


“Real estate cannot be lost or stolen, nor can it be carried away…





… purchased with common sense, paid for in full, and managed with 
reasonable care, it is about the safest investment in the world.”

—Franklin D. Roosevelt
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Introduction
Why now is an opportune time to add commercial real estate 

to your investment portfolio given the performance of the 
economy, real estate market, and competing asset classes: CDs, 

stocks, REITs, bonds, options, annuities, and hedge funds.

If you’re like most of the investors I speak with about alternative in-
vestments, such as commercial real estate, one of your primary goals is 
probably to enjoy a financially secure retirement starting at whatever 
age you want to stop working, whether that’s 65 or 55 or younger.

If so, your retirement “nest egg” should ideally generate above-mar-
ket returns, often with below-market risk. Today one underpublicized 
asset class, commercial real estate, is achieving these twin goals. In 
a moment, I’ll reveal how you can utilize and make commercial real 
estate an effective part of your retirement nest egg strategy.

In addition, I’ll show you two different ways to profit from com-
mercial real estate. In chapters 3 and 4, I reveal how to make money 
as an active commercial real estate investor—buying, managing, and 
maintaining your own buildings. Then, in chapter 6, you will learn 
how to make passive income with commercial real estate by owning 
partnership units or interests of real estate limited partnerships.
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Most individual investors who are planning to retire someday or who 
are already retired essentially share the same goal: obtaining and sus-
taining a financially secure retirement. This means two things to them:

First, they want to maintain and perhaps improve upon the comfort-
able lifestyle to which they have become accustomed. For many, that 
means staying in the home they love, while others want to downsize 
to a luxury condo on the water with its own boat slip, where they can 
spend their days fishing, sailing, swimming, golfing, playing cards, so-
cializing, and having fun with their kids and grandkids.

“Best time to start investing was 20 years 
ago, the second best time is today!”

Second, they do not want to outlive their retirement savings. They 
may choose to work part-time or even full-time if that’s really what 
they want; many retirees seek out part-time work to stay busy and 
mentally stimulated. These second careers usually pay less than what 
they earned at the height of their primary careers but are more emo-
tionally satisfying—activities such as working with special needs kids, 
building houses for the poor, stopping polluters or poachers, or rescu-
ing homeless dogs.

But the point is, these retirees don’t want to have to work ever again, 
should they decide not to. Perhaps you too feel that you want to be 
done going to an office and doing what someone else tells you to do. 
You are ready to sit back in the sun and enjoy your golden years. But 
how much money will you need to realize this dream?

For most middle-class and upper-middle-class couples, a million dol-
lars is the minimum nest egg needed to retire without depending on the 
government or relatives, and $2 million to $3 million in liquid assets 
should be your goal!
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Of course, investment in commercial real estate is also ideal for in-
stitutional investors who seek to outperform the broad markets—most 
don’t accomplish that—as well as ensure preservation of capital.

For example, “pension funds are exhibiting a bigger appetite for real 
estate, but they remain cautious when it comes to moving beyond 
core assets and gateway markets,” reported the National Real Estate 
Investor (February 25, 2015). Pension funds have been actively buying 
real estate over the past few years, increasing the percentage of their 

holdings in real estate from 6.3 percent of their portfolio in 2011 to 
7.3 percent in 2014 on average. According to data from London-based 
research firm Preqin, the goal of many of these funds is to raise the 
percentage to about 8.3 percent.

One reason why real estate is so attractive to investors is today’s low 
rates being earned on more traditional interest based investments. Fig. 
I-1 shows that rates have fallen over the last decade or so, and have 
remained at historically low levels.

Fig. I-1. Low interest rates make real estate an attractive investment today.



4

WINNING WITH COMMERCIAL REAL ESTATE

The Wall Street Journal (April 21, 2015) observed, “Pension funds, 
endowments, and other big institutional investors are putting more 
cash into private equity firms with large real-estate funds.” Why? Be-
cause they are in search of better returns than they can get from bonds, 
CDs, and other interest-based investments.

WealthManagement.com (March 26, 2014) reported, “Institutional 
capital has been pouring into the commercial real estate sector recently, 
helping push investment sales volumes up each year since the downturn.”

“In an environment of slow growth and low yields, we are seeing that 
core real estate [see chapter 2] is very attractive to a lot of [institutional] 
investors,” says Steve Corkin of AEW Capital Management.1 And an ar-
ticle in Institutional Investor notes that institutions favor private real es-
tate funds over real estate investment trusts (REITs) because the private 
funds are less volatile.2

Institutional Real Estate, Inc. observes that many U.S. pension plan 
sponsors are too small to invest in real estate: Of the approximately 
70,000 plan sponsors in the United States, only an estimated 2,000 to 
2,500 include real estate in their portfolio mix.

Over a 30-year period, REITs have outperformed private real estate 
funds by an average of almost 5 percent. But pension funds, endowments, 
and other institutional investors seem to prefer private equity funds to 
REITs, partly because the latter are more volatile than the former.

When it comes to commercial real estate, institutional investors are 
increasingly looking to diversify by spreading their money around the 
country and acquiring buildings and acreage in more noncore markets 
and property types. After enjoying consistent double-digit returns on 
most commercial real estate investments in the past couple of years, 
many are upping their spending allocations for real estate.
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One major pension fund, the Arizona State Retirement System, is 
planning to increase its commercial real estate investment by about 
a third, from 6 percent of its total portfolio to about 8 percent.3 This 
would be an increase of about $600 million. Similarly, the Oklahoma 
Teachers Retirement System is also looking to more than triple its com-
mercial real estate holdings by 2 to 7 percent of its total investments.4

In the book The Millionaire Next Door, the millionaires surveyed said 
they have 59 percent of their wealth in pension plans, household goods, 
and real estate. Only 20 percent of their net worth is in securities.5

To grow your wealth, generate income, and preserve your capital, 
you need to outperform stocks, bonds, and other popular financial in-
struments—generating greater returns at lower risk.

Fig. I-2. From 2006 to 2015, Talia Jevan has realized a 326 
percent gain on equity, which represents annual growth of 
33 percent (simple interest).
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Over the past ten years, I have used one core strategy to build a 
portfolio independently appraised at almost $150 million in the as-
set class— Class-A commercial real estate—that you will learn about 
in this book (fig. I-2). According to IBISWorld (February 2015), $804 
billion is invested in the United States in commercial real estate annu-
ally. That’s almost seven times the amount invested in residential real 
estate a year!

There is no shortage of commercial real estate to invest in. After 
bonds and stocks, commercial real estate is the third largest asset class 
in the United States, representing approximately $5.1 trillion of invest-

Fig. I-3. From 2006 to 2014, Talia Jevan’s in-house real estate 
portfolio has grown from $20 million to an appraised value of 
$145 million and generated a 27.6 percent IRR.
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able assets. “An investor that excludes it from a portfolio is significantly 
narrowing the universe of potential investment opportunities,” warns 
David Lynn, CEO, Everest High Income Property.6

Of course, there are all types of commercial real estate investment 
opportunities, many of which are also fraught with potential risk. In 
chapter 2, we explain the various classes of commercial real estate 
and why we search out strictly Class-A and well-located, high-quality 
Class-B opportunities. In chapters 3 and 4, I’ll show you how, by ad-
hering to my formula, you can effectively select opportunities that af-
ford superior risk-adjusted returns.

For the properties my company Talia Jevan Properties, Inc. owns, 
we have seen a 326 percent gain on my initial equity investment of $20 
million in 2006, which is 33 percent per year (simple interest) since our 

Fig. I-4. Real estate is Americans’ best long-term investment 
for the second year in a row.
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inception till the end of 2015, compared to just 6.4 percent for the S&P 
500 Index and 9.5 percent for the FTSE NAREIT All Index during that 
same time period. To date, our commercial real estate portfolio has 
enjoyed an internal rate of return of 24 percent since inception in 2006 
through the end of 2015.

To date, our commercial real estate portfolio has enjoyed an inter-
nal rate of return of 27.6 percent since inception in 2006 through the 
end of 2014. Compared to any benchmark, our superior investment 
returns are compelling on a risk-adjusted basis. This is especially true 
considering our moderate and conservative use of debt, and that our 
portfolio actually prospered during the Great Recession.

Given that we live in a post–Bernie Madoff world, and so that there 
is no doubt about my investment results, I engaged an independent 
accounting firm to perform an examination of our in-house returns, 
which was conducted in accordance with attestation standards by 

Fig. I-5. Commercial real estate has bounced back from 2009’s 
lows much more than residential real estate.
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the American Institute of Certified Public Accountants. In their re-
port, our auditors stated that our in-house returns are presented, in 
all material respects, in conformity with criteria described in the 
notes to their Independent Accountant’s Report, available at any 
time for the asking.

I started buying commercial real estate with $20 million in seed 
money that came out of my own pocket. In this book, I’ll show you 
how to participate in the ownership of Class-A commercial properties 
by investing not millions of dollars but for $100,000 or less.

My smallest property is approximately 22,000 square feet, which was 
recently appraised at $5.5 million, an increase of about 5 percent over 
the last 12 months on top of the 7 percent cash-on-cash return the 
property yields. Upon confirmation of some lease renewals, I expect 
the property value to increase to about $6 million, which will be 15 
percent more than I paid. I also own two properties that are each ap-
proximately 90,000 square feet and worth approximately $47 million 
apiece, which is more than double my initial investment.

Along the way, I spent millions of dollars of my own money to ac-
quire other assets and borrowed millions more from banks. Today 
you can get started and enjoy the financial benefits of owning Class-A 
commercial real estate but without requiring huge up-front capital or 
sophisticated managerial expertise by investing in equity interests of 
private limited partnerships and limited liability companies. With the 
limited partnerships that my company sponsors, you can get a reliable 
6 to 7 percent preferred return with minimal risk for an investment of 
as little as $100,000—no mortgage, no emptying your bank account, 
no losing sleep at night.

There has never been a better time to invest in real estate than now. 
For the second year in a row, a Gallup poll (April 2015) found Ameri-
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cans naming real estate as the best long-term investment, better than 
stocks, gold, saving accounts/CDs, or bonds.

CNBC reported on August 8, 2014: “As interest rates hover near re-
cent lows, and investors search for anything with yield, commercial 
real estate is finding its footing yet again, outperforming the broader 
U.S. stock market.” The Washington Post advised: “Commercial real 
estate can be a great way to balance your portfolio.”

Bloomberg Business on February 6, 2015 noted that about 77 per-
cent of U.S. millionaires own real estate, which they see as the top al-
ternative-asset class to own today. A third of the millionaires surveyed 
by Morgan Stanley said they plan to buy more real estate.

Learn from My Expensive Experience

To be clear, I’ve certainly made my share of mistakes early on. It wasn’t 
always easy—it never is! However, the hard lessons I learned certainly 
helped hone my skills over time.

But it wasn’t until I started heeding the advice of others who were 
already successful in real estate that I began to gain traction.

“...the hard lessons I learned certainly 
helped hone my skills over time.” 

 By listening carefully, as I hope you will now, you can save yourself 
years of agony and add possibly hundreds of thousands dollars to your 
bank account, if not more. In this book, you’ll benefit from my decades 
of hard-earned experience, which has been purified to its essence and 
then distilled further into this quick-reading guide.

This book is like a gem—small but valuable. But only if you read 
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it and follow the advice! I’ll share little-known secrets that industry 
veterans dare not discuss. You’ll learn what to embrace with both arms 
and what to avoid at all costs.

You’ll learn where to find relatively safe and secure high commercial 
real estate risk-adjusted returns and where you’ll find those that are 
rife with conflicts of interest, inexperience, high fees, and high-risk 
exposure.

Now, if you’re looking for ways to get “rich quick” from real estate, 
this book is not for you. But if you’re tired of being on the receiving end 
of empty promises from your broker, are sick of paying outrageously 
high fees, and have had enough of those almost too-good-to-be true 
high-return schemes, which hardly ever work out, then you’ll enjoy 
reading further. This book covers proven strategies on how to “get rich 
slow,” the same way wealthy investors have for eons—generating se-
cure high returns with relatively low-risk investments.

Just as lose-weight-fast diets don’t work, neither do get-rich-quick 
strategies, unless of course you are the sponsor of the scheme. Then 
you’ll get rich for sure, but at the expense of unsuspecting investors 
who are lured with the false promise of high returns.

Don’t Take Success Advice from Unsuccessful People

There is unfortunately a huge amount of hype and even outright dis-
honesty in the business of real estate investing. For decades, slick pro-
moters who claim to have become rich in real estate present ways to 
help you become rich in real estate too. Many of these promoters are 
loud egomaniacs, while others appear calm and dignified. But all of 
them want the same thing: your money!

In many instances, the sponsors of schemes projecting double-digit 
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returns don’t have the actual financial success to back their claims. If 
they haven’t made significant money themselves, how can they make 
it for others?

Sure, these individuals may have great credentials and lots of experi-
ence, but if they don’t have a track record of success investing in real 
estate, then you should not listen to them. If they can’t help themselves, 
they certainly can’t help you.

Taking investment advice from a person without a verifiable track 
record is like taking fitness lessons from a couch potato. I agree with 
Dick Y., a well-known stock picker and investment newsletter editor, 
who when some readers accused him of bragging about his wealth, 
replied: “I tell you my results to give you confidence in my recom-
mendations. Why would you take financial advice from someone who 
makes less money than you do?”

In the same way, stories about the multimillion-dollar buildings I 
own may strike you as boastful. Far from it, in fact. In the mention of 
my investment success anywhere in this book or elsewhere, there is 
absolutely no braggadocio meant or implied; the goal is only to make 
a point about credibility. If I were not making a lot of money in com-
mercial real estate and I didn’t handily beat every relevant benchmark, 
including the FTSE NAREIT Preferred Stock Index, the S&P 500 In-
dex, the Dow Jones Industrial Average, the NASDAQ, and even the 
Credit Suisse AllHedge Index, there’d be no reason to read this book 
and use my system for building real estate wealth.

Today’s Bull Market in Commercial Real Estate

Many economists and analysts believe commercial real estate funda-
mentals will strengthen despite less than rosy forecasts for commercial 
mortgage-backed securities, housing starts, and house price growth, 
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according to the latest three-year outlook from the Urban Land Insti-
tute (ULI).

“Compared to the previous forecast in April 2014, this forecast re-
mains positive and is even slightly more optimistic regarding com-
mercial property transaction volume and prices; annual returns for 
institutional retail, industrial, and office properties; and, somewhat 
surprisingly, fundamentals in the multifamily sector,” said Anita 
Kramer, senior vice president of the ULI Center for Capital Markets 
and Real Estate.

The report finds that commercial real estate prices are likely to rise 
6 percent in 2015 and 5 percent in 2016. Vacancy rates are expected 
to fall for office, retail, and industrial property. ULI forecasts sales of 
commercial property at $445 billion for 2016.

Office vacancy rates are expected to decrease to 13.7 percent in 2015 
and 13.1 percent in 2016. The ULI report states, “Survey respondents 
foresee a healthy and continued growth in office rental rates through 
2016.” And by way of comparison, my portfolio of commercial prop-
erties had a vacancy rate of just 2 percent entering 2015. You’ll learn 
more about how we keep our buildings full in chapter 4.

In short, commercial real estate is still impressive, despite underlying 
economic issues plaguing the United States and disruptive geopolitical 
volatility in places like Europe and the Middle East; the opportunities 
and the growth offered in the space remain significant.

Many of the fortunes in commercial real estate have been made by 
rich tycoons shrewdly acquiring trophy properties for tens or hun-
dreds of millions. But now, you don’t have to be rich to get rich in 
commercial real estate. I have done it, and it has made me financially 
independent for life. Now, if you will let me, I want to show you how 
to secure your financial future with commercial real estate. So let’s get 
started.
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Chapter1
From Messenger to Real Estate Millionaire

How I went from a mail room clerk and messenger to a 
wealthy real estate investor and technology mogul—and 

developed my best winning investment strategy.

By reading this book and following my advice on how to get started 
investing in Class-A commercial real estate, you are to some degree 
putting your financial security in my hands. Naturally, you want to 
know more about a man before you follow his investment advice.

My name is Harmel Rayat. I’m no kid—I am in my fifties with some 
gray hairs to prove it. My passions are my family, helping people live bet-
ter lives, music, science, technology, real estate and, of course, investing; 
I’ve been an investor for more than three decades. I started with close 
to zero; today my personal investment portfolio is worth well over $100 
million. I tell you this not to brag or boast but to reassure you: When you 
read this book, you are taking investment advice from someone who has 
had some level of success at it.
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I started investing while I was in my late teens. Since then I’ve had 
my share of winners and losers. But enough of my investments worked 
out that I was recently able to buy a commercial building for almost 
$20 million—cash; and all of it my own money. How many people do 
you know who could do that without borrowing a penny? Precious 
few, if I say so myself.

In one of my early acquisition attempts, all the other eleven bidders 
for the property were institutions. I was the only individual investor 
who could not only afford to compete with them but win! You may 
also get there some day, but you don’t need millions to start investing 
in profitable Class-A commercial real estate. In this book, I reveal how 
you can get started in high-quality commercial real estate by investing 
as little as $100,000.

“I have been a catalyst, incubator, 
and financial backer for many small 

technology companies over the years.” 

I grew up in Vancouver, British Columbia, graduated high school 
in 1979, and went to a local Vancouver community college where I 
enrolled in a program in small business and entrepreneurship. One of 
my first ventures was a mailbox rental operation, which was not ter-
ribly successful.

My first job in the financial world was as a mail room clerk and mes-
senger for a large Canadian brokerage firm, Nesbitt Thomson Bongard. 
I would carry, by hand, pouches containing bonds, stock certificates, 
and other important financial papers. As part of my job, I often de-
livered items to tenants in the Birks Building, a Vancouver landmark 
(which, 26 years later, I acquired for just over $20 million).
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It was a menial job, but it made me a part of the money machine that 
is finance. I was able to talk with many high-powered investment profes-
sionals. Some of what I learned just came from watching and listening. 
Other people were kind enough to answer a question or offer a bit of 
advice, which I absorbed with rapt attention. I became comfortable 
being around great wealth and dealing with dynamic money people, 
something that has served me well when playing in the big leagues of 
commercial real estate in Canada and the United States.

In 1982, I moved up from being a clerk and a messenger and secured 
a job as a stockbroker at Canarim Investment Corporation. In my 
rookie year, I made a respectable six-figure income, which was quite 
good for a 21-year-old back then—33 years ago!

But the brokerage business was not for me, because to make a good 
living, you had to constantly recommend new stocks to your clients. 
Are there really that many good stock bargains around at any one time? 
If so, why does the world’s greatest stock investor, Warren Buffett, say 
he finds only two great ideas a year? So in 1987, just before the market 
crash, I left the brokerage business and started investing on my own, 
in earnest, in companies with products I really believed in. I also tried 
my hand at starting a few small businesses.

Not every business I invested in did well, at least not at first. One was 
an auto dismantling business that flopped big-time. Between the busi-
ness failure and the death of my mother from liver disease, I hit a low 
period. No matter how bright and sunny the days were, all I saw were 
dark clouds. With a bit of time and a lot of help and support from my 
family and my dear friend Paul Barberio, my lugubrious state of mind 
slowly but surely cleared.

Many pounds lighter from my depressed state, I went back to work 
and eventually hit my stride: I have always loved science and technol-
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ogy, so I decided to become a venture capitalist. I would back compa-
nies with promising technologies, fund them with some of my own 
money, and raise the rest mainly through friends, family, and stock 
offerings. 

I didn’t go into venture capitalism just to make money, although mak-
ing money is always an objective when I invest. But my main motivator 
was helping smart inventors and scientists create products that could 
make the world a better place. I believe you get what you give in life. 
And if society benefits through my investments, society will reciprocate. 
Good always begets good.

I have been a catalyst, incubator, and financial backer for many small 
technology companies over the years, and those who bought the stock 
of some of these companies on the ground floor saw handsome returns.

Back in the mid-1990s, I backed a healthcare venture with lots of 
promise and plenty of competition, including one company funded 
by George Soros (arguably the most prolific billionaire investor on the 
planet) with $90 million in the bank (in 1996); we had one full-time 
nurse on our payroll. Our competitor eventually went bankrupt, and 
we flourished to become America’s largest outsourced urology services 
company. We opened 100-plus medical clinics in one year, achieved a 
90 percent “cure rate” (for our non-drug, non-surgical, and non-in-
vasive urinary incontinence treatment), and rewarded our sharehold-
ers with the stock moving from pennies to almost $15 per share on 
NASDAQ.

Here are a few examples of the tech companies I either helped fund 
or invested in.
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HepaLife: The Bionic Liver

My mother died of liver failure at age 57, an event that sent me into a 
deep depression. When I recovered, I began looking for ways to help 
save other people from the same illness.

Having a functioning liver is vital. If your liver fails, you could die in 
a few days, as my mother did. So when I had the opportunity to back a 
company developing a technology to help patients with failing livers live 
long enough to get a donor liver, I jumped at the chance. About 25 mil-
lion Americans are afflicted with liver illness, many from alcohol abuse.

We named the company HepaLife. Its most fascinating invention is 
a sort of “bionic liver” that does the job of a real liver. Bionic is some-
what of a misnomer, because the artificial liver is not implanted in the 
patient’s body. Rather, the equipment is external and the patient’s blood 
would circulate through it. Just as dialysis performs the function of the 
patient’s failing kidney, the HepaLife device would perform the function 
of the patient’s failing liver.

To accomplish that, HepaLife first had to find or create a “cell line,” 
a line of liver cells that can live and divide in vivo (in a liquid culture) 
virtually forever without dying or mutating. Swine cells were chosen 
because pig livers are biologically similar to human livers. The cell line 
that worked best was designated PICM-19; it was developed by two 
brilliant and gifted scientists, Drs. Neil Talbot and Thomas Caperna, 
both of whom I remain friends with and hold in the highest regard.

With the support and confidence of my good friend Dr. Harry Dan-
forth, an extremely intelligent visionary who recognized the potential 
worldwide benefits, HepaLife worked toward developing a “bioreactor” 
vessel containing HepaLife’s PICM-19 liver cells through which the pa-
tient’s blood would be routed. The PICM-19 cells would detoxify and 
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purify the patient’s blood, doing the job his or her liver could not. The 
cleansed, treated blood would then be returned to the patient’s body.

Rather than spending millions of dollars to equip labs and fund re-
search, HepaLife ingeniously took advantage of a cooperative research 
and development agreement, or “CRADA,” which essentially allowed 
the company to do cutting-edge research and development work by 
using government-funded labs. Other companies I have supported 
have had similar arrangements with major U.S. universities and other 
government-funded institutions.

With access to tens of millions of dollars in cutting-edge equipment, 
specially designed buildings and labs, and brilliant scientific minds for a 
fraction of the cost, we went to work in earnest to solve a dire medical con-
dition that kills 31,000 Americans annually. After a lot of effort to overcome 
early challenges, not to mention a good deal of my money, Drs. Talbot and 
Caperna and their team slowly started to make progress, and as a result,  
HepaLife’s stock began to react favorably and increased in value.

Of course, short sellers, thinking that we had nominal resources and 
not having the intelligence to understand the implications and true 
value of a CRADA, nor having any compassion for our potentially life-
saving research, went short and used a commonly known “short and 
distort” strategy to purposely lower the price of HepaLife—and the 
only thing they could find to execute their strategy were a couple of 
minor Securities and Exchange Commission (SEC) infractions from 
many years prior, which I detail in the next section so you can learn 
from my mistakes.

Much like celebrities who don’t respond to headlines in the tabloids, 
I kept my head up high and didn’t bother responding to the obvious 
“yellow journalism” propagated (I am sure) by the short sellers for 
their own nefarious reasons; they were clever in the way they attacked 
me by selectively using facts out of context to infer certain traits.
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One of the perpetrators is a convicted felon for securities fraud and 
money laundering, while another had himself been disbarred by the 
National Futures Association for making “false and misleading state-
ments to cheat, defraud or deceive a customer.” He actually had been 
sued for “fraud and deceit, negligent misrepresentation, breach of fi-
duciary duty and unlawful monetary conversion” and arrested for an 
altercation with a dry cleaner. Meanwhile, these two characters are try-
ing to paint me in an unfavorable light.

Still to this day, there are amateur online “analysts” who get embold-
ened by a smattering of responses to negative message board posts and 
others who hide behind the anonymity of the Internet to regurgitate 
my tired, old, and stale infractions, which are insignificant and have 
become meaningless with the passage of nearly 20 years. I chuckle at 
the absurdity.

But at that time, motivated by the memory of my mother whom I 
had lost to liver disease, I kept pushing forward with HepaLife, which 
continued making progress. Eventually, our liver stem cell line was 
taken onboard the space shuttle Endeavour under the International 
Space Station National Laboratory initiative.

“We are honored that America’s space program has selected HepaL-
ife’s liver cells to be part of this important space mission. This event 
is testimony to the outstanding liver-like functionality of these cells 
and supports our long-held conviction that our patented PICM-19 cell 
line is a one-of-a-kind cellular model,” stated Frank Menzler, the then 
president and CEO of HepaLife. To this day, I am grateful and appre-
ciative of the fine work of Frank Menzler, a methodical, pragmatic, and 
extremely intelligent individual.

The bioartificial organ company I founded (and provided critical 
early funding for) supported the eventual acquisition of an advanced 
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$60 million–plus Phase II–III bioartificial liver device, reputed as the 
world’s most widely studied bioartificial organ of its kind. 

As the subject of the world’s largest-ever human clinical trial of a 
bioartificial organ, the lives of human patients in stage 4 hepatic en-
cephalopathy (coma) were saved. Unfortunately for society and the 
tens of millions who suffer from liver disease around the world, the 
Great Recession of 2007 and 2008 took its toll, and the investor group 
I was involved with decided to not pursue further funding. This ulti-
mately led me to sell my shares in HepaLife to a New York–based fund. 
Renamed and repurposed by new management, the company’s shares 
continue to trade on NASDAQ.

Three Lessons Learned about Growing a Business

In three decades of conducting business, I’ve learned three valuable 
lessons that I share with my closest friends, and now with you.

•	 Protect	your	reputation	online	and	offline	at	all	costs.

•	Manage	your	business’	growth.

•	 	Surround	yourself	with	competent	individuals,	including	quali-
fied investment advisors to help you shift through the morass of  
investment options.

In 1998, I founded and funded a company called EquityAlert.com, a 
financial news and information redistributor that enjoyed a lot of early 
success.

Our business model was simple. When a particular public company 
came out with a press release, a SEC filing, or anything else pertinent 
to shareholders, EquityAlert.com would e-mail this information to 
our subscribers in real time, sending as many as five million e-mails 
per day at one point. At the time, enabling technologies were prohibi-
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tively expensive, so Jatinder S. Bhogal, a genius-level thinker, took it 
upon himself to develop the technology in-house, which made all the 
difference for us.

Despite plenty of competition, proactive investors loved our service 
and we grew quickly. We provided our services free to subscribers and 
sold advertisements to support our business to a wide range of clients, 
including name-brand retailers, banks, and public companies wishing 
to reach our coveted and much sought-after audience of investors.

In just over a year, EquityAlert.com had built up a database of a million 
double opt-in investor subscribers, which was significantly larger than  
TheStreet.com and The Wall Street Journal’s combined online subscrip-
tion base at the time. This is no small feat because I invested less than a 
million dollars into EquityAlert.com, while our competition had tens 
of millions in cash and a much larger workforce.

For competitive reasons, our e-mail advertisements disclosed com-
pensation for services in a certain way (for example, a dollar amount 
per thousand e-mails sent). However, the SEC wanted disclosure of 
payments in a precise dollar amount ($10,000 versus $100 per ten 
thousand e-mails, for example). In our haste to grow, a minor but very 
important distinction was overlooked. So rather than engage in a pro-
longed battle with the SEC over what we viewed as technical seman-
tics, we agreed to pay what we believed was a nominal $20,000 penalty 
sought by the SEC for our oversight.

In some cases, when EquityAlert.com dealt with companies that did 
not have significant cash reserves, it would accept shares of the ad-
vertised company as payment provided that the shares were so-called 
“free trading;” that is, they could be readily resold by our brokerage 
firm without restriction. Otherwise, why would we accept the shares 
as our compensation for the services rendered?
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However, in 2003, in two instances we were, in my opinion, fraudulently 
induced to accept what we thought were free-trading shares only to be 
later informed otherwise by the SEC.

In the first case, EquityAlert.com in good faith accepted payment 
for advertising services by accepting shares that were accompanied by, 
among other assurances, an opinion of legal counsel providing that 
the shares could be freely sold to the public. EquityAlert.com depos-
ited the shares with its brokerage firm (whose compliance department 
would have presumably further double-checked the authenticity and 
legitimacy of the shares) as unrestricted, or free trading shares, and 
thereafter sold the shares in order to realize on our compensation for 
the services rendered by EquityAlert.com.

After the brokerage firm sold the shares on behalf of EquityAlert.
com, we received a notice from the SEC alleging that the shares that 
were sold were in its view restricted due to the fact that the person who 
transferred the shares to EquityAlert.com was planning to enter into 
an agreement with the advertised company to merge with a company 
controlled by him and to subsequently become its chief executive of-
ficer. All news to us.

In the second case, EquityAlert.com was hired by a person who held 
himself out to be a consultant to the advertised company. This con-
sultant arranged for another individual who we were told was a long 
standing shareholder of the advertised company to transfer shares in 
the advertised company in payment for its services. The certificates 
received by EquityAlert.com did not have any form of a restrictive leg-
end which are imprinted on stock certificates when the shares repre-
sented by the certificate are in fact not free trading.

What we were not told was that the consultant was married to the 
chief executive officer of the advertised company. This led the SEC to 
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allege that the existence of this marriage relationship supported their 
claim that the stock we received was received not from someone who 
was unaffiliated with the advertised company but from a person who 
was controlled by the advertised company.

Although my attorney was firmly of the opinion that there existed suf-
ficient legal basis for challenging the SEC’s allegations and conclusions 
as to securities law violations, I opted not to engage in what could have 
been expensive and protracted litigation and decided instead to settle 
the matter with the SEC by once more paying a relatively small mon-
etary penalty; and although, at the time, I was serving as the chairman 
of the board of EquityAlert.com’s parent company and consequently 
named in the proceeding along with EquityAlert.com, I personally was 
not required to pay any fine.

In retrospect, even though we took what we thought were the appro-
priate steps at time, I guess if someone is intent on defrauding you (or 
tries to steal your money at knifepoint), sometimes there is not much 
you can do other than accept it as a sad part of life.

Given the relatively small amount involved in both instances, we chose 
the expeditious route by simply agreeing to pay the minor penalty and, 
without denying or admitting to any allegations, settling the matter so 
that we could focus on business. Although we paid the price for being 
lied to and fraudulently induced into accepting restricted stock, we have 
never shied away from our responsibility and welcome a fair and objec-
tive assessment of our actions and decisions, because we believe we did 
the right thing.

Ever since then, we have been extra careful in all that we do, seeking 
and heeding the counsel of industry advisors, attorneys, and accoun-
tants. As a result, we have not had a single regulatory issue in almost two 
decades while transacting many millions of dollars in business.
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Over the years, some unsavory individuals, most of whom hide behind 
the anonymity of the Internet, have waged smear campaigns against 
some of my portfolio companies and tried to besmirch our highly re-
garded executives, scientists, and industry thought leaders. Thinking 
nothing of the damage they are inflicting, these despicable characters 
creatively present facts out of context to add credence to their hollow 
claims, all in the name of making a few bucks.

For added measure, they include me in the mix by knowingly 
distorting the underlying facts of the SEC findings to also mali-
ciously and intentionally sully my name. With HepaLife and other 
companies I have founded or funded, the short sellers point to the SEC  
infractions involving EquityAlert.com to paint me, and therefore by 
association my business ventures, in a negative light. It is interesting 
to note that some people have accused me of criminal misconduct and 
fraud, when in reality it was EquityAlert.com that was the victim of 
intentional fraud.

Why would they do this? Because short sellers make money when a 
company’s stock price drops as a result of a deliberate so-called “short 
and distort” strategy—they short the stock first (generally selling stock 
they do not own) and then try make the stock price go down by dis-
seminating negative information so that they can cover their shorts at 
a lower price, making a profit on the difference.

Unfortunately, this type of activity just doesn’t harm me—it harms 
all of our long-standing shareholders as well. The malicious online dis-
tortions notwithstanding, not everything emanating from these regu-
latory encounters has been negative; in fact, I have learned those three 
important business lessons I mentioned earlier. To reiterate:

First, protect your reputation online and offline at all costs. When the 
SEC alleged that our actions or inactions, notwithstanding our precau-
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tions, constituted violations of certain laws or rules, we decided to pay 
the (to us) relatively small penalties rather than fight them and risk 
incurring legal fees that could have gone into the hundreds of thou-
sands of dollars.

However, taking the most expeditious and cost effective route may 
not always be the best course of action in the long run. In retrospect, 
the price we paid was much higher than the minor SEC settlements. 
Although these matters involved what we believed to have been tech-
nical infractions resulting in the payment of relatively small monetary 
penalties, this information naturally was posted on the Internet, where 
it probably will remain forever, along with the often anonymous dis-
tortions and negative interpretations popping up time to time, for any-
one doing a Google search, to see.

Again: protect your reputation at all cost, because the failure to do so 
will haunt you for years, as it has us, even 15 years after the fact.

Second, make sure you manage your business’ growth. EquityAlert.
com and many of my other businesses have grown at an almost ex-
ponential rate. While we enjoy the success, the problem with rapid 
growth is that your resources are constantly overextended. As a result, 
small details such as the manner in which EquityAlert.com was com-
pensated by its advertisers or how we stated and disclosed the amount 
of compensation may fall beneath your radar.

We were never aware that there was a problem with our advertising 
compensation at the time, and our lack of due diligence came back to 
bite us hard later on. By all means grow and expand your business, but 
make sure you are able to adequately deal with all of the issues that 
such growth and expansion bring. Don’t let growth disable you from 
properly managing your business.

Third, surround yourself with individuals, employees, partners, associ-
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ates, and advisors who have strengths in the areas where you are weak. 
As you expand, seek proper counsel so you can follow all rules and 
regulations, some of which may be highly technical and some of which 
you may not even know exist, down to the fine print and make correct 
and compliant decisions.

By now, you’ve no doubt surmised that much of what we do is a 
bit “out-of-the-box.” One of the most difficult truths of out-of-the-box 
thinking is that you open yourself up to criticism. Your critics will 
include people who simply do not agree with you or who believe it’s 
somehow just or rewarding to bring you down and others who just 
seek to criticize you solely for their own personal gains. Frankly, I  
actively seek out and invite constructive criticism, having long held 
the belief that nobody has a monopoly on good ideas—including me. 
If there’s a better way, let’s embrace it and make it ours.

Solar Window: Let the Sun Shine In

Presently, two-thirds of the electricity generated in the US relies on 
fossil fuels, which are responsible for 99% of CO2 emissions and make 
the US a leading contributor of global warming.  There is, however, a 
solution to our expensive and damaging dependence on fossil fuels. 

According to the U.S. Department of Energy, solar energy is so plenti-
ful that on a weekly basis it produces 1,000 times the energy oil, natural 
gas and coal does in a full year – combined. In fact, our energy needs 
can be easily met with just 1/10,000th of the sunlight that falls on Earth 
each day and streams through billions of windows worldwide. 

Until now, however, no one has ever been able to convert those solar 
rays into electricity like SolarWindow, which could turn entire build-
ings into power generators, reducing electricity costs by up to 50% per 
year.
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I’m particularly proud of my tech investment in SolarWindow because 
the product—the world’s first see-through window that converts the 
sunshine passing through it into electricity—was actually my idea. The 
engineers and scientists at SolarWindow Technologies, Inc. turned it 
into a reality. But I’m the one who first dreamed up the concept.

“I’m particularly proud of my tech 
investment in SolarWindow because the 

product—the world’s first see-through 
window that converts the sunshine 
passing through it into electricity.”

Fig. I-1. World’s first see-through window module capable of generating 
electricity from sunlight was demonstrated to Congress.
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This was a crazy idea that came to me from nowhere while waiting 
for a meeting regarding photovoltaic (PV) nanoparticles at the Uni-
versity of Illinois. In fact, the concept was so “blue sky” that even the 
leading scientist I met had never ever considered it, but accepted my 
offer nevertheless to finance the development of an electricity-gener-
ating window through a research and development agreement similar 
to HepaLife’s.

What started out as just a concept many years ago, and consumed 
many millions of my money, has today become possibly the “$72 bil-
lion architectural glass industry’s single greatest breakthrough in a half 
century,” states Patrick Sargent, formerly with AGC Glass Company.

Since commercial buildings consume 35 percent of all electricity, 
this one product alone could transform the alternative energy industry 
as we know it, especially as U.S. demand for electricity is expected to 
grow 40 percent by 2032.

“SolarWindow technology turns passive building windows into active 
power generators, producing the most exciting return on investment,” 
states Kenneth Schuckers, CPA, an expert on renewable energy and 
tax savings. Meanwhile, CNBC’s Industrial Revolutions states that the  
“SolarWindow could give our cities the ability to harvest their own en-
ergy needs.”

Since there are 80 million homes in the United States and five mil-
lion commercial buildings, any building with windows can benefit 
from SolarWindows, a mind-boggling commercial opportunity for 
the company indeed. Sales of architectural glass are $72 billion a year 
and an estimated 500 million square feet of windows are installed in 
non-residential buildings each year in the United States alone.

The SolarWindows are coated with invisible PV nanoparticles that 
capture energy from the sun and other light sources to produce valu-
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able electricity. The coating consists of layers of dissolved organic poly-
mers that act as ultrasmall solar cells when applied to glass or plastic. 
An electricity-generating coating applied to the glass surfaces of a 
building turns passive building windows into active power generators.

Even with the coating, the windows remain transparent. The tech-
nology can produce 50 times more power than conventional rooftop 
solar PV systems—and thus reduce the amount of carbon emissions 
equivalent to vehicles driving about 2.2 million miles per year. Solar-
Windows pay back their cost through reduced energy bills within one 
year versus five to 11 years with conventional solar systems.

To my knowledge, no competing technology has ever recorded or 
published a payback period as fast and as financially compelling as 
the SolarWindow, which received the 2013 Energy Innovation Award 
from Energy Business Review. If that were not enough, on September 
16, 2014, SolarWindow modules were presented to Congress during 
the first-ever National Lab Day, cosponsored by the U.S. Department 
of Energy.

And it was my idea!

But this idea would never have become a reality without the tenacity 
and indefatigable resolve of John Conklin, SolarWindow’s president 
and CEO. He was originally retained by the company as a consultant 
to solve a never-before-solved problem—to apply a specific set of coat-
ings to glass and to optimize their capacity to generate electricity while 
remaining see-through.

Under the leadership of John Conklin, along with principal scien-
tist Dr. Scott Hammond, Briana Erikson, and a group of genius-level 
individuals with unparalleled engineering, scientific, and technologi-
cal prowess, the team achieved more first-ever accomplishments with 
SolarWindow, which:
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•		Produces	ten-times	greater	environmental	benefit	over	
conventional solar when installed on tall towers.

•		Can	be	placed	on	all	four	sides	of	tall	towers	because	it	is	capable	
of producing power in direct sunlight and shaded or low natural 
light conditions; traditional solar works only in direct sunlight 
and cannot operate in cloudy weather or in shaded areas.

•		Remains	see-through,	with	high	level	of	“visible	light	
transmission”; traditional solar cannot be transparent.

•		Offers	popular	color	choices	while	maintaining	see-through	
qualities; traditional solar is only black and not possible to  
see through.

•		Is	able	to	generate	significant	electricity	from	both	natural	and	
artificial light; traditional solar works only in natural light and 
cannot work using the kind of lighting typical in offices, hotels, 
and other commercial buildings.

•		Does	not	require	high-temperature	or	high-vacuum	production	
techniques inherent to conventional solar; traditional solar is very 
expensive, slow, and difficult to manufacture.

•		Is	constructed	using	organic	materials	(polymers),	which	can	
be dissolved into liquid form and applied to a variety of surfaces 
such as flexible plastics and glass; traditional solar uses complex 
materials which cannot be dissolved into low-cost liquid form  
for manufacturing.

•		Is	suited	for	manufacture	using	high-speed	and	high-volume	
systems such as roll-to-roll or large area sheet-to-sheet processes; 
traditional solar cannot be manufactured at high speeds and in 
high volume.
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With tens of millions of existing windows in the United States and 
around the world, the SolarWindow™ may well be one of today’s most 
disruptive renewable energy innovations.

RenovaCare: Some Skin in the Health Market

I am a long-term supporter and majority shareholder of RenovaCare, 
Inc., which is developing first-of-their-kind stem cell therapies for the 
regeneration of the body’s largest organ, the skin. The SkinGun, Reno-
vaCare’s flagship technology, literally sprays a liquid suspension of a 
patient’s own regenerative stem cells onto burns and wounds.

Early experimental versions of the SkinGun were developed by Dr. 
Jorg C. Gerlach, a true renaissance man and possibly one of the most 
gifted individuals that I have ever had the pleasure of meeting. With 
a medical degree, several patents, articles in more than 100 peer-re-
viewed publications, and a background in surgery, hematology, ex-
perimental transplantation medicine and two PhDs, he is also adept 

Fig. 1-2. Officer Matt Uram, an early SkinGun patient, after treatment for 
severe burns to his face, neck, shoulder, back, arms, and hand.

“The doctor said that I might be a 
candidate for this new procedure,  

which is the spray gun, and asked me if I 
would be interested.

They did it on a Friday, and my follow-up  
was that Monday, and the burn unit said it 

was healed, completely healed.”

Officer Matt Uram 
Pennsylvania State Trooper 



34

WINNING WITH COMMERCIAL REAL ESTATE

at hand-creating the most amazing furniture and museum-quality 
artwork and sculptures.

Dr. Gerlach’s technology was first used experimentally at Charité–
Universitätsmedizin Berlin on a group of 19 patients. The clinician in 
that study determined that the results from the early rendition of the 
SkinGun treatment was so significantly better than traditional graft-
ing that he literally discontinued performing skin grafts on a control 
group on the basis of medical ethics.

Based on preliminary case studies, patients can be treated within 90 
minutes of arriving in an emergency room, where a patient’s stem cells 
are isolated, processed, and sprayed on to wound sites. Amazingly, 
early clinical observations in the United States and Europe point to 
the rapid regeneration of human skin, potentially allowing patients to 

Fig. 1-3. The SkinGun has undergone 14 years of 
painstaking refinements.
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leave the hospital within only a few days rather than the many weeks 
required by other alternative treatments, such as skin grafts, the cur-
rent standard of care that is 200 years old and had its last major break-
through 50 years ago.

With traditional burn treatment, large sheets of skin are surgically 
removed (grafted) and restitched onto the wound. The procedure is 
painful, lengthy, expensive, and prone to infections. It leaves bad scar-
ring and requires extensive pain and wound management.

One early patient treated with the system was Matt Uram, a Penn-
sylvania state trooper with severe burns to his face, neck, shoulder, 
back, arms, and hand. He completely healed within days. Matt Uram’s 
miraculous recovery was featured in a National Geographic report 
and also mentioned in Tony Robbin’s most recent book, Money: 
Master the Game, in which he writes:

“Every ten minutes in America someone is horribly burned. They’re 
rushed to the hospital in searing pain—one of the most intense pains 
a human body can suffer. The nurses scrub away the blistered and 
charred flesh and cover the wound with cadaver skin to keep the 
person from dying of infection. Can you imagine the skin off a dead 
body put on top of your own?! If the patient survives, the scarring 
can be brutal. I’m sure you’ve seen faces, arms, and legs scarred be-
yond recognition. Sometimes there are multiple surgeries, and heal-
ing can take years.

“So imagine how one night Matt Uram, a 40-year-old state trooper, 
finds himself about to become another one of those grim statistics. 
His life altered forever.

“How? He’s next to a bonfire when someone throws a cup of gaso-
line on the flames, and the burns cover his right arm and the right 
side of his head and face. The doctors and nurses move fast, clean-
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ing off the blistered skin, disinfecting Matt’s wounds, applying salves. 
Normally he would be in the burn unit for weeks or months, going 
through the same agonizing process twice a day. Instead, a team of 
specialists goes to work with a new technique. They harvest a layer 
of healthy cells from unburned patches of his own skin. No cadaver 
skin for Matt! These cells are cultured, and before long, a spray gun is 
gently painting the wounds with a solution of Matt’s own stem cells. 

“Three days later, his arms and face are completely healed. (And 
this miracle has to be seen to be believed! Go to www.youtube.com/
watch?v=eXO_ApjKPaI and see the difference.) There’s barely a scar 
visible on him. I know it sounds like a scene from a sci-fi film. But it’s 
a real story that took place in Pittsburgh just a few years ago.”

Much like penicillin, Viagra, x-rays, insulin, and other serendipi-
tous medical discoveries, RenovaCare’s miracle wound-healing tech-
nology came to life when early research scientists realized that the 
wound itself is the ideal and natural incubator for growing autolo-
gous (your own) stem cells, which invariably lead to rapid healing.

After many years of painstaking research and development, the 
technology today essentially involves harvesting a small one-inch-
square-size donor skin sample, from which regenerative stem cells are 
collected, mixed into a water-based suspension, and gently sprayed 
onto the wound within 90 minutes; think of it as “liquid skin.”

In recent years, several skin replication biotechnologies have 
emerged, but they still subject the patient to pre– and post–skin graft 
hospitalization, potential infection, and pain. Healthy skin is grafted 
and shipped to a central processing unit for reproduction. After weeks 
of waiting—and making use of nonhuman cells—sheets of artificial 
skin are “grown” and shipped back to the surgeon for stitching to the 
wounded area. This is slow, painful, and expensive.
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An estimated $25 billion a year is spent treating 6.5 million people 
with chronic wounds in the United States. These include diabetics with 
foot ulcers or wounds, wound infections after surgery, and wounds 
caused by poor nutrition and circulation. As the population ages, the 
number of chronic wound cases will grow.

If and when available for sale, RenovaCare’s revolutionary new tech-
nology could potentially be a boon to society worldwide not only for 
treating and healing burn patients but quite possibly for addressing 
other skin conditions and defects as well, including wrinkles, chronic 
wounds, acute wounds, scars, acne scarring, and, potentially, vitiligo, 
which is a skin discoloration condition suffered by celebrities Mi-
chael Jackson and Jon Hamm. According to the National Institutes of 
Health, skin disorders account for 40 percent of occupational-disease 
claims nationally.

From Science to Buildings

Over the years, I have invested in many companies and different indus-
tries, ranging from old-tech auto salvage to new-tech research organi-
zations, some of which are developing leading-edge, first-of-their kind 
products and technologies. However, and notwithstanding the signifi-
cant personal and financial rewards, this type of investing is inherently 
volatile and involves risk. So in 2006, I established Talia Jevan Proper-
ties to provide noncorrelating investment diversity through the acqui-
sition and ownership of high-quality commercial real estate properties 
in prominent cities having growth potential, economic strength, social 
and cultural diversity and geographical appeal, and, most importantly, 
to provide a superior risk-adjusted return on investment.

In stocks, I favor pure growth stocks over dividend stocks or blue 
chips. As Chuck Carnevale wrote on June 4, 2015, on the Seeking Al-
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pha website, “One of the advantages of investing in pure growth stocks 
compared to investing in large multinational blue-chip dividend 
growth stocks is the typical simplicity of their businesses. The typical 
pure growth stock generally operates in a single industry based on a 
single idea, especially in the early phases of growth.” This is true of 
SolarWindow and RenovaCare as well, which are not diversified but 
have one major technology each.

I like these focused technology businesses because, as Carnevale 
noted, “It is often easier to evaluate the growth potential of the simpler 
business model. I am not suggesting that it is necessarily easy to fore-
cast growth on single business pure growth stocks; I am just suggest-
ing that it may be easier than evaluating larger companies with more 
complex business structures.”

While technology and science have long been my focus in invest-
ing, my father—or “Pops,” as he is affectionately known by family and 
friends alike—continually advised me to get into real estate. A deeply 
religious man, my father was a contractor and builder in Africa and 
India in the 1950s and 1960s. After we moved to the United Kingdom 
in the late 1960s and then to Canada in the early 1970s, he continued 
in the construction business as a carpenter. After retiring in the 1980s, 
he did not work again.

In addition to urging me to invest in real estate, my father gave my 
brothers and me two other important pieces of advice. First, have in-
tegrity. “If you lie once,” he said, “it will take 100 lies to cover the first 
lie. So don’t ever deceive people.” I have fired people on the spot for not 
being honest.

Second, when my brothers and I would quarrel, Pops would inter-
vene and say we should work together instead, similar to the way fin-
gers work together when clenched into a fist. For those of us who are 
not trained like Bruce Lee, an individual finger has very little force. But 
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with a fist, we have real power and strength. So it is with a great team 
versus a single individual!

Since our dads are sometimes wise, and appear to get wiser as we get 
older, I took his advice on all of these things including real estate, and 
with the help of a great team, I’ve built a 500,000-square-foot portfolio 
of Class-A real estate in the United States and Canada that was recently 
independently appraised at almost $150 million. This was accomplished 
in only ten years and starting with a personal investment of just $20 
million.

My biggest influence in achieving business success, in addition to my 
dad, has been the recordings of the late great speaker Earl Nightingale 
and other top business and self-help teachers, speakers, and authors. 
Among my very favorites from Earl Nightingale is his classic, Lead 
the Field. In my opinion, Earl Nightingale is one of the greatest suc-
cess coaches who ever lived. He had the amazing ability to distill the 
essence of important and complex subject matters into small, easily 
comprehendible, and memorable summaries. From Lead the Field, 
which I listen to in my car often, I have learned valuable insights about 
attitude, opportunity, goals, thinking, service, integrity, environment, 
and language, among many other things!

When I became interested in investing back in 1981, it was in the 
middle of a recession when interest rates were between 15 and 20 per-
cent and the Dow was around 800. Over the years, I have witnessed the 
ravaging effects and resultant opportunities of the 1987 market crash, 
a currency crash, the tech bubble, and three recessions, with the most 
recent Great Recession presenting buying opportunities of a lifetime.

As you’ve seen, I’ve been a professional investor for quite some time, 
and I have seen and experienced a lot. And as you’ll discover here, 
I can definitely help you! In fact, I have a whole team of extremely 
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knowledgeable, highly experienced, and dedicated individuals who 
can also assist you in making the right real estate investment.

Want Less Risk? Invest in Real Estate

Investing in small companies and innovative technology ideas requires 
courage and involves taking on risk. And the older I got, the less risk 
I wanted to take.

Regardless, I persevered, worked hard, and eventually won big with 
a few of my investments.

In 2006, partly to satisfy the urgings of my father to diversify and 
partly to augment my investment portfolio, I developed an interest in 
real estate and saw an amazing opportunity in Canada but glaring dan-
ger signals from the U.S. market.

I likened the U.S. housing market in 2006 to the tech bubble of the 
1990s. Remember, I’ve been through a few cycles and I can sense trou-
ble coming.

There were news stories galore, shows about flipping homes and a 
general hysteria inconsistent with reality, including mounting inven-
tories and other scary signs.

While hordes of investors rushed into U.S. real estate, I decided to 
put my money into Canadian real estate, which was equivalent to buy-
ing U.S. properties in the early 2000s.

Today, I am founder and president of Talia Jevan Properties, a fast-
growing, noninstitutional, privately held real estate enterprise. With a 
personal investment of $20 million and beginning with my first build-
ing in February 2006, my team and I acquired around 500,000 square 
feet of prime real estate in a span of eight years. As Warren Buffett once 
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told his son Howard, “It takes 20 years to build a reputation and five 
minutes to ruin it. If you think about that, you’ll do things differently.” 
From the very start, we’ve been honest and fair in all our dealings. 
Today, my firm enjoys a quality, high-integrity brand on par with the 
best of the best in the industry.

“… the older I got, the less risk  
I wanted to take.” 

While we pride ourselves on always being sincere, generating superior  
investment returns, offering great service, and consistently maintaining 
high occupancy rates, what really sets us apart is the ability to recognize 
true value. For instance, years ago industry observers scoffed at me when 
I acquired my second property, the Leckie Building, a 89,000-square-
foot jewel sitting smack in the middle of an area called Gastown in Van-
couver, British Columbia.

Gastown, Vancouver’s oldest neighborhood, was in its heyday the 
prosperous commercial center of action. In June 2006, Gastown was 
well known for its homelessness, panhandlers, and drug dealers. While 
many others saw blight, I saw opportunity and great timing, a key fac-
tor in my TROPHY formula (outlined in chapter 3).

Just like the Meatpacking District in New York and the Gaslamp 
Quarter in San Diego before their gentrifications, I just knew that Gas-
town would someday shine again. Gentrification is happening in areas 
across North America—Brooklyn, New York, is a great example—and 
whenever it comes, real estate prices can rise, often astronomically.

Anyway, to me and my team, Gastown was a no-brainer. The  
well-built, well-kept building had a great location, brick-and-beam 
construction, and a lot of charm.
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As Warren Buffett once said, “Price is what you pay; value is what you 
get.” The building that I bought in 2006 for just over $17 million was 
priced almost $4.5 million more than the previous owner had paid less 
than a year prior.

While others chuckled under their breaths at the price I was willing 
to pay, I laughed all the way to the bank. I wasn’t overpaying or taking 
any undue risk because that’s not part of my proven formula. Nor did 
I try to nickel-and-dime the vendor, a large institution, because that’s 
not part of my formula either.

“The greatest wealth has been made 
from owning Class-A properties, which 

perennially produce predictable, 
relatively low-risk profits.” 

The building itself was in good condition, enabling me to acquire 
a quality property at what I thought was a fair price. Our valuation 
process (chapter 3) showed us that $17 million was indeed a fair price. 
I eventually agreed to a price of $17.6 million with the vendor, which 
ironically was the same institutional seller that refused to sell to me 
when I won the bidding for a medical building. More on this a bit later 
in this chapter.

Once I took possession of the property, I spent almost $2 million to 
repoint the brickwork, repair the windows and roof, and make other 
improvements that turned it into a prime Class-A asset, which I am 
sure delighted the tenants, including long-term tenant Jim Falconer, 
the successful and discerning owner of John Casablancas Interna-
tional, whose graduates have been featured in many of the world’s top 
fashion magazines, and JCI Institute, which produces some of the top 
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ranked programs in hair, fashion and makeup.

That building has almost tripled in value since I bought it. If I wanted 
to, I could sell, pocket a $30 million profit, and never work again another 
day in my life while my family and I live all our days in the lap of luxury. 
And that’s from just one deal!

Increase in value aside, in September 2014, we announced the largest of-
fice lease in Gastown history with Global Relay, a well-known and highly 
regarded global technology company run by truly gifted entrepreneurs.

Today, the vagrants and drug dealers have been replaced by high-
end hip boutiques and restaurants—and my building is a “trophy” 
property on a premium corner of Gastown.

As I said earlier on, the greatest wealth has been made from owning 
Class-A properties, which perennially produce predictable, relatively 
low-risk profits.

In 2006, Gastown had a tattered reputation. Today, Complex, a New 
York fashion magazine, ranks Gastown as the fourth most stylish 
neighborhood in the world, right behind New York’s SoHo, Tokyo’s Ha-
rajuku, and the neighborhood judged the world’s most stylish, the first 
arrondissement in Paris.

Now, I don’t win on every deal; no one does. For instance, once I was 
presented with a prominent high-rise medical tower, ideally located 
within blocks of Vancouver General Hospital. Rather than dealing 
with the vendor through an agent, potential purchasers were asked to 
go through two bidding processes.

Winners of the first bidding round were allowed to bid in a final 
round, the winner of which would get to acquire the property. I was 
not too enthused about this and voiced my discontent with my agent, 
Tony Quattrin. (He and Jim Szabo are two of the most successful and 
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talented investment sales professionals I have ever met.)

But as it turned out, I was one of 12 successful bidders to get into the 
second round. I was the only individual investor in the running, with 
everyone else being an institutional investor. At the end of the process, 
I was the highest bidder by around $200,000 on a $24 million prop-
erty. However, the institutional vendor did not want to sell to me for 
fear that I could not close. Apparently, it’s common for some would-be 
acquirers to tie up a building and eventually drop it, often due to their 
inability to close on the acquisition.

Because at the time I only had one building under my belt, the insti-
tutional seller, who manages money for others and not himself, felt I 
was too big of a risk and decided to sell to bidder number two, which 
was another institution. Naturally, I was not happy and again voiced 

Fig. 1-4. Commercial real estate is much less volatile than 
stocks and bonds.
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my thoughts to Tony Quattrin, who politely and respectfully said that 
the vendor needed to protect his job.

As it turned out, the same institution that didn’t feel comfortable in 
selling me this property had no qualms about selling me the Leckie 
Building for $17.6 million, a price that surely scored a year-end bonus 
for the asset manager. My purchase price gave them an eye-popping 
return on the property, which they had acquired for much less just 12 
months prior.

Owning and operating businesses, and most especially my current 
commercial real estate investments, has made me a wealthy man. 
When I bought one commercial property for $16 million, I was able to 
pay cash for it! Since you know that I literally started in the mail room, 
I don’t say this to impress you but to impress upon you that if I can do 
this, so can you. And one of the best places to build lasting wealth is 
through high-quality, Class-A commercial real estate.

Winning in Commercial Real Estate

There is no such thing as an overnight success. With any investment, 
patience is a requirement, especially when it comes to real estate. While 
you don’t need a Ph.D. to be successful, you still need the willingness 
and the patience to learn the ins and outs.

There are plenty of rewards. Not only does commercial real estate 
offer greater leverage, these properties have historically offered better 
returns—and less volatility—than other popular investments. The tax 
benefits—deductibility and depreciation—are just as impressive. En-
trepreneur magazine (July 22, 2014) said, “Commercial real estate has 
great money-spinning potential.”

Unlike stocks and options, which derive a high proportion of their 
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returns from price movement, real estate—though it too can appreci-
ate or depreciate over time—is not as volatile. Also, properties generate 
substantial income, which helps make their total return less volatile. In 
addition, notes David Lynn of Everest High Income Property, “Longer 
rental lease terms help to mitigate the impact economic fluctuations 
have on rental income.” By comparison, residential real estate gener-
ally has much shorter-term leases than commercial.7

When it comes to overall risk, though, investors can do great harm 
to their investment opportunities with little patience and little educa-
tion. Also, such transactions tie up capital for a long period of time. 
Then again, you can’t go anywhere in commercial real estate with little 
to no capital; the sole exception is the investment I discuss in chapter 
6. Economic downturn can harm valuation as well, potentially result-
ing in slower return for a while.

An alternative, discussed in chapter 6, is to buy units or interests 
of private limited partnerships and limited liability companies. My 
company sponsors such offerings, which essentially allow investors 
to enjoy all the financial rewards of commercial real estate ownership 
but without requiring huge up-front capital or needing sophisticated 
expertise to own and manage high-quality Class-A commercial prop-
erties. And, because our partnerships are not burdened by fees and the 
all too common financial conflicts of most offerings, the only way you 
could own real estate cheaper is to buy it yourself.

It’s taken me and my team many years to gain the valuable experience 
of real estate sourcing, acquisition, and management. It’s taken a long 
time for us to nurture important relationships with high-level industry 
professionals, who have been kind enough to open their Rolodexes to 
us. By investing in the units of our limited partnerships, you not only 
benefit from our deep pool of experience and valuable industry con-
tacts, you’re able to indirectly enjoy all the financial rewards of owning 
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appreciating real estate properties for about the cost of a luxury car, 
which depreciates the moment you drive off the lot.

But not all opportunities are equal, and in the vast majority of real 
estate offerings, it’s common for general partners, sponsors, and real 
estate crowdfunding sites to charge a myriad of up-front fees. In ad-
dition to acquisition fees, asset management fees, disposition fees, 
mortgage brokerage fees, and due diligence fees, some even charge for 
“pursuit” costs.

This means that a typical sponsor has little, if any, ongoing financial 
incentive left because they’ve already made their money—and they’ve 
made a lot of it up front. The investor, however, has to wait to realize 
an investment return over time.

The chief investment officer of Yale University’s $26 billion endow-
ment, David Swensen, cited one example of the all too common practice 
of charging up-front fees. In his example of a well-known real estate fund, 
investors were charged a 7% sales commission, a 2.5% dealer manage-
ment fee, and 3% for offering expenses—all up front!

On top of commissions charged by a real estate broker, this fund 
charged an additional 3% review and acquisition fee and 0.5% for 
refund of acquisition expenses. If that wasn’t enough, the sponsor 
charged an additional 4.5% fee on revenues and a separate 3% fee for 
leasing any space. “Egregious” is too polite a word for this type of be-
havior. Sadly, excessive fees run rampant in the industry, with the in-
vestors footing the bill with investment underperformance at best and 
large losses at worst.

Combined, these total 16%, which is a lot more than the 1% fee the 
SEC warned about in a bulletin that showed how even a 1% fee can eat up 
$40,000—or about one-third—of a $120,000 portfolio over time. Ouch!

Warren Buffett also abhors fees, so much so that he famously  
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wagered $1 million that a low-priced index fund can beat actively 
managed high-fee accounts. Last I looked, the Vanguard fund chosen 
by Buffett was up substantially over the average gains from five hedge 
funds he bet against.

Just after Title II of the JOBS Act was passed in late 2013, a slew of real 
estate crowdfunding sites appeared out of nowhere. Aside from the sad 
fact that the vast majority of these crowdfunding sites have fees galore, 
what is truly shocking are the unrealistic returns being advertised.

Sometime back, I took a screenshot of how one popular crowdfund-
ing site proudly tracked the total amount of funds invested through 
their platform. At the time, the site had raised $47 million from in-
vestors and showed an amount of $6.5 million as being “total funds 
returned.” To the casual observer, this would be a 14 percent return, 
which would be great if it were true. A discussion with a representa-
tive, however, painted a different picture. As it turned out, about $5.3 
million of the “total funds returned” was a return of principal.

Again, if the high returns promised by various sites were truly and 
consistently possible, you would have a stampede of yield-hungry in-
vestors knocking on the doors of these crowdfunding sites. When the 
dust settles someday, there will no doubt be a lot of financial casualties 
and lawsuits.

In one Washington Post article published on September 6, 2013, five 
independent fee-only finance professionals were asked to review an of-
fering from another well-known crowdfunding site. Not surprisingly 
to me, each and every advisor said that they would not recommend 
placing money into the offering, with conflicts of interest, relative in-
experience, and fees being among the concerns.

“I would never recommend this kind of investment for my clients,” 
stated Russell McAlmond of Evergreen Capital Management, one of 
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the five advisors mentioned in the article. “It has almost every kind of 
risk imaginable that one may have with commercial real estate.”

A close look at the offering documents revealed fees for leasing, asset 
management, financing, and development. All told, about $50,000 of the 
$350,000 went to such expenses. When almost 15 percent is taken for 
fees and sponsor expenses, the investor is essentially only starting with 
85 percent of his or her investment, or $85 out of each $100 invested.

One notable analyst said that investors in this particular real estate 
crowdfunded offering would see returns only after the sponsor was 
done “running the revenue through a gauntlet of insider transactions.”

“Commercial property helps  
diversify risk.” 

Worse still, many crowdfunding sites have management teams 
that have no “direct” experience at building true value. Most are well 
read and experienced in real estate to be sure, but not where it truly 
matters—making money from investing their own capital.

Whether they are front-loaded, back-loaded, direct, or indirect, fees 
charged by sponsors of crowdfunding real estate sites—which can be 
upwards of 15 percent—invariably reduce overall investment returns 
for investors, who are essentially starting in a negative position the 
moment they make the investment.

The mathematics are simple. To make up for this shortfall, sponsors 
have to rely on overly optimistic assumptions to project high, unreal-
istic, and often unachievable returns. Not surprisingly, these returns 
often do not materialize due to greater risks associated with trying to 
achieve higher projected returns, which in part are used as a lure to 
attract investors in the first place.
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Higher rates of projected returns, such as the 12 to 15 percent rou-
tinely suggested by many crowdfunding sites and limited partnership 
sponsors, look great on Excel spreadsheets but are only possible in 
best-case scenarios, which don’t always materialize in real life. The fact 
is that these kinds of projected returns, which often involve onerous 
debt, risk, and volatility, are not consistent with reality.

“It’s imperative that investors use their ‘investment sense’ and conduct 
proper due diligence prior to signing any documents and purchasing 
the securities being offered,” notes Joseph Sierchio, managing partner of 
Sierchio & Partners, LLP, who further admonishes his clients that they 
“must be aware of just how realistic the financial statements and projec-
tions are with regards to property type, the area in which the property 
is located, as well as the anticipated life of the project. Without this in-
formation investors might not know what they are actually getting into.”

Although past performance is no guarantee of future success, you 
should always examine the operating history of the property as well as 
the sponsor.

Make sure you are aware of hot market trends prior to investing. For 
example, one of the hottest commercial real estate markets is in medi-
cal office space, thanks to 32 million newly insured Americans, retiring 
baby boomers, and hospitals shifting more care to off-campus facilities.

And, as with any investment, diversify, diversify, and diversify. Don’t 
restrict yourself to just one type of commercial property. Instead, expand.

When I bought in Gastown, I was simply following a formula that 
combines industry insider secrets and proven methods that I have 
honed over many years of hard work. It’s the formula I teach you in 
this book and it’s the formula that I used to grow my equity by 33% a 
year, every year for the last ten years in a row. Entering 2016, with U.S. 
markets posting massive losses, oil trading below $30 a barrel, many 
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REITs trading lower and some hedge down nearly 10 percent in the 
first few weeks of the year, I take great comfort in knowing that my 
portfolio of premium properties is immune from the volatility and risk 
of the markets.  

Just as top chefs learn to consistently make great meals after years 
of practice, top investors can consistently produce great results after 
years of thoughtful practice.

Investor R. Craig Coppola outlines the many reasons why you should 
make real estate a part of your portfolio:

•	 	There	are	huge	tax	advantages	to	owning	real	estate	that	few	other	
investment vehicles can come close to touching.

•	 	Owning	real	estate	is	a	great	investment	during	inflationary	times	
because, typically, in inflationary periods when prices are rising, 
so do real estate prices and values.

•	 	There’s	a	freedom	that	comes	with	owning	real	estate	because	
while it’s not a passive investment like a stock, you can make it a 
semipassive occupation that affords you free time.

•	 	A	large	percentage	of	all	the	millionaires	ever	created	were	in	 
real estate.

•	 	There’s	pride	of	ownership	in	real	estate	that	you	simply	don’t	get	
when you own stocks.

•	 	You	can	buy	real	estate	and	you	can	personally	help	grow	 
your investment.

An article in Entrepreneur (August 3, 2008) gives three other advan-
tages to investing in commercial real estate:

•	 	Commercial	property	helps	diversify	risk.	For	instance,	if	you	
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have a shopping center with 20 stores and you lose one of your 
tenants, you lose only 5 percent of the income for that property.

•	 	Cash	flow	is	often	greater	with	commercial	real	estate.	The	yield	is	 
often higher per square foot in a commercial building than a  
residential property.

•	 	Commercial	real	estate	leases	are	generally	much	longer	than	
residential leases, which are often just one year. This helps with 
the stability of your cash flow.

Today you have a dazzling array of choices as an investor when it 
comes to deciding where to put your money. In chapter 2, we’re going 
to look at how some of the major investment vehicles are perform-
ing in today’s market. And I will make a case why Class-A and high-
quality, well-located Class-B commercial real estate should be a part of 
your portfolio.
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The Hidden Millionaire-Making Asset Class  

Nobody Talks About

Class-A commercial real estate—how it is clobbering 
traditional investments with an unbeatable  

combination of high yield, low risk, cash flow,  
capital gain, and potential tax benefits.

So you want to grow your money with superior returns and below-
average risk, either for yourself or others that you’d like to assist. You 
have a variety of financial instruments to choose from. Fig. 2-1 shows 
the results of a survey in which investment advisors were asked which 
investment vehicles they currently recommend to their clients.

Not surprisingly, direct ownership of commercial or residential real 
estate is not on the list. I say “not surprisingly,” because financial plan-
ners get no commission for telling their clients to invest in real estate, 
and yet real estate is one of the greatest wealth generation tools ever 
created.
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Fig. 2-1. A 2015 survey reveals which investment vehicles advisors currently 
recommend to their clients. Source: Journal of Financial Planning. 

Exchange-traded funds (ETFs): .......................................................... 81%

Cash and equivalents: ........................................................................... 78%

Mutual funds (nonwrap): ..................................................................... 78%

Individual stocks: .................................................................................... 53%

Individual bonds: .................................................................................... 41%

Mutual fund wrap program(s): .......................................................... 41%

Variable annuities (immediate and/or deferred): ....................... 38%

Individually traded REITs (not held in mutual fund): ................. 30%

Fixed annuities (immediate and/or deferred): ............................. 28%

Fixed permanent life insurance products: ..................................... 28%

Variable permanent life insurance: .................................................. 21%

Other alternatives (bought directly, not included in other  
investment vehicles): ............................................................................ 20%

Nontraded REITs: .................................................................................... 18%

Indexed annuities: .................................................................................. 10% 

Hedge funds (directly, not through mutual funds): ......................9%

Options: ........................................................................................................9%

Private equity funds: ................................................................................8%

Other: .............................................................................................................2%

In this chapter, we’ll see how my favorite, Class-A commercial real 
estate, stacks up against competing investment vehicles owned by both 
the general public and institutional investors, starting with the one 
talked about most in the mainstream and financial media.

As of late, the performance of many common investments has been 
pretty anemic, if not downright terrible. During the first ten trading 
days of 2016, as this book is being updated with my independently 
verified investment results for the last ten years, the Dow Jones Indus-
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trial Average saw a loss of 1,400 points, marking the worst two-week 
start to a year ever and the yield on a one-year CD was only 1.1 per-
cent; factoring in the cost of inflation of 0.7 percent and income taxes, 
you barely make money by investing in safe CDs. 

At the close of trading on January 15, 2016, with China’s main stock 
benchmark having entered bear-market territory after losing twenty 
percent since late December 2015, gold was selling at just over $1,090 
an ounce and crude oil settled below $30 a barrel for the first time in 
twelve years. You won’t get much richer with equities or real estate 
investment trusts (REITs). The S&P 500 has a dividend yield of just 
2.3 percent, and REITs right now are paying on average a 4.09 per-
cent yield, which is little solace as many have traded significantly lower 
during the previous twelve months.  

For example, VEREIT Inc., a popular product for many financial ad-
visors possibly because of the commissions they generated selling it to 
thousands of investors, went from a high of $10.38 in 2015 to $6.68 in 
early 2016. Owning ten thousand units would have cost you around 
$39,000 in capital, which is about 5 years of annual their annual distri-
butions of 7.5 percent.

At the beginning of 2015, Vornado Realty Trust was around $110 per 
unit. By mid-January 2016, it was trading less than $90. Owning ten 
thousand units would have cost you around $200,000 in capital, which 
is almost 7 years of annual distributions at 2.8 percent. 

But the steady and stable returns of private commercial real estate 
outpaces them all. My portfolio of commercial properties has returned 
a 326 percent gain on my equity over ten years, which works out to 33 
percent per year (simple interest), even after accounting for the chal-
lenging period during the Great Recession. And the risk and volatility 
of commercial real estate are far lower than other markets.
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Incidentally, and so that there are no doubts that my TROPHY for-
mula (see chapter 4) truly does produce superior risk adjusted returns, 
I had my investment results independently reviewed in accordance 
with attestation standards established by the American Institute of 
Certified Public Accountants and appraisals performed by indepen-
dent appraisers. An Independent Accountants’ Report is available for 
the asking.

In chapter 6, you’ll learn about private real estate partnerships (in-
cluding mine) that own Class-A commercial buildings by purchasing 
limited partner interests or units in the partnerships. As a limited part-
ner, you indirectly benefit from the ownership of commercial real es-
tate without having to do any of the work, which is done by the general 
partner of the partnership. 

One of the most famous limited partnerships involved the Empire 
State Building in New York. In 1961, legendary billionaire real estate 
investor Harry Helmsley acquired the Empire State Building for a 
mere $39 million through a limited partnership structure. Of the total 
purchase price, $6 million came by way of a mortgage and $33 million 
was pooled from approximately 3,000 limited partner investors. Harry 
Helmsley and his associates were the general partners and looked after 
managing and leasing the building. The investors, or limited partners, 
sat back and enjoyed receiving checks, which over the years have to-
taled almost $500 million. The property today is worth upwards of $2 
billion.

Stocks

Although stock news is on TV, in the newspapers, and online every 
day, with constant tickers splayed across the screens, fewer Americans 
own individual stocks than you might think; more of them own bas-
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kets of stocks, called mutual funds. New statistics from the Federal 
Reserve indicate that only 13.8 percent of U.S. families (11.6 million 
households) hold any individual stocks, down from 18 percent in 
2007, one year prior to the crash of 2008. This decline in stock own-
ership occurred despite, as reflected in a survey from the Journal of 
Financial Planning, the fact that 53 percent of investment advisors tell 
their clients to buy individual stocks.

Many investors erroneously think that just by investing in stocks 
they can get rich and retire. Yes, stocks pay off a lot better than leaving 
your money in CDs. But over the last decade, market gains have been 
modest. And to earn those humble gains you take on a lot of risk and 
expose yourself to volatility that could set your retirement plans back 
many years.

I especially don’t like that the major indices—the Dow, NASDAQ, 
and S&P 500—can fall precipitously if just one company in them, like 
Cisco in the NASDAQ, has some short-term financial or business 
glitch. Why should I lose money because Microsoft has weak earnings 
this quarter?

As you can see in fig. 2-2, stocks produced a mediocre 6.4 percent 
simple interest average return for the last ten years. Compounded, the 
S&P 500 Index generated only 5.7% for the same 10 year period end-
ing December 31, 2015. The problem is that one bad year in the stock 
market could rob you of a significant portion of your net worth.

For instance, in the crash of 2008, the S&P 500 lost a whopping 37.58 
percent, producing $7 trillion in stock market losses. In the crash of 
2000, investors gave back $8 trillion to the market. Many investors saw 
their stock portfolios lose more than 30 percent of their value. That’s 
the kind of loss that can delay your retirement for years. Seeing your 
portfolio’s value drop by almost a third in one year means it could take 
years to get back all the wealth you lost.
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End of 
year Date S&P 500

Start of year Date S&P 500
End of year

Gain/Loss %

2006 01/03/2006 1,268.80 12/29/2006 1,418.30 11.78

2007 01/03/2007 1,416.60 12/31/2007 1,468.36 3.65

2008 01/02/2008 1,447.16 12/31/2008 903.25 <37.58>

2009 01/02/2009 931.80 12/31/2009 1,115.10 19.67

2010 01/04/2010 1,132.99 12/31/2010 1,257.64 11.0

2011 01/03/2011 1,271.87 12/30/2011 1,257.60 <1.12>

2012 01/03/2012 1,277.06 12/31/2012 1,426.19 11.68

2013 01/02/2013 1,462.42 12/31/2013 1,848.36 26.39

2014 01/02/2014 1,831.98 12/31/2014 2,058.90 12.39

2015 01/02/2015 2,058.20 12/31/2015 2,043.94 <0.70>

Fig. 2-2. S&P 500 annual returns averaged 5.72 percent from 2006 to 2015.

What about today? Doug Casey, the best-selling author of Crisis In-
vesting whom I had the pleasure of meeting privately for dinner years 
ago, told the Daily Bell (April 6, 2015), “The stock market is greatly 
overvalued. The trillions of new currency units that the Fed is creating 
are creating bubbles, and one of them is in the stock market.” Bloom-
berg reported that in the fourth quarter of 2014, the stock market was 
overvalued by 10 percent over the worth of the assets of the underlying 
issuers. On average, the stock market is historically valued at 30 per-
cent below the worth of the assets of the underlying issuers.

And on CNBC, billionaire Sam Zell said, “There’s a significant and 
growing disparity between the stock market and the economy. The 
markets do not reflect the risks we see out there.” Nobel Prize–winning 
economist Robert Shiller also says that stocks look overvalued.

Mutual funds aren’t the answer, and neither are hedge funds, as most 
money managers are not particularly good at picking stocks. A report 
from Standard & Poor’s shows that nearly three out of four actively 
managed U.S. equity funds underperformed the market over the past 
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three years.8 But over the longer term, the stats are even more dire. In 
Money: Master the Game, Tony Robbins reports that 96% of actively 
managed accounts fail to the beat the markets over any sustained pe-
riod of time. Of the 4% that do, they are not the same 4% that the beat 
the markets the next time around. 

This probably explains why in tracking 4,900 actively managed mu-
tual funds awhile back, Morningstar discovered that 49% of managers 
owned no shares in their own funds, while the remaining 51% owned 
token amounts when compared to their net worth and compensation. 
Remember, many of these managers make millions. 

Even the smartest of investors, those that graduate from Ivy League 
schools and then launch hedge funds, can’t beat the markets consis-
tently. In fact, they consistently and horribly underperform.

Over the last 10 years, while more and more hedge fund manag-

Fig. 2-3. U.S. stocks are lagging most other markets.
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ers joined the Forbes 400 list, their average total returns have been 
6.3% – not per year, but in the aggregate! That’s less than 1% per year, 
compared to 6.4 percent the markets in general and 33 percent annual 
equity growth for my own in house commercial real estate portfolio 
during the same period.   

In 2014, the Barclay Hedge Fund Index gained a meager 2.89 percent 
during the same time the S&P 500 stock index gained over 12 percent, 
making it no surprise that CalPERS, the giant California retirement 
system, withdrew from hedge funds in 2014. According to Wilshire 
Associates, large corporate pension funds have quadrupled the share 
of their portfolios invested in hedge funds over the past five years, dur-
ing which time those pensions have lagged behind the performance of 
the broader stock market in every year but one.

If you do invest in a mutual fund, here’s a tip: Make sure the fund’s 
top ten stocks account for no more than 50 percent of its holdings.9 
Reason: Funds that have a high concentration in specific stocks or 
sectors tend to have higher risk. Even more important, every time 
the fund manager churns his portfolio, he incurs a brokerage fee, 
which is passed on to you as an expense ratio, costing you money. 
And as with annuities, most funds charge you a fee to exit if the units 
are sold within a specified time period, although it’s much shorter 
than with annuities.

In an April 2015 Bank of America Merrill Lynch survey of fund 
managers who collectively manage nearly $400 billion, 85 percent be-
lieved the Federal Reserve will raise interest rates in 2015, which fi-
nally happened in December, the first interest rate hike in many years. 
These fund managers also believe that both global stocks and bonds 
are overvalued. The strong U.S. dollar and a stalling economy are hurt-
ing corporate profits, while consumers are saving instead of spending. 
But based on history, after the dust settles and long after this book is 



61

The Hidden Millionaire-Making Asset Class Nobody Talks About

in print, it’s very likely that few of these fund managers will have made 
the right investment decisions for their investors.

A recent batch of bad economic reports, including poor retail sales, 
were released since the Fed’s April 2015 meeting, leading many to ex-
pect a forthcoming interest rate hike, according to an article in Seeking 
Alpha (May 20, 2015). And a recent report by the Financial Stabil-
ity Oversight Council said exchange-traded funds (ETFs) and fixed-
income mutual funds could potentially pose risks to the marketplace 
in times of stress. The SEC is expected to propose rules that would 
require mutual funds to report more details about their holdings.

So for these reasons—volatility, high risk, modest returns, and po-
tentially large losses—I am very selective about whose advice I accept 
and the stocks I invest in. In the past, I took substantial positions in 
technology start-ups whose products are game changers that can sig-
nificantly benefit our world. You read about some of my favorite and 
most meaningful technology ventures in chapter 1.

Seeking Alpha (June 3, 2015) reported that the growth gap between 
the U.S. and European economy will gradually diminish, the Euro-
pean Central Bank will continue with quantitative easing while the 
Fed gradually tightens, and the dollar will keep appreciating. They 
conclude that for that reason, European equities are more attractive 
than the American stock market today. As an additional argument in 
favor of European equities, they note that oil prices have had a nega-
tive effect on U.S. equities but a positive influence on consumption 
and wider economic activity in the eurozone. Moreover, as recently 
pointed out by Natixis, Japanese investors seem to buy more European 
equities now as they diversify their international portfolios.
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Bonds

There is a misperception among many investors that when stocks 
are volatile and risky, bonds are the safe haven. U.S. Treasury debt 
is thought by many to be one of the safest investments in the world. 
However, the Fed pushing short-term interest rates close to zero has 
reduced Treasury bond yields down to near-record lows.10

Bill Bonner, founder of Agora Inc., says bonds are no longer a safe 
haven today, noting that in May 2015, about half a trillion dollars 
was wiped off the value of global bonds, despite lower than normal 
trading volumes.

According to Citigroup strategist Mark Schofield, the sell-off is a 
stark reminder of how congested a lot of market positioning has be-
come, making it increasingly difficult for bond investors to exit their 
positions when the time comes to do so.

In April 2015, the price of the ten-year German bond, which yields 
a paltry 0.07 percent per year, fell 6.5 percent, the equivalent of 1,200 
Dow points, in just two weeks. In other words, the bond’s crash wiped 
out the equivalent of 92 years’ worth of interest payments.

MoneyCNN reports that JPMorgan Chase CEO Jamie Dimon ex-
pressed in his annual shareholder letter concern about there being 
fewer bonds available in the market now than in 2007, because not as 
many people are reselling. High demand and low supply could lead 
to big moves in bond prices and yields, which is not what Treasury 
investors expect.

Bill Gross, perhaps the most famous bond investor, says the good 
times are over and negative returns are coming for many assets, in-
cluding bonds. “Be cautious and content with low positive returns in 
2015,” he said in late 2014. “The time for risk taking has passed.”
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Barron’s noted, “Most U.S. bond categories are priced for low returns 
in 2015, and some could turn negative.” The ten-year Treasury, which 
has averaged 6 percent over the past half century, fell to 2.2 percent. 
High-yield bond returns were barely positive in 2014.

The Barron’s article also stated, “High-grade corporate bonds look 
unattractive—especially, in some cases, compared with shares of the 
same issuers.” For instance, nine-year Johnson & Johnson bonds pay a 
meager 2.6 percent. Foreign bonds from some issuers, such as Russia 
and Turkey, are just above junk credit ratings, so downgrades in 2015 
could hurt.

Bank of America predicts 2 to 3 percent total returns for junk bonds 
as rates climb, which is a very thin reward for the added risk.

According to Barron’s, one of the best ways to go in bond investing 
is with the Vanguard High-Yield Corporate mutual fund, which takes 
a conservative approach and focuses on bonds just a notch or two 
below investment grade. In 2014, the fund returned 4.6 percent, beating 
99 percent of its peers. While these returns are very good comparatively 
speaking, they still fall short of the gains I have experienced with premium 
Class-A and high-quality, well-located Class-B commercial real estate.

Economist Nouriel Roubini has expressed concern that the bond 
market is a liquidity time bomb where everyone is on the same side 
of the trade. He notes that central banks of the developed world have 
pumped huge amounts of liquidity over the last six years or so to boost 
economic growth, largely without success.

The holdings of large institutional investors in global bond markets 
are at record high levels. This has resulted in an extremely crowded 
trade where everyone seems to be betting on the greater fool theory of 
rising bond prices.
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In such a scenario, even a small upward move in yields can cause 
carnage. To make matters worse, many bond markets operate over the 
counter and are not as liquid as stock markets, which was the main rea-
son Third Avenue Management LLC melted in late 2015. Also, many 
retirees’ portfolios are heavily weighted in bonds and light on equities. 
If and when the bond market blows up, as Robert Shiller expects, the 
result could be devastating for millions of bond investors. Incidentally, 
Robert Shiller, Yale professor of economics and 2013 Nobel Laureate, 
is known for his prescient warnings about the dangers of both the dot-
com stock market mania and the U.S. housing market collapse.

In early June 2015, Seeking Alpha reported that bond yields across 
global markets continued a sell-off that had already been going on for 
six weeks. European Central Bank President Mario Draghi said asset 
prices tend to be more volatile in a low interest rate environment and 
policymakers were prepared to look through the sharp rise in yields.

Among the top-yielding bonds today are 100-year Petrobras bonds. 
The Petrobras bonds were priced to yield 8.5 percent, which is 5 per-
cent more than 30-year Treasuries. Seeking Alpha (June 5, 2015) con-
cluded that this implies a 50 percent chance of default.

Exchange-Traded Funds (ETFs)

ETFs, invented in 1993, are a relatively new asset class, and opinions 
vary as to the wisdom of owning them. They are called “exchange-
traded” because ETFs track a specific index as closely as possible. They 
are traded like stocks on the open market. There are hundreds of ETFs, 
seemingly one for every investment strategy you can think of. There 
are ETFs that track U.S. and foreign markets, specific sectors, or a spe-
cific class of stock; e.g., small caps, dividend-paying stocks. Retired 
Vanguard Group CEO John Bogle warns against buying individual 
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Buffett a Bargain
Shareholders of Berkshire Hathaway are getting Warren Buffett’s services for far less than 
they would have had to pay if Buffett ran Berkshire as a hedge fund, rather than as a public 
company. Berkshire stock has risen 17.4 percent a year since 1987. Had investors had to pay 
Buffett the standard hedge fund fee of 2 percent of assets a year, plus 20 percent of profits, 
they would have made only 12.4 percent. And if manager Buffett had chosen to be paid in 
stock, his reinvested fees would be more than double what investors wound up with.

WHO HAS HOW 
MUCH AFTER FEES

YEAR SHARE PRICE ANNUAL FEES INVESTOR MANAGER
1987 $2,950 N/A $2,950 –
1988 4,700 411 4289 $411
1989 8,675 823 7,093 1,582
1990 6,675 126 5,332 1,343
1991 9,050 128 7,102 1,948
1992 11,750 554 8,666 3,084
1993 16,325 840 11,200 5,125
1994 20,400 761 13,235 7,165
1995 32,100 1,791 19,035 13,065
1996 34,000 539 19,622 14,378
1997 46,000 1,754 24,793 21,207
1998 70,000 3,087 34,642 35,358
1999 56,100 624 27,139 28,961
2000 71,000 615 33,732 37,268
2001 75,600 812 35,105 40,495
2002 72,750 689 33,093 39,657
2003 84,250 1,215 37,109 47,141
2004 87,900 928 37,788 50,112
2005 88,620 759 37,339 51,281
2006 110,000 2,381 43,966 66,034
2007 142,000 3,364 53,392 88,608
2008 96,600 897 35,425 61,175
2009 99,200 718 35,660 63,540
2010 120,000 788 42,349 77,651
2011 115,000 829 39,755 75,245
2012 134,000 861 45,463 88,537
2013 177,900 2,240 58,118 119,782
2014 226,000 4,198 69,633 156,367

Total Fees: $32,733
Source: Keith Goggin, from Bloomberg data The Washington Post

Fig. 2-4. Performance of Berkshire Hathaway using a 2-and-20 hedge fund 
fee model, which shows hedge fund managers are raking in the billions.
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sector, country, leveraged, and inverse ETFs.

The Dow Jones Industrial Average ETF Trust, which tracks the Dow, 
generated a respectable 137.4 percent total return from 2000 to 2015, 
averaging an attractive 9.16 percent a year. During that same period, 
the Dow itself averaged a 10.3 percent annual return.

Unlike index mutual funds that can only be redeemed at one price 
daily, the index ETFs, like stocks, can be bought and sold throughout 
the day on exchanges—and the price can go up and down throughout 
the trading day.

An article on InvestorPlace is negative about ETFs, saying that the 
high turnover results in overall higher transaction costs. The turnover 
is high because about 75 percent of ETF assets are held by institutions.

Annual costs are also high. Investors have no say in which stocks 
the ETF holds, although that’s true of mutual funds as well. And if not 
enough money is attracted, the ETF could close.

Options

An option is a contract that gives you the right, but not the obliga-
tion, to buy or sell something. According to Barron’s (March 28, 2013), 
“It’s accepted wisdom on Wall Street that 90 percent of investors lose 
money trading options.” They admit that this figure has never been 
substantiated and is probably an exaggeration. Nonetheless, the suc-
cess rate of students who buy options trading courses, books, semi-
nars, and software is extremely low.

It seems to be that a few people have a knack for options, and the best 
of these make a lot of money, as portrayed in books such as Market 
Wizards. Successful options traders are able to interpret price charts 
and spot patterns that give clues as to what to buy or sell.
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The problem with options trading is that only a few people (includ-
ing the course teachers and book authors) have a knack for interpret-
ing charts and reading buy and sell signals. Most people cannot, and 
therefore will never be successful, even if the information in the course 
they are taking is correct. One study found that retail options traders 
earn only about one-fifth the returns of investors who do not trade 
options, reported the New York Times (May 24, 2013).

“Trading options is one of the all-time sucker’s bets,” says Whitney 
Tilson, a hedge fund founder. “Most experienced professionals lose 
money doing it. It’s virtually certain that inexperienced, individual re-
tail investors will lose money doing this.”

Also, most people have jobs and therefore cannot actively trade op-
tions during the day. But to be a successful options trader usually re-
quires you to sit in front of a computer screen watching price charts 
for many hours per day. It can be like having a second job, which is not 
what most investors want.

Another downside of trading options is that options are a depreciat-
ing asset that lose value as time passes. Also, options traders speak 
of the rush they get with fast, frequent trading, and as a result, they 
are impatient and too eager to trade, resulting in bad decisions and 
frequent losses.

One of the asset classes commonly traded with options is commodi-
ties—everything from corn and cotton to soy and lumber to gold and 
silver to oil and natural gas. Partly as a result of the precipitous drop 
in the Chinese stock market that began in mid-June 2015, silver and 
copper prices fell to six-year lows, while the S&P GSCI—an index that 
tracks a diversified basket of 27 commodities—was down 33% in 2015, 
which coincidently is exactly the same amount of low-risk equity gains 
I enjoyed in my real estate portfolio in 2015, made possible by the 
TROPHY formula I share with you in chapter 4.
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“Commodities are like dead money,” said an article in the Wall Street 
Journal (April 2, 2013). “They do not pay any interest or dividends and 
are not expected to earn any return over the inflation rate.”

Warren Buffett is not a big fan of commodities: “The problem with 
commodities is that you are betting on what someone else would pay 
for them in six months. The commodity isn’t going to do anything for 
you. It is an entirely different game to buy a lump of something and 
hope that somebody else pays you more for that lump two years from 
now than it is to buy something that you expect to produce income 
for you over time.”11 Unlike a pile of cotton or soybeans, real estate 
produces income for you every month that you own it.

Annuities

An annuity is an insurance product that pays out income. Annuities 
are a popular choice for investors who want to receive a steady income 
stream in retirement.

Lewis Altfest, writing in the Wall Street Journal, is critical of an-
nuities, noting that although they promise guaranteed returns and tax 
benefits, “the guarantee may not be as strong as it seems and in any 
event may not provide much more safety than a bond—and it costs too 
much. Plus, the tax benefits aren’t that powerful when compared with 
those of other investment alternatives.” Altfest concludes that annui-
ties are too expensive for the benefits they provide.

How expensive? More than eight out of ten variable annuity subac-
counts have total annual expenses between 2 and 3 percent of assets. 
In addition to these expenses, most also charge an annual contract fee. 
Worse, a number of states impose an annuity premium tax, which just 
adds to the cost of owning the annuity.
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The majority of annuities also have surrender fees to keep you locked 
into the annuity even if it turns out to be a bad investment. The sur-
render fees can be as much as 10 percent and last as long as 15 years. So 
annuities have poor liquidity. According to research from the Wharton 
School of Business, almost half of retirees would be better off keeping 
their portfolios liquid rather than locked up in annuities.

The big promise of annuities is the guarantee that your estate will 
receive at least your original investment back when you pass away, 
regardless of the performance of the annuity. But because many inves-
tors may hold the annuity for two decades or longer, the guarantee 

Fig. 2-5. Hedge funds underperform mixed portfolios of 
stocks and bonds.
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has little true value, because stock market performance has never been 
negative over that time frame. Therefore you are in essence paying a 
premium for a guarantee that will never be invoked.

Tying up too much cash in an annuity may be a mistake for another 
reason: your health declining with age. Should poor health shorten 
your life span, it reduces the future value of your remaining annuity 
payments. And you’ve locked up cash you may need to pay for your 
medical care.

Forbes reports that variable annuities have sub-accounts similar 
to retail mutual funds, but the vast majority of these sub-accounts 
have much higher expenses than the corresponding mutual funds. 
“While some of these expenses go to cover the insurance portions of 
the contract, the investor is still paying what most … consider to be 
outlandish fees.”

Hedge Funds

A hedge fund is basically an investment vehicle that is usually struc-
tured as a limited partnership or limited liability company that may 
have any number of investment strategies and goals. Although one 
would think that a primary strategy would be to minimize risk (hence 
the name “hedge” fund), many of these funds use  high-risk methods, 
such as investing with borrowed money, in hopes of realizing large 
capital gains, and they charge some hefty fees to their investors for 
doing so.

There are about 10,000 hedge funds today. Since 2009, hedge funds 
on average have underperformed the S&P 500. A broad market rever-
sal is battering hedge funds, spoiling the industry’s strongest annual 
start since the financial crisis, reported the Wall Street Journal.



71

The Hidden Millionaire-Making Asset Class Nobody Talks About

In 2014, hedge fund returns “averaged” 2.5  percent, according to 
data tracker eVestment, suggesting that while some funds performed 
well, the vast majority did not, which explains why almost 500 funds 
closed during the first half of the year.

“Hedge funds are in a six-year slump. Financial markets have been 
rising but these highly paid investors can’t seem to keep up,” stated the 
Wall Street Journal (February 8, 2015). “It’s getting so bad, hedge funds 
are starting to draw comparisons to mutual funds, long criticized for 
poor performance relative to their fees. It’s a bit like saying Ferraris are 
starting to resemble Fords.”

Allan Sloan, a seven-time Gerald Loeb Award–winning columnist 
for the Washington Post, reported on May 16, 2015, what the returns 
for Berkshire Hathaway would have been if Warren Buffett ran it with 
the 2-and-20 hedge fund model, which is an annual fee of 2 percent 
on the assets and 20 percent of the profits. From year-end 1987 to 
year-end 2014, the price of Berkshire Hathaway went from $2,950 a 
share to $226,000, which works out to 17.4 percent per year. Under the 
2-and-20 model, an investor would have had made only $69,633. This 
explains why so many hedge fund managers have become obscenely 
wealthy, despite embarrassingly low and inconsistent fund returns 
over many years.

My good friend Diego Baez, former Cantor Fitzgerald managing di-
rector of Latin American equities, describes hedge funds as the “dirty 
secret” of Wall Street. A couple of years ago when hedge funds were 
having a banner year generating average returns of 2.5 percent, while 
the markets were up over 12 percent, another old-time Wall Street vet-
eran said that if the “average returns of hedge funds are barely 3 per-
cent, imagine how massive the losses have to be to bring down some 
of the double-digit returns, which are inconsistent themselves.” His 
comment stops me in my tracks every time I think about it.
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During the ten-year period ending December 31, 2015, that I have 
been investing in real estate, which included the very challenging pe-
riod of the Great Recession, my equity has grown 33 percent per year. 
In comparison, and according to Credit Suisse, the diversified hedge 
fund index they track gained 6.3 percent during the same period—and 
this is total gain, not an annual increase. It’s hard to fathom that some 
of the smartest people on the planet, those that manage hedge funds 
and mutual funds, consistently underperform the markets.

“… hedge funds have not lived up to their 
promised performance …” 

Many funds run by firms such as Fortress Investment Group LLC 
and Discovery Capital Management LLC bet on global financial and 
economic trends. These two suffered losses in April 2015 as they tried 
to benefit from a constellation of market moves that gained momen-
tum in mid-2014 and were widely expected to continue throughout 
2015. Fortress lost 3.5 percent in April 2015, and that same month, 
Discovery’s flagship fund fell 2.9 percent—and it was down 7 percent 
for the year. Market moves producing weak returns from hedge funds 
included rising European bond prices, spurred by the European Cen-
tral Bank’s bond-buying program, and falling commodity prices as 
global growth stalled.

But several factors upended those bets, beginning in late March and  
intensifying recently. Unexpectedly weak U.S. economic data forced 
many investors to push back their forecast for when the Federal Re-
serve may raise interest rates. The dollar plunged 6 percent against 
the euro since mid-March after gaining 29 percent over a period of 
nearly nine months. Growing worries about Greece defaulting on its 
debts caused German bonds to drop, sending the yields up sharply. Oil 



73

The Hidden Millionaire-Making Asset Class Nobody Talks About

prices, which were down more than 50 percent at one point, suddenly 
found a bottom. The U.S. oil benchmark was up 39 percent in just two 
months. As of this writing in the first few weeks of January 2016, crude 
oil is down dramatically and selling for less than $30 a barrel.12

The losses in April erased some funds’ gains for the year and whittled 
the returns of others, hurting firms as varied as Winton Capital Man-
agement Ltd. and Coatue Management LLC. Hedge funds gained 0.2 
percent on average in a recent month after gaining 2.1 percent in the 
previous three months, according to the HFRX Global Hedge Fund 
Index. A Morgan Stanley survey of a more select universe of funds 
found the median return for April 2015 was a 0.1 percent loss.

Hedge funds oversee $2.8 trillion in assets under management for 
clients, including pension funds and endowments. In 2012, 88 percent 
of hedge funds underperformed the market. Forbes (March 28, 2014) 
reported that hedge funds have not lived up to their promised per-
formance and have trailed the S&P 500 Index for years. The primary 
reason cited was the generally enormous fees, the same reason cited by 
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the Wall Street Journal (September 15, 2014) for the California Public 
Employees’ Retirement System, or CalPERS, pulling $4 billion out of 
hedge funds. CalPERS complained about the relative complexity and 
high fees of hedge funds.

Forbes (March 28, 2014) reported that hedge funds have not lived 
up to their promised performance and have trailed the S&P 500 Index 
for years. The primary reason cited was the generally enormous fees, 
the same reason cited by the Wall Street Journal (September 15, 2014) 
for the California Public Employees’ Retirement System, or CalPERS, 
pulling $4 billion out of hedge funds. CalPERS complained about the 
relative complexity and high fees of hedge funds.

Here’s the problem: Hedge funds aren’t just underperforming against 
the S&P 500 and other stock indexes; the odds of a hedge fund beating 
the indexes are about the same as winning Powerball. To boost your 
chances of winning a six-number Powerball to 50 percent, you need 
to spend 12 hours a day, every day of the week, filling out one lottery 
ticket every ten seconds. Do this for 55 years, spending $2 at least 86 
million times, and you will have achieved the same odds of winning 
the lottery as a hedge fund has for beating the indexes.

There is a reason hedge funds have such small returns: The money man-
agers are told that, above all else, they cannot lose the shareholders’ mon-
ey. Therefore on the risk/reward scale, they deliberately pick the safest, 
lowest-risk investments, and consequently the rewards are proportionally 
smaller than those earned by more aggressive money managers.

Real Estate Investment Trusts (REITs)

A REIT is a company that owns and, in most cases, operates income-
producing real estate. To qualify as a REIT, a company must satisfy a 
variety of conditions, including the distribution of at least 90 percent 
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of its taxable income to shareholders annually in the form of dividends.

REITs, which have in the past been a good investment, are now 
showing signs of weakness and can be volatile. According to CBS 
MoneyWatch, 42 percent of REITs underperformed the markets over 
the prior 12 months, while 91 percent did so over the prior 36 months 
and 92 percent underperformed over the prior 60 months. In 2015, 
Barron’s reported that the FTSE NAREIT All REITS Index fell 4.7 per-
cent in April 2015, erasing all of its first-quarter gains.

In 2013, when the S&P 500 turned in a stellar 32.4 percent annual 
return, REITs produced a meager 2.7 percent average return, as mea-
sured by the Dow Jones Equity All REIT Total Return Index.

According to REIT analyst David Shulman quoted in the Wall Street  
Journal, for the past two years REITs have underperformed the broad stock  
markets by 21 percent. During these two years, REIT stocks traded 
inversely with interest rates, which many expect to continue to rise.

But one advantage of REITs is that, being based in real estate, they 
have lower risk than stocks.

The risk of an investment is measured by beta, which is the degree to 
which an asset tends to move up or down along with market swings. 
The S&P 500 is considered “the” market and therefore has a beta of 1. 
A beta of less than 1 means the investment is less risky than the broad 
stock market. For several years now, the beta of REITs has averaged be-
tween 0.6 and 0.8, so on average, real estate, as represented by REITs, is 
about 30 percent less risky than the stock market.

According to Brad Thomas (Seeking Alpha, June 1, 2015), REITs 
with good credit ratings can give investors stability of income over the 
long term: “By paying close attention to a company’s credit charac-
teristics, an investor can control the risk in his or her portfolio. To 
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sleep well at night, I invest in those REITs that are investment grade 
and have the financial strength that I need and still have the ability to 
grow my capital.” REITs that are subinvestment grade can offer higher 
dividend yields but also carry greater risk.

In 2014, all equity REITs produced a 28 percent total return and a 
3.56 percent dividend yield at year-end, according to the National As-
sociation of Real Estate Investment Trusts, as noted by CNBC. The 
S&P 500 returned just under 13 percent with a 2 percent dividend 
yield during the same period. In 2015, amid concerns that REIT stocks 
will suffer if the Federal Reserve raises interest rates and anxiety over 
China, REITs gained just 2.52 percent for the year, as measured by the 
MSCI US REIT Index. 

Real Estate

Even though a Morgan Stanley survey released in early 2014 revealed 
that 77 percent of investors with at least $1 million in assets own real 
estate and an April 2014 Gallup poll ranked real estate as the best long-
term investment option, the cold, hard reality is that real estate has 
always been the best long-term option.

“Real estate cannot be lost or stolen, nor can it be carried away,” said 
U.S. President Franklin D. Roosevelt. “Purchased with common sense, 
paid for in full, and managed with reasonable care, it is about the safest 
investment in the world.” And John D. Rockefeller noted, “The major 
fortunes in America have been made in land.”

“It’s tangible, it’s solid, it’s beautiful,” said Donald Trump. “It’s artistic, 
from my standpoint, and I just love real estate.” His ex-wife Ivana add-
ed, “I made a tremendous amount of money on real estate. I’ll take real 
estate rather than go to Wall Street and get 2.8 percent. Forget about it.”
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Look in any city in any country and you’ll find more real estate mul-
timillionaires and billionaires than from any other asset class. The rea-
son is that real estate pays relatively high yields without the volatility 
and risk of the broad stock market.

Even those whose riches come from other industries eventually plow 
large portions of their fortune into real estate—the best asset class ever 
created for creating true wealth!

For generations, the truly smart investors have been shunning the 
volatility of the Wall Street casino and taking refuge in the safety and 
long-term security of real estate.

There are many ways to benefit from real estate ownership, from 
raw land and individual homes to shopping centers and apartment 
buildings.

Real estate has consistently performed positively more often than 
any other asset class over the long term. In fact, real estate returns have 
been negative only 5 percent of the time from 1934 to 2002, compared 
with 25 percent for U.S. stocks and bonds during the same period.

“Real estate cannot be lost or stolen, nor 
can it be carried away.”

—Franklin D. Roosevelt 

Along with using depreciation as a way to partially shelter income 
from taxes, real estate gives you the ability to borrow and acquire other 
assets as equity grows over time. It provides an inflationary hedge and 
is a secure and stable alternative to the volatility of stocks and other 
often fee-heavy investment options.

There are essentially three ways to invest in real estate directly: land, 



78

WINNING WITH COMMERCIAL REAL ESTATE

residential properties, and commercial properties. Many small inves-
tors gravitate toward residential for the obvious reason: You earn rent-
al income and need far less capital to invest in a $350,000 two-family 
house than a $10 million commercial building. But owning a piece of 
a high-quality commercial property is indeed also possible, simply by 
investing in private real estate partnerships.

By owning partnership interests or units of limited partnerships that 
own commercial buildings as outlined in chapter 6, you can indirectly 
own a piece of commercial real estate, enjoying the solid yield and high 
safety it provides, and without putting up huge sums of capital or requir-
ing sophisticated managerial expertise to manage such prized assets.

If you invest in residential real estate like they show on HGTV, it’s a 
lot of headaches and work. I’ve known people who owned single- and 
two-family houses as investment properties, and it’s no fun getting a 
phone call at midnight from a tenant complaining that the heat isn’t 
working. With commercial real estate, although you are proactively 
involved in servicing your tenants, you can hire a property manage-
ment firm or building manager to handle the down-and-dirty stuff like 
replacing a broken toilet in the men’s room.

With houses, investors look for homes that are cheap enough yet 
command high enough rent so that the rent is greater than the mort-
gage payment. That way your equity builds while the tenants pay for 
the property, and you get some cash flow in addition. A sweet deal!

But thanks to multiyear leasing contracts with high-credit quality 
corporate tenants (contracts that often have inflation-related yearly 
bumps) and the ability to pass along operating cost increases to tenants, 
commercial real estate ownership offers longer-term financial stability 
compared to residential real estate, which typically has annual or even 
month-to-month lease agreements and sometimes severe restrictions 
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on the landlord’s ability to raise rents or evict tenants if need be.

Commercial Real Estate

Typically, retirement funds will invest in stocks and bonds. But a grow-
ing number of folks are putting money into funds that also carry posi-
tions in commercial real estate.

“Rents paid by commercial tenants of office buildings, factories, and 
shopping malls can provide a stable source of income that can serve as 
a hedge against inflation as the U.S. economy grows,” reported the Wall 
Street Journal (September 5, 2014). “Workers had $22 billion invested 
directly in commercial properties at midyear,” which is only 0.4% of 
the $5.86 trillion in defined-contribution retirement plans, as reported 
by the Investment Company Institute. About $13.9 billion of that $22 
billion is in the TIAA Real Estate Account.

Such stability and wealth-building opportunities are the reason 
many investors have been cashing out retirement accounts. They want 
real estate. “We’re seeing many people cash out 401(k)s or IRAs be-
cause they want to take advantage of the real estate market,” said LM 
Funding, as quoted by CNN Money. “In order to get in on hot hous-
ing markets, amateur investors are buying up homes and taking risky 
measures—like tapping their retirement accounts—to fund the deals.”

As pointed out by the Wall Street Journal, the TIAA-CREF—a sup-
plier of retirement accounts—looks for long-term rewards with rental 
income and real estate investment appreciation. For the ten years end-
ed June 30, 2014, commercial real estate returned an average 8.6% a 
year in combined appreciation and income, according to an index of 
more than 7,000 U.S. properties compiled by the National Council of 
Real Estate Investment Fiduciaries. That compares with an annualized 
7.8% for the S&P 500 during the same period, including dividends, 
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and 4.9% for the Barclays U.S. Aggregate Bond Index. 

By following the low-risk TROPHY formula, covered in chapter 4, 
I have been generating 33 percent gains on my equity every year for 
the last ten years. “Private real estate is a tremendous diversifier,” says 
private-equity manager Michael Riak in the Wall Street Journal (Sep-
tember 5, 2014). He says physical real estate tracks the stock market 
less closely than REITs, which are traded like stocks and “which take a 
dive when stocks take a dive.”

Amazingly, five years ago, no one in his or her right mind wanted to 
touch commercial real estate. Property valuations were in free fall. The 
Wall Street Journal reported that four years of gains were just about 
wiped out since the beginning of 2008, and that it was possible values 
could fall by as much as 50 percent from their peak.

Vacancies were soaring. Refinancing wasn’t an option. Lenders 
weren’t returning calls. By 2010, apartment vacancies sat at 30-year 
highs. U.S. commercial mortgage-backed securities (CMBS) delin-
quencies were rising. Office vacancy rates were at 15-year highs. U.S. 
shopping center vacancies were atop 18-year highs. It was a disaster.

But things have quickly changed since the crisis. By September 2014, 
and as measured by the Moody’s/REAL Commercial Property Price 
Index, U.S. commercial real estate prices had recovered to their precri-
sis levels, with apartment complexes in large cities and office buildings 
in central business districts leading the way. Nowadays, there are no 
shortages of buyers in the United States or abroad, as investors buy 
up some of the hottest real estate deals of a lifetime. Lenders are more 
than happy to lend.

And given the low interest rate environment, no wonder foreign in-
vestors have flocked to attractive U.S. property hotspots. Commercial 
real estate has in fact become a great investment in today’s market. De-
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loitte’s 2015 Commercial Real Estate Outlook stated, “In many ways, 
the commercial real estate industry is on more solid footing than it has 
been for quite some time.”

Reported CNBC: “As interest rates hover near recent lows, and in-
vestors search for anything with yield, commercial real estate is finding 
its footing yet again, outperforming the broader U.S. stock market.”

That’s just a glimpse of how strong commercial real estate has been. 
And it’s likely to continue for quite some time.

“Interest rates are still at very low historical levels, and even if there 
is an increase during the next couple of years, it won’t be nearly as im-
portant on commercial real estate as the fact that occupancy rates and 
rent growth are both increasing,” noted Calvin Schnure, the National 
Association of Real Estate Investments Trusts’ VP for research and in-
dustry information, as reported by REIT.com.

“We’re seeing a very benign interest rate environment, moderate 
growth, no inflation risk, and the Federal Reserve is reasonably pa-
tient with how the economy is going,” he noted. “The rising occupancy 
and rent growth in the commercial real estate sector is really going 
to be the driver going forward. Overall, as the economy continues to 
gain momentum, with a moderate increase in supply, we’re seeing very 
good fundamentals for the real estate sector going forward.”

So why do so many successful investors favor commercial real es-
tate? The main reason: annual returns of 6 to 7 percent or more, along 
with great capital gains potential. And all this without the risk, worry, 
and volatility of the stock market! 

And let’s not forget about inflation, which has averaged 3 percent a 
year since 1925. If you left your $100,000 in the bank, you’d actually 
be losing money on an inflation-adjusted basis. If you took the same 
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$100,000 and buried it in a footlocker in your backyard, in 30 years 
that money would be worth around just $40,000 in today’s dollars.13

Real estate is land or property. Residential real estate is either hous-
es or apartments. Buildings and land used for business purposes are 
commercial real estate. “Gateway markets” are cities like Boston, New 
York, and San Francisco that are in such huge in demand from large in-
stitutional investors that their current returns are getting compressed. 
Many other large prominent cities, such as Seattle, Austin, Phoenix, 
and Portland, have strong current and future economic prospects, re-
sulting in high tenant demand and high level of commercial property 
sales activity.

There are various classes of commercial real estate. You have trophy 
or landmark assets, favored by large institutions, which command the 
highest prices, hence the lowest returns. Then you have Class-A prop-
erties, which are typically high-quality high-rise buildings that attract 
the top tier of quality retail and corporate tenants, and more pricey 
buildings to buy than, say, Class-B properties (which we’ll describe in 
a moment).

Class-A buildings include business support amenities like nearby 
restaurants and banks and have strong identifiable location and ac-
cess. They have the best-quality construction and attractive archi-
tecture and interior design, with well-built plumbing, electric, and 
related building infrastructure. They sit in highly visible locations, 
such as business districts, demanding above-average rent and return 
for well-placed investors.

Possibly the greatest fortunes have been made by owning Class-A 
properties that produce predictable, relatively low-risk income over 
years. From the very start, I focused on high-quality Class-A real es-
tate properties, which not only offer significant current cash-on-cash 
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returns but also afford capital appreciation.

While my portfolio of commercial properties consists mainly of 
Class-A buildings, I also buy well-located Class-B buildings that meet 
my criteria listed in the appendix.

Generally speaking, unlike Class-A buildings, which are situated in 
the most desirable areas, Class-B buildings are found in nonprime lo-
cations. Many first-time commercial property investors start with a 
Class-B building. Class-B buildings are generally a little older but still 
have good-quality management and tenants. Some Class-B properties, 
classified as such by their vintage and often smaller size, may be in 
Class-A locations, which are the ones I like to buy.

Class-B property is a step down from Class-A. These are generally 
older buildings with smaller tenants. Rental income is lower with some 
maintenance issues. Through proper upgrades, renovation, and other 
improvements, there exists an opportunity to upgrade to Class-A clas-
sification. It all depends on the extra investment you’re willing to put in, 
though. Class-B buildings carry a bit more risk than a Class-A property.

Compared to Class-B, Class-C properties are older still. Located in 
less desirable, lower-visibility locations, these are often in below-aver-
age condition and typically in need of major renovations and improve-
ments. Infrastructure may need to be brought up to date. Rents and 
cash flows are not attractive for investors. These often take the longest 
to lease too. It’s not a desired property.

Class-C are the lowest classification of older office buildings. Since 
I prefer to purchase quality merchandise, I stay away from Class-C 
commercial real estate, despite the temptations of low prices that make 
them very affordable to acquire.

Commercial real estate agent Andrew Sprecher states that many in-
experienced buyers are overly tempted by the low prices of distressed 
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properties, especially foreclosures and short sales of buildings under-
water (meaning the property is worth less than the debt on it). The 
problem with distressed properties, he says, is that they are in high 
demand, giving the seller an edge. Also with distressed properties, 
you will be competing against many all-cash buyers, which sellers and 
their agents prefer.

What Makes the Commercial Real Estate We Buy Low 
Risk?

As noted earlier, REITs are 20 to 40 percent less risky than investing in 
the S&P 500. Commercial real estate has even lower risk and volatility! 
Because Class-A buildings are privately held, they tend not to gyrate 
with the markets. Instead, they are subject to valuations primarily based 
on net operating income (NOI) and supply and demand factors that 
impact cap rates (see the appendix for a complete list of these factors).

Our goal is to generate a relatively low-risk, noncorrelating high cur-
rent rate of return while providing for capital appreciation. We achieve 
this by acquiring premium Class-A commercial properties or high-
quality Class-B properties that are in Class-A locations. Ideally, the 
properties we acquire already have an existing stable of diverse tenants.

As I’ll explain in a minute, we buy properties in a price range where 
we can participate in noncompetitive transactions or transactions with 
minimal competition. The high-quality buildings we look for are well 
located in prominent cities with economic strength, growth potential, 
social and cultural diversity, and geographical appeal.

For instance, I came across a medical building located at the inter-
section of two major freeways in Phoenix, the third fastest-growing 
city in the United States. In close proximity to popular malls and large 
master-planned communities and near the flagship of a renowned 
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hospital network, it had all the hallmarks of a trophy acquisition.

While the location was great, my timing was exceptional. The insti-
tutional vendor of this Class-A medical property was interested in a 
quick sale. I offered a fair price, as well as terms and conditions that 
they just couldn’t refuse. They got a quick sale and I got a great asset.

Almost 100 percent full, the 81,875-square-foot building was an-
chored by a $60 billion NYSE-listed healthcare behemoth as the major 
tenant, along with other notable high-quality tenants.

If that wasn’t enough, the property had an adjacent 115,000-square-
foot, 4.5-story covered parking structure, a coveted feature during the 
summer months of Arizona where temperatures can reach 115 degrees 
Fahrenheit in the hot sun, causing the interiors of cars parked in un-
shaded spaces to become dangerously hot.

And with the latest electrical and mechanical systems, it would cost 
around $290 per square foot to replicate the building, or about $3.3 
million more than the $20.5 million that I paid in June 2013.

Just recently, this property was independently appraised on January 8, 
2016, at $23.5 million, resulting in a 34.1 percent internal rate of return 
(IRR), which is supported by an Independent Accountant’s Report I had 
commissioned in compliance with standards established by the Ameri-
can Institute of Certified Public Accountants and appraisals performed 
by independent appraisers.

IRR is the percentage rate earned on each dollar invested for each 
period it is invested. This number gives you another way to compare 
investments in terms of the investment’s yield. Calculating IRR isn’t 
as simple as some of the other values we’ve been discussing, because 
it considers time and the present and future values of money. Also, its 
calculation does not incorporate environmental factors such as inter-
est rate or inflation.
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Shortly after my purchase, Universal Health Services, Inc. announced 
plans for a new 200-plus bed acute care hospital just a block away, fur-
ther enhancing the value of my property.

Had I waited even a few more months, I can almost assure you that 
the vendor of this trophy property would have had different price ex-
pectations. Again, timing is crucial, as I’ll show you in chapter 4.

At a time when savings accounts were paying a paltry 0.3 percent and 
five-year CDs barely a percentage higher, this Class-A medical building 
offering an in-place annual return of 8 percent is appealing indeed!

And while rates are not expected to increase much over the foresee-
able future, I certainly expect to increase my returns as some leases 
renew at higher prices.

Avoid Opportunistic Investment

Opportunistic investments are properties that are development ori-
ented, turnarounds, or centered on repositioning, or redevelopment 
strategies. These may offer high returns but entail much greater risk, 
volatility and uncertainty.

Interestingly, while I avoid opportunistic real estate investments, 
Preqin reported that institutional investors raised $47.7 billion in op-
portunistic funds during the first three quarters of 2015, surpassing 
the $34.5 billion raised for all of 2014. In my humble opinion, this yet 
another example of the herd mentality of fee-hungry and conflicted 
institutional money managers chasing the “flavor of the day,” mostly 
because it’s easier to raise money.

“We are seeing institutional investors broaden their investment hori-
zons in terms of where they are on the risk spectrum,” says Jon Caplan, 
a vice chairman in the New York capital markets group of commer-
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cial real estate services firm JLL. “Additionally, there is diversification 
in terms of product type, product class and geography.” Regardless of 
this, when you combine risk, volatility, and fees, it’s a recipe for disaster 
and the subject matter of another book.

For the ten years ending December 31, 2015, my in-house portfolio 
saw a 326 percent increase in equity, which works out to 33 percent per 
year (simple interest), and this using the same low-risk investment strat-
egy detailed in this book. For obvious reasons, many industry observ-
ers consider my returns compelling, especially considering that we use 
moderate debt and that our portfolio sailed through the Great Recession.

In comparison, during the same ten-year period, the average hedge 
fund gained just 6.3 percent (in total, not per year), while the S&P 500 
gained 64 percent and the FTSE NAREIT All Index gained 95 percent, 
less than a third of our in-house returns of 326 percent.

Incidentally, since we live in a post–Bernie Madoff world, I had a 
highly regarded independent accounting firm perform an examina-
tion of our in-house returns, which was conducted in accordance with 
attestation standards by the American Institute of Certified Public 
Accountants. In their Independent Accountant’s Report, the auditor 
stated that our in-house returns are presented, in all material respects, 
in conformity with criteria described in the notes of the report, which 
is available at any time for the asking.

While past performance is in no way indicative of future results, I 
look forward to comparing our results going forward with the returns 
generated from the billions raised by the opportunistic institutional 
investors cited above. Rather than chasing the current hot trend, my 
preference is to stick to a strategy that works in good times, bad times, 
and the times in between.

In my opinion, when an “opportunistic” asset is acquired, it is often 
impaired in some way, a way that some other smart operator could 
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not rectify. What’s more, if significant returns were truly possible from 
such opportunistic assets, distressed properties, or turnarounds, most 
vendors would have first exhausted any and all value-creating strate-
gies before placing the property on the market for sale.

Often, while some may make money on some of the higher-risk op-
portunistic properties, they don’t make money overall because they 
lose on others. Take Winthrop REIT, for example. Despite being the 
best performing REIT in 2014, Winthrop announced on May 6, 2014, 
that it was liquidating because of a dearth of opportunities.

Further, in the case of an empty building or during the period of 
development, ongoing cash flow may not be available to pay out. As a 
result, an investor will receive his or her profit, if any, after a property 
is sold or financing is obtained against any value created from develop-
ing or repositioning. Since a significant portion of the return from an 
opportunistic investment is back-end loaded, cash flow to an investor 
is often only achieved upon the sale or refinancing of the asset.

Many investors are attracted to opportunistic assets primarily be-
cause of higher “projected” returns, which invariably come with risk 
and volatility. After the Great Recession, there were plenty of oppor-
tunistic properties to be had. Since then, however, given the improve-
ment in the general economy and regional real estate markets, the pool 
of truly legitimately available opportunistic investments has dimin-
ished, adding to the risk.

What about mortgages and bank loans? Too much debt, like salt, is 
no good. To amplify returns, you need to add a certain percentage of 
debt, which typically ranges from 50 to 70 percent of the appraised 
value. As net operating income from the property increases over time, 
the building value also increases. As a result, more capital can be raised 
through bank debt while keeping the same percentage of loan-to-value 
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ratio, which essentially allows for tax-free redeployment of capital.

Given my company’s conservative use of leverage, I don’t have any 
fear of taking on mortgages. When we acquire a building, we choose 
one that has an existing stable and diverse mix of tenants in noncom-
petitive transactions.

However, we use only sensible debt for buying Class-A and well-
located Class-B properties where the asset fits the TROPHY formula 
outlined in chapter 4. If the asset cannot conservatively support the 
debt, the deal is a bad investment. The killer in commercial property 
is not a low-cost deal. It’s the foolish decision to enter a hyperextended 
deal with over-the-top leverage. This scenario is just plain disastrous.

Our models for identifying and valuating commercial properties 
have been developed and refined over time. This has led to a robust, 
data-driven due diligence process that involve “macro regional mar-
ket” and “micro property market” specific metrics.

As shown in the appendix, we review, analyze, and assess market 
cycles and trends, economic and demographic data, historical and 
projected office market and submarket fundamentals, among other 
parameters. We also look at comparable assets and recent sales, lo-
cational advantages and disadvantages, tenant credit, rent roll sta-
bility and rollover risk, projected cash flows, physical condition and 
required capital improvements, projected appreciation, hold period, 
interest rates, and, of course, refinancing risk.

If we do our job right and the property appreciates over time, at 
some point we will be able to refinance and take out a larger mortgage, 
which is essentially tax-free money that can be used to acquire addi-
tional assets. Yes, this is a wonderful business!

I look to purchase buildings in the $20 million to $40 million price 



90

WINNING WITH COMMERCIAL REAL ESTATE

range. In this range, the properties are too expensive for most indi-
vidual and family-office–type investors and too small to warrant time 
and attention from a big institutional buyer. Therefore, this price range 
is my sweet spot, as there is much less competition for the properties 
from both wealthy individuals as well as institutions.
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Chapter3
Finding and Valuating  

Commercial Real Estate to Purchase

How to locate and value commercial real estate investment 
opportunities, including my proprietary checklist that enabled 

me to marshal a prized commercial real estate portfolio of 
properties now worth $145 million that has generated a 35 

percent annual growth in equity over the last eight years.

When considering a commercial real estate property as a potential in-
vestment, you want to make sure that at least four important benefits 
can be derived from the investment.

The first is appreciation. You want your property to grow in value. For 
instance, according to the New York Times (May 25, 2008), the General 
Motors Building in Manhattan, which was purchased in 2003 for $1.4 
billion, sold in 2008 for $2.9 billion—more than doubling in value in 
just five years. In June 2013, Chinese real estate developer Zhang Xin 
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and Brazil’s Safra banking empire bought a 40 percent stake for about 
$1.4 billion, implying a value of $3.4 billion.

The second benefit is cash flow. A huge advantage of owning real 
estate is that your tenants pay you rent. For them, the space they rent 
is a cost center. For you, the building is a profit center. You derive a 
monthly cash flow from your investment based on the property’s op-
erations. For office space, the average rent is $29.62 per square foot, 
reported the Wall Street Journal. 14

“Pension funds, endowments, and other 
big institutional investors are putting 

more cash into private equity firms with 
large real-estate funds.” 

The third is leverage. If you can finance 50 percent of the purchase 
price of a commercial property, you own substantially more real estate 
for fifty cents on the dollar. You use other people’s money to achieve 
appreciation and cash flow.

Fourth, there is depreciation. Real estate can garner favorable tax 
treatment to minimize your annual tax liabilities. You can depreciate a 
commercial property’s value over a 39-year period and deduct it from 
taxes the same way you deduct expenses.

Okay. Let’s briefly survey some of the basic methods of valuing com-
mercial real estate. Then I’ll show you my company’s spin and explain 
some of the techniques we use to buy great properties at very reason-
able prices.



93

Finding and Valuating Commercial Real Estate to Purchase

Valuing Commercial Properties

There are three ways investors traditionally place a value on a com-
mercial building.

The first is using comps, also known as comparables. Comps are the 
valuation method favored by real estate agents selling houses.

Let’s say the house is a three-bedroom Cape Cod in Fair Lawn, New Jer-
sey, with a finished basement. The agent would look for other three-bed-
room Capes, preferably with finished basements, that sold recently in the  
same neighborhood.

 The more the house varies from the comps, the less reliable the comp 
valuation becomes. For instance, if the three comp houses all had fam-
ily rooms and the Fair Lawn house being sold by the agent does not, it 
would be worth less.

Comparables allow you to look at what range a property like the comp 
properties should cost. Some agents will look at all properties that have 
been sold within the last six months, some within the last year.

Using the comp valuation method in commercial real estate, you 
would look at similar buildings, similar price range, similar size, with 
similar location to see how much they have sold for. The goal is to 
get a feel for what the property is really worth. Compare the comps’ 
sales prices with the asking price of the building you are interested in. 
Some investors use a spreadsheet to track the comps looked at (their 
prices and features) and determine what they think the property they 
are considering for purchase is worth and what they should offer for it.

You can purchase comp information for the property you are con-
sidering. For residential properties, a real estate agent can get this 
data by subscribing to the Multiple Listing Service (MLS) in his or 
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her town. You can also look at the “real estate for sale” section of the 
local newspaper.

For commercial real estate, information is also available online, but 
you’ll have to do more research to arrive at meaningful comparisons. 
Purchased comps are assembled into reports that give you comps for 
each property you are considering. Again, agents are the best source of 
“comped” comps!

Take time now to pull a few comps for similar properties to the ones 
you have your eye on. Record on a note pad or spreadsheet each prop-
erty’s actual sales price, the building square footage, and the cost per 
square foot. Mark down any important details about the comparable 
buildings; you’ll find an extensive list of these items in the appendix.

The second way to evaluate a property is to estimate how much it 
would cost to replace the building. Use a spreadsheet to keep the in-
formation organized.

The first thing to look at is the land: If the lot were vacant, what 
would it sell for? I recently bought a $16.3 million commercial build-
ing that came with an unused adjacent lot of three-plus acres. Shortly 
after I made the purchase, an investor offered to buy just the three-acre 
lot for $2 million!

Land can represent from 10 to 35 percent of the total value of a 
commercial property. It’s on the low end of this range for high-rise 
buildings, because of their small footprints. It’s on the high end for 
properties sitting on large acreage, such as warehouses and hospitals. 
Many people underestimate the value of the land that properties oc-
cupy. But if you live in an upscale suburb with farms, golf courses, and 
other businesses sitting on a lot of land, notice that more and more are 
selling out, even if their businesses are highly profitable based on net 
operating income.
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Why? They are getting so much money for the land, it’s an offer they 
simply can’t resist. In upscale suburbs, the land, once purchased, is of-
ten used for housing developments such as million-dollar detached 
homes or high-end townhomes or condos. Or it may be sold to some-
one who wants to put up an office building or other commercial build-
ing if local zoning permits it. 

Knowing the land value helps establish a true value for the structure 
on that land. That’s how you can determine whether or not you are 
overpaying for a property. The other real benefit of this is that you 
know which properties you can buy at or below replacement costs.

As for the building sitting on the land, you can determine the re-
placement costs of the building simply by talking with contractors and 
builders. People in the construction industry, including builders, ar-
chitects, and other tradespeople can give you an idea of what it would 
cost to build the same building today. It won’t be exact, but it will be 
close enough for analysis purposes.

The third method of property valuation is to value the commercial 
property based on cash flow analysis and net operating income—in 
other words, how the building will perform as an investment. You start 
with the amount of money you invest to buy the property. Then you 
project to the end of the investment to see what kind of money you get 
back out of it. 

Cap Rate

One of the key variables I do look at when evaluating a property for 
possible purchase is the cap rate, or capitalization rate.

Investopedia defines cap rate as “a rate of return on a real estate in-
vestment property based on the expected income that the property 
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will generate.” The capitalization rate is used to estimate your potential 
return on the investment. This is done by dividing the rental income 
the property will generate (after fixed costs and variable costs) by the 
total value of the property. In other words, cap rate equals rental in-
come divided by property value.

Manipulating the formula algebraically, we find the property value 
equals the rental income divided by the cap rate. Given that equation, 
there are only two ways to increase the property value. One is to in-
crease the rental income, which is in your control. The other is to lower 
the cap rate, which is determined by market forces mostly outside your 
control.

In chapter 4, where I share my TROPHY formula for successful 
commercial real estate investing, I reveal some of the proven methods 
for raising rents without losing tenants.

One way to retain tenants while convincing them that their space is 
worth the rent increase is by treating them as customers, not “tenants,” 
and showering them with extraordinary customer service. Another is 
to improve the building so the units are worth more and can com-
mand higher rents.

With commercial real estate, the cap rate is determined by the mar-
ket, but the value of a property is the rental income divided by the cap 
rate: The value of a commercial property is in direct proportion to the 
income it generates. In 2015, for instance, industrial warehouses had 
a cap rate of 7.28 percent and a price per square foot of $73.79. When 
you double the income, you essentially double the value. What a recipe 
for fortune!15

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 mar-
ket is strong, cap rates fall, because investors are willing to accept lower 
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returns in a strong market. When the market is weak, 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 mar-
ket value ($100,000 divided by 10 percent). If the market is strengthen-
ing 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).

We cannot force the cap rate to go lower (or higher), as it is deter-
mined 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.

The benefit of using cap rate when evaluating real estate investments 
is that you can determine the expected revenue from the investment 
and define what the investment is worth based on that revenue.

The beauty of cap rate is that it takes all the other important num-
bers into consideration. For that reason, you can look at a cap rate and 
know approximately what a fair purchase price should be and whether 
the property warrants further consideration. You calculate the pur-
chase price by multiplying the net operating income times the cap rate.

The Real Estate Investment Checklist

Okay. My core system for evaluating commercial properties for po-
tential purchase is a checklist I have developed and reprinted in its 
entirety in the appendix. This checklist is the key tool I have used to 
amass a commercial real estate portfolio independently appraised at 
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almost $150 million in only ten years beginning with a personal in-
vestment of just $20 million. And although primarily designed for use 
in connection with the direct acquisition of a property, it can also be 
used effectively by those investors evaluating a more passive form of 
investment.

Here are the major categories we cover in our real estate investment 
checklist along with a few of the items in each category; the complete 
list of items we look at appears in the appendix:

•	 	Location—including city, physical location, level of development 
in the area, business trends, environmental concerns, and 
presence of nearby colleges, universities, and nearby amenities.

•	 	Building—age of the proposed asset, condition of the roof and 
HVAC and electrical systems, environmental issues, square 
footage of the building, acreage of land, class of building (we only 
buy Class-A or well-built Class-B buildings which have minimal 
or no deferred maintenance in prominent locations), and an 
assessment of competing properties, current or proposed.

•	 	Financial information—current and potential cap rate, gross 
annual rent, cash flow, average lease rate, and property tax per 
square foot.

•	 	Transportation—presence of nearby airport, major freeways 
or highways, public transportation, rail service, and watercraft 
access (if applicable).

•	 	Tenant mix—number of tenants, vacancy rate, amount and 
percentage of commercial tenants versus residential tenants, and 
percentage of asset space occupied by the largest tenant.

•	 	Emergency services—nearby hospital, ambulance service, fire 
department, and police force.
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•	 	Accommodations—hotels and motels in city, vacancy rates of 
these accommodations, convention centers, and number of 
conventions and special events in the city per year.

•	 	Demographics—total population of city, average income, average 
age, number of businesses, unemployment rate, housing prices 
and construction, commercial office vacancy rates, and average 
building lease rates.

•	 	Industry—major industries, major employers, industry trends, 
and future prospects related to the main employers.

•	 	Upside—redevelopment and rezoning potential, plans to  
attract new investors and employers to the city, and potential  
for land appreciation.

•	 	Supporting data—property appraisals, building reports, and 
environmental and engineering reports.

Of the dozens of items on the checklist, here are my top five, the ones 
I think make the biggest impact on the property’s value.

1. Growth in population and diverse economic activity. We want to 
buy properties in growth markets. See chapter 7 for some discussion of 
major growth markets in the United States today.

2. Growth in stable, above-average-median–paying jobs in the city. 
Wealthier residents make the area more upscale, adding value to the 
buildings we buy.

The one drawback of growth is that other investors also recognize it 
as a plus. So it’s a good idea to check with the town planning depart-
ment to see if plans have been submitted for new buildings similar to 
the one you want to buy. Too much competition can put a downward 
pressure on rents. For instance, if you are looking to buy a strip mall, 
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it may not be as attractive an investment if two new strip malls are in 
the planning stages in the same area. However, and assuming you’ve 
followed my TROPHY formula and have kept your building in pris-
tine condition and your operating costs low, it may be very difficult 
for other properties to compete on operating costs. More on this in 
chapter 4.

3. Quality of lifestyle, as well as racial, social, and cultural diversity 
and geographic appeal. We want buildings in areas that can afford resi-
dents a good lifestyle and will also attract a diverse population.

4. Location and quality of the building in an appealing area close 
to amenities and transportation. These factors increase the property’s 
desirability and appeal.

Commercial real estate agent Andrew Sprecher advises first-time in-
vestors to buy commercial properties in neighborhoods they live in or 
are familiar with. That way, they already have an intimate knowledge 
of area demographics.

When buying in unfamiliar markets, there may be major problems 
and items you overlook because you are not aware of them. Commer-
cial real estate broker Millie Gil says, “It is often a good idea to partner 
with someone already in that new market, so you may have the benefit 
of experience and know-how on your side.”16

5. Mix of high-credit quality of tenants with staggering leases, mean-
ing that building tenants have leases that expire or renew at differ-
ent times of the year or different years rather than all at once. This 
reduces operational risks and can make financing more attractive. If 
a major percentage of leases comes due at the same time, you could 
end up spending large sums for tenant improvements and leasing 
commissions.
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Everything else being equal, it’s preferable to own a building in a 
thriving area that has diversity in commerce, arts, sciences, sports, and 
many other activities that make life more socially appealing.

Detroit, once predominantly a one-industry town (two if you in-
clude Motown), took a huge tumble when its narrowly focused eco-
nomic base shriveled under the pressures of the Great Recession—and 
it wasn’t until just recently that technology and financial companies, 
start-up incubators, hipster bars, and restaurants started moving into 
the city. As a result of the diverse inward migration of economic and 
social drivers, you are now seeing the resurgence of Detroit; even JPM-
organ Chase is holding its annual general meeting there.

Contrast Detroit with Seattle or even Portland, Oregon. To be sure, 
both had their challenges during the Great Recession of 2007 and 
2008, but because of their broad social (galleries, museums, sports 
teams, performing arts, symphony, opera, live theater, jazz), economic, 
and industrial bases (tourism, mix of older industrial companies, new 
economy technology companies, biotechnology, busy ports), Seattle 
and Portland bounced back without going through bankruptcy or 
other gut-wrenching economic challenges. Add the beautiful scenery 
and pleasant mild weather and you just can’t go wrong in Seattle or 
Portland or even Vancouver, Canada, where I live.

More Tips on Valuating Commercial Real Estate

While I am not an opportunistic investor, I am no fool, and I do not 
overpay for the commercial properties I buy—and you should not ei-
ther. Rather, you should strive to offer a fair price, as I do, which I 
believe is more likely to get you the property.

So how do you know whether the asking price is fair? In residential 
real estate, other than using comparables, buyers don’t use rigorous  
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financial analysis when evaluating the property they are thinking of 
buying. Typically, they are told the listing price, and they counter 
with an offer about 10 to 15 percent below that. Then buyer and seller 
haggle through their real estate agents until a compromise is either 
reached or not.

Commercial real estate should not be approached this way. “A major 
problem with buyers is that they look at the asking price and always try 
to get some amount lower than that without considering what the true 
value of the property is,” says commercial real estate agent Andrew 
Sprecher. “Buyers can lose a good deal because they want to negotiate 
on a price that is actually a very good value already.”

“Writing a check for $10 million to buy a 
building is an experience few people ever 

have!”

Adds agent Millie Gil, “In commercial real estate, I often see a person 
trying to save a few thousand dollars that ends up costing him or her 
hundreds of thousands of dollars, just because they try to play hardball 
with negotiations.” The solution? Know what you are willing and not 
willing to negotiate regarding the purchase of a property as well as 
leasing and rental agreements.17

I do not simply make the seller an offer that is 15 percent below the 
asking price when buying a commercial property, as so many people 
do when buying a residential property. What do we do instead?

Pricing is a function of the actual net operating income (NOI), 
which is the money generated through rent and other operations, and 
the potential NOI, which is how much rent I could get if I improve 
building quality and service to the tenants. If the sales price is far off 
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from a reasonable market price determined by the NOI, that’s a sign 
that the seller is asking an unreasonable amount. Of course, that price 
may represent a pipe dream, and the seller may be a realist open to a 
more reasonable offer if I make it.

We may also look at price per square foot to see whether the seller is 
being realistic with the asking price. Miami real estate, which is num-
ber 39 on the list of the top 50 most expensive locations in the world, 
sells for $580 a square foot, according to a 2012 Wall Street Journal 
blog. The most expensive location in the world for real estate? Monaco, 
at $5,408 per square foot.18 In 2011, the average commercial property 
in the United States sold for $104 per square foot and multiples of that 
in hot markets like New York City.19

While not a key consideration in my plan, it doesn’t hurt if a build-
ing is priced below replacement cost, provided that the major factors 
that impact a property’s value covered previously are intact and that 
there is no functional obsolescence like a closing of the airport or rail 
terminal serving the area.

To recap, the NOI is defined as the gross operating income (GOI) of 
a property minus its operating expenses (GOI – expenses = NOI). Op-
erating expenses are things like management costs, janitorial services, 
maintenance, supplies, taxes, and utilities.

The NOI is an important variable you need in hand in order to deter-
mine how much cash flow the property generates in a year versus the 
cost to run the building. Why is this important? Because cash flow is 
one of the primary benefits of owning commercial real estate.

What about debt: Is there existing debt? What is the amount? Is it as-
sumable? Can it be paid off? If so, what is the cost to do so? Debt actually 
kills a lot of deals, but it can make some deals as well. When financing 
is hard to get, it’s a real plus if the debt is assumable. On the other hand, 
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a building with low leverage, nonassumable loans with a high payoff at 
interest rates that are above market is problematic and unattractive.

Although I have purchased multimillion-dollar buildings for cash, 
as discussed elsewhere in the book, I generally take out a mortgage 
for 50 to 70 percent of the cost of the building. So if the mortgage on 
a $20 million property is 50 percent of the purchase price, the down 
payment is $10 million. That’s why most commercial properties are 
bought mainly by either wealthy individuals or institutional investors. 
Writing a check for $10 million to buy a building is an experience few 
people ever have!

Debt service defines how you will pay down any debt. You might 
secure your own financing and have your own debt service schedule. If 
there is no existing debt on the building, again, this number will come 
from the lender.

“Cash on cash” is your annual return on the cash you have invested. 
If you have the cash flow number (which is NOI minus debt service), 
the value of the property (which should be cap rate times NOI), and 
the debt service number, you can then calculate cash on cash.

For example, if you invested $10 million in cash into a property in a 
given year, you financed the rest, and the property threw off $800,000 
that year in cash flow, the cash on cash calculation would be 8 percent. 
It’s a simple calculation to arrive at that percentage. The annual income 
divided by annual dollar investment equals cash on cash: $800,000 di-
vided by $10,000,000 equals 0.08.

How to Time Your Real Estate Deals

How do you know when the timing is right to enter a deal? When you 
can acquire relatively low-risk, cash-producing, well-built, and well-
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located quality assets between 6 to 8 percent capitalization rates, it’s 
always a good time to enter into a deal. Just make you sure follow the 
real estate checklist in this chapter and stick with my winning TRO-
PHY formula (covered in chapter 4) which has helped me grow my 
equity by 33 percent every year for the last ten years, as compared to 
just 6.4 percent for the general markets as measured by the S&P 500 
and 9.5% for the FTSE NAREIT All Index. 

Real estate has been and, in my opinion, always will be one of the 
greatest long-term generators of wealth ever created. It’s always a good 
time to invest. The Chinese say that the “best time to start investing 
was 20 years ago, the second best time is today!” When you buy value 
and have a patient outlook, it’s hard not to make money in real estate.

One tip: You want to show the seller that you are a serious buyer. So 
when you see the property for the first time, don’t nitpick and com-
plain about every detail and potential defect. Don’t give the impression 
you are a lowballer, which I definitely am not.

“You want to show the seller that you are 
a serious buyer.” 

Let the seller know you see the value in the property. Nobody wants 
to be told about the various imperfections of a property, and nobody 
likes to waste time with a tire kicker. If you are serious about wanting 
the property, and only if you are serious, have your attorney or real 
estate agent draw up a letter of intent to prove your interest in purchas-
ing the property. Once that’s done, there is then a discovery period 
where you can assess the property in greater detail to get an accurate 
estimate of capital expenditures required. Based on these costs, you 
can then negotiate a fair price.
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For instance, one seller told a buyer that the industrial space he was 
selling was 3,000 square feet, and in making an offer, the buyer took 
him at his word. But prior to going to contract, the buildings was sur-
veyed and found to be only 2,090 square feet; the purchase price was 
adjusted downward proportionally. “Assume the seller’s numbers are 
correct up front,” says real estate agent Andrew Sprecher. “Show you 
are an easy and agreeable buyer. During the discovery period, you can 
adjust the price for any assumptions that turn out to be false.”

Building Operating Costs

Typically, operating costs for a building are relative to the quality of 
the building and the level of service being offered. Class-A build-
ings obviously cost more to operate on a per-square-foot basis than  
Class-C buildings.

If a building is acquired with no or low deferred maintenance, it 
means there are generally no upcoming surprises requiring significant 
capital outlays, which invariably add to the overall operating costs.

The important factor to consider in operating costs is how yours 
compare with other comparable buildings within your competitive 
geographical range. By buying high-quality, well-maintained build-
ings with no expected capital outlays, operating costs should be com-
petitive. Having said this, in my experience tenants don’t mind paying 
slightly more in operating costs as long as they can see and appreciate 
what they are receiving.

It’s a plus if the tenants all have triple net leases designating the ten-
ants as being responsible for all cost related to the property in addi-
tion to the rent. The tenants pay all expenses from water and power to 
taxes, landscaping, and property management fees. That way you, as 
landlord, get to keep all the rent paid as income.
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The TROPHY Formula for  

Commercial Real Estate Profits

What the TROPHY formula is and how we implement 
it, including my philosophy of shunning opportunistic 

investing, treating tenants and others like valued allies and 
customers, and only working with those whose interests are 

aligned with mine.

In chapter 3, I shared with you how we valuate commercial real estate. 
But we don’t buy every property that has an acceptable valuation. We 
are highly selective, and the properties we do acquire are based on how 
favorable the answers are to the dozens of questions we ask and get 
answers to in our worksheet reprinted in the appendix.

Now, in this chapter, I give you my proven TROPHY formula for 
commercial real estate investing. Let’s dive right in and start with the 
T in Trophy.
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Timing

Bob Levine, a close friend I hold in the highest of regard, once told me 
something I never forgot and really took to heart: “Harmel, everyone 
thinks that it is location, location, location when it comes to real estate 
investing. Well, it’s not! It is timing, timing, timing.” This has been one 
of the most important real estate lessons that I have ever learned.

Bob Levine is not only the founding shareholder of Avison Young, 
which has 2,100 employees and 75 offices worldwide, but he is also 
a genuinely sincere and kind individual who freely shares his hard 
earned knowledge and experiences. During a delightful meeting re-
cently, I keenly observed Bob sharing his wisdom with Michael Em-
mott, a charming individual and no doubt a protégé and future rising 
star of Avison Young.

The first the letter in my TROPHY formula, T, stands for timing. In 
my view, timing is more critical than location, the most commonly 
studied factor when deciding to invest in real estate. 

I follow every component of the TROPHY formula, beginning with 
timing, which doesn’t necessarily mean buying impaired assets at deep 
discounts during the Great Recession, which was a generational oppor-
tunity. It can mean buying high-quality properties being sold by part-
nerships or funds, who are seeking to repatriate capital back to their 
limited partners pursuant to preestablished operating agreements or 
redeploy capital elsewhere. 

Great timing can mean paying a premium to buy a high quality, well-
located building in a thriving area with lease rates that can be increased 
over time, which I did when I bought the Leckie Building in June 2006 
for $17.6 million, significantly more than the vendor paid less than a 
year prior. In January 2016, the Leckie Building was independently ap-
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praised for almost $48.1 million. Great timing can also mean not buying 
when plenty of new competing properties are coming online or when 
the cost of new construction is lower than market prices. 

Great timing can mean buying from respected developers who took 
on the risk of building and tenanting a quality commercial complex and 
are now moving onto their next project. It could also mean having the 
cash available and moving quickly when others can’t, as Warren Buffett 
is famous for.

You need a great location to be sure, but without the right timing, 
you’ve lost before you’ve even had a chance to start.

As Baron Rothschild once said, “The way to make money is to buy 
when blood is running in the streets.” I would add that the best way 
to make money is when blood is running and when someone needs 
the cash!

You could have bought the best house on the best corner in 2007, 
only to find your investment collapse in value by 40 percent in 2009. 
So much for location! The time to have bought a house was after the 
2008 crash. By the way, many house valuations have yet to recover to 
former highs.

Trump Entertainment Resorts paid $282 million for its casino and 
hotel in New Jersey—a great location without a doubt, but the timing 
was off. In 2011, Tilman Fertitta of Landry’s restaurants fame bought 
the same waterfront complex from Trump for $38 million, just over 
one-tenth of what Trump paid. Timing!

Warren Buffett, an investor who is always looking for the right in-
vestment at the right price, once stated that you should “never count 
on making a good sale. Have the purchase price be so attractive that 
even a mediocre sale gives good results.” And in his 2008 letter to the 
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Berkshire Hathaway shareholders, Warren Buffett wrote, “Whether 
we’re talking about socks or stocks, I like buying quality merchandise 
when it is marked down.”

I too prefer quality merchandise, which is why I buy primarily Class-
A buildings for our commercial property portfolio. But quality real es-
tate, with in-place cash flow and upside capital appreciation potential 
over time, rarely comes at a deep discount. Absent a rare, once-in-a-
generational event such as the Great Recession, with commercial real 
estate it’s never about price because you’ll only ever get great proper-
ties for a fair price, not a discounted price.

You are not getting a Rolls Royce for the price of a Mercedes. If you 
are getting a bargain, there’s a reason for it. Similarly, the kind of “sleep 
at night” real estate I acquire does not come with a bargain-basement 
sticker price, only a fair price, a price that a prudent vendor would accept.

If a property can be had on the cheap, there is a reason. Maybe the 
roof is about to go, maybe new regulations for seismic upgrading will 
soon be required, or maybe or a major tenant has plans for a midnight 
move. Whatever the reason, you are not getting a Rolls Royce for the 
price of a Mercedes.

Once you acquire a great property at an attractive and fair price, 
which I teach you how to do in this book, you then get busy improving 
those aspects that you can control so that net operating income (NOI) 
increases, which invariably increases the value of the asset.

When I bought my very first property, I didn’t nickel-and-dime the 
vendor, a fine old gentleman. Instead, I evaluated the asset the same 
way you’ll learn to do in this book and offered a fair and attractive 
price of almost $8 million, which was exactly what he felt his property 
was worth. He sold it to me versus someone else because I recognized 
the value he had created and offered him a fair price for a fine property. 
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Six years later, I sold the asset for a $3 million profit.

While some made the argument that private equity firm KSL Capital 
Partners paid too much ($115 million) for the Omni Scottsdale Resort 
& Spa at Montelucia, the deal worked quite well when KSL sold the 
property for a 21 percent premium at $138.75 million.

The same has been said about me when I acquired the 9400 Shea for 
$16.3 million in mid-2013. In January 2016, the property was indepen-
dently appraised at just over $21 million, generating an eye-popping 
41 percent IRR in less than three years.

London’s Canary Wharf and even the Empire State Building were 
both expensive propositions originally. But they turned into big mon-
eymakers for smart, patient investors with good timing. As explained 
in chapter 2, the success of the Empire State Building limited partner-
ship has surely created hundreds of limited partner millionaires over 
the years. Originally acquired by Harry Helmsley and the limited part-
nership for $39 million, today it is worth upwards of $2 billion.

Timing was key to success. Even billionaire real estate investor Jay 
Paul would probably agree. The tycoon who’s created some of the most 
sought-after properties occupied by Microsoft and Amazon “has made 
a killing anticipating where the market would go,” said Garrick Brown, 
director at Cassidy Turley (now Cushman & Wakefield), as quoted by 
Bloomberg Businessweek: “He always seems to be two steps ahead. 
Timing is everything in commercial real estate.”

“I focus on getting the highest returns 
with the lowest risk profile.” 

Warren Buffett, as he noted in his 2014 shareholder letter, will tell 
you, “The when is also important.” As he wrote, “In 1993, I made an-
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other small investment. Larry Silverstein, Salomon’s landlord when I 
was the company’s CEO, told me about a New York retail property ad-
jacent to New York University that the Resolution Trust Corporation 
(RTC) was selling. Again, a bubble had popped—this one involving 
commercial real estate—and the RTC had been created to dispose of 
the assets of failed savings institutions whose optimistic lending prac-
tices had fueled the folly.

“Here too the analysis was simple: The unleveraged current yield 
from the property was about 10 percent. But the property had been 
undermanaged by the RTC, and its income would increase when 
several vacant stores were leased. Even more important, the largest 
tenant—who occupied around 20 percent of the project’s space—was 
paying rent of about $5 per foot, whereas other tenants averaged $70. 
The expiration of this bargain lease in nine years was certain to provide 
a major boost to earnings. The property’s location was also superb: 
NYU wasn’t going anywhere.

“As old leases expired, earnings tripled. Annual distributions now 
exceed 35 percent of our initial equity investment. Moreover, our orig-
inal mortgage was refinanced in 1996 and again in 1999, moves that 
allowed several special distributions totaling more than 150 percent of 
what we had invested.” Again, timing was the key to success.

When you time your purchase correctly, you dramatically improve 
your chances of coming out with big profits. Also, and contrary to 
what many will have you believe, it takes time to build value in an 
asset. Don’t expect to sell for big profits in a short period of time; al-
though this happens on occasion, it is one of the fallacies embraced by 
many in the business.
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Risk Averse

The letter R in the TROPHY formula stands for being risk averse. In 
my opinion, it’s better to get rich slowly by avoiding too much risk 
than going broke fast by taking on too much risk.

Contrary to popular real estate opportunistic or developmental 
strategies, which typically involve lots of risk and are favored by real 
estate syndicators, crowdfunding sites, and a current group of institu-
tional investors following the herd, I focus on getting the highest re-
turns with the lowest risk profile. As demonstrated by Warren Buffett’s 
purchase of the building located near NYU, mentioned above, as well 
by the 33 percent annual equity growth of my own in-house portfolio, 
high returns with low risk and low volatility are indeed possible.

I avoid opportunistic investments because, as noted previously, it’s 
very hard to come by genuinely true opportunities. There is always a 
“real” reason why a building is impaired, which is not the reason the 
vendor or agent shares during the sales process.

I have never been tempted to buy a commercial building, gut it, and 
turn the building into condos. If the opportunity was that simple or 
easy, the vendor would have done it instead selling out. As a result, 
and because I am risk averse with my real estate investments, I only 
buy properties that already have good tenants with leases of varying 
terms and duration.

Real estate development is a challenging arena. To be clear, while 
there are profits to be made in development, it is a very high-risk busi-
ness and requires years and years of specialized experience. You don’t 
want a developer to gain his experience at your expense, which can 
be fiscally painful. Many developers have filed for bankruptcy, includ-
ing Donald Trump, who filed for corporate bankruptcy four times, in 
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1991, 1992, 2004, and 2009.

“I only buy properties that already  
have good tenants with leases of varying 

terms and duration.” 

Some time back, I was asked to provide the equity capital for the 
development of a large lakefront resort project, which I respectfully 
declined. You see, among many other things, if the projections are off 
by even a little bit, your expected profits evaporate quickly. Inciden-
tally, I have never seen negative projections from any developer!

As it turned out, and is often the case, the developers of the lakefront 
venture miscalculated. I am not sure if there was ever any money made 
on that project, with the possible exception of any lawyers who may 
have been hired to file lawsuits.

If you think of any individual property as a miniature business, real 
estate development is the equivalent of starting a new business, and 
as Forbes reported on September 12, 2013, 80 percent of new small 
businesses fail within 18 months. Buying a commercial property with 
current tenants and net operating income is the equivalent of buying 
an already established business, and so the success rate is much higher.

In the interest of full disclosure, and because you can indeed make 
money in development, I own a one-third interest in 128 acres of land 
slated for development at some future date. And when the “timing” 
is right, which as you’ve just learned is a key component of the TRO-
PHY formula and helps to mitigate risk (yet another component), we’ll 
break ground.

As I have mentioned previously, real estate investing has been and 
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will continue to be one the best wealth generating tools ever created. 
The best time to have started investing, as the Chinese say, was 20 years 
ago. The second best time is today, especially if you can acquire rela-
tively low-risk, cash-producing, well-built, and well-located quality 
assets between 6 to 8 percent capitalization rates. 

Operating Costs

The third element of the TROPHY formula is O for operating costs. 
I look to keep my operating costs as low as possible. I pass on this 
cost efficiency to my tenants in the form of reduced operating costs. 
In one medical building of mine, the operating costs have decreased 
from $8.48 to $7.32 to $6.88 in the three years that I have owned it, 
without any decrease in the services. For obvious reasons, my tenants 
appreciate this!

To enhance physical appeal to current and future tenants, I continu-
ally reinvest in our properties by adding such things as lighting, sig-
nage, and new landscaping; expanding parking lots; painting if and 
when needed; polishing brass and other fixtures; installing bike lock-
ers, showers, and other amenities; and generally keeping all our prop-
erties in pristine condition.

Through regular site visits, property inspections, and preventive 
maintenance programs, I seek to ensure that our properties are well 
maintained so that we will minimize long-term capital expenditures.

To operate our buildings as cost efficiently as possible, we actively 
pursue cost-reduction initiatives, such as eliminating redundant or 
unnecessary expenses, engaging property tax appeal specialists to 
lower property taxes, and implementing energy savings programs. For 
example, in one of my buildings, we recently upgraded the lights in the 
common areas, elevators, bathrooms and stairwells to LED. The cost 
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was $7,000 to install the new lights and the annual electricity savings 
is $8,000. This is as good as my investment in SolarWindow discussed 
in chapter 1, which also has a one year payback. 

I also like to acquire properties within close geographic proximity to 
one another in order to benefit from economies of scale in the opera-
tion of the properties, which is possible by sharing asset and property 
management among properties and having greater negotiating lever-
age with vendors, which I don’t do too often because I believe everyone 
is entitled to earn a fair living for a job well done.

Pay Careful Attention

The P in my TROPHY formula is for “pay careful attention.” Years ago, 
I mentioned to an institutional investor in passing that I treat my ten-
ants the same way I want to be treated, with appreciation, gratitude, 
and respect. When I got to the part about taking my tenants to lun-
cheons and dinners, he almost burst out laughing. He said to me, “No 
one does that!”

But in my mind, paying careful attention to tenants is just as critical 
as providing electricity and water to my properties. And when tenants 
know that you truly care and treat them well, they’ll pay their rents on 
time, renew their leases, and become your best source of referrals for 
new tenants. 

In fact, the majority of our tenants don’t think of our buildings as a 
cost or just a place to work. Rather, our tenants regard our fine proper-
ties as important tools they use to attract and retain quality staff, to 
proudly invite their clients to visit and to generate healthy profits over 
time. 

Likewise, we don’t think of our buildings just as buildings. Rather, 
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we regard our properties the same way as the Four Seasons and the 
Ritz-Carlton thinks of theirs – as FIVE star assets. We treat every ten-
ant the same way a luxury hotelier would treat their guests – with re-
spect and courtesy.

And just like leading luxury hotel operators, we’re all about service 
and we’re always thinking of ways to improve our service. As a result, 
our portfolio of premium properties has enjoyed a 95 percent and bet-
ter occupancy rate over many years. 

Our buildings are always maintained at the highest level, from im-
maculately clean restrooms and hallways, superbly maintained land-
scaping rivaling most resort hotels to having someone available to 
speak on a moment’s notice. 

We offer an excellent product at a fair and reasonable price, which 
is why we constantly receive sincere praise from our many tenants, 
which is as rare as the four leaf clover in commercial real estate.  In 
the ten years that I have owned commercial real estate, I have yet to 
see any other institutional sized landlord receive the kind of accolades 
we do, all of which are proudly available on our website at www. talia-
jevan.com. 

Because of our fine service, the vast majority of our many leases have 
taken at most a few hours in total time to consummate, with my re-
cord time being a mere 15 minutes for a 5 year renewal that actually 
involved a substantial increase in rent. 

One long-term tenant had 11,500 square feet of space in one of my 
commercial buildings at $14 per square foot, well under the market 
rate. When it was time to renew his lease, I told him market rates had 
increased and his new rate would be in the low to mid-twenties.  I 
also reminded him of the service he receives, the amenities he enjoys, 
and the location and quality of the building and respectfully suggested 
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Fig. 4-1. Screen shot of my winning bid made with an iPad from Paris, France.
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that he compare other properties. I want my tenants to have complete 
peace of mind when signing their leases. The end of the story: He saw 
the true value and we agreed to $22 per square foot because I had 
treated him so well, not only during lease renewal time, but for many 
years prior. He was happy and I was happy.

In any transaction, no matter how small or large, when your guiding 
principle is to deal fairly, honestly and transparently, both sides win. 

The first commercial building I acquired, purchased in February 
2006, was in North Vancouver, British Columbia, originally listed at 
just over $8 million. It was a mixed-use building for which I offered 
just under $8 million, with the major tenant being Empire Theatres, 
a movie theater. Long story short, my fair offer was accepted almost 
immediately without a single change.

I could tell that the seller, a fine and genuine man, was happy to make 
the sale to me because he could see that I valued his property as highly 
as he had and that I recognized the value he had painstakingly built.

I was so honored that I invited the seller to our “closing dinner” with 
our agents. My first acquisition celebration dinner was all that much 
more enjoyable with him there. When I sold the property, I again 
wanted him to share in the joy of the sale. Without him, I never would 
have had a chance to buy the asset in the first place. Sadly, the fine 
gentleman who sold me my first real estate property had passed away 
in the interim.

All in all, this was a great investment for the time I owned the prop-
erty. In 2012, however, I sold the building for about $11 million be-
cause of changing market conditions. Specifically, competition from 
Netflix was hurting movie theaters all over North America. Empire 
was no exception, as their ticket sales fell off significantly. My profit 
on the deal: about $3 million in six years, which was just shy of a 40 
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percent gain.

As time went by, I looked at many opportunities, but very few met 
my acquisition criteria, until one day I bid on a $25 million office tower 
shortly after the patriarch of a wealthy family who owned the property 
passed away. As it turned out, even though my offer was extremely fair, 
the estate decided to sell the property within the family.

With the help of Kelly Heed, vice chairman of Colliers International 
in Vancouver, and my dear friend Simon Lim, one of the highest-per-
forming and most honorable individuals in commercial real estate, I 
then decided to expand my geographical horizons to the U.S. market. 
While in Scottsdale, Arizona, I met a Colliers broker who introduced 
me to five commercial properties for sale, of which I acquired two, in-
cluding 9400 Shea, which was scheduled to be auctioned shortly after 
my initial inspection.

 The building at 9400 Shea Boulevard was a beautiful Class-A mixed-
use retail and commercial property on ten acres of land, of which of 
three-plus acres were vacant. While it met all my criteria—no deferred 
maintenance, quality tenants, great location, and potential to increase 
rents over time—there were two things that made me uncomfortable.

One was that at the time of sale I was on a family vacation in Paris 
so I could not be present in Scottsdale. The second negative was that 
the only way I could acquire the property was through the auction 
process, which I absolutely loath, having had a bad experience with an 
auction years earlier.

In auctions, unless you’re mindful and adhere to your price parame-
ters, you’ll end up paying too much, which is why vendors love auctions. 
When I acquired 9400 Shea, the amount of money I was prepared to 
pay for the property was determined by how much cash flow the prop-
erty could generate, minus any costs associated with improvements.
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Given the high quality and great location of 9400 Shea, I was sure 
that I would be competing against many well-heeled and savvy real 
estate professionals. As it turned out, I was right: I eventually learned 
that several REITs, a local über-successful technology investor, and 
neighboring property owners were aggressively bidding against me. 
But I had a price in mind and had no intention of getting caught in 
the frenzy of the bidding process, which is what the auctioneers and 
sellers relish.

Luckily for me, our suite at the George V in Paris was large enough to 
not only accommodate my entire family but also provide a quiet, pri-
vate working area, which allowed me to follow the various bidders. As 
it turned, on March 28, 2013, I was the winning bidder at $15.5 million. 

Along with the commission to my agent and the 5 percent fee to 
the online auctioneer, my total investment was $16.3 million, which 
I acquired using my iPad from a hotel room in Paris. Hard to believe, 
but true. I took a screen shot of my winning bid to commemorate the 
occasion (fig. 4-1).

This “as is”–basis purchase had a 30-day closing date, which meant 
I had no time to arrange for bank financing and had to pay cash for 
the building out of my own savings. Unlike many in the industry who 
believe buying properties for below replacement cost is meaningful, I 
think that the economic value is primarily based on the asset’s ability 
to generate current and future cash flow and profits, which, by the way, 
is also what the most lenders use to determine how much to lend.

When I had acquired my first property in 2006, I had virtually no 
knowledge of real estate and had no understanding of even the most 
commonly used valuation metric called the cap rate, discussed in 
chapter 3. During my very first property tour, I was surprised that my 
real estate agent, Brian MacKenzie, had invited a second real estate 
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agent, Sam Nakleh, to meet me.

“Why do I need two agents?” I asked out of complete ignorance. The 
original agent said that his specialty was leasing, while the specialty 
of the second agent was investment sales. “Am I going to pay double 
commissions?” I said jokingly. I am sure they were both thinking, 
“Which turnip truck did this guy fall off?” and “Who is this first-time 
buyer who wants to buy an $8 million building and yet doesn’t even 
know what a cap rate is!” 

Even before I made my first real estate acquisition, my intent was to 
be regarded as a fair, respectful, and extremely ethical landlord by ev-
eryone in the business, including agents, vendors, bankers, and, most 
importantly, sellers of quality properties. 

I have a simple theory: Everything else being equal, people want to 
do business with people they like. Contrary to many who nickel-and-
dime by lowballing bids, I am happy to present fair and respectful of-
fers for quality unencumbered assets, which I did with my very first 
acquisition and continue to do to this day.

In fact, paying fair prices for quality assets and then focusing on pro-
viding five-star service at fair and reasonable prices is indeed lucrative. 
Over the last ten years, and during some of the most difficult economic 
times since the Great Depression, the equity of my in-house real estate 
portfolio has grown at an independently verified rate of 33 percent per 
year (simple interest).

High Occupancy Rates

Sooner than later, even in areas where high vacancies are the norm, 
providing sincere and genuine service to tenants invariably leads to 
high occupancy rates, the H in my TROPHY formula. Because of ex-
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ceptional service and high standards or tenant care, my portfolio of 
premium properties has averaged approximately 94.9% in 2010, 91.4% 
in 2011, 97.4% in 2012, 96.7% in 2013, 98.7% in 2014, and 95.4% in 
2015.

When you treat tenants with respect and care, your whole commer-
cial real estate business improves significantly. You get higher occu-
pancy rates. Tenants stay longer. Net operating income goes up. And 
you develop warm relationships with your tenants.

For instance, in the Leckie Building, a high-tech company that is a 
cloud solutions provider rented 2,500 square feet back in 2005 when 
they had 20 employees. By 2015, they had grown to 370 employees and 
expanded to take a total of 62,000 square feet in the building, which 
remains their global corporate headquarters. The company, Global Re-
lay, has more than 20,000 customers and delivers services to over 90 
countries. They are privately held, employee controlled, and profitable 
year after year. I hold Warren Roy, Shannon Rogers, Kelvin Ng and 
their entire management team in the highest regard and respect.

“Sooner than later, even in areas  
where high vacancies are the norm, 

providing sincere and genuine service to 
tenants invariably leads to  

high occupancy rates...” 

In a letter to me, Kelvin Ng, the director of business operations 
wrote: “Over the past ten years, we have been impressed by the consis-
tent level of upkeep, investment, and improvement you have made to 
the building, which clearly shows the care and culture of quality that 
characterizes your organization, Harmel.
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“As we continue to grow beyond our current 370 employees in Van-
couver, we look forward to many more years of calling this landmark 
heritage property our home, and growing our professional and per-
sonal relationship with you.” We pride ourselves in being a partner in 
our tenants’ business success, not merely a landlord who is just there 
to collect the rent.

Yield

Guess what happens when you combine all these components—great 
timing, low risk, low operating costs, paying attention to tenants, and 
a high occupancy rate? You generate a high yield.

Yes, the Y in “high yield” is the Y in my proven TROPHY formula. 
If you follow my guidelines in the TROPHY formula, you can expect 
above-average yields from Class-A commercial real estate . . .  and with 
considerably lower risk than putting your money in the stock market. 
(Refer to chapter 2 for an explanation of why real estate has a lower 
risk than the stock market.)

Starting with a personal investment of just $20 million in 2006, and 
through the application of the TROPHY formula and a combination 
of transparent tenant communications, unparalleled service, moderate 
leverage, ongoing property improvements, efficient operating systems, 
and proactive leasing strategies, I have built a Class-A portfolio that 
was independently appraised at $146 million as at December 31, 2015. 
This portfolio has generated an IRR of 24 percent. 

Over the last ten years, I have enjoyed a 326 percent gain on my 
equity, which represents an annual growth of 33 percent (simple inter-
est), compared with just 6.4 percent for the S&P 500 and 9.5% for the 
FTSE NAREIT All Index during that same time. When compared with 
any benchmark, these returns are particularly compelling on a risk-
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adjusted basis, especially considering our conservative use of debt, 
which stood at 42 percent in January 2016.

But before you think my TROPHY formula sounds too simplistic 
or easy, just remember how much time and money I have spent in 
perfecting what I do.

Whether you want to make money, lose weight, or bake a delicious 
cake, it starts with following a proven, repeatable formula developed 
over years of hard-earned practice.

To get the same end result each and every time, you need to know 
which ingredients to use, in what proportions, and how long to com-
bine these ingredients.

This is why two chefs buying from the same suppliers produce differ-
ent end products. A plate of pasta prepared by one chef can taste very 
different from the pasta cooked by another.

We produce compelling returns by following a recipe that not only 
includes the TROPHY formula but also involves valuation and acqui-
sition models developed and refined to include a robust, data-driven 
due diligence process that involves “macro regional market” and “mi-
cro property market” specific metrics.

Among other parameters, we review, analyze, and assess market cy-
cles and trends, economic and demographic data, historical and pro-
jected office market and submarket fundamentals, comparable assets 
and recent sales, and locational advantages and disadvantages. We also 
consider tenant credit, rent roll stability and rollover risk, projected cash 
flows, physical condition and required capital improvements, projected  
appreciation, hold period, interest rates, and refinancing risk.

While we have proven our model not only by profitably buying, hold-
ing, and selling sub–$10 million properties but also now by sourcing, 
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vetting, and investing in buildings priced between $20 million and $40 
million, which are generally too large for individual investors and too 
small for institutional investors.

With less competition between $20 million and $40 million, well-
located quality assets can be acquired at economically appealing prices 
and capitalization rates of between 6 and 8 percent. When combined 
with moderate leverage, Class-A and high-quality Class-B buildings 
in great locations with minimal or no deferred maintenance, acquired 
at fair and attractive prices, can generate a relatively low-risk, noncor-
relating high current rate of return while still providing for capital ap-
preciation and equity upside.

Over time, we have built extensive operational capabilities and de-
veloped a proactive managerial mind-set heavily focused on providing 
exceptional service to our tenants, which ensures retention, renewal, 
and referral. We also respect all our vendors, which ensures high-quality 
output and care from those who maintain and service our properties.

“Other key factors include  
staggered lease renewals with 
contractual rent escalations.” 

We believe our emphasis on service and ongoing tenant communi-
cations improves asset stability and enhances financial performance. 
Through proactive leasing activities and strong relationships with 
leasing agents, we are able to position our assets as in-demand build-
ings that have proven to be the first to lease and the last to experience 
reduced occupancy in down markets. Our methods have resulted in 
average occupancy rates of 95 percent and better over the last number 
of years for our overall portfolio of 500,000 square feet.
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A prominent location without a doubt is important, particu-
larly if it is close to important and valued amenities and easily  
accessible transportation.

While having big-name tenants is wonderful, these tenants can be 
challenging to deal with. More ideal than brand name is having high-
credit quality tenants. You don’t have to be big to be a good tenant, just 
good at always paying rent on time.

Other key factors include staggered lease renewals with contractual 
rent escalations, a building that doesn’t require major capital outlays in 
the foreseeable future, moderate debt so that ample cash is available for 
reinvestment, and the ability to be patient and wait for the ideal tenant.

Legal Issues with Commercial Real Estate

Let’s touch on some legal issues anyone involved in commercial real 

Fig. 4-2. Trepp LLC estimates that 20 percent of maturing 
mortgages will require additional capital.
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estate should be aware of. This is not intended to be in any way a legal 
treatise, as the number and types of laws that could affect any indi-
vidual property are numerous and varied. I strongly suggest that on 
top of your to-do list if you are looking to purchase a commercial real 
estate property is to have a consultation with a legal professional or 
group that fully understands how these laws work.

All real property and the operations conducted on real property are 
subject to federal, state, and local laws and regulations relating to envi-
ronmental protection and human health and safety. 

These laws and regulations generally govern such things as waste-
water discharges; air emissions; the operation and removal of under-
ground and aboveground storage tanks; the use, storage, treatment, 
transportation, and disposal of solid and hazardous materials; and the 
remediation of contamination associated with disposals.

Environmental laws and regulations also may impose restrictions on the 
manner in which property may be used or businesses may be operated, and 
compliance with these restrictions may require substantial expenditures.

Then there is landlord and tenant law that varies by state, for exam-
ple, that protects the rights of both parties. This can include payment  
of fees, taxation, privacy rights, duration of tenant occupancy, ter-
mination, security deposits, and access to property. Landlords are in 
business to make money and protect their investments. Tenants want 
to be happy and have their rights protected. Bottom line is that this re-
lationship is crucial and depends heavily on compliance with the law.

Disclosure laws also vary by state and are concerned with condi-
tions, locations, and restrictions on the property. Owners, for example, 
are required to notify tenants of asbestos or lead paint issues. When it 
comes to commercial property, renters must be made aware of access 
use and utilities.
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In California, the seller of commercial property must disclose if the 
property is located in a hazard area, including earthquake faults or 
flood, according to the Office of Legislative Research. New Hampshire 
requires seller notification of radon and lead paint.

Contract law regarding lease and rental agreements come into play 
as well, as legally binding contracts. A contract law attorney should be 
involved with this.

Insurance laws are part of the game too. These also vary by state. A 
property owner typically wants his or her investment covered at all 
times by insurance. Property insurance covers the building and in 
some cases the property of the tenant. If the tenant is not fully covered, 
he or she must have a certain amount of coverage to meet a property 
owner’s requirements.

As always, it’s essential that you—or the group you choose to work 
with—understand the laws applied. It’s also important that all inves-
tors used their “investment sense” along with due diligence.

Good News for Commercial Real Estate Investors

“Commercial real estate is undergoing a seismic change given the mas-
sive shift in global capital allocations into this asset class,” said Steve 
Collins, JLL Americas Capital Markets president, as quoted by Market-
Watch. “As the real estate asset class matures, sophisticated investors 
are increasingly focused on varying their level of investment across 
global markets to achieve their objectives. We expect the competition 
for global funds to continue.”

“Foreign capital will move the needle more than any other invest-
ment source in the United States property markets this year,” said Da-
vid Green-Morgan, director of Global Capital Markets Research for 
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JLL. “The power buyers are changing. Over the last 18 months, more 
than 70 percent of all trophy assets traded in U.S. gateway markets 
were purchased with some element of foreign capital.”

It’s been argued that as long as this growth continues as it has, com-
mercial real estate could become a trillion-dollar investment over the 
next 16 years. Major growth is happening. It simply reinforces what 
we’ve been saying for quite some time—the growth, the return, the re-
ward being offered with Class-A commercial real estate is astounding.

Your timing couldn’t be better to start investing than it is right now. 
Great opportunities abound because of a series of events that have 
taken decades to come together.

It all started with the real estate crash caused by the infamous savings 
and loan crisis of the 1990s. In the wake of this crisis, financing of real 
estate was transformed by the arrival of real estate investment trusts 
(REITs), which gave the sector much-needed access to capital.

“I believe the true economic value of a 
building is based on its ability to generate 

a return on investment.” 

In the 2000s, an unprecedented increase in property transactions 
was fueled by the explosive growth in the REIT market and, of course, 
mortgage securitization. As interest rates fell, confidence in real es-
tate kept growing. Other than a few small decreases around the events 
of 9/11, the National Council of Real Estate Investment Fiduciaries 
(NCREIF) Property Index reported 42 out of 47 quarterly valuation 
increases between 1996 and 2008.

Record amounts of inexpensive and often poorly underwritten com-
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mercial mortgage backed securities further fueled an unprecedented 
buying frenzy.

During the years leading up to 2008, investors began chasing his-
torically never-before-seen real estate returns of 20 percent and more, 
made feasible with easy bank debt. And then the inevitable hap-
pened—the economic party enjoyed for so long came to a crashing 
end in late 2008.

The implosion of the credit markets, combined with the sharpest 
economic downturn since the Great Depression, devastated the prop-
erty markets. On December 30, 2008, the S&P/Case-Shiller Home 
Price Indices reported its largest drop in history. The U.S. commercial 
real estate market endured its worst year ever in 2009, with the NC-
REIF Property Index suffering the largest decline in its 32-year history. 
Property transactions came to all but a screeching halt, and the securi-
tization of new commercial mortgages seized up.

Between the first quarter of 2008 and the first quarter of 2010, values 
ultimately dropped by 32 percent, equal to the decline of the 1990s 
savings and loan–inspired real estate crash, but in one-third the time. 
A 30 percent drop in value can completely eliminate any equity in a 
property, forcing the sale of quality assets when the time comes for 
mortgage renewal.

Finally, in 2010, aided by the thawing of the credit markets, the his-
torically resilient U.S. commercial real estate began a tentative and 
uneven recovery.

Faced with staggering losses and seeking to avert a 1990s-like mas-
sive transfer of distressed assets, bankers began to extend “underwa-
ter” yet performing loans with the hope of a market recovery.

This differed from the early 1990s, when the crash forced distressed 
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owners to liquidate their real estate to the Resolution Trust Corpora-
tion, flushing assets into the market and allowing investors to purchase 
them almost immediately and at an extremely low cost.

While the “extend and pretend” strategy employed during the 2008–
2009 meltdown limited mark-to-market valuations, it also left bankers 
holding significant inventories of troubled assets. With this question-
able strategy, instead of foreclosing and ending up owning an asset, 
which banks do not want, they extend the term of the loan and allow 
the borrower to continue to try and turn the asset around.

By September 2014, and as measured by the Moody’s/REAL Com-
mercial Price Index, U.S. commercial real estate prices recovered to 
their precrisis levels, with apartment complexes in large cities and of-
fice buildings in central business districts leading the way. Even though 
commercial real estate values have recovered significantly, they have 
not recovered uniformly. While prices of larger properties have risen 
substantially in gateway cities, which have allowed owners to sell or 
refinance at reasonable loan-to-value levels (LTVs), smaller proper-
ties have not appreciated at anywhere near the same rate, leaving them 
with high LTVs.

Of the more than $300 billion maturing commercial debt between 
2015 and 2017, of which office and retail comprise 63 percent of the 
loan balances and which is more than 2.5 times the amount that ma-
tured between 2012 and 2014, Trepp LLC estimates that almost 20 per-
cent will require additional capital when the loan is refinanced or the 
property sold. This presents an opportunity to acquire well-located, 
high-quality commercial real estate assets at reasonable prices.

Due in part to a number of factors, including but not limited to 
properties valued lower than maturing mortgages, valued lower due to 
comparative sales, valued lower due to net effective lease rates that have 
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reduced cash flows, or vendors unable to contribute additional equity 
capital to refinance, reinvest, or compete effectively to retain or obtain 
credit quality tenants, well-located and well-maintained Class-A and 
Class-B commercial properties are available for sale in prominent cities.

By way of example, in mid-2013, I acquired 9400 Shea for $16.3 
million using my iPad while vacationing in Paris. This Class-A 
74,000-square-foot office/retail complex was 89 percent occupied at 
time of acquisition and located close to the Mayo Clinic. Previously, 
the property had a $21 million mortgage, suggesting that it was once 
worth upwards of $28 million. The acquisition also came with 3.5 acres 
of land worth over $2 million for future development, further enhanc-
ing the value of this great property. In January 2016, 9400 Shea was 
independently appraised at just over $21 million, an increase of $4.7 
million or almost 30 percent in less than three years.

Another example is when I acquired the Chauncey Building in De-
cember 2013 for $5.2 million, a full $1 million lower than the cost to 
actually build the 100 percent leased Class-A property, which is lo-
cated in a premium area that has posted positive absorption in nine 
out of the last ten years and within close proximity to numerous in-
ternationally recognized attractions, such as the Phoenix Open, the 
Barrett-Jackson car show, and several top golf courses and five-star 
resorts and spas.

By January 2016, the Chauncey Building had risen in value by 
$400,000, or almost 8 percent, as reported in an independent appraisal. 
When you add the steady 6 percent annual income from the building, 
this is a very health low-risk return of 10 percent per year, which is a 
lot better than what the market did in 2015. Once we confirm certain 
lease extensions and renewals, I expect the value to increase another 
10 percent or so.
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With historically low correlation to the stock market and a partial 
hedge against inflation, well-leased and well-located quality Class-A 
and Class-B commercial real estate acquired at favorable prices pro-
vide not only a relatively low-risk stable current income but also the 
potential for capital appreciation.

My Key Measure: Rate of Return

In contrast to many in the industry who place great value in acquiring 
commercial properties on a “price per pound” or a discount to what it 
cost to build, I believe the true economic value of a building is based 
on its ability to generate a return on investment. If you spend $1 mil-
lion on a property and it generates $80,000 in net rent, your rate of 
return is 8 percent.

To be fair, to buy a property for $10 million that cost $20 million 
to build has merit because it will very difficult for new buildings to 
compete, especially in areas undergoing gentrification or if a property 
has a specialty use. But generally speaking, it’s likely only selling for 
$10 million because the income being generated only values it at $10 
million, hence the common use of a “cap rate.”

So rather than considering a minimum acceptable occupancy rate, I 
look for a minimum acceptable rate of return, which has to be appeal-
ing in comparison to other similar class of properties.

While some real estate agents will try to sell the upside benefits of 
filling up the empty space to generate additional returns, as with a lot 
of so-called “opportunistic” investment properties, it’s very likely that 
the vendor tried to fill up the spaces prior to selling but was unsuc-
cessful for a number of reasons, which he or she is likely not to share 
at time of sale.
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What are the most important parts of the TROPHY formula? Just like 
any good recipe, every ingredient is important and must be included in 
the precise and exact proportions needed for a delicious end product.

I follow every component of the TROPHY formula, beginning with 
timing. Every other component, such as being risk averse and not 
overleveraging, keeping operating costs low, providing great service 
to tenants, maintaining high occupancies, and, of course, generating a 
high yield, is also important.

Remember, a recipe is only a recipe if every ingredient is carefully 
measured and added at the appropriate time.

The Other Secret of My Success

Two formulas guide my activities in business. The first, TROPHY, is 
specific to investing in commercial real estate. The second, SUCCESS, 
applies to all areas of business and life. Over the years, I have privately 
shared my SUCCESS formula with many individuals, ranging from 
young students wondering which careers to choose to mature profes-
sionals wondering what to do with the careers they chose. For the first 
time in this book, I am publicly sharing a formula that has worked 
wonders for me and all those who I have had the pleasure of helping 
over the years. Here is the SUCCESS formula:

S stands for sense of direction, a goal. You need a purpose in life, 
whether business, personal, or otherwise, to be fulfilled. A study re-
ported in Forbes on January 3, 2013, found that people who write down 
their goals, share this information with a friend, and send weekly up-
dates to that friend were on average 33 percent more successful in ac-
complishing their stated goals than those who merely formulated goals 
but did not write them down or share them.
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If you don’t know where you’re going, then any road will take you 
there, which explains why so many people end up in careers primarily 
as a result of family or peer pressure or a job that just became com-
fortable. Over time, the job becomes a means to an end, which may 
explain the rushed and sullen look on the faces of many commuters 
who are more likely than not simply racing to a job they just tolerate, 
not enjoy.

In contrast, the smiling people walking leisurely with confidence 
know where they are going, so they don’t have to rush to get there. 
They know that daily tasks successfully completed will result in a suc-
cessful day. String five successful days together and you have a success-
ful week. Four of these result in a successful month, 12 of which strung 
together end up in a successful year. Before you know it, a number of 
successful years pass by resulting in a successful career or life or any-
thing you put your mind to!

Whether it be entering into real estate, as I did in 2006, becoming 
one of the most influential DJs of this generation, like DJ Chris Villa, 
or a much sought after and highly respected securities attorney, as is 
Joseph Sierchio, it all starts with a sense of direction, a goal, which you 
should choose very carefully. “The beginning,’ as Plato once said, “is 
the most important part of any work.”

Finally, remembering “Jack of all trades, master of none,” it is ab-
solutely critical to focus on one single goal at a time. “Singleness of 
purpose,” John D. Rockefeller once said, “is one of the chief essentials 
for success in life, no matter what may be one’s aim.”

Whether personal, professional or otherwise, choose one single goal, 
and then throw all the energy and passion that you can muster up into 
reaching that goal. “Put all your eggs in one basket, and then watch that 
basket,” stated Andrew Carnegie back in 1885. “It is trying to carry too 
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many baskets that breaks most eggs in this country.” 

U is for understanding. Once you have chosen your direction, you 
need to amass the knowledge and understanding of how to get there. 
It’s true: Knowledge is indeed power and it is also the greatest moti-
vator in the world. With knowledge and understanding, the walls of 
ignorance will eventually crumble as you move forward to your goal. 
However, you need to make sure you focus your energies to be truly 
effective. Don’t be like the many who go through years of school learn-
ing skills that have nothing to do with the goal they want to pursue.

C is for courage, another important attribute on the road to success. 
You have to have the courage to go against the grain, to weather the 
storm of critical comments that often come from naysayers, and to 
pick yourself up when you fail, which will happen often if you’re truly 
working on the outer edge of your potential. Courage is not the ab-
sence of fear, courage is feeling the fear and doing it anyway, according 
to author Robert Gilbert.

The next C is for communication. Of all the skills to learn, one of 
the most important is the ability to clearly and persuasively communi-
cate your thoughts and ideas. Throughout history, many of the world’s 
most successful people have been powerful communicators. Whether 
it be Bill Clinton, Barack Obama, the late Steven Jobs, most any CEO 
of a Fortune 500 company, or Jatinder S. Bhogal, possibly the most 
gifted orator I know, all have amazing communication skills.

An article in Forbes stated, “It is simply impossible to become a great 
leader without being a great communicator.” The Houston Chronicle 
reported: “No matter the size of your business, proficiency in oral and 
written communications is essential in promoting and maintaining a 
positive profile.”

E is for enthusiasm. Enthusiasm and positive energy are infectious. 
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When you believe in yourself, when you believe in your goals and are 
confident (not arrogant) in your expectations, you naturally exude an 
innate sense of enthusiasm that acts like a magnet, attracting others 
with a positive spirit as well. 

The next S is self-discipline, which is essential to building life chang-
ing habits. Michael Phelps got into the habit of spending thousands 
of hours staring at a black line at the bottom of a pool. In fact, for one 
five-year period, he trained each and every day, including twice on his 
birthday. He had the self-discipline to develop a daily swimming habit 
that made all the difference.

Through self-discipline, you can develop a daily habit of finishing 
important and critical tasks before meeting your friends to watch the 
game. Through self-discipline, you can develop a habit improving your 
communication skills rather than watching mind-numbing television. 
Self-discipline leads to great habits which invariable leads to success in 
life. An immediate reward for a lack of discipline is a day at the beach. 
A future reward of self-discipline is owning the beach.

The final S is for start. Once everything is in place—you have your 
goal, you’ve figured out how to get there, you’ve mustered up the cour-
age, practiced your communication skills, and developed the enthusi-
asm and mastered self-discipline—now all you have to do is start.

Remember the words of Lao-tzu, who said, “A journey of a thousand 
miles begins with a single step.” Should you find the first step diffi-
cult to take, remember that the best lesson that Richard Branson ever 
learned was to “just do it.” 

I have learned that you can’t change people. They can only change 
themselves, but you can’t change them. Similarly, I have learned that I 
can’t make people start working toward their success in life. They have 
to start themselves, which often does not happen and is a personal dis-
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appointment for me when I am asked to share my SUCCESS formula.  
I spend quality time, only to discover later that my words fell on deaf, 
unmotivated ears.

Finally, remember what Johann Wolfgang von Goethe said: 
“Whatever you can do or dream you can, begin it. Boldness has 
genius, power, and magic in it!” All you have to do is start, the most 
important ingredient in my SUCCESS formula.
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Chapter5
Success Stories in Commercial Real Estate

Real stories of how I and other investors both big and small 
have profited from commercial real estate investment.

In this chapter, I share with you some success stories in commercial 
real estate investing—both mine as well as other investors, some ob-
scure, others famous.

One way to become successful is to watch what successful people 
do, and then do it yourself. Once you ramp up your success-building 
activities, whether commercial real estate investing or starting a busi-
ness, keep watching. Do more of what works for yourself and others, 
and stop doing what doesn’t work.

My hope is that these brief vignettes can give you some insight into 
what successful investors do in real estate. So without further pream-
ble, here are the stories.
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The Empire State Building

For almost four decades, from 1931 to 1972, the Empire State Building, 
at 1,250 feet and 102 stories, was the world’s tallest building. In 1972, 
it lost that distinction when the World Trade Center was completed, 
which in turn was surpassed in height by Dubai’s Burj Khalifa tower, 
which is more than half a mile (2,717 feet) high.

The construction of the Empire State Building employed as many as 
3,400 workers on any single day. It took a little over a year to complete 
at a cost of around $40 million. That is in addition to the $16 mil-
lion cost of the building site at 34th Street and Fifth Avenue. But the 
Empire State Building was built during the Great Depression, and so 
a year after completion, it had an occupancy rate of only 15 percent.

The building became a New York icon because of its record-setting 
height and its distinctive art deco design. A 204-foot lightning rod is 
mounted atop the roof, and the building was featured in several film 
versions of King Kong.

In 1961, legendary real estate investor Harry B. Helmsley and partner 
Lawrence A. Wien arranged to acquire the Empire State Building from 
billionaire industrialist Henry Crown, who had originally bought the 
building in 1951 for $10 million.

Helmsley and Wien purchased control of the Empire State Build-
ing for $39 million by securing a $6 million mortgage and raising $33 
million from around 3,000 investors by selling them units of a limited 
partnerships at $10,000 each—in much the same way my company of-
fers partnership units in private limited partnerships that own Class-A 
and high-quality, well-located Class-B commercial buildings.

The Empire State Building has stellar net operating income. In the 
50-plus years since the private placement sale of units to those 3,000 
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investors, the Empire State Building has paid about half a billion dol-
lars in distributions to its investors, and it’s now worth upwards of $2 
billion. Each unit is valued around $150,000.

My First U.S. Property

My first U.S. property was a previously foreclosed Class-A multiuse 
office/retail complex in Scottsdale, Arizona, one of the most beautiful 
cities in all of America. This 74,000-square-foot office/retail complex, 
which was 92 percent occupied, sat on top of ten acres of prime land 
close to the world famous Mayo Clinic.

This bank-owned property was up for auction, and with an in-place 
yield of 7 percent, I knew the complex would get lots of interest given 
the low interest rate environment. And I was right. Several very savvy, 
well-regarded, and well-known investors competed against me for the 
duration of the 48-hour auction.

As it turned out, I was the winning cash bid of $15.5 million, plus 
fees and commissions of just under $1 million. Although I won the 
bidding, I wasn’t overpaying or taking any undue risk; I never do. It’s 
not part of my proven formula nor is it a practice of successful indus-
try insiders.

You see, the property previously had a $21 million mortgage, sug-
gesting that it once worth upwards of $28 million, almost double what 
I paid. The acquisition also came with 3.5 acres of vacant land for fu-
ture development, further enhancing the value of this great property.

Shortly after my purchase, I received an unsolicited written offer for 
$20 million from one of the largest real estate brokerage firms in the 
world. If I had accepted, I would have made a quick $3.7 million profit 
in just a few months.
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Not too long after, I received a second $2 million written offer for 
the vacant land alone. While accepting these offers would have meant 
a quick and substantial profit on my investment, it’s important to re-
member that significant wealth is built over time.

I’m sure Harry Helmsley and his investor group were also inundated 
with offers for their prized Empire State Building. Had Harry and his 
investors sold early on, they never would be seen their $39 million 
investment increase to over $2 billion. Just like Harry did, I’m holding 
on for the real big gains.

Donald Bren

Through his Irvine Company, Donald Bren—64th on the Forbes list of 
billionaires with a net worth of $15.2 billion—owns a ton of commer-
cial and residential property. His real estate empire includes 500 office 
buildings, 40-plus shopping centers, 50,000 apartments, three hotels, 
and several golf clubs and marinas.

In 2014, Bren, a former Marine, broke ground on a 1.2-million-
square-foot office campus in Silicon Valley and also bought an office 
tower in Chicago for $850 million. Like me, he started at the bottom, 
working as a carpenters’ helper. Also like me, he has a penchant for 
helping others: His Irvine Company donated 55,000 acres of Orange 
County property for conservation use. Bren also pledged $20 million 
to help improve education in his local school district.

Andrew Beal

The 43rd richest man in America, banker Andrew Beal accurately pre-
dicted the financial crisis and thus virtually stopped making or buying 
loans from 2004 to 2007. When the financial sector experienced near 
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collapse in 2008, Beal bought beaten-down assets all over the country 
while the nation’s biggest banks had gotten taxpayer bailouts. These 
include debt backed by a Houston refinery, a mortgage on an office 
building, and multiple home loans.

Stephen Ross

As chairman of Related Companies, billionaire Stephen Ross is the 
developer of Hudson Yards, America’s largest real estate project. The 
development, which sits on 28 acres on Manhattan’s West Side, will 
cost $15 billion to build. New Yorkers will pay top dollar for any apart-
ments or offices with a view of the Hudson River.

But Hudson Yards is just one of Ross’s mega–real estate ventures. 
Another is Hunt’s Point South in Queens, the largest affordable hous-
ing complex built in New York City since the 1970s. He owns the Time 
Warner Center skyscraper and the Miami Dolphins, and in a bid to 
receive $4 million in annual tax breaks, he’s putting $350 million into 
renovating the Dolphins Stadium. Ross’s Related also owns the Equi-
nox fitness centers.

Lee Shau-Kee

One of Hong Kong’s 50 richest men, Lee Shau-Kee is number 27 on 
the Forbes billionaires list. He owns stakes in Henderson Land and 
the International Finance Center. His mainland real estate projects in-
clude the Henderson Metropolitan along Nanjing West Road near the 
Bund in Shanghai. Among the publicly traded Hong Kong companies 
controlled by Lee: the Mirimar Hotel and Hong Kong and China Gas.
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Wang Jianlin

Wang Jianlin runs the Dalian Wanda Group (DWG), a huge commer-
cial real estate company. DWG controls more than 200 department 
stores, shopping plazas, and luxury hotels. In 2014, Wang announced 
investment projects in Beverly Hills, Australia, and Chicago. He raised 
$3.7 billion when he listed his crown jewel, Wanda Commercial Prop-
erties, in Hong Kong.

Larry Silverstein

Six months before 9/11, the World Trade Center was leased to private-
sector developer Larry Silverstein of the Silverstein Group, who paid 
$3.2 billion to control the Twin Towers. At time of leasing, the towers 
required some $200 million in renovations and improvements.

When the World Trade Center’s towers were destroyed, a federal jury 
ruled that because the towers were struck by two separate planes, the 
assault was two occurrences for insurance purposes. Silverstein filed 
two insurance claims for the maximum amount of the policy based 
on there being two separate attacks. The total potential payout is $7.1 
billion, giving Mr. Silverstein a huge profit on the incident.

Julie Broad

Julie Broad may not be a billionaire, but she’s a self-made millionaire, 
all from real estate.

She and her husband partnered with Martin, another investor, to 
buy a million-dollar commercial property. But the market crashed and 
Martin lost the six-figure down payment.

Today 90 percent of her money and net worth are in real estate, and 
she is barely in her thirties.
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After Martin lost the down payment for the commercial property, 
Julie Broad had just $16,000 left, which she used as the down payment 
to buy a $160,000 property.

One thing Broad likes about real estate is the leverage. If she had 
invested the $16,000 in stocks and the shares went up in value by 5 
percent, she would have made $800. But if her property goes up by 5 
percent, she makes $8,000.

“There are three ways to make money from real estate,” says Broad: 
“Appreciation, rental income, and other people’s money—your renters 
paying the mortgage down.”

She notes that with real estate, when you need a chunk of cash, you 
can refinance a property or take out a secured line of credit against the 
equity you’ve built up in the property. If property values are appreciat-
ing, you will continue to have an appreciating asset and you get the 
money you need. 20

Dr. Dennis Bethel

Dr. Bethel was burned out as an emergency room physician and his 
second job as a property manager in residential real estate.21 So he 
began to look into commercial real estate, and he ultimately chose in-
vesting in large multifamily properties as a fractional investor.

He says, “Each property has its nuances, but they have all returned 
positive cash flow regularly. When I factor in the principal pay-down 
from the tenants and appreciation that comes with increases in net 
operating income, I am obtaining double-digit returns on each prop-
erty. I am now able to work part-time in medicine and am on track to 
reach my goal of retiring before I turn 50 using these passive streams 
of income.”
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The apartments are managed on a daily basis by professional prop-
erty managers. “No more tenant headaches, and the scale of the invest-
ments have kept my returns consistent.”

McDonald’s Corporation

McDonald’s is one of the largest and most iconic fast-food franchises 
in the world. But the franchisees are the ones selling burgers. McDon-
ald’s real wealth is in its real estate portfolio, in which it owns the best 
commercial property across the globe.

McDonald’s is an active real estate investor, buying and selling res-
taurant lots and other commercial properties it feels are or will be hot 
locations. It is also one of the largest landlords on the planet, charging 
rent to franchisees to use the corporately owned properties. That rent 
is on top of the 8 percent franchise fee the restaurant owners pay to use 
the McDonald’s name.

CVS

CVS, America’s leading retail pharmacy chain, is an active real estate 
investor with a team of real estate professionals. The company has more 
than 7,800 CVS/pharmacy and Longs Drugs stores employing more 
than 26,000 pharmacists. Most of the pharmacies are in freestanding 
buildings that CVS owns, giving them a huge portfolio of commercial 
real estate in prime locations.

At any given time, CVS has numerous properties for sale or lease in 
both city and suburban locations. Potential buyers may not inspect 
any portion of a store not open to the general public without being 
accompanied by a broker or other CVS representative.
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Apple Computer

Apple is another business that is not a real estate company—it is a 
global technology company—but it invests heavily in real estate.

There are 437 Apple stores worldwide. The company owns or leases 
approximately 17 million square feet of building space, 4.1 million of 
which are for its retail stores. In one year, Apple increased its real estate 
footprint 31 percent. In addition, Apple owns 1,077 acres of land in 
various locations.

Foreign Investors

Foreigners love to put their money in American real estate in general 
and commercial real estate in particular. For instance, according to the 
Washington Post (June 30, 2013), in 2013 overseas investors purchased 
or were under contract to buy nearly $1.9 billion in Washington office 
properties alone. In 2014, foreigners invested nearly $50 billion in the 
U.S. Northeast, West Coast and Chicago areas. 

Nowadays, foreign investors are buying up some of the hottest real 
estate deals of a lifetime. Lenders are more than happy to lend. And 
given the low interest rate environment, no wonder foreign investors 
have flocked to attractive U.S. property hotspots.

Savvy global investors have been flocking to the super-explosive 
value of U.S. commercial real estate. As we’ll see in chapter 7, China, 
for example, may be buying up America’s commercial real estate at 
breakneck speed, given the likelihood of stable returns. But it’s not the 
only one with its sights set on the world’s hottest property values.

For many years, Canadians were the top foreign buyers of U.S. prop-
erties. Canada’s developers, investors, and banks alike all want a piece 
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of the value—and high yield—commercial estate offers in America. 
“Canadians invested $9.85 billion in U.S. commercial properties in 
2014,” according to Real Capital Analytics, as reported by Real Estate 
Weekly. “No other country invested more, with China a far second at 
just under $6.6 billion.” 

While Canadian sales have declined recently, partly due to the 
weaker currency, the Chinese have picked up the pace. According to 
the Wall Street Journal (June 17, 2015), buyers from China purchased 
$28.6 billion of properties in the U.S. in the year ending in March 2015, 
while buyers from India and Mexico spent $7.9 billion and $4.9 billion 
respectively for the same period. 

That spending trend isn’t likely to reverse. In fact, according to the 
latest annual survey from the Association of Foreign Investors in Real 
Estate (AFIRE), foreign investors have plans to spend even more. “The 
survey, completed in the fourth quarter, found that 90 percent of re-
spondents planned to maintain the same level of investment in U.S. 
properties that they had in 2014, or increase it,” according to Real Es-
tate Weekly.

“Moving into 2015, foreign investors continue to view the United 
States as outranking other Western countries for stability, while also 
offering the best opportunities for capital appreciation. This puts the 
United States, in terms of attractiveness, ahead of European economies 
on the upswing, such as Spain, and emerging economies, including 
China and Brazil.”

Foreign investors are already flocking to U.S. commercial real estate. 
But should portions of the Foreign Investment in Real Property Tax 
Act (FIRPTA) be amended, we could see even more inflow.

In an effort to bring in even more international money flow to the 
States, Senators Robert Menendez and Mike Enzi are attempting “to 
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exempt foreign pension plans from real property sales tax—U.S. pen-
sions are already exempt—and raise from 5 percent to 10 percent the 
ownership stake at which foreigners are not taxed on a publicly traded 
company’s real estate investment yields,” according to Bisnow.com.

Foreign investors regularly cite FIRPTA as a roadblock. If we can 
change FIRPTA, it brings in greater chances for investment because—
as it stands now—foreigners are subject to a high tax burden.

Created in 1980, FIRPTA was passed to tax foreigners’ gains on in-
come from U.S. real estate. Before this came into law, we had no op-
portunity to tax foreigners on any realized profit. At the moment, it 
requires a “10 percent withholding on the sale price of a property to 
ensure payment of taxes owed,” noted the Commercial Observer. “Re-
forming the law, which also imposes a 35 percent capital gains tax on 
some property sales, it is argued, will further open up the U.S. real 
estate market to foreign investors.”

“If U.S. lawmakers succeed in removing antiquated and unnecessary 
tax burdens on foreign real estate investors, an infusion of foreign cap-
ital will help jump-start credit markets, fund infrastructure projects, 
and create jobs and economic opportunities in industries dependent 
on commercial real estate,” said the Association of Foreign Investors 
in Real Estate.
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The Easiest Way to Get Positioned in Commer-

cial Real Estate without Spending Millions

Passively enjoy the financial benefits of owning Class-A 
commercial real estate, but without requiring huge up-front 
capital or sophisticated managerial expertise by investing in 

private limited partnerships.

Recently an associate asked me, “Harmel, isn’t commercial real estate 
a massive headache to maintain and manage? And isn’t it just too darn 
expensive for the average person to buy these big Class-A commercial 
properties?”

The answer is yes to both. Commercial real estate is typically too expen-
sive for most individuals to buy, especially the premium Class-A or high-
quality Class-B buildings. And it is time and management intensive. It also 
requires large amounts of start-up capital to initially acquire the property, 
bring in tenants, and then maintain the building at a high standard. For 
example, a significant amount of capital is needed in case a roof needs 
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replacing, or if high-quality tenant improvements need to be done prior 
to a tenant moving in.

But there has for a long time been a method by which the average 
investor can enjoy the benefits of commercial real estate ownership 
without buying the whole building, without putting up huge sums of 
money, and without requiring expertise in managing real estate: Buy 
units of private limited partnerships that own commercial properties.

“If you like the idea of investing in real estate but don’t like all the 
management responsibilities it entails, a good alternative might be in-
vesting in a real estate limited partnership,” advised an article in the 
Los Angeles Times.

“In stark contrast to most real estate 
offerings, our limited partnerships are not 

burdened by up-front fees...”

As the article explained, partnerships pool investors’ money and use 
the cash to build, buy, or improve apartments, office buildings, ware-
houses, and other income-producing properties. A real estate limited 
partnership can invest in a single building or a portfolio of multiple 
properties.

By investing in such a limited partnership or limited liability com-
pany, you can derive virtually the same benefits that you would get 
from direct ownership of the property but without the headache of 
managing and operating the property. You get similar benefits when 
you invest in a real estate investment trust (REIT); however, REITs 
generally yield significantly less and are subject to stock market volatil-
ity. (For more details on the volatility of REITs, see chapter 2.)
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“Establishing a limited partnership provides opportunities for 
tax deductions between or among partners,” reported the Houston 
Chronicle. “Limited partners see direct profit from the business, and 
the business itself does not face taxation.”22

The general partner handles all the details of buying and managing 
the properties. The limited partners can get into the partnership for 
less cash than it would take to make a down payment on a piece of real 
estate.

BlackRock, Starwood Capital, John Paulson, KKR, Carl Icahn, and 
George Soros are just a few well-known names who have sold limited 
partnership interests. Many other commercial property owners have 
used the partnership model to raise money from investors—making 
billions for themselves and their investors.

As previously stated, an early example of this kind of commercial 
property investing was when Harry Helmsley and his partner Larry 
Wien bought control of the Empire State Building for $39 million by 
securing a $6 million mortgage and raising the other $33 million. They 
raised the needed funds from around 3,000 investors by selling them 
units of a limited partnership at $10,000 each.

Through real estate investment partnerships sponsored by my com-
pany, Talia Jevan Properties, we provide both institutional and accred-
ited investors the opportunity to invest in our limited partnerships as 
limited partners. These partnerships purchase, own, and operate high 
yielding Class-A commercial real estate properties, the same way that 
Helmsley and Wien did back in 1961.

By avoiding developmental plays, repositioning, or turnaround 
strategies, which involve a high degree of uncertainty, risk, and vol-
atility, investors in the limited partnerships we sponsor enjoy rela-
tively low-risk returns that are significantly higher than fixed-income  
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products, average yields on REITs, or from dividend-paying stocks, 
which are also subject to market risk and volatility.

The limited partnerships we sponsor have two simple goals. The 
first is to provide a secure and steady passive annual income stream, 
typically between 6 and 7 percent, that is generated from well-locat-
ed, high-quality premium properties. While many others promise a 
higher yield, it’s usually a percentage that an investor would even-
tually collect after certain events happen, such as a sale of an asset 
after a period where there is no cash flow at all. Remember, and as 
discussed in chapter 1, the higher the promised return, the higher the 
risk that is involved. 

In complete contrast to my limited partnerships which have no fees 
other a modest management fee, the reality is that most sponsors 
have a myriad of upfront fees and expenses built in their offerings, 
which can be upwards of 15 percent. These upfront fees actually work 
against the investor, who is essentially starting in a negative position. 
In fact, to protect investors, the New York Times (November 16, 2015) 
reported that U.S. regulators have proposed new fiduciary standards 
for financial advisors, as well as new disclosures on fees and costs that 
eat into investors’ principal. Often, investors don’t realize how much 
they are paying in fees, but their financial advisors certainly do.

Our second goal is to provide capital appreciation over time. Every-
thing else being equal, when the net operating income of any building 
goes, so does its value. So, over time, as rents move up higher, so will 
the value of the building. The main thing to remember here is that 
real estate appreciates slowly over time. 

Short term projected 12% to 15% returns that are routinely sug-
gested by many crowdfunding or real estate sponsors look great on 
Excel spread sheets but are only possible in best case scenarios, which 
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don’t always materialize in real life. The fact is that these kinds of 
projected returns, which often involve onerous debt and unrealistic 
economic outcomes, are not consistent with reality. 

Factor in the horrendous fees that many charge, and the investor is 
starting with sometimes only $85 out of every $100 invested. To make 
up for this short fall, sponsors of real estate offerings often have to 
rely on overly optimistic assumptions to project high unrealistic and 
often unachievable returns. Not surprisingly, these returns often do 
not materialize due to greater risks associated with trying to achieve 
higher projected returns, which in part are used as a lure to attract 
investors in the first place.   

If the best investments minds, which are those employed by some 
of the largest and best managed funds in the world, can only gener-
ate around 4% from mixed industrial/office properties or a bit higher 
from arranging riskier mortgages, which can also be very volatile, it’s 
absurd for various real estate sponsors to suggest that they generate 
12% to 15% in a relatively short period of time, that is of course with 
excessive risk.

By investing in our IRA-eligible real estate limited partnerships, in-
dividual investors have the opportunity to reap substantially the same 
benefits that direct ownership has in institutional quality assets—but 
without the huge upfront capital outlays or requiring sophisticated 
managerial infrastructure or experience.

In stark contrast to most real estate offerings, our limited partner-
ships are not burdened by up-front fees, something almost unheard of 
in real estate or investing of any kind today. So our limited partnership 
investors are further comforted in knowing that they have a complete 
alignment of financial interests with us as the sponsor.

Today, we are creating a number of private real estate partnerships. 
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Investors, as limited partners, acquire limited partnership interests in 
a limited partnership on a private placement basis. The general part-
ner, us, manages and deploys the funds invested by the limited part-
ners, generally over a period of six to 12 months in accordance with 
the disclosed investment strategy.

Liability is limited: Generally, the most you as a limited partner can 
lose is the money you have invested. You are not responsible for any 
expenses, losses, or liabilities beyond your investment.

Typically, a limited partner is not liable for the obligations of a lim-
ited partnership unless he or she is also a general partner or, in addi-
tion to the exercise of the rights and power of a limited partner, he or 
she participates in the control of the business or if such limited partner 
knowingly receives an authorized distribution of the partnership’s as-
sets, in which case the amount of such distribution may, in some cases, 
need to be returned. If the intention is to act as a general partner or 
exercise a level of control over operations of the partnership, other le-
gal structures may be available to minimize your exposure to liability; 
however, I suggest that you consult with legal counsel to ensure that 
such organizational structures are available in your jurisdiction.

Avoid High-Risk Partnerships

I recommend you invest only in partnerships owning or acquiring 
high-quality commercial properties generating strong cash flows from 
a wide range of high-credit tenants with staggered lease expiration 
dates. In essence, you are buying an asset that has already proven its 
value in the marketplace.

Far riskier, and to me less appealing, is buying partnership interests 
in new real estate developments. For instance, an entrepreneur saw 
an opportunity in building housing for the flood of oil workers who 
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moved to North Dakota to work in the Bakken Shale oil field. This 
developer offered interests in the developments to accredited investors 
in a private placement. The price of oil then fell from over $100 a barrel 
to around $50 a barrel, and at the beginning of 2016, has fallen to less 
than $30 a barrel. Taking oil out of the ground obviously became less 
profitable, and the oil boom in North Dakota slowed dramatically. I do 
not know whether these housing developments sold out, but you see 
the risk of development: Too many things can go wrong, and some of 
these unexpected events have the potential to make your investment 
worthless. This deal depended on the price of oil, a factor totally out of 
the investor’s control.

I much prefer buying existing quality buildings in desirable loca-
tions with good tenants, and then making the buildings even more 
attractive through making improvement to the building and providing 
better service to the tenants, as covered in my TROPHY formula in 
chapter 4.

Talia Jevan Limited Partnership Funds

Talia Jevan Properties, which I started with a personal investment of 
$20 million, is today a successful private real estate investment firm 
that proudly owns and manages 500,000 square feet of prime commer-
cial real estate throughout North America . . . independently appraised 
at almost $150 million . . . in only ten years.

Originally starting with just a core staff, today I have a highly dedi-
cated senior management team that has collectively over 60 combined 
years of real estate sourcing, acquisition, financing, operational, leas-
ing, asset management, and disposition experience.
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“While myself and my team have  
proven ourselves as investors, not as 

agents or middlemen, there are many 
that can’t say the same thing.” 

The buildings I own are mostly Class-A properties in thriving, 
socially diverse neighborhoods. Entering 2016, occupancy rates are 
holding strong at about 95 percent. They range from irreplaceable 
heritage buildings in downtown Vancouver, British Columbia, to a 
state-of-the-art medical building and class-A retail and office prop-
erties in Scottsdale, Arizona, as well as a one-third interest in 128 
prime acres in a thriving urban community slated for residential 
subdivision and development.

The same sensible investing principles that have generated a 326 
percent total return on my equity, which is 33 percent per year (sim-
ple interest) and over five times better than the S&P, are being used 
by Talia Jevan-sponsored limited partnerships.

By investing in the units of our partnerships, investors can enjoy the 
financial benefits of commercial real estate ownership, but without re-
quiring huge up-front capital nor any experience. And because our 
partnerships are performance driven, versus fee driven almost every-
one else, the only way you can own high quality commercial real estate 
cheaper is to buy it yourself directly. 

Incidentally, compared to any benchmark, our superior investment 
returns are compelling on a risk-adjusted basis. This is especially true 
considering our conservative use of debt, currently at less than 50 
percent, and that our portfolio actually prospered during the Great 
Recession.
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Our limited partnership investment strategies involve acquiring un-
encumbered assets with minimal or no deferred maintenance, which 
have an existing diverse mix of quality tenants with staggered leases, 
and at fair prices in noncompetitive transactions. We use the same 
valuation and acquisition models detailed in this book.

The limited partnerships I sponsor not only benefit from our proven 
investment strategies, but also from my money. You see, we co-invest 
alongside our limited partner investors, which can’t be said about 
most, especially the sponsors of most crowdfunding sites and others 
who are driven by fees!

Sadly, the vast majority of general partners, sponsors, and real estate 
crowdfunding sites charge a myriad of fees, many that are up front. 
Their interests conflict with the interests of their investors. In addition 
to acquisition fees, asset management fees, disposition fees, mortgage 
brokerage fees, and due diligence fees, some even charge for “pursuit” 
costs.

All in, these fees can be upwards of 15 percent. This means that the 
typical sponsor has little, if much of any, ongoing financial incentive 
left because they’ve already made their money—and they’ve made a 
lot of it up front. While the sponsor goes off to another offering, the 
investor has to wait to realize an investment return.

In complete contrast, other than a modest management fee of 1.5 
percent, the limited partnerships that I sponsor are not burdened by 
these profit-draining fees. In fact, the only way you can buy and own 
premium Class-A and well-located Class-B properties cheaper is to 
buy the assets yourself.

Furthermore, we do not receive any incentive compensation from 
our limited partnerships on the purchase and sale of our real estate 
properties until our limited partner investors receive a full return of 
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their contributed capital plus an annual preferred return, typically 
around 6 to 7 percent or higher, which we pay quarterly.

We have carefully and purposefully structured our limited partner-
ships so that our financial interests are 100 percent aligned with our 
investors. Everyone is on the same side of the financial ledger.

Our limited partnerships don’t have the fee structures typical in the 
industry because as sponsors we want to earn our income for a job well 
done, not charge it up front. We want to be motivated to create cash 
flow and lasting value, not be incentivized to do another deal for fee 
income.

While myself and my team have proven ourselves as investors, not 
as agents or middlemen, there are many that can’t say the same thing. 
As mentioned in the introduction to this book, there is an awful lot of 
dishonesty, direct and otherwise, in real estate investing.

In many instances, sponsors of schemes projecting double-digit re-
turns don’t have the personal financial success to back their claims. 
The marketing material might be slick and their credentials impec-
cable, but if they don’t have a personal track record of success investing 
in real estate, then you should not listen to them. If they can’t help 
themselves, they certainly can’t help you. 

Would you take swimming lessons from someone who can’t or can 
barely swim? I sincerely hope your answer is no. Would you take fi-
nance advice from a self-made multimillionaire or someone still work-
ing to pay off their student loans? The answer should be obvious, yet 
many individuals routinely entrust their life’s savings to individuals 
who themselves have not made money from the very same products 
they are pitching!

If I wanted to box, I would take boxing lessons from Floyd May-
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weather or from Mike Tyson, who I saw at a distance during a recent 
trip to NY. He is indeed a formidable looking individual. If I wanted 
to invest in a fund or with a broker, I would want that fund manager 
or broker to be already obscenely successful from making huge profits 
investing their own money, not from fees. Just as a reminder, 96% of 
all actively managed funds fail to beat the indexes over any sustained 
period of time, which is why Vanguard has had over $400 billion of net 
asset inflows over the last 24 months. 

Again, if someone can make money for themselves, they can certain-
ly make money for me. And, the more they have made for themselves, 
the more they can make from me. I certainly hope you agree here.

As simple as it may be, you now know why very few professional 
investors consistently make money: It’s because they have not learned 
how to profits themselves, so they cannot make money for others. As 
hard as it may be, you should not be wowed by great credentials, com-
pelling investor decks and historical data or the smooth talk of some-
one clearly adept at parting you from your money.

At the end of the day, and as crude as it may sound, the only thing 
that matters is not how impressive a person’s background is, but how 
impressive that person’s bank account is. It’s as simple as that. As I 
mentioned in my January 1, 2016, blog entitled, “The Best New Year’s 
Resolution You’ll Ever Make,” you should resolve to only invest with 
those who can clearly prove to you that they have made consistent 
profits investing their own money, whether it be in stocks, bonds, or 
the third largest asset class in the world – real estate. 
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Chapter7
Trends in Commercial Real Estate

Hottest cities for commercial real estate, oil and real estate, 
medical office market, Section 1031, and more.

With almost $150 million worth of commercial real estate, you can 
bet that I pay careful attention to changes in the marketplace that can 
affect the value of my holdings as well as open up new opportunities 
to add more Class-A buildings to my portfolio. Here are some of the 
trends and changes that may influence your own thinking.
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Houston Office Market: Waiting for the Oil Recovery

Only a few years ago forecasters were suggesting that oil might hit 
$300 a barrel, but entering 2016 the price of oil down below $30 a bar-
rel. Drivers are thrilled. Consumers have more money to spend. But it 
has decimated the oil industry.

As reported by the Wall Street Journal (January 18, 2016), more than 
100,000 jobs have been lost, shale rigs in service are down by 60% and 
$200 billion in oil and gas assets are up for sale world-wide. Drill-
ers have filed for bankruptcy. Oil-driven economies are in recession. 
Truck drivers and oil patch workers making six-digit salaries have just 
about disappeared

Why should that concern commercial real estate investors? Because 
oil-thriving economies like Houston, Texas, and North Dakota are 
running into problems. However, once the smoke clears and we begin 
to see a recovery in the price of oil, such issues could very well present 
great investing opportunities.

“It really is no surprise that Texas has one 
of the hottest commercial real estate 

markets in the nation.” 

You see, as the oil sector boomed, so did the demand for real estate. 
In fact, because of the boom, “one-sixth of all the office space under 
construction in the entire U.S. is in the metropolitan area of the Texas 
city,” noted the Wall Street Journal.

But now, because of falling oil prices decimating the industry’s 
once-fat profits, demand for offices has gone dry; oil companies have 
announced a wave of job cuts. As we all know, fewer jobs mean less 
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demand for office space. There is also less demand for housing for oil 
patch workers.

Demand for office space is “going to basically stop,” said Walter Page, 
director of office research at property data firm CoStar Group, as quot-
ed by the Wall Street Journal.

But keep an eye on the sector here. When oil recovers, office space 
demand could pick up, especially in Texas.

Is an oil recovery in fact in the offing? Seeking Alpha (June 6, 2015) 
says yes. They note that in 2015, after hitting a six-year low of $45 per 
barrel in January, by June the price of oil had rebounded by more than 
a third.

In 2014, Houston was the number two hottest commercial real es-
tate market to watch. And in October 2014, it was named the number 
one real estate market to watch in 2015. In fact, according to the Urban 
Land Institute , “Houston is on fire right now. We don’t see it letting up.”

As of June 2014, employers in the region added 93,300 jobs over the 
last year, according to the Texas Workforce Commission, thanks to 
energy and professional service growth.

And according to the Houston Business Journal, “Global investors 
are now seriously looking at markets such as Houston and Dallas/Fort 
Worth for industrial opportunities. These were markets that would 
have been a difficult sell to institutional investment committees in Eu-
rope and Asia just a few years ago.”

The Urban Land Institute ranks Houston as top in investment and 
development expectations for the year. Austin is number two because 
folks like the industrial base, the rich culture of the city, and the lower 
cost of doing business. Austin is also top choice for the office sector 
and single-family housing sectors.
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San Francisco dropped to the number three spot for 2015 because of 
growth in other cities, according to the Urban Land Institute. Denver 
is number four because it’s popular with the millennial generation and 
because of its exposure to technology and energy industries. Dallas/
Fort Worth comes in at number five because of job growth that ben-
efits from lower cost of living and doing business.

It really is no surprise that Texas has one of the hottest commercial 
real estate markets in the nation. “More than 1,000 people move to 
Texas every day,” said Bland Cromwell, partner at Coldwell Banker 
Commercial Jim Stewart Realtors in Waco, as reported on our website, 
High Income Real Estate. “There are numerous reasons, but primar-
ily it’s Texas’s business-friendly attitude, low cost of doing business, 
highly skilled workforce, robust infrastructure, and international ac-
cessibility—all of these factors are contributing to growth in the state 
and especially in commercial real estate.”

Lower vacancy rates, rising rents, and stronger office and industrial 
space construction, said the Dallas News, has really driven activity in 
the region.

In the Dallas–Fort Worth metroplex office market, for example, va-
cancy rates have improved over the last six quarters, according to com-
mercial real estate company, Xceligent. About 20 million square feet 
of new industrial space is expected. Several facilities above a million 
square feet are either being planned or are under way. Overall vacancy 
rates are expected to drop further.

New York Tourism Sets Off Hotel Boom—And 
Commercial Real Estate Sales Could Top $52 Billion

Go to New York City on the weekend and walk around early Saturday 
or Sunday morning. There are far fewer natives on the streets as New 
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Yorkers are still asleep, but the streets are filled with people in leisure 
shirts carrying cameras, looking up, and pointing at skyscrapers.

Tourism is booming in New York City. In 2014 alone, the city saw 
more than 55 million visitors—a five-year increase of 15 percent. And 
it’s expected to jump even more, as there have been 30,000 hotel rooms 
added just to meet the demand. Better yet, area hotels saw 90 percent 
occupancy rates through a great deal of 2014.

“Manhattan is experiencing an extraordinary hotel boom with com-
mitments of multimillion dollar makeovers for existing hotels and new 
construction which is being experienced throughout Manhattan, the 
outer boroughs, and Long Island,” noted Real Estate Weekly. That’s not 
expected to stop any time soon.

It’s part of the reason new hotel projects are popping up in the area. 
If all stays on track—noted the Real Deal—the number of rooms avail-
able will hit an all-time high of 110,000 by 2016. “We have not seen 
anything like today’s construction since the 1920s and early 1930s.”

Perhaps this is also why New York’s famed Waldorf Astoria was 
purchased by Chinese investors. For $1.95 billion, Hilton Worldwide 
turned over the keys of the 1,232-room hotel to Beijing-based Anbang 
Insurance Group. That’s one of the highest prices ever paid for a hotel, 
highlighting the explosive international demand for hotels and other 
Class-A trophy properties across the United States.

In fact, New York City seeing its strongest year since 2007, according 
to the New York Daily News. Building sales are likely to top $52 billion 
for the year, $12 billion more than what it saw in 2014. “Price growth 
has been partially fueled by interest in Manhattan real estate from for-
eign investors, who see New York as a safe haven for their money.”

The average price per square foot for New York commercial property 



170

WINNING WITH COMMERCIAL REAL ESTATE

hit $1,629 in the third quarter of 2014—a year-over-year increase of 24 
percent. Thanks to low interest rates and overall economic improve-
ment, the number of folks that see New York City as a safe investment 
could well increase from here.

Remember, it’s not only about the price when it comes to real estate. 
It’s about the timing: Developer RFR Holdings has been buying build-
ings across Manhattan “when other players are sitting on the sidelines, 
waiting for prices to come down,” noted an article in the New York 
Times. RFR has plans to spend $250 million on land in Manhattan, 
another $500 million on office buildings, and $100 million to $150 
million on retail properties before 2014 lets out, the article revealed.

Chinese investors have been active in the Big Apple. As mentioned 
earlier, New York’s famed Waldorf Astoria was recently bought by Chi-
nese investors. Fosun International bought the 60-story One Chase 
Manhattan for $725 million. China investors bought the New York 
Cassa Hotel, whose owners were in bankruptcy court in 2012.

In 2013, China’s richest man, Wang Jianlin, announced plans to 
build a billion-dollar hotel project in New York. He also announced an 
acquisition of a $900 million residential project in Chicago, as noted 
by Forbes. Over the next five years, Wang has plans to invest another 
$5 billion outside of China. Even residential real estate developer Chi-
na Vanke just announced plans to develop a 61-story luxury tower in 
Manhattan.

The opportunities in the commercial real estate space are red hot and 
are likely to remain that way for quite some time. Uninformed inves-
tors are missing the boom.
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Long Island City: A Shift to Less Expensive Property

Foreign money is pouring into New York City at an unprecedented 
rate thanks to the incredible value and stability offered. And it’s driving 
trophy property valuations sky high.

Now that commercial real estate prices have rocketed in Manhattan, 
investors are on the hunt for bigger, better, and less expensive office 
space in Long Island City, which is witnessing a boom of pent-up de-
mand and rising prices for office rents. With two million square feet 
of Class-A office space, 23 hotels, and many residential units planned, 
the opportunity for growth in Long Island City could be incredible. 
And as a small island, Long Island City offers water views from many 
properties and plots of land.

Vornado Realty Trust, for instance, is buying the Center Building, an 
eight-story, 450,000-square-foot office building for $142 million—68 
percent more than the $84.5 million paid for the same building in 
2013. RXR Realty paid about $110 million for the 300,000-square-
foot, six-story Standard Motor Products Building in the city as well. In 
2008, this building sold for $40.6 million.

Three years ago, these buildings were getting $12 to $18 a square 
foot, reported the Wall Street Journal. Now they’re averaging $30 to 
$35 a square foot.

Billionaire Kamran Hakim is investing in the area. Hakim led a joint 
venture purchase of the historic Clock Tower for $30.9 million. The 
Criterion Group bought this building in May 2014 for $15 million. In 
just eight months, the value doubled. That’s quite a boom.

As long as foreign investors shift money flow to Manhattan real es-
tate, prices will remain elevated. We don’t see that trend reversing at 
any point. What we do see happening is a gradual shift outside of Man-



172

WINNING WITH COMMERCIAL REAL ESTATE

hattan by folks looking for less expensive property in Long Island City.

San Francisco Real Estate: Demand through the Roof

At the start of 2014, the Urban Land Institute issued its Emerging 
Trends in Real Estate 2014 report. The report lists San Francisco as 
one of the hottest commercial real estate markets for the year. “Despite 
being one of the most expensive markets to live in and do business,” 
said the report, “the economy should do well in 2014. It’s expected to 
add jobs at a 2 percent rate for the year.”

As of September 2014, MarketWatch reported that “Economic 
growth in San Francisco continues to outpace the state and na-
tional economies. A highly educated workforce and access to fi-
nancial capital continue to drive business investment in the 
metro area,” said Wells Fargo Chief Economist John E. Silvia.  
“The housing market has made sizable gains, with new residential con-
struction coming on line, although affordability remains an issue.”

When it comes to office space, rents are rising fast. The average 
rent for office space in the city “is climbing towards levels not seen 
since the dot-com boom of the 1990s,” according to the San Francisco 
Business Times. Nowadays, San Francisco commercial real estate is 
through the roof.

The real estate investment group Paramount Group just sold the 
660,000-square-foot 50 Beale Street skyscraper to the Rockefeller 
Group for $395 million. Columbia Property Trust of Atlanta closed on 
a $309 million acquisition of the 33-story, 480,000-square-foot Han-
ford Building.

“I’ve never seen space get absorbed this fast, rents go up this fast, 
and whole buildings being pre-leased,” said Michael Covarrubias, 
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chairman and CEO of San Francisco’s TMG Partners, as reported by  
SFGate.com.

Competition for buildings—Class-A real estate included—is under 
incredible demand in the city.

“Well-capitalized investors—foreign buyers, REITs (real estate in-
vestment trusts), and pension fund advisers—are looking to take 
advantage of the rising rents and the tightening market and are aggres-
sively buying properties here,” said Caroline Rooney, managing direc-
tor for capital markets and Northern California research at Cushman 
& Wakefield, as quoted by SFGate.com.

Down the coast from San Francisco, foreign investors are active too. 
Greenland Holdings Group took a 70 percent stake in a $5 billion At-
lantic Yards project, and acquired a 275,600-square-foot site in Los 
Angeles from the California State Teachers’ Retirement System with 
plans to build a hotel, offices, and high-end homes.

Smart Investors Flocking to Detroit Boom

When a contrarian billionaire offers free advice, take it: “Be fearful 
when others are greedy and greedy when others are fearful,” says  
Warren Buffett.

“Buy when there’s blood in the streets,” said 18th-century nobleman 
Baron Rothschild. Or, as 21st-century fund manager Wayne Peters will 
tell you, “As contrarian investors, we chase the bad news.”

It wasn’t popular thought that made those men rich. It was their fore-
sight to act against it, to exploit and profit from the very thinking that’s 
duped the average investor out of billions.

Commercial real estate is the perfect example of going against the 
crowd. Look at Detroit, for example. Not even a year after bankruptcy 
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filings, investors were flocking to the region believing long-term re-
ward far outweighed risk.

Quicken Loans began construction on a 66,000-square-foot tech-
nology center. Company Chairman Dan Gilbert now owns more than 
60 Detroit properties, totaling nine million square feet. He’s invested 
north of $1.3 billion buying and renovating property in the area, noted 
Crain’s Detroit Business.

The owners of Little Caesars Pizza and the Red Wings invested $450 
million in a new sports arena and $200 million to develop the sur-
rounding area.

JPMorgan Chase has a $100 million economic plan for the city. As 
part of this program, the bank is establishing the “Detroit Service 
Corps”—a program designed to help local nonprofits access to the 
business and financial expertise they may desperately need to help get 
Detroit back on its feet.

Dongdu International bought the David Stott Building for $4.2 mil-
lion and the Detroit Free Press Building for $9.4 million with plans 
of turning it into a $50 million retail and residential complex. Google 
was establishing a Tech Hub in the area to help start-ups connect with 
Silicon Valley.

Even in the worst of times, investors flocked from all over the globe 
to take advantage of a down-and-out city “primed for an upswing,” 
reported the Digital Journal. “Coupled with an automotive industry 
back on the rise, and China’s eagerness to invest its wealth in real es-
tate, it’s no surprise that Chinese companies are snatching up buildings 
sight-unseen with the expectation of a massive ROI within 15 years.”

“The hope is that as Detroit is revived, property values will regain 
lost momentum, job growth will return, and the Detroit boomtown of 
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the past will return,” noted High Income Real Estate. “The area still has 
its problems but early investments in a city deep in disarray may prove 
profitable in the long run.”

Nowadays, the reemergence of Detroit is attracting new investors to 
the area. In fact, the area is just beginning to see demand for apartments.

Better still, businesses are booking conventions (expected to in-
crease 140 percent through 2021), moving companies to the region, 
and investing in a city once thought lost. And all it took was a wild trip 
through bankruptcy to get here. New hotels, restaurants, and housing 
projects are under way.

Even in the worst of times, investors saw value in the wreckage. They’re 
very well aware of what we say all the time: It’s all about the timing.

Miami Real Estate Boom

Miami may one day be flood prone due to rising sea levels, argue cli-
mate change experts. But real estate investors don’t seem worried. They 
are flocking to the region for the latest surge in real estate construction.

The national climate report believes that “although rapidly melting 
Arctic ice is threatening the entire American coastline, Miami is ex-
ceptionally vulnerable because of its unique geology. The city is built 
on top of porous limestone, which is already allowing the rising seas 
to soak into the city’s foundation, bubble up through pipes and drains, 
encroach on fresh water supplies and saturate infrastructure,” reported 
the New York Times.

Again, though, many aren’t concerned. In fact, the city continues to 
attract buyers from all over the world, which will fuel more growth and 
create massive opportunity.
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In just the last few years, the area has added 20,000 condo units 
in addition to commercial, retail, and entertainment properties “at 
a dizzying pace,” noted Central Coast Public Radio. There’s another 
massive $1.5 billion Brickell City Centre project that will include two 
residential condos, office space, a hotel, and retailers, spanning more 
than nine acres with 565,000 square feet.

Construction is just about to begin on the $2 billion Miami World-
center as well. Sitting in the heart of Miami, the ten-block project will 
be home to retail, residential towers, an expo center, and hotel. The 
Forbes Company and Taubman, according to World Property Journal, 
will bring a 765,000-square-foot shopping mall with Bloomingdales, 
Macy’s, restaurants, and entertainment, for example.

Miami-based MDM Group will develop a new 54-story, 1,800-room 
JW Marriott Marquis hotel and expo center set to feature 600,000 
square feet of meeting and event space.

That’s explosive. Miami may one day be underwater if we believe the 
latest global warming reports, but it isn’t stopping the near-term boom 
from happening.

South Florida Real Estate:  
Where Demand Far Outstrips Supply

South Florida rents are some of the highest in the nation, according 
to a report from apartment market research firm, Axiometrics, as re-
ported by the South Florida Business Journal. That’s because demand 
far outstrips supply.

Back in March 2013, real estate developers were building at least 50 
apartment communities in South Florida, according to Kanga Realty. 
That’s because demand is—and has been—picking up considerably.
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Everyone from retiring baby boomers, college students, and fami-
lies are forcing rental occupancies to “well beyond those in power-
house markets like San Francisco, Manhattan and Chicago,” reported 
the Herald Tribune. Wild growth in apartment demand is fueling 
quite a boom.

Even investment giants like the Blackstone Group have been moving 
into the regions. In 2013, the group bought up foreclosures for use as 
rentals. Sometimes they paid as much as 45 percent above value for 
homes.

The Canadian real estate group ICM Realty Group is opening 
its first South Florida office. It paid approximately $8 million for a 
43,843-square-foot office in Delray Beach to help it capitalize on “the 
recovering leasing market and to be expanding our portfolio in South-
east Florida’s steadily growing economy,” says the company’s CEO, as 
quoted by the South Florida Business Journal.

It’s Time You Bought in Phoenix

The growth trajectory for commercial real estate, especially Class-A, is 
off the charts. Everywhere we look across the United States, there are 
more and more opportunities.

One of our favorite hotspots continues to be Phoenix, where proper-
ties are still the most undervalued and attractive, according to AZCen-
tral.com. Reports have found the East Valley, in particular, among the 
best markets “for apartments, office buildings, warehouses, stores and 
many other types of commercial properties.”

In Phoenix, low risk and higher demand are fueling property sales 
and new development plans. In fact, according to the Phoenix Business 
Journal, “Real estate brokers, developers and investors remain opti-
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mistic the post-recession regional marketplace for apartments and are 
not worried about over saturation or risks for the current crop of post-
recession buyers.”

Perhaps that’s why Phoenix Capital Partners is raising $120 million 
for investment opportunities in multifamily real estate. Denver-based 
SPL Real Estate bought a 355-unit Phoenix apartment complex for 
$12.5 million. California-based MIG Real Estate purchased a 234-unit 
apartment complex for $35.5 million. A Los Angeles real estate devel-
oper bought a complex for $5.6 million. And the real estate wing of the 
billionaire Nazarian family purchased 1,100 apartments in Arizona for 
$34.65 million.

Such growth in Phoenix is no surprise, though. High Income Real 
Estate, which I founded, connects accredited investors to Class-A real 
estate, has been talking about the region for quite some time: “If you 
look at Phoenix in particular, it became one of the most battered real 
estate regions in the country,” they note.

According to report by Jones Lang LaSalle, 20 percent of the 82.8 mil-
lion square feet of Phoenix commercial office space inventory still sits 
empty at the end of 2015, allowing investors to pick up quality assets, 
often below the cost of construction. 

Population growth prospects for the Phoenix region give good rea-
son for excitement. In fact, according to the Urban Land Institute’s 
Emerging Trends in Real Estate 2015, the Phoenix population is pro-
jected to grow 2.3 percent. With that growth comes the potential for 
3.1 percent jobs growth, driving an explosive need for office space.
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Commercial Real Estate:  
Demand for Office Space on the Upswing

Overall, companies were in need of office space in the second quarter 
of 2014, according to real estate firm Cassidy Turley (now Cushman 
& Wakefield). New leases were inked on more than 15 million square 
feet of space in the quarter—marking a 41 percent increase over the 
previous quarter.

“The office sector was due for a stronger quarter following the weath-
er disruptions, but what is telling is that we are now observing stronger 
demand trends for Class-B and C space in many markets, indicating 
tenant demand is spreading beyond the highest quality product,” they 
noted. “Although high quality space still dominates leasing activity, the 
Class-B and C segment of the market accounted for 40 percent of the 
absorption this quarter, a major shift from the 25 percent averaged 
earlier in the recovery.”

Just a year ago, the national office vacancy rate sat at an elevated 
17.1 percent. Today, it sits at 15.1 percent—a significant improvement. 
There appears to be a definite growth opportunity for office space 
moving forward.

Many investors don’t believe job growth is as strong as reported. But 
whatever the case may be, the news of growth is encouraging busi-
ness growth and very strong demand for office space. As more than 
2.95 million jobs were created last year—the strongest job growth in 15 
years—businesses have been on a hiring spree, therefore demanding 
bigger offices.

Office vacancies should continue to fall this year, according Jeffrey 
Havsy, chief economist for the Americas region with CBRE Group, 
as quoted by National Real Estate Investor. “We do expect office space 
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demand to remain strong during 2015, fueled by healthy expansion, 
low inflation, and the internal stability of the U.S. economy.”

Better yet, according to commercial real estate company DTZ, U.S. 
businesses moved into more office space in 2014 than they have in 
eight years. Because of that, rents have increased by 70 percent.

“The U.S. office sector ended 2014 on a strong note, absorbing 21.4 
million square feet of office space in the fourth quarter, up 47 percent 
compared to the same period a year ago,” says the DTZ report. “In 
2014, U.S. office markets collectively absorbed 70.2 million square feet 
making it the strongest year of demand since 2006. U.S. vacancy fell 
30 basis points from 14.8 percent in the third quarter to 14.5 percent 
in the fourth quarter. Of the 80 metro markets tracked by DTZ, 61 
reported fourth-quarter occupancy gains.

After an incredible multibillion-dollar year for U.S. commercial real 
estate, the run is far from over for smart investors. For all of 2015, 
U.S. employers added an additional 42.4 million square feet, up from 
31.4 million square feet, with much of the growth coming from the 
technology sector.

“Millennials want more creative office 
space where they can have the open 

communication and brainstorm-
inspiring environment.” 

Just as the baby boomers control $1 trillion of disposable income, the 
so-called millennials now account for $1.3 trillion of consumer spend-
ing, or one out of every five dollars spent in the United States. The 
smart investor will take notice of whatever that generation is spending 
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money on, including real estate.

In particular, millennials want more creative office space where they 
can have the “open communication and brainstorm-inspiring envi-
ronment” they’re attracted to, according to GlobeSt.com. In her book 
Generation Gaps, Deanne DeMarco notes that millennials “want inter-
active learning and real time information” and “desire open, authentic, 
constant information.”

The rebounding office space market is worth watching too, as vacan-
cies fall and rents rise. “The amount of office space absorbed for the 
year was nearly double the level of new office space added to the mar-
ket,” CoStar Group notes, as reported by Realtor magazine. “Analysts 
expect that over the next two years annual absorption to continue in 
the 90-million square foot range.

“The strong demand suggests that occupiers have gradually slowed 
the trend of shrinking square foot-per-employee office footprints, and 
the shadow supply of empty office space left over from the Great Re-
cession is diminishing as growth moves forward at a very strong clip.”

Health Care Fuels Demand for Commercial Real Estate

Anytime you have the opportunity to invest in Class-A medical office 
space, take part.

With the Affordable Care Act now well under way, there’s a growing 
demand for office space, thanks to 32 million newly insured Americans 
and millions of retiring baby boomers. As a result, the Urban Land 
Institute believes demand for office buildings could grow 19 percent.

The estimated 64 million square feet of desired medical office space 
could dwarf current needs. Hospitals are only just beginning to shift 
more care to off-campus facilities, forcing many practices to seek 
greater medical office space.
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If we look at Maryland, for example, Baltimore’s growing popula-
tion is demanding more medical services, as reported by Cassidy 
Turley/DTZ. There are currently 10.1 million square feet of medical 
office space in the Baltimore metro area. The market is 88.3 percent 
occupied at the moment, with only 1.2 million square feet of vacant 
space, including newly built facilities. New construction has become a 
necessity, as medical office tenants are now looking for quality space to 
deliver their services.

We wouldn’t be surprised if Johns Hopkins Hospital and University 
of Maryland Medical System demanded a greater amount of space 
along the way. Medical office space has the potential to offer high in-
come reward over the long term.

In San Antonio, medical real estate is benefiting from an aging popu-
lation demanding better healthcare services. In fact, we are seeing this 
happen in many other parts of the country.

“Last year was a good year for owners of nursing homes, assisted 
living facilities, medical office buildings and other properties in the 
health care sector,” Peter Grant noted in a Wall Street Journal blog on 
January 9, 2015. That’s very likely to continue, as changes in the health-
care law create greater demand for outside-hospital properties. If this 
rate of growth continues, rental rates and development activity could 
accelerate. Opportunities are endless.

Section 1031 Exchange: What If It’s Repealed?

On February 26, 2014, the House Ways and Means Committee re-
leased a draft of a Comprehensive Tax Reform Proposal, which, if 
enacted, could repeal IRC Section 1031, the like-kind provision. In 
addition, President Obama wants to limit capital gains deferrals. If en-
acted, those limitations would apply to all like-kind exchanges as well, 
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according to the New York Real Estate Journal.

The Senate Finance Committee has also proposed a repeal of the 
1031 Exchange, “but leaves the door open for real property and intan-
gible property exchanges. It also suggests a potential modification of 
the like-kind standard to the narrower section 1033 standard requir-
ing that properties be similar in service or use,” as reported by San 
Diego Source.

As far back as 2007, the Treasury’s Office for Tax Analysis reports 
that those using the like-kind exchange of property were able to defer 
tax on more than $82 billion, according to CPA Practice Advisor.

As you can imagine, the commercial real estate industry is less than 
thrilled with the likelihood of losing 1031, which allows folks to defer 
capital gains taxes. Removing it could really make quite a mess. But 
there is a way around the 1031 if this actually happens. As reported by 
the New York Real Estate Journal, “Using IRC section 453, the install-
ment sale provision, also nearly 100 years old, those seeking tax defer-
ral on the sale of any highly appreciated property can do so through 
the use of a Deferred Sales Trust (DST).”

A deferred sales trust is a capital gain tax-deferred strategy, which 
can provide tax-planning advantages. Sellers do not have to buy a re-
placement property, as with a 1031 Exchange. With this strategy, folks 
can sell property through a charitable trust, for example. The trust 
then receives the profits from the sale of the property. Taxes are paid 
when the seller receives proceeds from that trust.

If you read IRS Code Section 453, you’ll notice it never mentions 
Deferred Sales Trust. You will find reference to the Installment Sale 
Method, though. As always, it’s best to check with a certified accoun-
tant for more. It’ll be interesting to see what happens. Hopefully, the 
1031 will be left as is.
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Why Commercial Real Estate Could Be a $1 Trillion  
Investment by 2030

As long as strength in the U.S. dollar boosts foreign investor return, 
and the economy remains relatively strong, commercial real estate 
prices will continue to rebound well.

No wonder Chinese—and other foreign—investors are flocking to 
U.S. property. In 2014 alone, international buyers picked up $92.2 bil-
lion worth of U.S. commercial property, led by the Chinese with $22 
billion in purchases, according to a report published by the National 
Association of Realtors (July 8, 2014). We believe this figure will only 
move higher.

“At the moment, we’ve seen no evidence—seen nothing that says 
there will be a slowdown [in deals],” said Steve Blank, senior resident 
fellow for the Urban Land Institute, as quoted by the Washington Post. 
There’s no shortage of demand. It’s only picking up.

 “Commercial real estate is undergoing a seismic change given the 
massive shift in global capital allocations into this asset class,” said 
Steve Collins, JLL Americas Capital Markets president, as quoted by 
MarketWatch. “As the real estate asset class matures, sophisticated in-
vestors are increasingly focused on varying their level of investment 
across global markets to achieve their objectives. We expect the com-
petition for global funds to continue.”

“Foreign capital will move the needle more than any other invest-
ment source in the United States property markets this year,” said Da-
vid Green-Morgan, director of Global Capital Markets Research for 
JLL. “The power buyers are changing. Over the last 18 months, more 
than 70 percent of all trophy assets traded in U.S. gateway markets 
were purchased with some element of foreign capital.”
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It’s been argued that as long as this growth continues as it has, com-
mercial real estate could be a trillion-dollar investment over the next 16 
years. There is major growth happening. And it simply reinforces what 
we’ve been saying for quite some time—the growth, the return, the re-
ward being offered with Class-A commercial real estate is astounding.
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Worksheet for Valuating Real Estate
These worksheets are also available as Excel worksheets and larger printable 
page versions at: www.taliajevan.com/worksheets.

1. Asset Evaluation Information

 Item 
No.  Item  Asset Information

 Score  
(1–5) 
5 being 

best

Comments

 1  Location    

 1.1 City    

 1.2 Ease of management    

 1.3 Location on the block—corner, mid- 
block, curbside

   

 1.4 Amount of crime in the area    

 1.5 Quality of the neighbors    

 1.6 Current or recent development in the 
area

   

 1.7 Area business trends    

 1.8 Environmental problems    

 1.9 Municipal or geographical constraints    

 1.10 Accessibility of location    

 1.11 Attractions and events that draw visi-
tors from out of town

   

 1.12 Nearby universities or colleges    

 1.13 Nearby amenities    

 1.14 Ability to lower costs through shared 
resources

   



189

1. Asset Evaluation Information

 Item 
No.  Item  Asset Information

 Score  
(1–5) 
5 being 

best

Comments

 2 Building information    

 2.1 Building age    

 2.2 Condition of roof    

 2.3 Condition of HVAC and electrical 
systems 

   

 2.4 Environmental issues with the building    

 2.5 Outstanding tenant issues    

 2.6 Existing contracts to be assumed if the 
property is purchased

   

 2.6.1 Total dollar amount of contracts   

 2.6.2 Total buyout of the assumed contracts   

 2.7 Repairs of the exterior façade needed    

 2.8 Interior repairs or renovations needed    

 2.9 Accessibility (i.e. multiple entrances, 
handicap, etc.)

   

 2.10 Parking attached or near the building    

 2.11 Class of building—A, B, or C    

 2.12 Square footage    

 2.13 Acreage    

 2.14 Air rights    

 2.15 Competition for a similar type of 
property in the same area
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1. Asset Evaluation Information

 Item 
No.  Item  Asset Information

 Score  
(1–5) 
5 being 

best

Comments

 2.16 Building condition report    

 3 Financial Information    

 3.1 Current capitalization rate    

 3.2 Potential capitalization rate    

 3.3 Historical average capitalization rate    

 3.4 Comparable capitalization rates of the 
surrounding area

   

 3.5 Gross annual rent    

 3.6 Cash flow    

 3.7 Average lease rate    

 3.8 Current CAM cost per square foot    

 3.9 Current property tax cost per square 
foot

   

 3.10 Pro forma financial statements    

 3.11 Assumption of current financing    

 4 Transportation    

 4.1 Airport in the city—current or under 
constructions

   

 4.2 Major freeways or highway both federal 
and provincial 

   

 4.3 Public transit (i.e. Bus, train, Sky train, 
etc.)

   

 4.4 Rail service    
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1. Asset Evaluation Information

 Item 
No.  Item  Asset Information

 Score  
(1–5) 
5 being 

best

Comments

 4.5 Bicycle routes    

 4.6 Watercraft access    

 4.7 Vulnerability of transportation system 
to weather

   

 5 Tenants    

 5.1 Number of tenants    

 5.2 Quality of tenant covenants    

 5.3 Current vacancy rate    

 5.4 Historical vacancy rate    

 5.5 Number and percentage of commercial 
tenants

   

 5.6 Number and percentage of retail 
tenants

   

 5.7 Number and percentage of residential 
tenants

   

 5.8 Percentage of space occupied by the 
largest tenant

   

 5.9 Number of people working in the 
building

   

 6 Emergency Services    

 6.1 Hospital in city    

 6.2 Distance from property to hospital    

 6.3 Ambulance service in city    
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1. Asset Evaluation Information

 Item 
No.  Item  Asset Information

 Score  
(1–5) 
5 being 

best

Comments

 6.4 Distance to local regional hospital    

 6.5 Paid or voluntary local fire department    

 6.6 Local or federal police force in the city    

 6.7 Search and rescue operation in the city    

 7 Accommodations    

 7.1 Number of hotels in the city    

 7.2 Number of motels in the city    

 7.3 Average vacancy rate of the hotel/motel 
accommodations

   

 7.4 Major chains of motel or hotel in the 
city

   

 7.5 Number of convention centers    

 7.6 Number of conventions hosted per year    

 7.7 Number of special events per year that 
draw out of town visitors

   

 8 Demographics    

 8.1 Total population    

 8.2 Population trend (increase or decline)    

 8.3 Average income in the proposed 
location

   

 8.4 Average age of the local population    

 8.5 Number of business licenses issued in 
the last calendar year
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1. Asset Evaluation Information

 Item 
No.  Item  Asset Information

 Score  
(1–5) 
5 being 

best

Comments

 8.5.1 Issuance of business licenses increasing 
or decreasing

   

 8.6 Percentage of population employed    

 8.6.1 Percentage of the employed population 
who are full time

   

 8.6.2 Percentage of the employed population 
who are part time

   

 8.6.3 Percentage of the employed population 
who are seasonal

   

 8.7 Current unemployment rate    

 8.8 Unemployment increasing or decreas-
ing

   

 8.9 Housing prices increasing or decreasing    

 8.10 New housing construction increasing or 
decreasing

   

 8.11 Commercial office space vacancy rate    

 8.12 Commercial/industrial average lease 
rate in the city

   

 9 Industry    

 9.1 Major industries in the city    

 9.2 Is the city dependent on one particular 
industry?

   

 9.3 Major employers    

 9.4 Industry trend of the major employer    
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1. Asset Evaluation Information

 Item 
No.  Item  Asset Information

 Score  
(1–5) 
5 being 

best

Comments

 9.5 New industries moving into the city    

 9.6 City pursuing other industries to move 
there

   

 9.7 Environmental issues related to the 
main employer of the city

   

 10 Upside    

 10.1 Redevelopment potential    

 10.2 Rezoning potential    

 10.3 Community plan to attract new inves-
tors and employers to the city

   

 10.4 Community plan to accommodate 
growth of the city

   

 10.5 Opportunity for exponential land 
appreciation

   

 Supporting Data    

 A Financials   N/A  

 B Demographics  N/A  

 C Environmental and engineering reports  N/A  

D Building appraisal N/A
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2. Pro and Con List
PRO: CON:

3. Asset Evaluation Checklist/Signatures

Asset Name:

Project Managers:

I have reviewed the information contained in this Asset Evaluation Checklist and agree:

Name Title Signature Date
(MM/DD/YY)
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Glossary
Absolute triple net lease—a lease that requires the tenant to pay every-
thing, including real estate taxes, janitorial, maintenance, even building 
repairs. This is the least amount of work for you, but you’ll find these 
leases are typically in single-tenant buildings. They are typically long-
term leases and sometimes are what are known as “sale lease back” deals 
in which an owner/user sells the building to an investor and then leases 
back for a long-term agreement.

Absorption—the amount of inventory or units of a specific commer-
cial property type that become occupied during a specified time period 
(usually a year) in a given market, typically reported as the absorption 
rate. (realty.org)

Accredited investor—an investor who has a net worth of a million 
dollars or more or who earns $200,000 a year or more. An accredited 
investor in the United States, in the context of a naturalized person, 
includes anyone who:

•	 	Earned	income	that	exceeded	$200,000	(or	$300,000	together	
with a spouse) in each of the last two years and has the 
expectation to make the same amount this year or ...

•	 	Has	a	net	worth	over	$1	million,	either	alone	or	together	with	a	
spouse (excluding the value of the person’s primary residence).

  On the income test, the person must satisfy the thresholds for the 
three years consistently either alone or with a spouse, and cannot, 
for example, satisfy one year based on individual income and the 
next two years based on joint income with a spouse. The only 
exception is if a person is married within this period, in which 
case the person may satisfy the threshold on the basis of joint 
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income for the years during which the person was married and 
on the basis of individual income for the other years.

  In addition, entities such as banks, partnerships, corporations, 
non-profits, and trusts may be accredited investors. Of the entities 
that would be considered accredited investors and depending on 
your circumstances, the following may be relevant to you:

•	 	Any	trust,	with	total	assets	in	excess	of	$5	million,	not	formed	
to specifically purchase the subject securities, whose purchase is 
directed by a sophisticated person, or

•	 	Any	entity	in	which	all	of	the	equity	owners	are	 
accredited investors.

  In this context, “a sophisticated person” means the person must 
have, or the company or private fund offering the securities 
reasonably believes that this person has, sufficient knowledge 
and experience in financial and business matters to evaluate the 
merits and risks of the prospective investment.

In Canada, the requirements to be an accredited investor are:

•	 	An	individual	who,	alone	or	together	with	a	spouse,	owns	
financial assets worth more than $1 million before taxes but net 
of related liabilities; or an individual, who alone or together with 
a spouse, has net assets of at least $5,000,000.

•	 	An	individual	whose	net	income	before	taxes	exceeded	$200,000	
in both of the last two years and who expects to maintain at least 
the same level of income this year; or an individual whose net 
income before taxes, combined with that of a spouse, exceeded 
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$300,000 in both of the last two years and who expects to 
maintain at least the same level of income this year.

Capitalization rate—a percentage that relates the value of an income-
producing property to its future income, expressed as net operating in-
come divided by purchase price. Also referred to as cap rate. (realty.org)

Cash on cash—a return measure that is calculated as cash flow before 
taxes divided by the initial equity investment. (realty.org)

Class-A buildings—a classification used to describe an office build-
ing with asking gross rents based on a specified range between the 
top 30-40% of the office rents in the marketplace. Class-A buildings 
are well located relative to the needs of major tenant sectors in the 
marketplace. Building systems (mechanical, HVAC, elevator and util-
ity) have capacities that meet both tenant current requirements as 
well as anticipated future needs. Building services are characterized 
by above average maintenance, management and upkeep. Buildings 
must exhibit more than one of the characteristics but need not exhibit 
all of the characteristics to be considered Class-A. Because property 
characteristics in different markets vary dramatically, property class 
definitions will remain subjective. (naiop.org)

Class-B buildings—a classification used to describe an office building 
with asking gross rents based on a specified range between the asking 
gross rents for Class-A and Class-C space. Class-B buildings are in 
average to good locations relative to the needs of major tenant sec-
tors in the marketplace. Building systems (mechanical, HVAC, eleva-
tor and utility) have adequate capacities to deliver services currently 
required by tenants. Building services are characterized by average to 
good maintenance, management and upkeep. Buildings must exhibit 
more than one of the characteristics but need not exhibit all of the 
characteristics to be considered Class-B. Because property character-
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istics in different markets vary dramatically, property class definitions 
will remain somewhat subjective. (naiop.org)

Class-C buildings—a classification used to describe an office building 
with asking gross rents based on a specified range between the bottom 
10% to 20% of office rents in the marketplace. Class-C buildings are in 
less desirable locations relative to the needs of major tenant sectors in 
the marketplace. Building systems (mechanical, HVAC, elevator and 
utility) have capacities that may not meet current tenant needs. Build-
ing services are characterized by the existence of below average main-
tenance, management and upkeep. These buildings generally depend 
chiefly on a lower price to attract tenants. Buildings must exhibit more 
than one of the characteristics but need not exhibit all of the char-
acteristics to be considered Class-C. Because property characteristics 
in different markets vary dramatically, property class definitions will 
remain somewhat subjective. (naiop.org)

Commercial real estate—any multifamily residential, office, industri-
al, or retail property that can be bought or sold in a real estate market. 
(realty.org)

Common area maintenance (CAM)—the amount of additional rent 
charged to the tenant to maintain the common areas of the property 
shared by tenants. Typical examples include such work as landscaping, 
snow removal, exterior lighting, as well as insurance and property tax. 
(sba.gov)

Current rents—rents now being paid by existing tenants on existing 
leases. Combined with the lease terms, the current rents determine 
whether the property has the capacity to grow rents or is declining.

Double net lease—an agreement in which the tenant is responsible for 
both property taxes and premiums for insuring the building. Unlike a 
single net lease, which only requires the tenant to pay property taxes, a 
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double net lease passes more expenses along in the form of insurance 
payments. The landlord is still held responsible for structural mainte-
nance expenses. Each month, the landlord receives the base rent plus 
the additional payments. (Investopedia)

Escalation clause—a clause in a lease which allows the landlord to in-
crease the rent in the future to reflect changes in expenses paid by the 
landlord, such as real estate taxes, operating costs, etc. This can take 
three forms: 1) fixed periodic increases, 2) adjustments based on the 
Consumer Price Index (cost-of-living increases), and/or 3) an increase 
tied to the increased costs of operating the property. (sba.gov)

Expenses—in a lease, refers to what expenses are paid by the tenant 
and which ones are paid by the owner.

Full service rent—this refers to an “all-inclusive” rent that includes 
operating expenses and real estate taxes for the first year. The tenant is 
generally still responsible for any increase in operating expenses over 
the base year amount. (sba.gov)

Gross lease—a type of lease in which the tenant pays a flat sum for 
rent, covering all landlord-paid expenses, including taxes, insurance, 
maintenance, utilities, etc. By having all these costs thrown in, you can 
better forecast your monthly expenses and also avoid potentially high 
bills associated with these operating costs. (sba.gov)

Internal rate of return (IRR)—the percentage rate earned on each 
dollar that remains in an investment each year. The IRR of an invest-
ment is the discount rate at which the sum of the present value of fu-
ture cash flows equals the initial capital investment. (realty.org)

Lease commencement—the date at which the terms of the lease are 
implemented. (Investorwords.com)
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Lease expiration—the scheduled expiration date of the lease. When-
ever you approach the lease expiration, you face the risk that the ten-
ant may vacate and the opportunity to raise the rent if the market is in 
an upswing.

Letter of intent (LOI)—an informal and preliminary agreement be-
tween the tenant and the landlord indicating intent to move forward 
with negotiations. Always consult your legal counsel before signing 
any Letter of Intent. (sba.gov)

Net lease—a lease in which the tenant pays all property operating 
expenses in addition to the stipulated rent. Disclosure of the specific 
expenses to be paid directly by the tenant is required. (naiop.org)

Net operating income (NOI)—the potential rental income plus other 
income, less vacancy, credit losses, and operating expenses. (realty.org)

Options to renew—the tenant’s lease renewal terms. An example is 
two five-year options, which means the lease options could run for ten 
more years with the same lease terms if they are fully exercised.

Real estate broker—a real estate professional who helps clients buy, 
sell or lease retail or commercial properties.

Rentable area—the computed area of a building as defined by the 
guidelines of Building Owners and Managers Association (BOMA) 
and typically measured in square feet, including both core/structure 
and useable area. The actual square foot area for which the tenant will 
pay rent. It is the gross area of an office building, less uninterrupted 
vertical space (such as stairways and elevators). Unlike usable area, 
rentable area includes common areas such as lobbies, restrooms, and 
hallways as well as the measurement of structural columns and archi-
tectural projections. (realty.org)
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Section 1031—a section of the U.S. Internal Revenue Service Code that 
allows investors to defer capital gains taxes on any exchange of like-kind 
properties for business or investment purposes. Taxes on capital gains 
are not charged on the sale of a property if the money is being used to 
purchase another property—the payment of tax is deferred until prop-
erty is sold with no re-investment. (investopedia.com)

Single net lease—a lease where the tenant pays a monthly base as 
well as property tax. The landlord is responsible for all other operat-
ing expenses.

Square footage—a measurement of how big a building or space is; e.g., 
a warehouse space measuring 100 feet by 30 feet is 3,000 square feet. 
Commercial space is rented or leased on a dollar-per-square-foot basis. 
In 2011, the average purchase price of a commercial building was $104 
per square foot.23

Tenant—a person or entity who has possession of the property though 
a lease. A tenant also may be referred to as a lessee. (realty.org)

Tenant improvements—preparation of leased premises prior to or 
during a tenant’s occupancy, which may be paid for by either the land-
lord, the tenant, or both. (realty.org)

Term—refers to the duration of the leases with the tenants. Long leas-
es tend to be good because they are more secure and ensure steady 
cash flow for the owner. On the other hand, in an upward-trending 
market, long leases can cause you to miss the opportunity to raise rents 
as prices go up. Short leases are good because at the end of every lease 
is the opportunity to raise rents to the current market rate, but the 
downside is a lack of assurance of steady cash flow: The tenant may 
decide to move instead of renew. If you have decided you want more or 
less risk, lease term becomes a big issue. Generally, the longer the lease 
with credit-worthy tenants, the less risk.
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Triple net lease—the tenant pays taxes, maintenance and property 
insurance and all costs associated with their occupancy, including 
personal property taxes, janitorial services and all utility costs. The 
landlord is responsible for the roof, the structure and sometimes the 
parking lot. (naiop.org)

Trophy building—a landmark property that is well known by the 
public and highly sought by investors such as pension funds, insur-
ance companies, foreign investors and tenants. Generally one-of-a-
kind architectural designs, with the highest quality of materials and 
finish, expensive trim. These properties are more desirable than Class 
A buildings. (naiop.org)

Vacancy rate—a measurement expressed as a percentage of the to-
tal amount of vacant space divided by the total amount of inventory. 
This measurement can be applied to either an individual building or 
an aggregation. If sub-tenant space is excluded from the calculation, 
the term Direct Vacancy Rate is recommended. (Synonym: Overall 
Vacancy Rate) (naiop.org)
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