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INTRODUCTION 
 

 

sia is emerging as a world power, and we have been fortunate to experience its immense growth 

and rapid modernization.  Co-author Robert M. Taylor has had experience as an advisor and  

real estate manager for the Government of Singapore, GSIC, Mitsui Real Estate Sales, and the People’s 

Republic of China. In the mid-1990’s, Taylor had the honor of sponsoring the first group of real estate 

professionals from the China Council for the Promotion of International Trade, CCPIT and the Ministry 

of Construction, PRC to the United States.  For nearly two decades, he has developed meaningful 

personal and professional relationships and has been instrumental in helping privatize business in China.  

Our friends and clients have asked us to help Asian real estate investors understand basic real estate 

concepts to assist them in making sound investment decisions in the United States. In Asia, the culture, 

laws, regulations, and land ownership in each country have distinct differences from the U.S. that can lead 

to conflicts and poor decision making.  The purpose of this book is to help investors avoid making 

mistakes and to minimize risk.  The intent of the contents is to inform.  It will touch upon essential real 

estate topics and concepts to provide the reader with basic knowledge, along with an understanding of 

investment tactics or strategies implemented in the United States.  

It will touch upon basic real estate knowledge and professional specialties that are utilized by 

accomplished practitioners.  As no two properties are exactly alike, the reader needs to understand that 

there are distinct and important differences between residential and commercial properties. Additional 

detailed study and analysis may be required for more complex properties.  The information contained in 

this book will generally apply to all states in the United States of America; however, the reader should 

note that real estate law differs from state to state.    

The authors each have decades of specialized real estate and investment experience and can facilitate the 

origination and consummation of real estate sales transactions in the United States.  
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1C h a p t e r   
 
WHY INVEST IN THE UNITED 
STATES? 
 

 

he real estate market in the United States has become more attractive than ever for investors from 

Asia. The economic conditions prevailing on both sides of the Pacific Ocean are creating a 

window of opportunity for maximizing investment capital. 

The converging factors suggesting this is the right time to make investments in the United States are as 

follows: 

• Bargains in U.S. real estate 

• Prospects for future appreciation of U.S. real estate 

• Lack of liquidity in the U.S. financial markets 

• Stability of the U.S. Government 

The following chart is a snapshot of real estate performance and projection for the future.  Understanding 

the business cycles of real estate will assist the investor in taking advantage of opportunities in real estate.  

Timing is critical to minimize risk and to take advantage of periods of market recovery. 

With the increase in the cost of energy, food, and other goods and services, we can expect higher inflation 

during the next decade.  Historically, the best hedges against inflation are hard assets such as gold, silver, 

and real estate.  Real estate provides an excellent hedge as there continues to be a shortage of developable 

land in the United States. The cost of construction will continue to rise with global market demand for 

raw construction materials depleting supplies, as well as added pressure for increased wages and 

employee benefits. The forecasted shortage of developable land and the demand for existing real estate 

will be critical.   
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• Date Source: CEL & Associates Inc. at www.celassociates.com and The REMM Group at www.remmgroup.com 

As an example, California is reported to be growing by 500,000 people each year, producing a demand 

for approximately 230,000 new homes annually.  Due to the cost of capital, delay in obtaining building 

entitlements, the supply of new homes in California are predicted to be less than 140,000 units through 

2013.  Once the inventory of existing homes is absorbed and the credit market recovers, home values will 

again increase.  The increase of international trade with Asia will be a major contributor to the economic 

vitality of the southern California region.    

The benefits for an investor are as follows: 

• Cash flow from invested capital 

• Diversification of  investments 

• Legal protection of property rights 

• Facilitation of U.S. visa opportunities  

• Increase in value over time   

• Ownership of the land, as well as the improvements 

The “American Dream” of property ownership, along with its benefits and personal enjoyment, has 

become very attractive. Many individuals from the west side of the Pacific are now considering 

investment in the United States the “Asian – American Dream.”  Now is the time to take advantage of this 

opportunity.

http://www.celassociates.com/
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C h a p t e r   
 
WHAT IS THE BUYING 
PROCESS? 
 

 

        teps to investing in the U.S.A.   

1) Determine goals and objectives of investing  (Chapter 2) 

2) Establish a team of experts (Chapter 2) 

3) Determine how to fund the Investment – financing or cash.  Pre-qualify and transfer of money to 

the U.S.A.  (Chapter 3) 

4) Select the investment (Chapter 9) 

5) Make the offer to purchase (Chapter 4) 

6) Exercise due diligence (Chapter 6 and 7) 

7) Process the Escrow (Chapter 5) 

8) Secure title insurance  (Chapter 5) 

9) Management and leasing strategies (Chapter 8) 

Determine Goals and Objectives of Investing 

The goals and objectives of the buyer are critical to any investment in the United States.  Your 

representative in the United States will need to have a clear understanding of your investment 

expectations in order to achieve your objectives with a minimum of risk.  The following is an example 

questionnaire that will assist a real estate consultant in determining the investment strategy for the 

investor. 
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Investor Questionnaire 
United States Real Estate Investment 

Name __________________ e-mail address___________________ 
 

1. Have you been to the United States?    

 If so, when was your last trip?   

 How long were you in the United States?   

2. Are you interested in EB-5 or L-1 immigration via investment opportunities?  Y  N  

3. Do you currently have international investments in real estate?   Y  N 

4. What are your investment interests? 

 Residential?                             Y   N 

 Office buildings?                     Y   N 

 Industrial buildings?                Y  N 

 Shopping centers?            Y  N 

 Land?                                      Y  N 

If single family residence:    

� Is the purchase for immigration?          Y  N 

� Is the purchase to provide student housing?    Y N  

� Is the purchase for investment only?           Y N 

5. Do you wish to be the only owner or to purchase with a partner?          Y N 

6. Are you interested in pooling your funds with other partners to purchase a larger property?     Y N 

7. How many years do you expect to maintain ownership of an investment property? ____________  

8. What are your expectations of return on investment?  _____________ 

9. What is your scope of real estate knowledge?    

None -Somewhat Knowledgeable -Very Knowledgeable 

10. Would you be willing to travel to the United States to view potential investments?  Y  N 
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Establish a Team of Experts 

Association with the right professionals is the key to maximizing your return on investment and 

minimizing personal risk.  Experience and reputation are key in evaluation of the real estate firm you are 

trusting to assist in purchasing investments in the United States.  

The real estate broker needs to have knowledge of the market 

place and business contacts to identify opportunities.  The 

broker should place the welfare of the investor before that of his 

own and must be honest with the investor to communicate the 

risks of the investment as well as the potential benefits. 

Supporting the broker will be a team of accountants, attorneys, 

escrow personnel, title companies, appraisers, lenders, leasing 

staff, and real estate managers that will work in the best interests of the investor.  There is an added 

benefit to the investor, if members of the team of experts speak in the native language of the investor and 

have knowledge of the home country of the investor.   

Avoid Mistakes 

“Be the best or be the rest” 
 
The two most important considerations in investing in the United States are one, to have the right real 

estate representatives; and two have an interpreter that understands real estate on both sides of the Pacific.  

The right real estate representative is important due to the fact that money is involved.  Is your 

representative or agent looking after your interests or their own interests?  It is important to qualify the 

company and the individual as to their integrity, experience, and understanding of marketplace. 

Your representative in the United States must understand the business cycles and market conditions.  We 

would refer to this as having a trusted advisor who is there for you in all seasons.  During the spring and 

summer, all could be going well, and everyone is happy.  But in the fall and winter when the clouds get 

dark and the weather turns gloomy is when the true test of the relationship is at occurs.  Your 

representative should place your best interests above themselves and be a problem solver if problems 

should arise. 

Real estate is a specialization; and even though there are many residential real estate brokers that are 

bilingual in English and an investor’s native language, there are very few brokers who understand 

commercial or investment real estate.  Translation and understanding of the United States legal system, 
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accounting, taxation, and general documentation can be technical and confusing; therefore, the interpreter 

must be knowledgeable in real estate and regional business practice.    

Creation of Value 

Knowledge of the marketplace and attention to detail are key factors in creating value.  Value creation 

starts with not overpaying for the property at the time of purchase, and the buyer having a plan for the 

property.  Listed below are some examples of creation of value: 

1. Purchase of a property during a distress situation where the seller is motivated to sell. 

2. Purchase of a property that is in the path of future growth. 

3. Purchase of a property that is in need of physical improvements that will result in higher income. 

4. Purchase of a property that may be converted to a higher and better use. 

5. Purchase of a property where the rents are below the market. 

6. Purchase of a property where demand will exceed supply. 

The two financial categories that influence Net Operating Income or Profit are Income and Expenses. 

Income is normally the easiest route to maximize profit.  The vehicle to being able to obtain the highest 

rents possible is through quality management.  Experience tells us that a tenant will pay a premium for a 

well maintained property where attention to detail is critical.  The tenant of a rentable space, whether it is 

residential, office, retail, or industrial will take pride in where they live and work.  The surroundings are 

an extension of their personal life or their business and have a direct effect on their quality of life.  If a 

property looks successful, the chances are it will be successful. It is important that your management 

company have pride in the property they manage and a perception of quality.  One of the biggest mistakes 

investors make in investing in the United States is to focus on not spending money to maintain and 

improve the asset. Poor management which does not make repairs, does not improve the landscaping and 

does not keep the property looking new, will result in diminishing the attractiveness of the property, 

resulting in lower rents and higher vacancy. 

Building expenses will always need to be monitored and evaluated.  Expenses can be categorized into two 

categories: (1) non-controllable, such as real estate taxes and local fees and (2) controllable, such as 

utilities, repairs and maintenance, professional fees, salaries, and advertising.  It is the proper allocation of 

expense costs that is important.  In many cases it is to the advantage of the owner to increase expenses in 

certain areas such as management, landscaping, and janitorial, in order to achieve a higher rent schedule 

and lower vacancy. 
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PURCHASE CONTRACT FLOW CHART – ALL CASH 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CASH 

Offer to Purchase 

To include proof of funds 

Period of Negotiation 

Counter Offers 

 

Offer Accepted 

Open Escrow 

Initial deposit is made at this time 

Professional Property Inspection 

Receive, Review, Accept Seller’s Real Property Disclosures 

Close Escrow 

Final Payment and 

Settlement Statement 
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C h a p t e r   
 
FUNDING THE INVESTMENT  
 

Transferring of Funds to the United States 
 

t is in the best interests of the investor to make arrangements to transfer 

investment funds to a bank account in the United States and to retain  

control of the account in the name of the buyer or his trusted representative.  If 

the money is in the account of a designated representative, the agent should show 

proof of a fidelity bond and maintain the funds in a separate trust account.  One 

of the purposes of transferring funds to a designated account is to allow the agent 

to act quickly and bargain with the seller to lower the purchase price in trade for a 

quick close of escrow. 

Once the goal of the investor is identified, the buyer’s representative will then search the marketplace for 

the best property that meets those objectives. Depending on the urgency of the buyer and the 

opportunities available, the search may take as long as several days to several months to identify and 

negotiate the right deal. 

Risk Analysis 

“Minimize risk through Knowledge” 

 
With any investment there is always the element of risk.  One question to always ask is “if I needed to sell 

the property the day after its purchase, would I be able to obtain the return of my investment?”  It is more 

important not to lose the invested capital than it is to obtain a return on the investment.  A good broker 

will, on behalf of the buyer, investigate the risks to the best of his ability and advise the buyer of the risks.  

The broker must take the position that if he would not take the risk in the purchase of real estate, then he 

should not advise his client to make the purchase. Some risks include the following: 
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Supply and Demand      Oversupply may create a decrease in value, while increase in demand would 

normally increase value.  Consideration must be given for the future value of the asset.  There are some 

areas in the central portion of the United States where property sells for the same price or less than it may 

have sold for twenty years ago. Properties on the East Coast and West Coast of the United States have 

appreciated at a much greater rate.  Major contributing factors for reducing risks are to invest in areas 

where developable land is scarce, such as Hawaii and California. 

Environmental     It is recommended that the buyer investigate the former uses of the real estate being 

purchased.  In the United States, a property owner may be responsible for cleaning up contaminated 

ground created by a prior owner.  The prior use of the property is usually well documented. Risk of 

purchasing property with environmental problems is minimized by inspection of government 

documentation during the due diligence period prior to the close of escrow.    

Government Regulations     The risk of government regulations such as compliance with municipal 

zoning and obtaining permits is minimized by purchasing property that has been developed, as nearly all 

concerns involving environment, traffic, uses, and utilities have been investigated.  There is a greater risk 

of owning land without entitlements or government permits. 

Function   Is there a market demand for the type of property being purchased.  An example may be the 

over building of regional shopping centers in the U.S.A.  If buyers make more purchases over the internet 

the future of large regional centers may diminish. 

Employment      The creation of jobs is a key to economic growth of an area.  Likewise loss of jobs can 

present an investment risk.  An example would be the city of Detroit, in the State of Michigan, which has 

lost many well-paying jobs to offshore manufacturing. 

Natural      Fire, flood, and storms would be the most common type of natural risk.  This type of risk is 

covered by insurance. 

Economic    Timing is always important in investing in real estate, along with knowledge of the real 

estate cycles.  In good times, you want to plan for the bad times.  Fortunes are made when there are more 

sellers than buyers. 

Uncontrollable Costs     Careful due diligence and analysis of the condition of the asset prior to purchase 

will reduce risk of unforeseen repair and replacement.  For the future, the cost of energy and scarcity of 

developable land will be a major concern. 



 

10 

T

4
 

C h a p t e r   
 
OFFER TO PURCHASE - 
STRATEGY 

 

he investor and his representative should construct the offer in such a manner that it becomes a 

research tool to identify factors that are of most importance to the seller.   

  

There are five main factors to negotiate in the purchase contract. They include the following: 

• Price 

• Down payment 

• Seller Financing 

• Term of the escrow period 

• Guarantees 

Price 

The seller establishes the price, which is a function of not only market conditions, but the seller’s 

motivation to sell.  It is important to determine the reason for the sale and the extent of motivation prior to 

making an offer.   

Down Payment  

The amount of the deposit may vary, although it is in the best interests of the buyer to minimize the 

amount of the deposit. It is not uncommon to increase the deposit once the initial due diligence period is 

complete. 

 
In negotiating a purchase, the larger the down payment, the more confidence the buyer has in his capacity 

to purchase the property.  Depending on the objectives of the buyer, the down payment can be 100 
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percent of the purchase price (all cash purchase) or no down.  Younger buyers usually prefer a low down 

payment because they have a lifetime to pay off the debt.  A first time buyer would normally have income 

from his employment and be more interested in equity appreciation and less interested in cash flow.  

Seller Financing 

It is usually preferable to request the seller to finance the buyer’s purchase.  The debt is be secured by the 

property and is typically for a time period of three to seven years.  

Term of the Escrow Period 

Depending on the objective of the buyer and seller, the term of the escrow can be as short as several days 

or as long as a year.  A long escrow is common for land purchases, where the buyer is attempting to 

secure permits from a local municipality to construct buildings on the property.  

Guarantees 

When purchasing income property, the value of the real estate is not only the value of the land and the 

physical improvements, but also the value of the leases and income stream.  As an example, a shopping 

center may have 20 tenants of which ten leases may be expiring within the next year.  If the leasing 

market is not strong and there is a good possibility that several of the tenants may not renew their leases, 

then it may be prudent for the buyer to request a rent guarantee for a specific period.  This is money that 

may be held in escrow and released to the buyer if certain events do not occur.  The buyer’s agent who 

has local knowledge of the marketplace will make their evaluation and may make this a condition of 

purchase.  Additionally, a seller may sell income producing property with a rent schedule which is higher 

than actual.  The buyer may request from the seller a rent guarantee for a reasonable length of time to 

raise the rents to market value.  

Identifying What is Important to the Buyer 

It is best to make an offer at a lower than asking price, with a low down payment, with the seller to carry 

back a note for a seven to ten year term at a favorable interest rate, a long escrow, and rent guarantees 

from the seller.  In essence, we are asking for as much as possible with the objective of identifying what 

the seller feels is important.  The purpose of the offer is to quickly identify areas that are favorable to the 

buyer. The response to the offer will indicate what is of most importance to the seller.  In some cases the 

seller will not counter offer on price and demand no seller financing. 
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In other cases, the seller may demand a higher price, but offer favorable concessions to the buyer.  The 

strategy many times is to agree to the seller’s specific demands as long as they are reasonable in order to 

gain advantages to the buyer.   

This is where a good real estate broker acting in the best interests of the buyer will earn his commission 

saving money for his client.   

A buyer who is willing to pay all cash and complete the purchase quickly once the due diligence is 

completed is at a strong advantage, especially when there is a shortage of liquidity for long-term 

financing.  Cash is a wonderful bargaining tool.  Depending on supply of the real estate product identified 

by the buyer and the existing demand, the buyer’s representative may find it necessary to make numerous 

offers before a final purchase.     
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Sample Offer, Agreement and Escrow Instructions 
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Purchase Contract Flow Chart

Offer to Purchase
↓

Counter offer
↓

Offer Accepted
↓

Open Escrow
Initial Deposit

↓

↓
Professional Property Inspection 
Additional Deposit due to Escrow

↓
Receive, Review, Accept Seller's Real Property Disclosure 

↓
Receive, Review, Accept Condominium Documents

(If Applicab le)

↓
Conditional  and/or  Final Loan Approval

↓
↔
↓
↓

Close Escrow
Final Payment

Final Settlement Statement
30  -  45 days

**  Closing may be delayed if there are other conditional terms
     e.g. - Pet treatment, termite tenting, encroachment agreements  

Conduct a Professional 
Property Survey

Conduct a Professional 

Apply for Loan    or   Cash Purchase

Termite Inspection
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C h a p t e r   
 
ESCROW 

 

he term "escrow" means any agreement between two or more parties (principals) wherein the 

delivery of the instruments, monies, items of value, or evidence of title to real or personal property  

are deposited with a 'NEUTRAL' third party, (the escrow agent). This agreement contains specific written 

instructions executed by all parties to the transaction. 

Other parties may be brought into the escrow by virtue of the instructions and requirements of the buyer 

and seller, i.e., the lender, lien holders, contract vendors, etc. In order for the seller and buyer to complete 

the transaction, it may be necessary to receive money and documents from these other parties. These other 

parties will deposit their items of value into the escrow along with their written instructions which confine 

the items to the escrow until their conditions have been met. The escrow fee is usually split between the 

buyer and seller, but this can be changed by an agreement of the parties. 

Some of the functions performed by the escrow agent to close a real estate transaction are listed below. 

• Receive a completed and fully executed purchase and sale agreement and/or lender’s instructions.  

• Order and deliver a commitment for title insurance to the parties of the transaction.  

• Order all necessary payoff statements and demands to clear the title.  

• Prepare all necessary documents to transfer title.  

• Prepare the estimated and final closing statements.  

• Obtain all necessary signatures, funds, and documents to close the transaction.  

• Record and deliver all necessary documents and disburse the funds according to the parties and/or 

lender’s instructions.  

Title insurance is the safeguard that an owner needs to obtain at the close of an escrow to assure oneself 

that there are no future problems with resale of the property.  Title insurance is not expensive and in many 

cases the cost is shared equally between buyer and seller. 
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Sample Closing Statement
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C h a p t e r   
 
REAL ESTATE APPRAISAL 

 

hat is the value of a property in the United States?  Although this may seem like an obvious 

question, surprisingly, it is often overlooked. 

In the past, many foreign investors new to the U.S. markets were not adequately informed about 

the value of the properties in various locations.  Many made the mistake of comparing their own 

country’s property values to that of U.S. property values. Today’s investor should not make the 

same mistakes. They should investigate the value of the real estate properties in consideration of 

government structure, real estate laws and regulations, land tenure (land ownership), economics, 

local supply and demand, demographics and culture. It is also imperative that the investor engage 

an experienced, reputable and licensed Appraiser that will objectively evaluate the market value 

of the subject property they are interested in acquiring.
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Define the Scope of Work

↓
Inspect the Subject Property and Neighborhood Properties

↓
Collect Pertinent Data

↓
Determine the Highest and Best Use of the Subject Property

↓
Apply Appropriate Appraisal Methodology or Methodologies

↓

↔ Market Comparison ↔
Approach

 1. Estimate the value of  1. Locate comparable  1. Estimate the potential 
     the land.      properties in the same      gross income.

     or similar neighborhoods.
 2. Estimate the current cost  2. Estimate the effective
     of replacing the building.  2. Compare the selected      gross income.

     properties with the subject
 3. Estimate and deduct the      property and make the  3. Deduct annual operating
     amount of depreciation.      appropriate adjustments.      expenses to arrive at

     net operating income.
 4. Add the estimated land  3. Reconcile comparable
     value to the depreciated      information; estimate a  4. Estimate the property
     cost of the building.      conclusion of value based      value via: (1) direct

    on the best market data      capitalization rate and/or
    after comparison.      (2) discounted cash flow

     method.

↓
Correlate the Approaches to Value

↓
Complete the Appraisal Report

Cost Approach Income Approach

BASIC STEPS FOR APPRAISAL VALUATIONS
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VALUATION 

In the United States, the majority of appraisal valuations are conducted by independent appraisers 

licensed in their respective State jurisdictions.  The investor is cautioned, however, that not all appraisers 

are experts in appraising different types of properties. The appraiser utilized should be competent and 

have the knowledge and experience in appraising the type of property that is being purchased. Appraisal 

valuations may be conducted for sales purposes, real property tax assessment purposes, eminent domain 

purposes (condemnation), collateral evaluation, securitization, estate settlement and mortgage lending 

purposes.  All real estate investors need accurate valuations that specifically identify the intended use, the 

intended user and a defined scope of work. 

 
SCOPE OF WORK 
There are many types of appraisals that are done for different purposes, thus, the scope of work must be 

well defined and agreed upon by the appraiser and the client. The Uniform Standards of Professional 

Appraisal Practice (USPAP) defines scope of work as “the type and extent of research analysis in an 

assignment”.  Scope of work includes, but is not limited to: 

• The extent to which the property is identified; 

• The extent to which tangible property is observed; 

• The type and extent of data researched; and 

• The type and extent of analyses applied to arrive at opinions or conclusions. 

 

MARKET VALUE 
International valuation standards were established in 1984 by the International Valuation Standards 

Committee (IVSC), a non-government organization member of the United Nations.  There are many 

definitions of Market Value; however for purposes of this section, the Market Value of the International 

Valuation Standards Committee (IVSC) will be utilized as follows:  

 

“Market value is the estimated amount for which a property should exchange on the date of 

valuation between a willing buyer and willing seller in an arm’s length transaction after proper 

marketing wherein the parties had each acted knowledgeably, prudently, and without 

compulsion”.i 
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LAND TENURE (Land Ownership) 
Generally, there are two forms of land ownership in the United States, fee simple estate and leasehold 

estate. 

 

Fee simple estate:  “Absolute ownership unencumbered by any other interest or estate, subject only to the 

limitations imposed by the governmental powers of taxation, eminent domain (condemnation), police 

power and escheat (the right of ownership goes to the government if a person dies without a will or 

discoverable heirs)”. 

In the United States the individual has the opportunity to own land by purchasing his land in fee simple; 

subject to the four limitations mentioned above. 

 

Leasehold interest:  “The interest held by the lessee (the tenant or renter) through a lease transferring the 

rights of use and occupancy for a stated term under certain conditions”.   

The fee simple estate owner can lease his interest for a lump sum fee payment or a periodic fee payment 

for a specified time period which is negotiated between landowner (lessor) and the lessee (the tenant or 

renter).  At the end of the lease term the land reverts back to the fee simple owner. 

 

HIGHEST AND BEST USE 
The Highest and Best Use Analysis is essential in the appraisal process because it will help the appraiser 

define the Scope of Work that will be performed for the client.  

 

A highest and best use analysis identifies the most probable and profitable competitive use for the subject 

property.  Since economic conditions change, a property's highest and best use changes as well.  This 

analysis is an essential step in the determination of market value because it establishes a framework for 

the proper selection of comparable properties.  

 

There are four main tests in a highest and best use study:  (1) governmental requirements and limitations 

like zoning and private deed restrictions; (2) physical constraints; (3) financial feasibility; and (4) 

maximum productivity.  If more than one use survives the first three tests, then the use that produces the 

highest positive reward with the least risk is the highest and best use."  
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APPRAISAL METHODOLOGY  
There are generally three basic valuation methods considered in a real estate appraisal: the Cost Approach, 

the Market Comparison Approach and the Income Approach.  

 

COST APPROACH 
The Cost Approach in normal circumstances can be utilized to establish the upper limit of value of a 

proposed or newly constructed structure. As the structure ages, the reliability of this approach to value 

dissipates because depreciation cannot be precisely measured and its replacement cost is difficult to 

estimate accurately.  The cost approach consists of four basic steps: 

1. Estimate the value of the land;  

2. Estimate the current cost of replacing the building;  

3. Estimate and deduct the amount of depreciation;  

4. Add the estimated land value to the depreciated reproduction or replacement cost of the building 

to arrive at the total value of the property. 

 

1.  Estimate the Land Value 

The Market Comparison Approach (in the following section) can be used to determine the market 

value of the vacant site.   

 

2.  Estimate the Replacement Cost  

Replacement cost is the total cost of construction required to replace the subject building with a 

substitute of like or equal utility using current standards of materials and design.  These costs include 

labor, materials, supervision, contractor’s profit and overhead, architectural plans and specifications, 

sales taxes and insurance. 

 

Replacement Cost should not be confused with Reproduction Cost, which is the cost of replacing the 

exact replica of all the original materials in place.  This cost is usually much higher due to the 

unavailability of older material, finishes and fixtures utilized when the original building was 

constructed.  An example of this would be to estimate the cost of reproducing an exact replica of a 

historical building. 
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3.  Estimate and Deduct the Depreciation  

In appraising, depreciation is “a loss in property value from any cause: the difference between the cost 

of an improvement on the effective date of the appraisal and the market value of the improvement on 

the same day”.   

Three components (types) of depreciation: 

• Physical deterioration- due to basic wear and tear from regular use 
• Functional obsolescence- due to a flaw in design, function and/or utility 
• External obsolescence- due to negative influences on market conditions 

 

4.  Total Value of the Property 

Add the estimated land value to the depreciated reproduction or replacement cost of the building to 

arrive at the total value of the property. 

 

MARKET COMPARISON APPROACH 
The market comparison approach is the most commonly used method for appraisal valuation when good 

market comparables similar to the subject property are available.  However, in order for a property to be 

considered similar, it must have the same Highest and Best Use as the subject property and be reasonably 

comparable in size, location, physical condition, and other such characteristics.   

 

There are three main steps in the market comparison approach:  

1. Locate several comparable properties in the same or similar neighborhoods.  

2. Compare the selected properties with the subject property and make appropriate plus and minus 

itemized adjustments to the sales prices to account for any significant differences in age, location, 

or physical characteristics. Note:  When utilizing this approach to value for commercial income 

producing properties additional items of comparison such as the income ratios, capitalization rate, 

price per unit and price per square foot must be considered. 

3. Reconcile all the comparable information and estimate a conclusion of value based on the best 

market data after comparison.  
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INCOME APPROACH 
The income approach is the most important valuation technique when evaluating commercial and income 

producing properties.  Each property is complex and contains variables unique to each individual property.  

Items such as existing short and long term tenant leases, capital reserve and budget analysis, investment 

holding periods, uneven cash flow and expenses, rent up analysis for new or vacant buildings need to be 

carefully investigated when appraising commercial properties. 

 

In the income approach, the value of a property is the present worth of the projected future income stream 

over the property’s determined investment period prior to sale or the remaining economic life of the 

improvements. 

 

There are four basic steps to determine the value of a property:  

1. Estimate the potential gross income; 

2. Estimate the effective gross income; 

3. Deduct annual operating expenses to arrive at net operating income; 

4. Estimate the property value via:  

a. The direct capitalization rate method, and/or 

b. The discounted cash flow (DCF) method. 

 

Direct Capitalization Method  

In the appraisal profession the direct capitalization is the process of converting net operating income into 

value.  This method extracts a capitalization rate (also called cap rate) from sales of similar properties via 

the following formula: 

 

   Net Operating Income (NOI) ÷ Sales Price (SP) = Capitalization Rate (Cap Rate) 

  Example:   $100,000 (NOI) ÷ $1,000,000 (SP) = 10% (Cap Rate) 

 

Implicit in an established capitalization rate are investor expectations about risk, return and change.  

Utilizing the above formula, once an established NOI and an appropriate Cap Rate is determined in the 

marketplace, the market value of the subject property can be estimated as follows: 

 

Net Operating Income (NOI) ÷ Capitalization Rate (Cap Rate) = Market Value (MV) 

  Example:   $100,000 (NOI) ÷ 10% (Cap Rate) = $1,000,000 (MV) 
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In a perfect world, with perfect data the Direct Capitalization Method of appraising would be the most 

accurate method of appraising commercial properties.  Most commercial properties differ in location, size, 

design, architecture, purpose, tenant leases, holding periods, uneven cash flows and many other individual 

property circumstances, thus weakening this approach to value as the complexities of the commercial 

properties increase.  For these reasons, the Direct Capitalization Method should be utilized as a guide and 

as a check on the other approaches to value.  

 

Discounted Cash Flow Method (DCF) 

Most institutional lenders and sophisticated investors prefer this method of valuation for income 

producing properties because it is property specific and incorporates the thought process of the typical 

purchaser/investor. 

 

The DCF method of valuation is based on the present value of the anticipated income stream of the 

property.  The investor will determine his holding period of the subject property which will be dependent 

on increasing the maximum cash flow over a period of time. This creates increased value for a future 

resale. Historically, future dollars are worth less due to inflation; therefore, future dollars are discounted 

into present worth dollars via a market derived discount rate.  The Discounted Cash Flow Analysis 

exhibits income change, equity recapture and return on investment capital demonstrating what the typical 

purchaser/investor is considering in the specific marketplace. This method can also be customized to 

include debt service over the designated investment period to determine a specific investment value. 

 

SUMMARY 
Since there are no two properties that are exactly the same, the investor must understand the importance 

of an accurate appraisal report. Whether it is a residential property or a commercial property, a credible 

appraisal of the subject property by a knowledgeable and experienced appraiser is an essential step in the 

decision making process when purchasing real estate in the United States. 

 

 

 

 

 

__________________________ 
 Unless specified, all definitions are taken from the Appraisal Institute Dictionary of Real Estate Appraisal, fourth 
edition 
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7C h a p t e r   
 
DUE DILIGENCE 

 

he “Due Diligence” period commences upon acceptance of an offer to purchase and is a very 

important aspect of the real estate transaction, as it is the period of time in which the buyer has the  

opportunity to investigate all aspects of a real estate property prior to the consummation of the sale. Due 

diligence periods are negotiable and are usually longer for larger and/or more complex properties.  Due 

diligence is the examination of those factors and forces which influence the property’s performance and 

financial viability.  

In most cases, the investor will hire a real estate due diligence consultant/counselor to coordinate the due 

diligence inspections, gather the information, and report to the client. It is important for the coordinator to 

utilize professionals that can perform within the specified due diligence period.  The workload of the 

various consultants and the coordination of inspection scheduling are the two major pitfalls in failing to 

meet the contract deadlines. 

The performance of “Due Diligence” can be broken up into the following basic categories:    

Examination of the property’s title. Understanding what is being purchased is key in further identifying 

current or future possible uses of the property.  Title examination will also define the boundaries of the 

physical property and any limitations which may exist.  

Examination of the properties historical uses. Previous uses of a particular parcel of real estate could 

have lasting effects which, if unknown or undisclosed at the time of purchase, could contribute an undue 

burden on the prospective purchaser.   

Examination of the permitted land uses - current and potential. Each municipality and community 

establishes zoning requirements for land within their jurisdiction. This permitted land use and zoning can 

change over time and be modified to conform to current property owners and community desires. These 

permitted land uses can greatly influence real estate values, especially if the structures on the property do 
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not conform to current allowed uses. Likewise, land which has had its zoning changed to allow for higher 

and more profitable uses may increase in value.  

Examination of the property’s current uses and/or tenants. This study should determine if the 

property is being used to obtain the greatest return for the property owner. Permitted land may be 

amended to include additional uses.  This may increase the land value of the real estate. 

Examination of community and regional trends. Understanding the needs and growth of a community 

is immensely important to maximizing the development of real estate. As a community expands and 

changes over time, the understanding and ability to forecast what the community needs is immensely 

important to maximizing potential income.  

Examination of property’s financial sustainability. This is the act of studying a property’s financial 

feasibility, along with projecting the needs for the building maintenance, that results in necessary budge 

capital for improvements and maintenance. By reducing surprise costs and allowing for projected 

maintenance there is the ability to provide for greater consistency in making monetary disbursements to 

owners.  

The following is a non-exhaustive list of information sources for performing due diligence which should 

be coordinated by your real estate due diligence consultant/counselor: 

• Title companies 

• Local municipal building / planning department  

• Lending institutions 

• County Recorder’s office 

• Local law enforcement agencies 

• Environmental research companies 

• Current vendors of the property (i.e. Landscaping Company, Janitorial Company, Maintenance 

Company)  

• Neighbors 

• Property inspection companies 

• Local real estate professionals 

• Market research companies 

• County economic development corporations 

• Tenants 

• Covenants, Conditions, and Restrictions 
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• Local laws / regulations i.e. (rent control laws) 

• Local demographics including flood zones, population, fire fuel hazards (trees if near a forest),  

and major local employers  

• Previous utility bills (for evaluation and future budgeting) 

Commercial Properties 

Commercial properties are complex in nature and require a thorough review of various components.  The 

purchaser may elect to hire a due diligence coordinator that is experienced in assembling a due diligence 

team.  The buyer’s broker should assist the coordinator to obtain various documents necessary for review 

prior to inspection. 

The following are the documents that the buyer, his coordinator and his professional consulting team 

should have for a “Due Diligence” investigation: 

• Physical Information 

Site plan, floor plans, building plans, mechanical and electrical specifications, list of special 

items to be sold (if applicable) 

• Financial Statements 

Income and expense report (year-to-date and previous three years), budget for the coming year, 

current tenant rent roster, current property tax bill, tax history 

• Miscellaneous Documents 

Property deed, management agreement, tenant leases and amendments, ground lease 

agreement and amendments (if applicable), third party leases and operating agreements (if 

applicable), current financing documents (if applicable), certificate of occupancy, 

miscellaneous contracts, maintenance agreements, equipment leases, personal property list, 

insurance policies, licenses, employee lists (if applicable) 

• Property capital/FF&E expenditures 

Previous three years, budget for current year, year-to-year capital expenditures, five-year 

projection 

•  Market information 

 Market statistics, demographic data, area amenities 
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• Reports

Phase I Environmental Audit Reliance Letter and Phase II (if necessary), American 

Disabilities Act report, engineering reports, preliminary title report, American Land Title 

Association survey, subsoil reports, development studies, previous appraisal report, copy of 

any property condition survey, summary of any legal action affecting property (for example, 

employee lawsuits).   

A Phase I Environmental Site Assessment is a report prepared for a real estate holding which 

identifies potential or existing environmental contamination liabilities.  A Phase II 

Environmental Site Assessment is an “intrusive” investigation which collects original samples 

of soil, groundwater, or building materials to analyze for quantitative values of various 

contaminants.  

• Forms 

Confidentiality agreements, proposed purchase and sales agreement and exhibits 

Upon completion of the due diligence reports, the coordinator and 

buyer’s broker will meet with the purchaser to determine the 

soundness of subject property.  If deficient items are detected and 

in need of repair, the purchaser’s broker will then negotiate these 

items of concern with the seller and/or his broker.  Should an 

agreement between both parties be reached and a sales transaction 

concluded, the final steps are to secure a mortgage loan, if 

necessary, and obtain a clear title to the property from a reputable 

title and escrow company.   
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8C h a p t e r   
 
MANAGEMENT OF THE ASSET 

 

   e “good to the property and the property will be good to you.” Of the various professional                                                                  

   specialties involved in the real estate investment process such as the architect, broker,  

appraiser, lender, leasing agent, attorney, and accountant, it is the real estate manager who is key in the 

creation of value and protection of the physical asset.    

Some investors spend as little as possible on maintenance and the general 

appearance of their properties to increase their immediate short-term financial 

cash flow; however, it is important to focus on quality and have a pride of 

ownership attitude.  In doing this, you would want to direct your real estate 

manager to keep your property in the very best of condition.  This is a long-

term strategy that will result in lower costs of major repairs, achieving the 

highest rents in the marketplace, lower tenant turnover, a higher occupancy 

level, and a higher value of the property at time of sale. 

When selecting a real estate manager, the fee should be secondary to the quality of the firm.  The 

experience and education of the manager is critical to the future success of the real estate.  If the 

management fee is too low the quality of their performance will be reflected in the profitability of the real 

estate. It is best to focus on having the most qualified real estate manager who will take a personal interest 

in your investment and work hard and smart to create value. 

With the advent of urbanization in the United States during the 21st century, the real estate industry has 

become highly specialized and sophisticated.  The twenty first century will focus on energy conservation, 

technology and pollution controls resulting in real estate management becoming even more complex.  

Trade organizations such as The Counselors of Real Estate (CRE), Building Owners and Managers 

Association International (BOMA), Building Owners and Managers Institute (BOMI), The Institute of 
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Real Estate Management (IREM), and International Council of Shopping Centers (ICSC) play an 

important role in promoting the exchange of ideas and best practices for the industry.  The real estate 

industry is constantly changing, and the real estate manager must maintain a high degree of knowledge to 

best represent his client. 

Following are some considerations to make in selecting a quality management company: 

• Length of time the management company has been in business 

• Education and experience of the real estate manager 

• Geographic area managed 

• Type of product managed 

• Accounting and reporting 

• Success of properties managed  

Objectives of a Real Estate Manager 

The main objectives of a real estate manager are to operate and maintain all aspects of properties on the 

owner’s behalf; carry out all landlord responsibilities as per various leases and administer the provisions 

of the lease, insure that the obligations of both sides in the lease are consistently and accurately met, per 

the terms of the lease document; ensure that all provisions of the covenants, conditions and restrictions 

are carried out by all parties subject to the documents; and maximize the value of the investment for the 

property. 

The real estate manager is the conduit between the owner and the tenants of the property. The manager 

represents the owner in dealing with the tenants and insulates the owner from having to deal with the day- 

to- day operation of the property.  

It is the manager’s job to ensure that the tenants are able to function in a safe, secure, and clean 

environment. The manager’s professional training, knowledge of the “best practices” and existing laws 

and codes, all help to ensure that the owner’s position is properly represented and the tenants’ obligations 

under the lease, are satisfactorily met. Contracts for the many products and services that are necessary to 

effectively run a property are prepared and administered by the real estate manager.   

The real estate manager is accountable for the efficient handling of rents, billings, and expenses that 

directly impact the successful financial operation of the property. Annual budget development and regular 
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financial reporting, delineating actual performance compared to budget, are of paramount importance to 

the property owner. This allows the owner to have complete financial knowledge of the success of his 

investment. Financial reporting can be handled electronically through the Internet, allowing the owner 

continual monitoring of the manager’s accounting activities.  

A tenant retention program is developed and maintained by the real estate manager.  The tenant retention 

program starts when a potential tenant first shows interest in becoming a building occupant and continues 

until that tenant has relinquished its tenancy in the building. A solid retention program put in place by the 

real estate manager will cause quality firms to want to become tenants in the property and to continue 

their tenancy long after their initial lease has been renewed.  

There is an old axiom in real estate management that it is much 

cheaper to retain a good, quality tenant than it is to have a tenant 

vacate and then have to find another tenant to take their place. This 

is a very true statement, and it is the responsibility of the real estate 

manager to ensure that he is operating the owner’s property as 

efficiently as possible, while maintaining the highest level of tenant 

loyalty and satisfaction.  

The negotiation of leases should include the involvement of the real estate manager, whether directly or in 

a supporting role to the leasing team. Generally, the real estate manager has the best knowledge of his 

existing tenants, their demands, needs for larger or smaller spaces, their payment history with the building, 

etc.  Most often it is the real estate manager who can best handle the renewal of an existing lease, 

ensuring that the needs of the tenant are met, while the property owner’s financial objectives are achieved. 

Real estate managers are responsible for all actions that involve or influence the properties he manages. 

Real estate managers are responsible for the following: 

a.  Planning Creating a budget and innovative management plan that describes the anticipated 

operation of the property during the next year. 

b.  Organizing Organizing the operations of the property to produce expected results.  

Establishing performance goals for the on-site managers and other supervisory 

personnel so that each job is directed, with teamwork toward the objectives of the 

management plan. 

c.  Staffing Selecting, training, and motivating on-site personnel. 
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d.  Directing Providing administrative support to on-site personnel who have the responsibility 

for the day-to-day operation of the property. 

e.  Controlling Overseeing collection of income and the management of expenses so as to 

produce the maximum economic benefit to the property. 

f.  Analyzing Analyzing the operating results of the property in relationship to its management 

plan and making recommendations for adjustments to the plan as needed. 

g.  Communicating Keeping owners advised of significant operational problems and deviations from 

the management plan.  

Specific Responsibilities 

• Ensure all funds due landlord are received in a timely manner including minimum rent, 

percentage rent, impounds, real estate taxes, insurance premiums, common area 

maintenance and late charges. 

• Maintain quality tenant relations between management and tenants. 

• Ensure that good relations exist between the merchants and that each merchant does not 

disturb his neighbor's right to quiet enjoyment. 

• Respond to all tenant and customer complaints regarding center operations or lease 

administration and keep detailed chronological notes regarding these items. 

• Keep tenants informed of all major repair work planned at the property, such as painting 

or resealing the parking lot. 

• Maintain community relations between each property and the community. 

• Interface with government officials, legal counsel, insurance companies, and merchant 

associations. 

• Encourage cooperative advertising among merchants and represent landlord in this regard. 

• Preserve the general well-being of the center. 

• Approve all invoices and expenditures for property maintenance and repairs. 

• Prepare annual management plan and detailed budgets for income and expense of each 

property and adjust tenants' impounds, as necessary. 

• Calculate each tenant's pro rata share of tax liability and bill major tenants accordingly. 
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• Ensure that the assessment of real estate values by the County Assessor's office is 

reasonable for each parcel of property.  If assessment is determined to be unreasonable, to 

protest taxes requesting re-evaluation. 

• Maintain files on real estate tax assessments, bills, and correspondence. 

• Prepare the calculation of year-end adjustments of impound accounts. 

• Obtain a record for property summary of gross sales reports (if a retail establishment). 

• Monitor trends in figures submitted on gross sales reports and take appropriate action, if 

necessary. 

• Interpret all leases and prepare lease abstracts. 

• Re-negotiate leases with existing tenants and prepare leases for signature. 

• Review, modify, and prepare for signature all equipment waivers submitted by tenants. 

• Assist the brokerage in leasing efforts, such as putting up leasing signs, reviewing leases 

before they are sent out, and making suggestions regarding tenant mix, etc. 

• Post notices of non-responsibility on new tenant's premises.  Prepare and serve Notice to 

Pay Rent or Quit. 

• Enforce the use clause of each lease. 

• Ensure that tenants comply with all insurance recommendations by insurance carriers. 

• Monitor the collection of insurance certificates from tenants. 

• Handle and submit to insurance carriers all claims by customers who have sustained 

damage while in the common area. 

• Maintain the security of the customers in the common area. 

• Monitor and control all activities in common areas, including sidewalk sales, activities by 

outside groups, employee parking, Christmas tree sales, abandoned cars, etc. 

• Certify air conditioning units to be in good working order for new tenants, if necessary.
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• Approve all sign renderings submitted by new tenants on existing properties. 

• Supervise the maintenance and repair of the building and common areas of each property, 

including, but not limited to, sweeping, lighting, pest control, asphalt maintenance, 

striping, painting, refuse, landscaping, public restrooms, etc.  This involves hiring and 

firing of contractors and negotiation of maintenance contracts. 

• Maintain management files on all maintenance and repair aspects for each property.  

• Maintain chronological record books of all projects, actions, etc. 

• Handle all calls from new contractors soliciting work. 

• Ensure that general contractors honor their warranties. 

• Maintain vacant spaces at the property, including window washing, checking for roof 

leaks, sewer gas prevention, etc. 

• Ensure that tenants leave spaces in an acceptable condition at the end of their lease term. 

• In the event a property is sold, obtain estoppel certificates from each tenant and assist in 

the transfer of the management and lease records to the new owner. 

• Keep owner informed of operations and provide monthly financial reports in accordance 

with needs of owner. 

• Review with owner, on a periodic basis, the status of each property. 

Communication between Manager and Owner 

“Real estate managers create value” 

The Internet has simplified the ability to communicate between the property owner and management.  

Financial statements, photos, and reporting can be completed in real time.  Communication and 

understanding the objectives of the owner are critical.  It is important for the management company to 

have associates on their staff who are bilingual and speak and write in the language of the investor.  

Reporting  

The real estate manager submits monthly status reports to the client.  In property management, the reports 

not only have to be accurate, since they concern other people’s money, but they must be timely as well.  
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Types of Reports 

Monthly Summary 

The monthly summary is a narrative report that summarizes the events of the past month. It comments on 

vacancies, delinquencies, major expenditures, budget variances, and any major problems occurring on the 

property. 

Balance Sheet 

A record of assets and liabilities for the property is presented on the 

Balance Sheet. 

Income and Expense Report 

This type of report shows a summary of rents collected and operating expenses by category (maintenance 

and repair, salaries, taxes, insurance, etc.). The difference between income and expense is identified as net 

operating income (NOI). If a loan payment is included in the report, it becomes a cash-flow statement.  

Only the interest, and not the principal of a mortgage payment, is deductible on income taxes.  This report 

also includes year-to-date summaries and comparison percentages of expense items to income collected. 

Income – Expenses = Net Operating Income (NOI) – Debt Service = Cash Flow 

Budget Comparison Report 

The Budget Comparison Report compares the actual income and expense costs compared to the budget on 

a monthly, quarterly, and annual basis.  

Check Register 

A check register is a list of checks that includes the check date, payee, and amount.  

Rent Roll 

The Rent Roll lists all units in a building and provides information regarding the current tenants who 

occupy those units.  Information is broken down by each individual tenant and includes: square footage 

per unit, name of the tenant, monthly charges, lease term, security deposit on hand, and accounts 

receivable balance.   

Security Deposit Balance 

The Security Deposit Balance (liability) is also shown on the Security Deposit Report.  This report 

includes all security deposits on hand, including deposits for any former tenants.  For accounting purposes, 
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Security Deposits funds are considered liabilities and are reflected as such on the Balance Sheet.  In some 

states, these funds must be kept separate from the property operating account funds. 

Aged Delinquency Report  

The Aged Delinquency Report reflects amounts billed that remain outstanding (unpaid) for each tenant at 

a point in time.  It is sorted by tenant and provides detail of each charge, along with the total owed by 

each tenant.  It groups outstanding charges based on the number of days past due. 

Vacancy Report 

The Vacancy Report provides a list of units that remain unoccupied.  These vacant units will also show as 

vacant on the Rent Roll.  This report may provide the following information regarding the unit: number of 

days vacant, current market rent, and historical rent obtained.  

Summary 

When investing in commercial real estate in the United States, the role of the real estate management 

professional cannot be overemphasized. It is imperative for the investor to have a quality, well-trained, 

well-staffed real estate management team that will effectively represent the investor’s position. The care 

and handling of one’s investment in real property cannot be passive. A competent management team is 

what is needed to ensure the investment is a long-term success for the investor.  
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INVESTMENT 

nvestors should give careful consideration to the type of investment and consider how the 

investment fits into their long-term business strategy. As an example, if the investor is in  

the manufacturing business, it would be logical to concentrate on the investment of industrial properties 

as the investor would have basic knowledge of this product type and comfort level.  Other investors may 

have an interest in the purchase of retail, office, residential improved real estate or vacant land.   

The following is a brief introduction of types of investment properties: 

Residential Properties 

Residential properties are not as complex as commercial properties; however, a 

due diligence period is warranted for such services as a home inspection, 

termite inspection, building structure review, pool inspection and any other 

service that is deemed necessary to satisfy the buyer’s needs. Typical due 

diligence periods run five to fifteen working days from the acceptance of the 

sales contract.  The length of the due diligence period is negotiable between 

buyer and seller.  One of the most important investments a person will make is 

a residence, which may be a primary, secondary, or vacation home.  In addition 

to the normal expenses of utilities and general maintenance, there are a few 

other costs that may not be familiar to the Asian buyer.    

Real Estate Taxes.   In most states, property taxes are paid annually, usually in two installments due in 

April and November.  In some cases, the lender will collect the property tax from a buyer each month 

along with the mortgage payment and will make the tax payment to the taxing authority when due.  In 

California property tax is approximately 1.2% of the value of the real property. 

Condominium 
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Home Owners Insurance.  Insurance is required if the home is encumbered by a mortgage; and like 

taxes, the premium may be collected by the lender and paid annually.  Insurance would normally cover 

losses due to fire, burglary, or visitors who may be injured on your property. 

Homeowners Associations.   It is not uncommon in new developments, especially in urban areas, that the 

property being considered for purchase may belong to a home owner’s association.  In this situation, you 

and your neighbors share in the expenses, such as common area landscaping, a community swimming 

pool, building insurance, general maintenance, and management.  The homeowner’s association fees vary. 

It is always a good idea to inspect the neighborhood both during the day and at night to confirm that there 

is not a concern with such items as noise, crime, parking, or traffic. 

During the due diligence period the buyer may wish to request any of 

the following: 

1. An independent home inspection 

2. A natural hazard disclosure report 

3. An environmental hazards and disclosure report 

4. An insurance loss history report 

5. A review of all building permits for the address 

6. Home Owner’s Association Rules and Regulations 

The Office Building 

An office building can be defined as a property that provides facilities (space) to 

a tenant engaged in services (legal, accounting) rather than a location where 

goods are sold (shopping center) or manufactured (industrial building).  An 

investor needs to review the past history of the property and make allowances for 

increase in the cost of power consumption, tenant improvement expenditures, 

and expense to lease vacant space. 

Supply and Demand 
Developers build office space dependent on two types of demand. 

1. Space-created demand. Typically, developers build only when the vacancy rate drops below 7 percent 

or when they anticipate a declining vacancy. 

2. Money-created demand. Developers build because lenders have money to lend. The availability of 

money for their projects encourages developers to proceed with development. This results in high 

Single Family Home 

Office Building 



Invest U.S.A. 

48 

vacancy rates as it ignores basic principles of supply and demand.  

Desirability 
Why are some office buildings at full occupancy with high rental rates while others are half empty at 

bargain-basement rents? The answer is “desirability and good management.” Office desirability is divided 

into four categories or grades.  The grades are achieved by ranking 12 criteria. 

 
1. What are the benefits of the location?  Based more on prestige than geographic area. 

2. What are the benefits of the neighborhood?  Based on appearance and upkeep of other buildings in 

the surrounding area. 

3. Transportation. Are freeways and rapid transit systems convenient? 

4. Prestige of building. Does the reputation of the tenants enhance the building and vice versa? 

5. Appearance. Does the building have an attractive façade and entrance (so-called “curb appeal”) which 

enhances an older building? 

6. Lobby. Is it clean, neat, and cheerful?  Is the directory neat and organized? 

7. Elevators. Are they conveniently located?  Are they clean?  Are they high-speed? 

8. Corridors. Are the colors and design coordinated?  Are they cheerfully decorated and well- lighted? 

9. Office interiors. Do offices have window views, good column spacing, and sufficient ceiling height? 

10. Tenant mix. What is the reputation of the tenants (i.e., attorneys, CPAs, etc.)? Are their services 

compatible? 

11. Tenant services. Are the janitorial and security services of high quality? Does the building have built-

in telecommunications? 

Retail – Shopping Centers   

Shopping centers are a relatively new phenomenon and did not have a dominant presence until after 

World War II. 

More than 42,000 shopping centers exist in the United States, which represents a 15-fold increase in the 

last three decades. California leads the way in malls with over 5,300; Florida has over 3,000; Texas, over 

2,800; and New York has approximately 1,550 to round out the top five states. 

Shopping center retail sales are approximately $950 billion per year and account for 55 percent of all 

nonautomotive retail sales. Leasable space totaled 5 billion square feet, (which equates to over 18 square 

feet (or 1.69 square meters) of retail space for every United States resident.  
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Shopping Center Classifications 

Strip Center 

1. Strip centers are small in size, consisting of several stores. 

2. Strip centers are usually laid out in a straight line, L, or U shape. 

3. Strip center trading area is usually the immediate neighborhood. 

4. Strip centers frequently have a convenience store as a typical 

anchor tenant. 

5. The function of the strip center is to provide convenient and 

accessible one-stop shopping.  

6. The focus of a strip center is strictly on location and community 

convenience. 

Neighborhood Center 

1. Neighborhood centers are normally 25,000 to 125,000 square 

feet  in size  

2. A neighborhood center normally has one anchor (main) tenant 

such as a supermarket or discount store. 

3. The trade area for a neighborhood center is usually up to two 

miles. 

Community Center 

1. The typical size of a community center is 125,000 to 300,000 square feet  

2. A community center contains two or more anchors such as a home improvement store, junior 

department store, discount store, variety store, or supermarket. 

3. The trade area is usually over three miles. 

Regional Center 

1. The size of a regional center is up to 1,000,000 square feet. 

2. A regional center normally contains apparel, jewelry, and one or two department stores. 

3. The trade area for a regional center is over five miles. 

4. A regional center is often an enclosed mall. 

Super-Regional Center 

1. A super-regional center is over 1,000,000 square feet. 

Strip Center 

Neighborhood Center 
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2. Super-regional centers are usually built as an enclosed mall. 

3. Super-regional centers contain at least three department stores. 

4. A super-regional center features specialty women’s and men’s 

apparel stores and specialty shops of all kinds. 

5. A super-regional center usually contains fast-food locations 

and one or more restaurants. 

6. Super-regional malls frequently contain community or 

cultural centers; i.e., library, music center, etc. 

7. The trade area for a super-regional center is 15 miles or more. 

Specialty Center 

1. A specialty center is usually small in size with a maximum of 100,000 square feet. 

2. Specialty centers do not have an anchor or large tenant. 

3. A specialty center contains unique stores and boutiques. 

4. A specialty center may contain one or more restaurants. 

5. Specialty centers are usually located near high-income areas or major tourist attraction centers. 

Other Centers 

Promotional, off-price, discount, factory outlet, and “power” centers which flourish through heavy 

advertising and low prices that produce high-volume dollar sales are a growing trend. 

Marketing Retail Space 

The marketing of a new center must start at project conception. Prospective anchor (key) tenants must be 

convinced that the proposed or existing site will offer sufficient retail sales potential. Unless 

commitments from anchor tenants are obtained prior to development, financing the project will be 

difficult. 

Trade Area 

The trade area is the area from which 70 to 80 percent of the typical retail sales will be attracted. A 

regional center usually needs a primary trade area of at least 150,000 in population. Driving time must 

usually be less than 20 minutes, depending on the proximity to competing centers and the customer 

loyalty to certain stores. 

Super-Regional Center 
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Topographical factors, including rivers, mountains, airports, and railroad tracks, may be a barrier to the 

trade area. A major center may also have a secondary trade area from which customers are attracted. This 

area may extend 30 to 50 miles and have a driving time of up to one hour.  

Populations and Income Data 

Population multiplied by per-capita income equals total income for each census tract. Adding up the 

census tracts in the trade area gives total area income. 

Retail Sales and Income 

Because a close correlation normally exists between personal income and the percentage of income spent 

in retail sales, total retail sales are derived by multiplying the trade-area income by the ratio of retail sales 

to personal income. 

This demographic analysis can sometimes be misleading. Psychographic analysis may determine, for 

example, that the trade area is a well-established, conservative, “old money” community that spends less 

than normal ratios for retail merchandise. Also, proximity to a tourist attraction or vacation resort may 

contribute many additional shoppers not reflected in demographic studies of permanent residents. 

Market Share 

The market share should be based on estimates of both existing and projected competition. New centers 

usually do not create increased buying power but reallocate expenditures among existing businesses. A 

leakage or displaced sales from the trade area into other trade areas can occur. 

Tenant Mix 

Shopping centers, even more so than office buildings, need to have a balanced, predetermined tenant 

makeup. The three characteristics that matter most to owners and tenants in a shopping center are traffic, 

traffic, and more traffic. A good tenant mix helps attract and retain customers. The goal of a good tenant 

mix is having a variety of stores that work well together to enhance the performance of the entire center 

as well as the success of each individual store. The key is determining what types of tenants work well 

and have a symbiotic relationship. 

When determining the tenant mix, the real estate manager starts with location, competition, and customer 

base. These factors determine the center’s orientation, and the property manager then pursues appropriate 

anchor and satellite stores that complement each other. For example, desirable satellite tenants for a 

neighborhood center with a supermarket as the anchor tenant might include a florist, stationery or gift 

store, barber or beauty shop, dry cleaner, pizza parlor, and so on. This would be called a “needs-based 

center.” Research shows that clothes shopping is usually done on a separate shopping trip from needs- 



Invest U.S.A. 

52 

based shopping.  In a “fashion center,” complementary stores would include shoe stores, men’s and 

women’s apparel stores, children’s stores, and accessory stores. 

For a regional center with a major department store as the anchor, desirable complementary tenants would 

include women’s and men’s apparel stores, jewelry stores, specialty gift shops, and so on.  The rental rate 

per square foot is usually higher in a regional center than in a smaller center, so in addition to being 

complementary, the tenants must have either higher markups on their goods or higher sales volumes in 

order to afford mall space. Regional centers tend to focus on fashion and apparel. Specialty businesses 

such as furniture stores may wish to cluster together to benefit from a wider draw. While two florists in a 

center would vie for business, certain retail uses benefit from proximity to one another, such as clothing, 

shoe, and jewelry stores.  

Tenant Selection 

If tenant selection is poor, the center loses money in lost rents and also suffers from a loss of goodwill and 

image. Empty or boarded-up stores that have gone bankrupt or out of business can stigmatize other 

merchants. Additional information can be obtained from Dollars and Cents of Shopping Centers, 

published by the Urban Land Institute, Washington, D.C. 

Layout of Shopping Centers 

When a center is designed, the physical layout should reflect the types of merchants and customers it 

hopes to attract.  Shopping should be a fun, exciting, and convenient event. The developer, owner, and 

property manager should try to evoke those feelings in the layout of the center. 

Power Centers 

A recent trend is toward power centers in which each retailer is a dominant merchant in its merchandising 

area. These are called category killers and would include such names as Toys R Us and Home Depot. 

Such centers may contain four or five large anchors and only a few small tenants. The term power center 

comes from the ability to attract customers from a much wider radius than similarly-sized community 

shopping centers. 

Space Planning 

Undesirable “bowling alley” centers exist when the developer tries to maximize floor space by making 

long, narrow retail spaces. Such designs eliminate the large window display space desired by tenants and 

usually create wasted space in the rear of the stores. 
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Hide-and-seek spaces located around corners or behind columns are also undesirable to the merchant and 

confusing for the customer. 

Enclosed malls are very desirable and almost a necessity for the regional center today. Lighting, flooring, 

and décor should be coordinated to make the mall cheerful and bright. 

Layout Measurements 

Space is usually measured from the center of each wall, except freestanding spaces, which are measured 

to the outside of the outer wall. Some developers measure from the end of the eaves or overhang. The real 

estate manager should be familiar with the space sizes and how they were measured. 

Rental Rates 

Rental rates for retail commercial space vary depending on location. The location of retail enterprises 

depends on the need for traffic, either foot or vehicular. For example, it has been customary for banks to 

be located in the high-rent, prime space of the first floor. In today’s society, with the advent of checks and 

credit cards, the majority of banking transactions are done by mail, courier, phone, or computer and no 

longer require physical pedestrian traffic to a bank. Thus, some banks are locating in less-desirable 

locations, such as the second floor of downtown office buildings, in order to reduce rental costs. 

Common Area Maintenance 

Common-area maintenance (CAM) charges are expense reimbursement, paid by the tenant to the property 

owner, for maintaining, improving, and supplying common areas in a retail strip or mall. These costs 

include taxes, security services, insurance, repairs, landscaping, utilities, and so forth, and are charged 

back to the tenant. The concept of CAM is that the manager and tenant need to act in a partnership in 

order for both to be successful. Each tenant relies on other tenants and a clean, cheerful center to generate 

consumer traffic and contribute to the overall success of the shared environment. CAM costs can range 

from $.10 per square foot to over $2.00 per square foot per month. The tenant must be aware of and 

budget for these costs, which are added to the base rent. From the owner’s position, being able to pass on 

these CAM costs and any increases ensures profitability on the lease. 

Industrial 

Industrial Building Characteristics 

The trend of the United States economy has been away from manufacturing and toward more service-

oriented industries. Even though industrial property includes all land and facilities used for heavy and 

light manufacturing, today’s emphasis is related to the storage and distribution of goods. Throughout 
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history, most industrial buildings have been owned and managed by the occupant manufacturer who 

endeavored to locate close to the source of raw materials.  

As the trend changed from the production of goods and toward 

that of services, the size of industrial buildings changed. Newer 

facilities became single-story as opposed to multistoried. 

Locations were found closer to freeways and employee sources 

rather than to raw materials. Modern building layouts became 

more streamlined, and automated handling of goods by forklift 

and pallet became common practice. Many of the new buildings 

were conveniently located in industrial parks rather than on 

single-entity sites. 

Classification of Industry by Locational Orientation 

There are six basic categories of industry. 

1. Market-oriented-finished products are sold directly to consumers; for example, food, beverages, 

electronics, and printing. Locations tend to be close to population centers in order to reduce 

transportation costs. 

2. Raw materials and resource-oriented companies that fall into this category need to be close to sources 

of raw materials to reduce transportation costs; for instance, aluminum, steel, and grain elevators. 

3. Transportation-oriented companies in which freight, storage, and inventory costs are a major 

influence.  

4. Labor intensity-oriented where labor rates and productivity are dominant factors. This can range from 

furniture assembly requiring cheap, unskilled labor, to high-tech computer assembly requiring highly 

skilled technicians. 

5. Energy-oriented companies that use large amounts of fuel, such as electricity and coal, tend to be 

located near their sources to reduce costs.  

6. Nondescript-oriented companies that do not fall into the other five categories, such as transportation, 

labor costs, or raw materials are not dominant, and these companies can locate in most areas. These 

companies are sometimes lured by tax incentives to certain communities. 

An assessment of a proposed project or activity must be made to determine whether it will have 

significant environmental effects on the man-made or natural environment. Some significant 

environmental effects are as follows: 

1. The displacing of existing homeowners or tenants, and 

Industrial Building 
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2. The altering or disrupting of a scenic, recreational, or historical sites, 

3. The altering or disrupting of air or water quality, 

4. The changing of land use or the causing of traffic congestion, and 

5. The threatening or endangering of rare animals or plants  

In order to comply with environmental quality laws, the developer may be required to undertake 

mitigation measures such as dedicating park land, building roads, or having an archaeologist on site 

during grading. 

Multifamily Residential

Approximately 35 percent of the U.S. population rents the home in which they live.  The key to the 

success of an apartment community is its proximity to jobs and transportation, along with attractive 

pricing, and professional property management.  It is common for rental agreements to be month to month 

or one year in duration,  

Garden Apartments 

Garden apartments are usually spread-out, low-rise (two to three 

story), walk-up apartments containing one-and two-bedroom units. 

They are of low density (25 units per acre) and located mostly in the 

suburbs due to lower land costs. The main characteristics of garden 

apartments include amenities such as pools, tennis courts, ample 

parking, recreation rooms, extensive landscaping, central laundries, 

and individual air-conditioning. Garden apartments are usually 

individually metered. 

Mid-Rise 

Mid-rise apartments are usually found on the edge of urban areas and are of medium density. These 

apartments usually have elevators and can be four to nine stories in height. More often, these buildings 

are being developed in the suburbs as a result of high land cost in the urban areas.  The main 

characteristics of the mid-rise include parking structures, central lobby areas, pools, recreation or exercise 

rooms, and central air-conditioning. 

High-Rise 

High-rise apartments are usually found in major metropolitan areas where land costs are very high and 

high density is a resulting necessity. They have the highest density per acre. The main characteristics of 

the high-rise include elevators, central air-conditioning, security, and swimming pools. The size can 

Garden Apartment 
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exceed 25 stories. Prestigious locations and views are extremely important as many of these buildings are 

marketed as luxury apartments. 

Other Types 

Other types of residential buildings include duplexes, triplexes, walk-up apartments, and single-family 

rental houses. In these types of properties typically there is no on-site manager due to cost considerations. 

Management is therefore difficult and time consuming. 

 

Classifications of Apartment Buildings 

Investors and lenders are now classifying apartment buildings into four basic types. 

1) Class A apartment buildings are generally larger buildings and include newer buildings in prime 

areas with amenities such as garages, in-unit washer/dryers, pools, spas, exercise gyms, etc.  They 

are usually owned by institutions. 

2) Class B apartment buildings are located in good areas with many amenities, but not as nice as 

Class A buildings and usually over 10 years old. 

3) Class C apartment buildings are older buildings that are well maintained, in blue-collar areas. 

Square footage in units may be smaller; have fewer amenities than Class B buildings. 

4) Class D apartment buildings are older buildings in marginal areas with higher vacancies, deferred 

maintenance. The unit mix has more efficiency units with few, if any, amenities. 

 

  

High-Rise Apartment 
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 verything is an expense until vacant space is leased.”  One of the major functions of a real estate 

manager is to rent and lease the property for the owner. The manager must then be familiar with  

the duties, rights, and terminology involved in leasing. Successful leasing enhances appreciation and 

value. The manager may be involved either directly, as the leasing agent, or as a supervisor over 

independent leasing agents.  In either case, a firm knowledge of leases and their effect on the property is 

mandatory. 

Historically, leases have been drawn by attorneys or a Counselor of Real Estate.  These documents should 

be reviewed periodically to confirm they reflect updates and changes in the law and business practice. 

The property manager is given authority through the management agreement and can usually sign leases 

and rental agreements as an agent on behalf of the owner.  

Types of Leasehold Estates

Estate for years 

An estate for years is an agreement between a lessor (owner) and lessee (tenant) for a fixed period of time. 

The estate for years has a specific beginning and ending date. If the term is for more than one year, the 

lease agreement must be in writing. As the length of time on a commercial lease may be for several years, 

a very detailed lease agreement frequently is used. 

Estate at Sufferance 

An estate at sufferance occurs when a tenant holds over (stays) on the premises after the lease has expired 

or after the tenant has been given notice to vacate. If the landlord or manager accepts rental payments, the 

lease will revert to a periodic tenancy. The period of such tenancy will usually be month to month, or in 

some cases for the period of time between rental payments that are specified in the original lease. 

Estate from Period to Period 
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A periodic tenancy is most commonly referred to as a month-to-month rental agreement and is used 

primarily for residential properties or for small commercial spaces. The periodic tenancy has no specific 

ending date and can be terminated by either party giving notice usually equal to the period of time 

between rental payments.  

Types of Leases 

Gross Lease 

Under a gross lease, the tenant pays the owner a fixed monthly rental sum that may include the landlord’s 

taxes, as well as the costs of maintenance, insurance, and utilities in the gross fee. This is the common 

form of residential lease as maintenance and repairs are part of habitability which cannot be delegated to 

the tenant by the owner. It also is frequently used for small commercial sites when the lease term is for 

short periods of time and the lessor and lessee desire a simpler form of rental payment. A definite 

advantage accrues to the tenant in that the predetermined rent can be budgeted without worrying about 

increases in building maintenance costs. 

Net Lease 

Under a net lease, the tenant pays a minimum rental rate and then pays a prorated share of taxes, 

insurance, and maintenance. A single net lease refers to the tenant paying one of the above-mentioned 

items. A double net would pay for two of the above costs and triple net is whereby the tenant would pay 

for all three expenses of taxes, insurance and maintenance. Frequently, the lease will specify that the 

tenant pay for professional management or a percentage for supervision of the billings in addition to the 

common area charges. This supervision fee can accrue to the property management firm as part of its 

management fee. Sometimes this additional fee is referred to as a quadruple net lease. Because of the 

residential habitability issue, net leases refer to commercial leases and are not used in residential 

management. 

Percentage Lease 

Under a percentage lease, the tenant pays the higher of either a minimum base rent or a percentage of total 

sales each month. Used in larger shopping centers, it is primarily a retail lease. Nowhere else is the 

partnership relationship between the owner and tenant more evident than in a percentage lease.  

A successful tenant will contribute to the shopping center being successful along with financial rewards 

for the property owner. 

While the percentage lease is used primarily with large, national tenants, it is helpful in charting the 

success of small tenants. The required percentage sales reports help the manager chart the success of the 
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tenant. Are sales going up or down? What effect does a particular tenant have on the others? What sort of 

rental increase can be affected? Should the lease be renewed? 

Another major consideration when writing a percentage lease should be the assignable use. The expected 

rent from a major supermarket could be adversely affected if assignment is made to another use that 

produces lower monthly sales and does not draw in large numbers of shoppers to the center. 

Requirements of a Valid Lease

Lease and rental agreements vary in size and content. The requirements for a valid lease are similar to 

those for a valid contract. Both parties must have legal capacity to enter into a mutual agreement that is 

legal in nature. The items listed below outline the specifics with which the property manager should be 

familiar. 

1. Description of property.  The property manager should indicate address, a plot plan, and a 

layout diagram when needed to adequately describe the space. 

2. Names of parties. Both lessor and lessee must be named. If a corporation is a party to the lease, a 

corporate resolution may be necessary to validate the lease. As lessor, it may be prudent to 

require a “personal guarantee” from a corporate officer when dealing with small or individually 

owned corporations. 

3. Signature. The signature of all parties should be obtained. Payment of rent and taking possession 

is sometimes considered sufficient acceptance. Common sense dictates, however, that all parties 

sign and be knowledgeable of the lease contents. 

4. Written agreement. This is required for terms of over one year, but a property manager would 

be prudent to have all rental and lease agreements in writing. 

5. Term of lease. The term of the lease should specify the duration. Automatic renewal options, if 

any, should be in bold type. 

6. Rental rate. The rental rate and accelerations, thereof, should be specified along with payment 

dates and the location where the rent should be paid. 

7. Legal purpose. The “use” of the lease must be legal in nature. 

8. Competence of parties.  Individuals must be over 18 years of age and competent to negotiate. 

General Considerations: 

“If a property looks successful it will be successful” 
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The Marketing Survey 

The success of a property in meeting the goals and objectives set forth by either the property manager or 

owner depends primarily on the quality of the tenants occupying the property.  Each building is unique 

and will attract different types of tenants. The property manager must examine the property to determine 

its strengths and weaknesses, along with highest and best use, before a management plan can be written 

for operating the property. 

Location 

Location is always paramount in real estate. If an office building is near the courthouse, it will attract 

attorneys as clients. A hospital-proximate building has a distinct advantage in attracting physician tenants.  

Location is the key to most investment success and the most important factor in the purchase decision. 

Appearance 

Appearance cannot be underestimated as people like to live and work in nice surroundings. Banks and 

institutions like to be located in prestigious, high-image buildings. An apartment building that is not well 

maintained will not attract renters who can afford to pay more for a “nice” place to live. 

Government 

Restrictive zoning and parking requirements for office/retail use could deter potential tenants. On the 

other hand, being next to a well-used bus line or in a city, which has good police, fire protection, and 

schools, is a plus. 

Demographics 

Where are your tenants coming from? If near a freeway interchange, your office building will attract 

sales-oriented businesses or companies that need easy transportation access for their employees. If an 

apartment building is located in a depressed area, it will be difficult to attract good tenants. 

Competition

Who and where is your competition? What are their rental rates and incentive programs (e.g., free rent, 

free parking)?  

Vacancy Rate 

What is the vacancy rate in your area? The local apartment association and investment brokers for both 

commercial and residential are good sources of information.    
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Amenities 

Does your property provide services and features not provided by the competition?  Rental rates cannot be 

compared without taking a survey to determine how your amenities stack up compared to those of the 

competition.  

Tenant Mix 

The tenant mix is important in retaining and attracting new tenants. The property manager must be careful 

not to discriminate on the basis of race, age, religion, sex, nation of origin, or handicap. 

Management 

Potential tenants are attracted to a well-managed building. Are the lobbies, elevators, and restrooms clean? 

Is management responsive to tenant questions and problems and maintenance reports? 

Measuring the Building 

The two most common methods of measuring building size are those developed by Building Owners and 

Managers Association International (BOMA) and Institute of Real Estate Management (IREM).  

Gross Area of Entire Building 

This is the total sum of the areas of each floor, including lobbies and corridors, within the outside faces of 

the exterior walls. 

Gross Rentable Area 

The gross rentable area includes all areas within the outside walls, less pipe shafts, vertical ducts, elevator 

shafts, balconies, and stairs. 

Net Rentable Area 

The net rentable area is computed by deducting the following from gross rentable area: public corridors, 

washrooms, janitorial and electrical closets, air-conditioning rooms, and other rooms or areas not 

available to the tenant and the tenant’s employees. 

Setting the Rent Schedule 

When setting the rent schedule, the property manager must take into account the criteria for ranking the 

building, additional amenities, general economic conditions, and the owner’s break-even point. 

Market Survey 

The property manager should conduct a market survey of the competition. The rental rate measure most 

commonly used is “cost per square foot.”  On the West Coast, this is usually quoted on a monthly basis, 
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but in other parts of the country it is annualized. For example, if the rent is $4,000 per month on 2,500 

square feet of space, on the West Coast, the quoted rate would be $1.60 per square foot, per month. The 

rate in the East would be twelve months times $1.60 or an annualized rate of $19.20 per square foot. The 

cost is really the same; the only difference is in the semantics.   

Break-Even Analysis 

A break-even analysis determines the minimum rent needed to pay all of the building’s expenses and 

costs, as well as the owner’s expected return. The formula to calculate the break-even rent is as follows: 

Break even rent =  expenses + mortgage + return on the investment ÷ square feet of rentable area 

Tenant Selection 

The selection of commercial tenants is different from and can be much more important than the selection 

of residential tenants due the long term of the leases and the large rental rates that are involved. A mistake 

can be very expensive. 

Major Tenants 

Major tenants can be checked by using Dun & Bradstreet (D&B) reports and ratings, contacting tenant’s 

bank account managers, and checking with tenant’s vendors and landlords at other locations. Also, copies 

of tenant financial statements can be obtained and analyzed. 

Small Tenants 

Small tenants usually are not rated and may not have other locations. With smaller tenants, look more to 

the individuals than the business. Run credit reports on their personal credit histories. Also contact their 

banks and vendors. Additionally, ask for business plans (verbal or written) to ascertain their goals and 

objectives. To ensure rent payment, the property manager should in some cases ask for a “personal 

guarantee”, much as a bank does, if the entity is a corporation. The property manager should obtain 

written permission from the prospective tenant before checking credit to avoid violating privacy laws. 

Residential 

Market Analysis 

The property manager and on-site manager must know the geographic area, competition, schools, 

transportation, population, and income statistics. Rental value, except in areas of rent control, is 

determined by supply and demand. Supply and demand is determined by ascertaining the vacancy rate 

within the market area.  Under uninfluenced supply and demand, rents will increase until prospective 
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renters can find a cheaper form of housing (purchase, doubling up with family or friends, etc.).Shopping 

competitive properties is one of the best methods of analyzing the market. 

The Rental Agreement 

As with credit application, we recommend a standard form for the rental agreement. Both credit 

application and rental agreement should be signed and dated. 

The rental agreement lists the parties, terms, and conditions of the rental.  There may be clauses in the 

agreement, such as prohibiting a renter from having pets or a waterbed without prior written consent of 

the landlord or manager. The rental agreement should be signed and dated with a copy given to the 

resident. Waiver of resident rights are prohibited, and even if included in the agreement, are invalid. 

Residential landlords must retain rental applications and eviction records for two years. Also, landlords 

must retain rental records until a final determination of any discrimination case has been made. Property 

managers, however, must keep records in compliance with their state Department of Real Estate 

regulations. 
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Sample Residential Rental Application: 
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Sample Residential Lease Agreement: 
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11 
 

C h a p t e r   
 
TAXATION 

 

Treatment of Income 

1. Active.  This is income actually earned, including wages, tips, salaries, bonuses, etc. 

2. Portfolio. This includes interest, annuities, dividends, and royalty income. 

3. Passive. The Omnibus Budget Reconciliation Act (OBRA) of 1993 eased the passive activity loss 

(PAL) rules for those in the real property business for tax years beginning January 1, 1994. All rental 

activity is now always classified as passive, even if it’s the investor’s sole business activity. These 

passive losses are suspended and carried forward until disposition of the property. Under new rules 

(OBRA), a taxpayer can deduct losses from rental activities against non-passive as well as passive 

income if the taxpayer is in one or more real property business and the taxpayer materially 

participates. The term real property business includes most real property “trades or businesses,” such 

as construction, rental, management, leasing, brokerage, acquisition, conversion, etc. The 

requirements for material participation include the following: 

Other Tax Changes  

1. Capital gains: on assets held more than one year, the tax rate remains unchanged at 15 percent. 

2. 1031 tax-deferred exchange rules. These were left in their existing format. This will result in more 

sellers considering exchanges rather than selling in the future 

3. Property tax. A tax levied by local governments, assessed on property owned, such as real estate that 

is based on the value of property. Property tax on real estate is the main source of financing for local 

governments and school districts.  

4. State Income Tax.  An income tax is levied by each individual state. Some states choose to impose no 

income tax ( Alaska, Florida, Nevada, South Dakota, Texas, Washington, and Wyoming).  Most 

http://www.answers.com/topic/income-tax
http://www.answers.com/topic/u-s-state
http://www.answers.com/topic/alaska
http://www.answers.com/topic/florida
http://www.answers.com/topic/nevada
http://www.answers.com/topic/south-dakota
http://www.answers.com/topic/texas
http://www.answers.com/topic/george-washington
http://www.answers.com/topic/wyoming
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states have a progressive income tax, where the rate rises as income gets larger. State income taxes 

are levied in addition to the Federal income tax.  Some state income taxes are deductible for Federal 

tax purposes. 

Examples of state taxes: 

• Hawaii –The State Income Tax rate ranges from 1.40% to 8.25% and is based on income and 

filing status.   

• California –State Income Tax rates begin at 1% for the first $6,827 of taxable income and rise to 

9.3% for incomes at $44,814 and above. In 2005, California added a mental health tax of 1% on 

incomes greater than $1,000,000, making the marginal income tax rate in California 10.3% at the 

extreme income ranges 

5. Federal Income Tax. A tax levied by the United States Internal Revenue Service (IRS) on the annual 

earnings of individuals, corporations, trusts and other legal entities. Federal income taxes are applied 

on all forms of earnings which comprise a taxpayer's taxable income, such as employment earnings or 

capital gains.  Federal tax rates range from 10% to 35% and are based on income and filing status.  

6. Capital Gain or Capital Loss. The difference between the amounts you sell a capital asset for and your 

purchase price.   

7. Capital Gains Tax. Tax assessed by the IRS on profits realized from the sale of a capital asset, such as 

real estate.  While you must report all capital gains, you may deduct only capital losses on investment 

property, not personal property.  Appreciated assets sold for a gain after being held for less than a 

year receive the least favorable capital gains tax treatment. 

 

 

 

 

 

http://www.answers.com/topic/progressive-tax
http://www.answers.com/topic/income-tax
http://www.answers.com/topic/itemized-deduction
http://www.answers.com/topic/california-cta-blue-line
http://www.answers.com/topic/california-cta-blue-line
http://www.investorwords.com/4879/tax.html
http://www.investorwords.com/3880/profit.html
http://www.investorwords.com/4065/realized.html
http://www.investorwords.com/4363/sale.html
http://www.investorwords.com/697/capital_asset.html
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C h a p t e r   
 
LEGAL OWNERSHIP 

 

Types of Ownership 

Individual Ownership.  These are assets owned in a person’s sole name, without any other owners.  The 

individual owner has sole control over disposition of the property and is the sole recipient of any benefits 

or income, such as rent.  

Corporation.  A legal entity that is separate and distinct from its owners. Corporations enjoy most of the 

rights and responsibilities that an individual possesses; that is, a corporation has the right to enter into 

contracts, loan and borrow money, sue and be sued, hire employees, own assets and pay taxes.  The most 

important aspect of a corporation is limited liability. Shareholders have the right to participate in the 

profits, through dividends and/or the appreciation of stock, but are not held personally liable for the 

company's debts. 

Limited Liability Company. A company in which shareholders limit their liability exposure to their 

percentage of ownership or equity interest in the company. Shareholders' personal assets are protected in 

the event of business-related lawsuits. The tax situation for this type of company is much like that of the 

partnership in that it acts as a pass-through tax entity. A tax return for a partnership is filed with the IRS 

for information purposes only. All income and expenses are attributed to the stockholders of the LLC. 

According to the LLC agreement, the stockholders can allocate income and its resultant tax liability the 

same way as partners in a partnership. 
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C h a p t e r   
 
UNITED STATES VISA 
OPPORTUNITIES 

 

EB-5 Visa 

The EB-5 Visa for Immigrant Investors is a United States visa created by the Immigration Act of 1990. 

This visa provides a method to obtain a green card for foreign nationals who invest money in the United 

States. To obtain the visa, individuals must invest at least $1,000,000 USD, creating at least 10 jobs. By 

investing in certain regional centers with high unemployment rates, the required investment amount is 

only $500,000. The Immigrant Investor Pilot Program was created by Section 610 of Public Law 102-395 

on October 6, 1992. This was in accordance with a Congressional mandate aimed at stimulating economic 

activity and job growth, while allowing eligible aliens the opportunity to become lawful permanent 

residents. This "Pilot Program" required only $500,000 of investment in exchange for permanent resident 

status. The investment could only be received by an economic unit defined as a Regional Center. 

 

A Regional Center is defined as an economic unit, public or private, engaged in the 

promotion of economic growth, improved regional productivity, job creation, and 

increased domestic capital investment. Prior law required the investment in the 

Regional Center to generate an increase in export sales; however, statutory 

amendments in 2000 and 2002 no longer require this increase. The individual 

receiving the visa is not required to actively manage the business investment. For investors who wish to 

invest in a new or existing business, have an active role in the management of the operation, and have at 

least one million US dollars to invest, then the traditional EB-5 visa is the best option. But for those who 

would prefer a passive role in the management of their investment, do not wish to be involved in the 

http://en.wikipedia.org/wiki/United_States_visa_
http://en.wikipedia.org/wiki/Immigration_Act_of_1990_
http://en.wikipedia.org/wiki/Green_card_
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creation of the 10 U.S. full time jobs, and would rather limit their investment to $500,000 USD, then the 

Regional Center, or EB-5 Pilot Program is the better immigration option. 

L-1 Intra-Company Transferee Visa 

The L-1 intra-company transferee visa allows executives, managers, and employees with specialized 

skills to transfer from the foreign company to a U.S. office, subsidiary, or affiliated company to perform 

temporary services. L-1 visas are granted initially for one to three years with extensions available in 

three-year increments, with a total stay not to exceed seven years.  

To qualify for an L-1 visa you must have been employed outside the U.S. as a manager, executive, or 

person with specialized knowledge for at least one out of the past three years, and you are to be 

transferred to the U.S. to be employed in a similar position. The U.S. company to which you are 

transferring must be a branch, subsidiary, affiliate, or joint venture partner of your non-U.S. employer. 

The non-U.S. company must remain in operation while you have the L-1 visa. A non-U.S. company is a 

company that is physically located outside the U.S. Such a company may well be a foreign division of an 

American-based business or it may have originated in a country outside the U.S.  Either one fits our 

definition of a non-U.S. company. 

L-2 Dependent Visa 

The spouse and dependent children under 21 can obtain an L2 Visa. They are allowed to reside in the U.S. 

for the duration of the L-1 visa holder's authorized duration of stay.  L2 visa holders can work in the 

United States once they are physically present in U.S., with EAD (work authorization) approved from the 

USCIS.  
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14 C h a p t e r   

 
SUMMARY 

 

“Twenty years from now you will be more disappointed in what you did not do than what you did do.  

Cast away from the safe harbor and explore.”  Mark Twain 

In the 20st century the growth and cultural influence in the United States was mainly from Europe with the 

focus on the East Coast of the U.S.  In the 21st century the United States will experience a much closer 

alliance with the countries of Asia.  The western United States will grow as a partial result of immigration 

and increase in trade from the across the Pacific Ocean. 

California’s population is projected to grow 75% in the next 40 years.  The demand for existing improved 

real estate will continue to increase in value.  There is very little vacant land in Southern California that is 

easily developable.  Residential property will increase in value as cost of construction and land increases. 

It is estimated that 10 million visitors from the People’s Republic of China will be visiting the United 

States by 2020 in addition to additional tourists from Korea, Japan, and Vietnam.  Hotel properties near 

tourist destination areas will be in demand in California and Hawaii.   

Development of real estate near the ocean or inland lakes will be difficult due to environmental concerns.  

The result will be increase in land values, especially for developed properties or those with governmental 

entitlements in place. 

Investment in the United States real estate is a good hedge against inflation and brings opportunity for 

property owners. 
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