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Introduction 
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Many investors believe that all commercial real estate is too complicated for them. Another common belief is that you need a million dollars to get started. Neither is true. It’s possible to invest in commercial real estate with zero investing experience and an average salary. Commercial real estate can be a safer and easier investment than single family homes.

Commercial real estate encompasses a wider range of properties than many beginning investors realize. 

For our purposes, commercial real estate meets two requirements:

	Land and improvements purchased with the intention of providing profit. The profit can be derived from either leasing income or capital gains at the time of sale.

	Not a residential property of four units or less. Single-family homes may meet the previous requirement, but do meet this requirement. Duplexes may be good real estate investments, but are not considered commercial property.


Avoid letting your preconceived notions get in the way of investing in commercial properties. Commercial real estate can be an excellent business for those with the interest to learn the necessary information and steps.
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“In the real estate business, you learn more about people, and you learn more about community issues, you learn more about life, 

you learn more about the impact of government, probably

than any other profession that I know of.”

- Johnny Isakson
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Advantages of Commercial Real Estate
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Any type of real estate has the potential to be a good investment opportunity. Certain types of commercial investments are riskier than others, but commercial properties can offer greater financial rewards than investing in smaller residential properties.

Commercial real estate has several advantages over residential investing activities:

	There’s much less competition. There are many homebuyers competing for single-family homes. Most real estate investors are more comfortable with smaller residential properties. If you can get over your discomfort, you’ll find there’s less competition for commercial properties.

	Significantly higher income opportunity. Leasing commercial real estate is much higher in cost per square foot than found in residential real estate. 



❖  Many single-family properties rent for less than 50 cents per square foot.

❖  An office in a high-rise building might cost over $100 per square foot.

❖  Single family properties typically return 1-4% on an annual basis.

❖  Commercial properties return an average of 6-12%.


	The risk of vacancies is lower. If you’re ever owned rental homes, a vacancy can be devastating. A few months without a tenant can be quite expensive. However, a vacancy in a 25-unit apartment building is only a loss of 4% of your rental income.

	Prices are easier to evaluate. Commercial real estate prices are normally based the income they provide. An office building, shopping center, or apartment building is priced as a business. Businesses are priced on income and profit. Residential real estate prices are based on several other factors, including how desirable the property is to any interested buyer.

	Sellers are more flexible and less emotional. A piece of commercial real estate is a business. By default, the owners are business people. Homeowners are more emotional when making decisions regarding the sale of their home. Commercial real estate owners view everything as a business decision.



❖  Commercial real estate owners can also be very flexible on price and terms. Everything is up for negotiation.


	More potential for capital gains. There are commercial properties available that cost over $100 million. A 10% appreciation on $100 million sure beats 10% of $100,000. Larger investments have the potential to provide larger returns.


Commercial investing can overcome many of the limitations of investing in single-family homes. Commercial properties are easier to appraise, the vacancy risk is lower, and the potential for large gains is greater. Consider these advantages before deciding on whether or not to pursue these investing opportunities.

“Now, one thing I tell everyone is learn about real estate.

Repeat after me: real estate provides the highest returns,

the greatest values and the least risk.”

- Armstrong Williams
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Commercial Real Estate Investment Opportunities
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Remember that commercial real estate is purchased with the intention of making money. It also excludes smaller residential properties. Residential properties must have at least five units to be considered commercial property. Renting a home or duplex doesn’t qualify.

Several common types of property qualify as commercial properties:

	Retail shopping. This is the type of property most beginning investors envision when considering commercial property. 



❖  Strip mall

❖  Large shopping center

❖  Beauty salon

❖   Gas station

❖  Any other retail property. It can be a single unit, such as a stand-alone flower shop.

❖  Even larger stores such as Walmart often lease their buildings from someone else.


	Apartment buildings with five units or more. Few of us haven’t lived in a large apartment complex at some point. This category includes smaller buildings with several units to large, multi-building complexes that house 1,000 people or more.

	Office buildings. Whether small or large, any office building satisfies the requirements of a commercial property.

	Hotels, motels, resorts. These larger properties can generate a lot of income, but also require a lot of overhead, including several employees.

	Medical buildings. Your doctor or dentist may be in such a building.

	Warehouses. All the products you see in the stores have to be stored somewhere before shipping.

	Mobile home parks. Mobile home parks are another type of commercial property. The tenants pay rent for the lot. Some parks also rent the mobile homes themselves, too. Campgrounds could also be considered commercial property.

	Self-Storage Facilities. If you’ve ever decided your garage was too full, you might have used the services of a self-storage facility. Fortunately, many people have more things than they can store at home.

	Industrial property. This could be a manufacturing facility or any type of industrial property. What’s the difference between a retail property and an industrial property? Retail properties are in the business of selling a product or service directly to the average consumer. Retail properties also have customers on site.



❖  Industrial properties don’t allow the general public on site.


You can probably think of other types of commercial properties:


❖  Private airport

❖  Senior facilities

❖  Ranch

❖  Farm

❖  Movie theatre

❖   Private cemetery

❖  Bowling alley


Commercial properties are very common. There’s little reason for the beginning investor to feel intimidated. It’s easy to see that some types of property require more financing or expertise than others. Start with a type of property that you understand. There’s something for every type of investor.

“Commercial real estate always trails residential, and as 

residential growth flourishes, shopping centers flourish

and service the communities, and jobs come out.”

- Johnny Isakson
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Understand the Players
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It’s necessary to understand the players if you want to understand the game. No one can invest in commercial real estate without the assistance of experts. Finding the right people to assist in your investing activities is part of becoming successful. These experts can make the process much smoother and keep you out of trouble.

Commercial real estate investments can require more experts than simple residential investment activities:

	Real estate brokers. Commercial real estate brokers specialize in commercial real estate. Commercial brokers tend to be more experienced and have more knowledge than the average residential broker.


	Developers. Donald Trump is a well-known real estate developer. These are the people that start with an idea and make it happen. The person that built the apartment complex you’re considering as an investment is a real estate developer. 



❖  Most developers stick with a particular type of property, such as shopping malls, resorts, or apartment buildings.


	Property managers. A shopping mall, apartment complex, or large office building requires management. You may be able to manage smaller commercial properties yourself, but larger properties can require a team of people, some of which need a high level of expertise. Consider a company that specializes in providing real estate management services.

	Direct lenders. This is the type of financial institution most of us use for our personal banking and home loans.

	Financial Intermediaries. Commercial banks and institutions that act as intermediaries between direct lenders and investors are financial intermediaries.


Of course you still have many of the same people found in more conventional real estate transactions, though many are specialized. These include:


❖  Inspectors

❖  Insurance agents

❖  Appraisers

❖  Attorneys

❖  Accountants


A commercial property is a business and requires more experts than a simple home purchase transaction. Commercial real estate differs enough that a unique group of experts is necessary. Fortunately, these experts are readily available to anyone that needs their services.

“Certainly the advent of technology and electronic commerce

has had an immense impact on the real estate industry.”

- Michael Oxley
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Learn the Lingo
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Those in commercial real estate have their own vocabulary. It’s also a bit of an exclusive community. One way to convince the players in your area that you’re one of them is to throw around the right terms. If you sound like a single-family home investor, you might not be taken seriously. 

These terms also form the basis of your property evaluation. Understanding these terms will allow you to put your numbers to work and compare different investment opportunities.

The terms that every commercial investor should know:

	Vacancy Rate = number of vacancies / number of units. Ten vacancies in a 500-unit apartment building would result in a vacancy rate of 2%.


	Effective gross Income = gross income - vacancy. Vacancy = vacancy rate x the cost of a vacancy. The cost of a vacancy is the lost rental income.

	Operating Expenses. This includes all the expenses, but not the mortgage. Taxes, insurance, salaries, and so on are part of the operating expenses.

	Net Operating Income or NOI. This is the gross income minus the operating expenses.

	Debt service is the amount paid over a year on the mortgage.

	Cash Flow. Cash flow = gross income – operating expenses – debt service.

	Capitalization Rate = NOI / sales price. This is one of the most important values to the commercial real estate investor. It’s a measure of the profitability of the property. It’s the amount of income you receive relative to the cost of the investment if you paid cash for the investment. Debt servicing and income taxes are not included in the cap rate.

	Cash-on-Cash Return. This is the annual cash flow divided by the down payment. It’s how much cash you receive relative the amount of cash you have in the deal.


Understand and use these terms when talking to brokers, sellers, and anyone else connected to your deals or the commercial real estate industry. You’ll show that you’re an insider and be taken more seriously. You’ll also grow the confidence needed to have long-term success!

“In any market, in any country, there are developers who make

money. So I say all of this doom and gloom, but there will

always be people who make money, because people

always want homes.”

- Sarah Beeny
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