct advantages:

1. The positive cash flow from real estate is a major advantage over owning 
most other types of investment. Stocks and bonds can also provide 
positive cash flow from their dividends. Bonds much more so than stocks, 
as an average dividend yield on the New York Stock Exchange is about 
2 percent. But well managed CRE should generate significantly better 
cash flow, conservatively 6 to 8 percent and higher is not uncommon.
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2. 1031 exchanges on the sale of investment properties allow investors 
to defer capital gains taxes for decades. But if you sell another type of 
investment, you pay the capital gains that year.

3. Depreciation on real estate shelters income, reducing the investor’s income 
tax burden. No such tax benefit exists for owning other asset classes.

4. Using debt to buy property substantially increases an investor’s cash-on-
cash return. How this happens will be explained in greater detail later in 
the book, but for now realize that modestly leveraging a property with 
debt can significantly improve its return on investment. This is a huge 
advantage of owning CRE over other types of investments.

These four reasons for owning real estate are commonly known benefits, 
but there are also three not so obvious reasons why investing in real estate is far 
superior to owning other types of investment assets. In my comments below, 
I will specifically focus on comparing real estate to owning stocks, because for 
many investors that is the logical alternative investment to owning real estate. 
But I believe this comparison is true of most other types of investments, not just 
owning equities.

Three Not So Obvious Reasons
The first less obvious reason to invest in real estate rather than owning stock 

has to do with the concept of efficient vs. inefficient markets. In an efficient 
market, everyone has the same financial information. And you buy at whatever 
the price is. The stock market is a good example of an efficient market. Investors 
know the value of each stock, and they have no legal way to buy a stock below 
the established market price.

The real estate market, on the other hand, is a perfect example of an inefficient 
market. The price of a piece of property is determined by what the seller and 
buyer agree upon. It has very little to do with the market at large. You make me 
an offer, and if I agree to it, we have a deal. It’s as simple as that.

It is far more advantageous to invest in an inefficient market because you 
may have information that the seller doesn’t, and this can make your investment 
worth much more than what the seller thinks it is worth. This happens all the 
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time. The buyer sees a for-sale listing through a different set of eyes than the seller. 
He sees the property, not as it is, but for what it has the potential to become. 
Now the seller has decided it’s time to sell, for whatever reason. He doesn’t see 
the property’s potential. Instead he sees the issues that plague his property. Who 
has the more accurate assessment of the property? No one knows with certainty, 
even when the sales price is agreed to between seller and buyer. But over time, 
the property’s true potential will become readily apparent.

So the first not so obvious advantage of owning real estate over owning 
common stock is that it’s possible to buy real estate at a bargain price. You can 
never buy stock at a bargain, only at what is considered the market price.

The second not so obvious reason to invest in real estate rather than owning 
other types of investments is that real estate owners have considerable influence 
on the outcome of their investments. They can:

1. make capital improvements to tired properties,
2. change management for those properties that are poorly managed, and
3. re-tenant properties with better quality and higher paying tenants.

As an owner of stock, you’re a passive investor with no influence whatsoever 
on the value of your investment. You are truly a passive investor. You are at the 
whim of the emotions that control the stock market. Your particular stock might 
be doing well right now, but if the market takes a downward cycle, your stocks 
are going down in price with the rest of the market.

But the successful CRE investor is actively engaged with considerable 
influence on the value of his investment through a variety of ways. In commercial 
real estate, you actually have quite a bit of control over your investment and its 
potential for growth.

Finally, the third less obvious reason to invest in real estate versus stocks 
is no more need for retirement calculators. Yes, you heard me right, and here’s 
why I say this. You’ve likely seen the television commercials where people are 
asked how much money they think they need to save over their lifetime in order 
to retire comfortably. Their response is typically a shrug of the shoulders, a 
bewildered look, a financial guess, a “beats me,” or something equivalent. If your 
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investments are in stocks, bonds, undeveloped land, precious metals, or other 
commodities, then a guess is about the best answer you can give. Who knows 
where these markets will be in ten years, twenty years, or thirty? It’s anybody’s 
guess, including the investment banking firm that produced the TV commercial.

But this is not so with commercial real estate. You can make a reasonable estimate 
as to how much you’ll need to have accumulated in real estate in order to retire 
comfortably. All you need to know are the answers to these three basic questions:

1. How much annual income before taxes do you need to retire comfortably?
2. When you retire, how much are you expecting to receive annually from 

social security or other pensions you will receive?
3. What is the current cash-on-cash return you’re receiving on your real 

estate investments?

For example, let’s assume that you want $100,000 a year in income before 
taxes to live comfortably. As you get close to retirement age, the Social Security 
Administration sends you an annual letter stating what you will receive from 
them when you retire. Let’s assume you and your spouse will receive a total of 
$40,000 annually from social security.

Now, to determine your current cash-on-cash return on your real estate 
investments, add up all owner disbursements you received last year on your 
rental properties and then divide by the total initial cash investment in all of 
your properties. Depending on how good an investor you are, that could be 
anything, but I believe a 6- to 8-percent cash-on-cash return is a conservative 
estimate on well managed properties. So for discussion purposes, let’s assume 
your commercial real estate portfolio had a 6 percent cash-on-cash return last 
year. Now, let’s do the math:

 $100,000 Annual pretax income required
 ($40,000) Less received from social security
 $60,000 Net income needed from CRE investments
 6.0% Required return on your CRE investments
 $1,000,000 Equity in CRE investments
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Dividing $60,000 by 6 percent results in $1 million you will need to invest 
to make up the shortfall from your social security checks. In other words, over 
your lifetime, you will need to slowly grow your real estate investments until 
you have $1 million invested. If you are just starting out investing in real estate, 
this sounds like an enormous sum. But in reality, with prudent investing, this 
amount is attainable, in fact, quite likely to reach.

So, in this example, in order to live comfortably, you will need to have 
invested $1 million in real estate generating on average a 6 percent cash-on-cash 
return. If you do, you will never have to worry about running out of money as 
long as your properties are generating 6 percent annually.

What happens if high inflation hits? If your rents over time increase with 
the rate of inflation, you’ll be fine. Living off the cash flow of your real estate 
portfolio means you never need to sell your properties to maintain your lifestyle. 
In fact, over time, your properties will continue to appreciate, increasing your 
equity even further in the years ahead.

The Bottom-Line
Real estate investing gives you an opportunity for financial freedom that 

owning stocks and other types of investment cannot. Those who invest in the 
stock market or other investment assets have a legitimate concern that they may 
outlive their money. Most other investment assets do not generate passive income, 
or if they do, they only yield a very modest return. In order to live off these other 
types of investment assets, retirees have to slowly sell them to maintain their 
lifestyle. Over time, their investment assets are sold. They live with a real fear 
that they may outlive their money. In contrast, once your real estate investments 
generate enough cash flow to maintain your lifestyle, you could live to be one 
hundred and twenty years old and still have no worries about running out of 
money. Congratulations, you have achieved financial freedom, something very 
few people will ever attain. Bottom-line, that’s why investing in real estate is 
better than owning any other type of investment.
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The Right Time to Invest

I will tell you how to become wealthy. Be fearful when 
others are greedy.  

Be greedy when others are fearful.
—Warren Buffett, billionaire investor

We would all be better investors, regardless of the type of investment we 
choose, if we understood two foundational truths about when is the 

optimal time to risk our hard earned money. 

#1 – Sow seeds of success in the downtimes
A wise man once said, “The season of failure is the best time for sowing the 

seeds of success.” I have found that when the real estate market is in a season 
of failure (recall the downturn that happened in 2008 and 2009), that is when 
you need to sow your seeds of success. Looking back, the Great Recession was a 
golden age for CRE investing.

In the summer of 2009, I was approached by a real estate investor about 
teaming up with him in purchasing a recently foreclosed apartment. Even 
during the recession, this property had remained fully occupied. The bank had 
an asking price of $39,000 per unit. Yes, the property needed modest amounts 
of renovations, but on paper it appeared to make a lot of sense. Like almost 
everyone else, though, my emotions were saying no. Fortunately, I didn’t listen 
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to my emotions. I, along with a group of other investors, purchased the property. 
Today it is conservatively worth $125,000 per unit. Over the years, my owner 
distributions have more than tripled my original investment in the property, and 
the property continues to cash flow beautifully.

Understand this important truth: Those who buy when everyone else is 
selling usually end up the big winners. This is true of all types of investing, but 
it’s especially true with commercial real estate. Individuals who bought real estate 
at the bottom of the market cycle during the tough years made out like bandits. 
As the saying goes, “You make your money when you buy, not when you sell.” 
In other words, to be a successful investor requires buying commercial real estate 
at the right price, and the best time to find bargain prices is at the bottom of the 
market when it’s the scariest time to invest.

#2 – Avoid sowing seeds of failure in the good times
But the corollary of this truth is unfortunately also true. It’s during prosperous 

times that many investors sow seeds of failure. They do this when they act as if 
the good times will last forever and then make foolish investment decisions. They 
forget the tough times and the hard lessons they should have learned. They say 
during the bleak times, “Never again will I …” only to have selective amnesia 
when the market turns around. Always remember what you learn, especially the 
lessons learned the hard way. And then live and invest according to those lessons. 
This approach will grow success in life—personally and professionally.

What Is the Real Estate Market Cycle?
I often get asked, “Is this the right time to invest in real estate?” It’s a 

legitimate question. As capitalization rates have steadily declined and property 
values have rapidly increased, this question becomes ever more important to 
answer. Other insightful questions asked are: “When will the real estate market 
turn?” and “Has the market peaked?” All good questions.

Before we can answer these, we need to determine where we are on the 
real estate market cycle. You may be aware that the real estate market cycle is 
cyclical with four distinct phases: Recovery, Expansion, Hyper-Supply, and 
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Recession. The chart below shows these four phases and how each one impacts 
new construction and vacancy rates.

Cycle of Market Quadrants 

Before I explain the four phases of the real estate market cycle, let’s discuss 
the basics of the chart. The X axis (horizontal line at the bottom) represents Time 
and the Y axis (vertical line on the left) represents Occupancy. The horizontal 
dotted line in the middle represents the long-term average occupancy for the 
market. The vertical dotted line toward the middle represents when supply and 
demand are perfectly in balance. The black solid line that travels through all four 
quadrants represents the change in occupancy over time.

Now let’s discuss the four quadrants.

Phase I – Recovery
The Recovery quadrant of the real estate market cycle (shown in the 

lower left-hand corner of the chart) is characterized by high vacancy and no 
new construction. Though it’s not shown on this graph, generally rents are flat 
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or declining during this phase. Owners offer rent concessions to avoid their 
property’s occupancy rate from further declining.

The mood of investors in this quadrant begins with panic: Oh, my, am I going 
to survive? (recall market conditions in 2009). As the occupancy rate improves to 
the market’s long-term average occupancy rate, investor attitude slowly turns to 
one of relief: Whew, I made it through the worst of the market.

Phase II – Expansion
The Expansion quadrant (shown in the upper left-hand corner of the chart) 

is characterized by declining vacancy and the start of new construction. As 
occupancy improves, concessions are eliminated and rent growth begins.

The mood of investors turns from relief—I dodged a bullet—to giddiness as 
vacancy rates decline and rents increase dramatically. Life is extremely good for 
investors at this point in the real estate cycle.

Phase III – Hyper-Supply
The Hyper-Supply quadrant (shown in the upper right-hand corner of the 

chart) is characterized by more new construction, and for the first time in a long 
time, vacancy rates begin to rise. Rent growth, though still positive, grows at a 
slower pace. And some neighborhoods start to experience rent concessions as 
new product that has recently come on line becomes increasingly more difficult 
to lease.

The investor mood turns from giddiness to one of caution and then denial 
that there is a problem brewing. The glass half full type of investors are still 
confident everything is going to work out just fine. They are thinking, The slow 
rent up is only a bump in the road that will self-correct as long as I don’t panic.

Phase IV – Recession
The Recession quadrant (see the lower right-hand corner of the chart) is 

characterized by the completion of more and more product, which results in a 
substantial decline in occupancy rates. Newly completed product is sitting there 
unoccupied so developers begin running “blue light specials” to get them rented 
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up. Concessions are abundant. Even investors with established properties are 
forced to offer concessions to avoid wholesale move outs.

In this phase, investor mood goes from denial to one of outright panic. 
Developers begin to wonder, Am I going to make it? The truth is, some will not. 
Also, some investors who recently bought properties at premium prices and then 
loaded them with lots of debt realize their mistake. Because they are leveraged 
to the hilt, a small drop in vacancy results in properties that no longer generate 
positive cash flow.

These are the four phases of the real estate market cycle. Understanding 
where the real estate market is on the cycle is critical to successful investing. Is 
the market climbing closer to a market peak or is it starting down the slippery 
slope to recession? How we answer this question may determine the difference 
between a successful investment or an albatross hanging around our necks.

So where are we today in the real estate market cycle? For the past several 
years (2013–2016), most real estate pundits have described the real estate market 
as being in Phase II, the Expansion Phase, which is characterized by high rent 
growth in a tight rental market. This time period can be best described by a quote 
from former Federal Reserve Chairman Alan Greenspan. He called it “irrational 
exuberance” when describing a euphoric stock market. I use a highly technical 
term to describe this part of the real estate cycle. I call it “The Silly-Stupid Phase.”

What Is the Cycle of Market Emotions?
Describing the real estate market as being in the Expansion Phase is kind of a 

Mr. Spock approach to evaluating market trends—all logic and no emotion. But 
emotions play a huge role in the real estate cycle. A useful tool called the Cycle 
of Market Emotions helps us understand how market phases are interconnected 
with prevailing moods, such as optimism, excitement, fear, panic, and hope. 
Imagine an emotional rollercoaster, and you’ll get the idea.
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When the real estate market is at the very top of the incline, the predominant 
emotions are thrill and then euphoria. This happened in 2016. And when it 
does occur, you can almost hear a big brass band playing “Happy Days Are 
Here Again.” During times such as these, investors in the real estate market 
usually have good justification for euphoria. Rents typically increase, sometimes 
dramatically, interest rates may hit new lows and remain there for some time, 
and developers may be slow to meet the demand. These conditions are great for 
investor return, both in appreciation of property values and increases of cash-on-
cash returns. So why do I call this phase in the market the Silly-Stupid Phase?

Two Factors Fuel the Silly-Stupid Phase
The Silly-Stupid Phase is characterized by two factors. The first factor is cap 

rate compression. Cap rate compression happens when a real estate market gets 
stronger (i.e., investors are more confident) and the perceived risk of owning 
a rental property declines. Ken Griggs, president of the Real Estate Research 
Corporation, has talked about the precarious balance of value versus price in real 
estate. When assessing a most recent market condition, he said, “Our analysis 
showed upward pressure on pricing without a corresponding increase in value.” 
That’s a little scary. Now why does this happen? I believe buyers get caught up 
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in the euphoria. They act as if this particular phase in the real estate cycle will 
continue forever. So they justify their price hikes, assuming rents will continue 
to rise and that their unrealistic pro forma projections will come to pass. But 
eventually, rents top out and vacancies start to rise.

The second factor associated with the Silly-Stupid Phase is lender 
aggressiveness. What I have observed and my lending peers confirm is that 
outlier lending institutions provide rates and terms that are significantly better 
than what is typically offered by most lenders. They aren’t just competing for 
the business. In some instances, they outright buy it. And the larger financial 
institutions start offering rates and terms that are reminiscent of the years prior 
to the Great Recession—namely, interest-only loans, higher loan-to-value ratios, 
lower debt coverage ratios, and compressing of their spreads on interest rates. 
They hope that offering these “blue light specials” will help them hit their 
loan quotas. You may be thinking, Why should I care if lenders are bending over 
backwards for my business? Let them. I don’t have to accept what they are offering. 
You’re right. You don’t. My advice is for you to take advantage of all these very 
favorable loan terms as long as you don’t overleverage your properties. When the 
market turns— and it inevitably will—make sure that your rental property can 
support the mortgage payment when vacancy rates rise to levels associated with 
the bottom of the real estate cycle. This way you can protect yourself and your 
property investment.

Are We in the Hyper-Supply Phase  
of the Real Estate Market?

So where are we today in the real estate cycle? Since I’m most knowledgeable 
about commercial real estate in the Pacific Northwest, I’ll speak to this question 
using the world I know best. As I have explained, the real estate cycle moves in 
definable phases, and while timing is a bit unpredictable, I believe the evidence 
suggests that in 2018 we are at the beginning of Phase III, the Hyper-Supply 
Phase. Here’s why:

 ¾ After double-digit rent increases the past couple of years, rents are 
beginning to level off. They are still rising but much more modestly.
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 ¾ As of this writing, construction is booming throughout the Pacific 
Northwest. Seattle and Portland are experiencing record amounts of 
construction. Seattle has more cranes dotting the skyline than any other 
city in the country. Portland has $2.5 billion worth of new development 
under construction. This was the single largest amount of construction 
in the Portland area ever, easily eclipsing the previous high of $1.9 
billion set in 2016.

 ¾ For the first time in a long time, rent concessions are being offered on 
new product.

These three factors are all classic indicators that the market is in Phase III, 
the Hyper-Supply Phase.

So for the moment, let’s assume that the real estate market is, in fact, in this 
quadrant of the real estate market cycle. Does this mean that investors should 
stop buying real estate right now? Heck no. If you know of future development 
that will have a positive influence on the property’s neighborhood that the seller 
is not aware of, or you have a vision for how to turn a property from a loser 
to a winner, it makes little difference what phase of the market cycle we are 
currently in. You can still make a good investment. Even so, it’s still important 
to understand that some phases of the real estate cycle are more difficult for 
profitable investing than others. If we truly are in the beginning of the downward 
real estate market cycle, then I advise that you proceed with caution. Don’t be 
one of the Pollyanna investors who throws caution to the wind. Be prudent. Be 
alert for sudden changes in the market. If you do, you’ll increase your chances 
for success.

Three Questions before You Decide to Invest
So when is the right time to buy real estate? You need to start by asking 

yourself these questions:

1.  What is my time horizon? Do I have less than ten years before retirement? If 
so, it may be best to invest in assets that are more liquid than commercial 
real estate and therefore easier to sell.
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2.  What is my risk tolerance? Can I afford to lose money if the real estate market 
goes in the tank? If not, it may be prudent to invest your money in lower-
risk investments.

3.  Will I need the equity I accumulate in my real estate portfolio for other more 
important pursuits within the next few years? Or can I leave it alone and 
let it work for me?

How you answer these questions will largely determine the correct course of 
action for you to follow.

Here are some reasons that may help you decide whether you should buy 
investment properties:

Good Reasons to Buy
 ¾ Ideally, the best time to buy is when it’s a buyers market—that is, when 

the “herd” is selling.
 ¾ Buy when you’ve identified a replacement property for a potential 1031 

exchange that has more upside than the property you currently own.
 ¾ Buy when you find a property with rents that are significantly below 

market value.
 ¾ Buy when you find a property that is being poorly managed resulting in 

a significantly higher vacancy rate than the overall market.
 ¾ Buy when you have a vision to improve a property that the current 

owner does not see.
 ¾ Buy when you see the property’s neighborhood is in the path of growth.

Good Reasons Not to Buy
 ¾ Don’t buy because everyone else is buying. Fight the urge to follow the 

herd. Don’t be a lemming. Be patient. Those who buy when it’s a sellers 
market are forced to pay top dollar for acquiring the property.

 ¾ Don’t buy if your investment analysis shows the return on your equity 
is unacceptable. Don’t assume that rising rents over time will bail out 
your poor return.
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Even with all the cautions I’ve shared, finding good real estate deals is always 
possible. There will always be sellers who poorly manage their properties. There 
will always be sellers who don’t know the real value of their properties. Often it 
just takes an investor who can bring the right vision and new management to the 
property to raise its value to the next level. And there isn’t any good reason why 
that real estate investor with the right vision can’t be you!

In the next chapter, I will share the real estate principles that will help you 
become a master of the art of commercial real estate investing.
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