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Index

A/B structure, 373, 383
Accommodator, 170

function of, 226
funds transferred to, 226–227

Accredited investor, 359
Acquisition fees, 356
Acquisition philosophy, 181–182
Acquisitions and dispositions

buy/sell decisions, 206–211
purchase and sale agreement 

(PSA), 187–199
specialization and focus, 179–180

Action items, 13
Active income vs. passive income, 

3–5, 10
Active losses, 255
Actual rents vs. scheduled rents, 

42–43
Additional rent, 84–85
Adjusted sales price, 165
American Institute of Architects 

(AIA) form, 289
American Recovery and 

Reinvestment Act of 2009 
(the Stimulus), 373

Amortization, 120, 125, 128–130, 162
Analysis details, 38–39
Anchors, 317
Annual budget, 345

Annual goals vs. long-term goals, 
12–13

Appraisals, 137
Appraiser selection, 140
Approval, determination of, 193
Architect, 289

and developer, 298–299
Argus analysis conclusion, 69–70
Argus Developer (program), 

279–283
Argus ten-year discounted cash fl ow 

model, 60–65
Assessment construction report, 

270–272
Assignment and subletting, 97–100
Assumption clause, 143
Assumption fees, 177
Assumption of existing debt, 143–144
Assumption provisions, 125

Bad boy exceptions, 240
Base rent, 83, 319
Base rent adjustments, 83–84
Basis, 165, 210–211
Before debt service status, 23
Binding mediation vs. mediation, 

198–199
Blue sky laws, 358–360
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Boot, 170, 171, 229, 230, 243
cash boot, 172, 173, 174, 175, 

229, 241, 243
mortgage boot, 174, 229

Borrower/active partner, 356
Borrower’s proposed terms

cash fl ow, 383
refi nance, 384
sale, 383

Broker, 276
Broker selection, 215–216
Budget, 368–369
Builder’s risk coverage, 296
Building Owners and Managers 

Association (BOMA), 46
Build-to-suite, 276, 278, 283
Business plan, 10–12, 345
Buying criteria, 181
Buy/sell decisions

about, 206–209
actual numbers vs. scheduled or 

potential numbers, 216
broker vs. in-house sale, 215–216
long run vs. short run, 216–217
refi nance alternative, 209–210
sale, actions prior to, 213–215
vulnerability, 212

CAM charges, cap on, 100–101
Cap rate, 18
Capital, lack of, 8
Capital call, 372
Capital contribution, 361–362
Capital expenditures (Cap X), 33–38
Capital expenditures (Cap X) 

reserves, 35
Capital gain, short-term vs. 

long-term, 167–168
Capital gains taxes, 389

Capital improvements, 346
Capitalization rates (cap rates), 2–3

and fair market value (FMV), 
24–25

vs. fair market value (FMV), 29
Caps on investment, 370
Carve-outs, 266
Case studies

Bell Center, 230–242
Bell Center Loan from 

Securitization Bank, 244–248
Bell Commerce Center Section 

1031 trade, 242–244
Discount Factory, 255–258
Highpointe Center sale, 219–230
Home Run Center, 248–255
Home Run sale to Grand Slam, 

258–267
Cash boot, 172, 173, 174, 175, 229, 

241, 243
Cash fl ow

borrower’s proposed terms, 
383, 387

lender’s counterproposal, 385
Cash fl ow before debt service but 

after reserves, 158
Cash fl ow before taxes (CFBT), 32
Cash fl ow from operations 

(CFO), 33
Cash-fl ow model, 5
Cash-fl ow sweep, 36
Cash-on-cash returns, 35, 137–138
Cash-out test, 229
Caveat emptor, 8–9
“Center B properties,” 18–20
Change and opportunity, 19
Change orders, 303–311
City builder inspectors, 295
City government, 274
Clawback, 362–363
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Cobrokerage arrangements, 323
Collateralized mortgage-backed 

assets (CMBA), 123
Collection loss, 21–23
Collection loss amount, 21
Commencement date, 86–87
Commission(s)

amount of, 321–323
for month-to-month tenants, 326
payment timing, 323–324
on suite expansions, 325–326

Common area maintenance 
charges (CAM), 48

Communications, 298–299
Competition analysis, 27–28
Competitive market, 203
Component depreciation, 

161, 162
Compounding, 58–59
Computer programs, 350
Concessions, 87–90, 284
Condominiumization, 120
Constant and refi nancing, 

130–131
Construction, timing of, 299
Construction Decision Tree, 297
Construction loan vs. permanent 

loan, 278
Construction loans, 121, 270, 

287–288, 303
Construction manager, 273, 293
Construction of improvements in 

ground up development
about, 292–293
fi nal payment, 294
payment, 293
timing, 293–294

Constructive receipt, 171, 211, 226, 
230, 241

Constructive receipt rule, 170

Consumer price index (CPI), 58
Continuous operation provision, 

101–103
Contract price, 166
Control, 365-366
Control of decision making 

process, 398
Corporation, 236
Cost responsibility, 198
Co-tenancy clause, 103
Co-tenancy provision, 340
Covenants, conditions and 

restrictions (CC&Rs), 
291–292

Credit risk, 259
Credit tenants, 335
Crummey, Clifford, 393
Crummey notices, 394
Crummey v. Commissioner, 393
Cumulative or non-cumulative 

returns, 364
Customer profi le, 317

Dead costs, 370–371
Dealer property, 170
Death and disability clause, 

103–105
Debt coverage, 135
Debt in transaction, 119–120
Debt priority, 373
Debt restructuring, 371–383
Debt structuring choice, 122–124
Debt vs. profi t distribution, 238
Decision making process 

control, 398
Decisions, 296–298
Deed of trust provisions, 243, 246
Deed of Trust violation, 265
Defeasance language, 150
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Defeasance penalty
in closing costs, 67
demand statement, 143
index rate and, 126
loss of yield premium, 141
risk hedging, 143
seller’s obligation, 198, 240
tax impact of, 168, 241, 242
in variable rate loans, 122

Defeasance premium, 141, 143
Delays, 302
Delinquency, 347
Delinquency list, 259
Demand generators, 317
Demand statement, 143
Depreciation, 23, 158, 161
Depreciation calculation, 237
Design and construction 

drawings, 289
Developer

and architect, 298–299
as conductor, 272–274
vision of, 284

Development fee, 357
Development or rehabilitation 

project
Argus Developer (program), 

279–283
assessment construction report, 

270–272
change orders, 303–311
communications, 298–299
construction of improvements 

in ground up development, 
292–294

covenants, conditions and 
restrictions (CC&Rs), 291–292

decisions, 296–298
design and construction 

drawings, 289

developer as conductor, 272–274
equity and fi nancing, 287
feasibility or market study, 

283–284
feasibility study composition, 

284–285
governmental approvals, 290–291
graphic time line, 299– 302
ground release restrictions, 292
inspections, 295–296
insurance, 296
lender’s disbursement form, 303
liability under the construction 

loan, 288–289
mechanic’s liens, 287–288
minimum yield expectations, 

274–279
phases in, 269–270
preleasing, 286–287
project operating costs, 302
rehab project, communication, 311
rehab project, construction of 

improvements in, 311
residual land value, 285–286
risk and reward, 311–312

Disclaimer language, 235
Disclosures, 360-361
Discount rate, 67

and internal rate of return 
(IRR), 283

Discounted pay-off (DPO), 250, 
373, 387

Disposition costs, 66–67
Disposition fees, 357
Dispositions. See buy/sell decisions
Disqualifi ed property, 225
Distribution timing, 230
Divorce, 399
Down and dirty analysis, 184
Down payment ratio, 30

bindex.indd   412bindex.indd   412 8/26/11   9:48:36 AM8/26/11   9:48:36 AM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



 Index 413

Down payments, affordability of, 
8–9

Down-leg, 169, 170, 228
Due diligence

about, 199–202
code compliance, 205–206
cost recovery of, 183
development or rehabilitation 

project, 272
due diligence checklist, 200
environmental factors, 205
income, expenses and project 

viability, 202–203
leases, 201–202
and liquidated damages, 198
third party reports, inspections, 

and tenant interviews, 203–205
Due diligence period, 190–192
Due on encumbrance clause, 243
Due on sale clause, 246

Early loan payoff, 150–151
Economic model, 275
Emotional factors vs. economic 

factors, 344
Employee performance, 352–353
Employee vesting, 7
Environmental impact report 

(EIR), 291
Environmental impact study (EIS), 

290–291
Environmental issues, 148–149, 290
Equity and fi nancing, 287
Equity impact, 188
Estate planning, 390
Estate planning checklist, 400–401
Estate taxes, 389
Estoppel and SNDA requirements, 

145–146

Estoppels, 145
Excel project pro forma, 279, 282
Excess liability coverage, 395
Exclusive vs. nonexclusive 

authorization, 320–321
Exclusive-use provisions, 329
Exclusivity clause, 107
Exclusivity provisions, 328–329
Exempt nonpublic offering, 236
Existing center characteristics, 

316–317
Expense stop, 47–49, 51, 53, 65
Expenses, 161

Fair market value (FMV), 251
and capitalization rates (cap 

rates), 24–25
vs. capitalization rates (cap 

rates), 29
Family limited liability company, 

397-399
Feasibility or market study, 283–284
Feasibility study composition, 

284–285
Federal and state laws, 357– 358
Federal exemptions, 358
Federal Reserve policy, 207
Fees and other charges, 368
Final payment, 294
Financial analysis, 41–74

about, 41
Argus analysis conclusion, 69–70
Argus ten-year discounted cash 

fl ow model, 60–65
compounding, 58–59
disposition costs, 66–67
gross income, 41–43
internal rate of return (IRR), 

68–69
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Financial analysis (continued )
large vacancy with tenant in tow, 

72–74
leases, types of, 46–55
net present value (NPV), 68
nonrecoverable expenses, 55–56
100 percent occupancy in 

analysis, 65
operating expenses, 43–46
present value and discounted 

cash fl ow, 67–68
rent roll, 59–60
reversion, 66
static vs. active analysis, 57–58
time-frame assumptions, 56
time-value of money, 67–68
vacancy after purchase, 70–72
vacancy and collection loss, 43

Financial partner, 356
Financing premium, 188
Financing types

fi xed-rate mortgages, 120–121
hybrid loans, 122
variable or adjustable rate 

mortgages, 121–122
FIRREA (Federal Institutions 

Reform, Recovery and 
Enforcement Act of 1989), 139

Fixed vs. variable vs. hybrid loan, 
125, 126–127

Fixed-rate mortgages, 120–121
Fixtures, furniture and equipment 

(FF&E), 187–188
Flip-fl opping, 16
Flippers, 220
Focus

in acquisition and disposition, 
179–180

on cash-on-cash returns, 140
in concentration and discipline, 16
on construction contract, 293

on prepayment penalty, 140
on skill sets, 9

Foreclosure, tax consequences 
of, 265

Foreign real estate and like-kind 
property, 227

Forward commitment, 128
Fractional co-ownership interest, 170
Fractional interests

about, 396–397
impact of, 399
key issues, 397
like-kind property and, 175
tenant-in-common interest 

and, 225
trading, 223, 242

Free and clear return, 30
Future value, 67

Gain, 165
calculation of, 174–175

Gain on sale, 240
General contractor, hiring, 292–293
Gift tax problems and Crummey 

solution, 393–394
Gift taxation, 389, 394–395
Goals, 12–13
Going-in capitalization rate, 66
Going-out capitalization rate, 66
Good faith deposit money, 188
Governmental approvals, 270, 

290–291
Governmental impacts, 182
Graphic time line, 299–302
Gross income, 21, 41–43
Gross rent multiplier (GRM), 25–26
Ground release restrictions, 292
Guarantee, 202
Guaranty of completion, 289
Guaranty of payment, 289

bindex.indd   414bindex.indd   414 8/26/11   9:48:36 AM8/26/11   9:48:36 AM

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



 Index 415

Hard lock box, 385
Hazardous materials, 197
Highpointe Center sale, 219–220
Historical renovation, 182
Holding period, 220
Homeowner’s insurance policies, 

395–396
Hybrid loans, 122

Identifi cation period, 228
Implementation, 326–327, 

346–349
Improvement, 239–240
Income problem cycle, 1–2
Income taxation, 157–163, 389
Inducement provision, 107–109
Inheritance taxes, 389
Initial lock-out period, 141
Initial screening, 183–186
Inspections, 295–296
Installment sale

about, 166–167
capital gain, short-term vs. 

long-term, 167–168
money in the bank, 168
realized value vs. recognized gain 

or loss, 167
recognition of expenses at 

sale, 168
and Section 1031 exchange, 175

Installment tax treatment, 243
Institute of Real Estate 

Management (IREM), 46
Insurance, 296, 391–392
Intent standard, 220, 223, 225, 247
Inter Vivos Trust, 390–391
Interest expenses, 158
Interest-only (I/O) loans, 128–130
Interference with tenant’s business, 

330–331

Internal rate of return (IRR), 
68–69

and discount rate, 283
Intrastate offering exemption, 359
Inverted yield curve, 152
Investor, 169
IRC Section 1082, 374
Irrevocable insurance trusts, 392

Jargon, 179
Joint and severable liability, 334
Joint venture agreement, 355
Joint venture structure, 375

Kicker, 356
Knowledge, 9

Large vacancy with tenant in tow, 
72–74

Lease abstract, 344–345
Lease administration, 344
Lease analysis

basic lease provisions, 75–77
elements of, 77–79
negotiated lease provisions, 

96–118
Lease elements

additional rent, 84–85
base rent, 83
base rent adjustments, 83–84
commencement date, 86–87
concessions, 87–90
lease type, 77–78
parking, 91–95
parties/liability, 78–79
premises, 79–82
renewal options, 95–96
rent commencement date, 86–87
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Lease elements (continued )
security deposit, 90–91
tenant improvements (TIs), 

89–90
term, 85–86
termination rights, 95–96

Lease issues, 180
Lease maturities, 319
Lease modifi cations, 190–191
Lease renewals and extensions, 

324–325
Lease terms comparison, 342–344
Leased fee estate, 29, 42, 75, 

269, 396
Leases, types of, 77–78, 347

about, 46–47
bond lease, 55
gross lease, 47–50
modifi ed gross lease, 50–53
triple net lease, 53–55

Leasing, 329
as an art, 328
defi nition of, 313–314

Leasing brochure, 328
Leasing commissions, 33–38
Legal fees, 153
Legal form of entity, 236
Lender priority, 288
Lender’s counterproposal

about, 384–385
cash fl ow, 385
refi nance, 385–387
sale, 385

Lender’s disbursement form, 303
Lender’s inspection company, 295
Letter of intent (LOI), 332–342
Leveraged return and return on 

equity (ROE), 30–32
Liability, 126–127, 240, 

369–370, 379

Liability coverage, 296
Liability under the construction 

loan, 288–289
Licensing, 357
Life insurance, 391
Like-kind property, 170, 223, 225, 

227, 229, 247
Like-kind requirement, 169–170
Limited liability company 

(LLC), 236
Limited partnership, 232, 235, 

236, 355
Lines of credit, 152–153
Liquidated damages, 198–199
Liquor license, 187–188
Listing agreement exclusions, 324
Living trust, 390
Loan amount and loan-to-value-

ratio, 125, 128
Loan amount optimization, 

139–140
Loan maturity, 319
Loan modifi cation, 373, 383
Loan purchases, 373
Loan servicer fl exibility, 37
Loan term, 125, 127–128
Loan types, 120
Loan underwriting, 131–137
Loans, negotiable points, 153–155
Loan-to-value (LTV) mortgage, 

119
Loan-to-value (LTV) ratio, 30, 

128, 355
Loan-to-value (LTV) test, 134
Location mantra, 216–217
Lock rate, 120
Long-term goals vs. annual goals, 

12–13
Look-back return, 362–363
Losing money, 72
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Loss, 165
Loss of yield formula, 141

Management
as a business, 353–354
defi nition of, 313–314
implementation, 346–349
monitoring, 352–353
planning, 345–346
proactive vs. reactive, 351
project summary binder, 349–351
reporting, 353

Management concerns, 348–349
Management fees, 45, 49, 233, 354, 

362, 375
Market psychology, 207–208
Marketing

about, 315–316
defi nition of, 314-315
demand generators, 317
existing center characteristics, 

316–317
game plan for, 315–316
market plan with market 

knowledge, 318
surrounding area, 318

Marketing, leasing, and 
management

defi nition of, 313–314
leasing, 319
management, 345–353
marketing, 314–318
strategy, 319–345
conclusion, 354

Marketing associations, 314
Marketing plan

elements of, 316
with market knowledge, 318

Mechanic’s liens, 287–288

Mediation, 198–199
Medical offi ce building (MOB), 21
Minimum base rent, 83
Minimum standards, 331
Minimum yield expectations, 

274–279
Miniperm (intermediate loan) 

extension, 287
Money in the bank, 168
Money retention

divorce, 399
estate planning checklist, 400–401
family limited liability company, 

397–399
fractional interests, 396–399
nonrecourse debt, 399
tax planning, 389–396
tenant in common ownership, 

397–399
Monitoring, 352–353
Month-to-month tenancies, 147
Mortgage boot, 174, 229
Mortgage lending pitfalls

about, 138
assumption of existing debt, 

143–144
estoppel and SNDA 

requirements, 145–146
lines of credit, 152–153
loan amount optimization, 

139–140
notice, 144–145
prepayment of existing debt, 142
prepayment of existing loans, 

149–152
prepayment penalty, 140–142
prepayment penalty, dollar 

amount of, 142–143
problems, anticipation of, 147–149

Mortgage loan application, 138
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Mortgage over basis scenario, 223
Mortgage over basis taxation, 236
Mortgage relief, 229, 247

Negotiated lease provisions
assignment and subletting, 

97–100
cap on CAM charges, 100–101
continuous operation provision, 

101–103
co-tenancy clause, 103
death and disability clause, 

103–105
exclusivity clause, 107
inducement provision, 107–109
lease analysis, 96–118
operating expenses defi nition, 

105–107
percentage rent provision, 109
radius clause, 110
relocation provisions, 110–111
renewal options, 111–113
right of fi rst negotiation, 

113–114
self-help rights, 114–115
self-insurance, 115–116
tenant improvement (TI) 

agreements, 116–117
termination provisions, 117–118

Net operating income (NOI)
cap rate and FMV, 28
Cap X and, 33
cash fl ow before taxes (CFBT), 32
down and dirty analysis, 71
and FMV calculation, 25
guidelines and calculation for, 137
initial determination of value, 

29–30
internal rate of return (IRR), 68

large vacancy, 72–73
lender use of, 135
and operating expenses, 23–24
purchase price development 

and, 309
residual land value, 285
reversion, 66
tax use of, 158, 164
time frame adjustment, 56

Net present value (NPV), 68
Net sales price, 165
Net taxable income, 157–158
No-debt-relief test, 229
Nonrecourse construction 

loan, 288
Nonrecourse debt, 399
Nonrecourse loan, 259, 264, 266
Nonrecourse vs. recourse debt, 

125–126
Nonrecourse vs. recourse 

liability, 125
Nonrecoverable expenses, 55–56
Note purchase, 373
Note sale, 387
Notice, 144–145

One hundred percent occupancy 
in analysis, 65

On-site construction manager, 293
Operating expense factor, 26
Operating expenses, 43–46

and net operating income 
(NOI), 23–24

Operating expenses defi nition, 
105–107

Opportunity and change, 19
Opportunity identifi cation, 17–18
Over budget, 369, 380
Owner, 169
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Pair-down, 367–368, 380
Parking, 91–95
Parking situation, 317
Parking spaces, 6, 19
Participating loans, 122
Parties/liability, 78–79
Partnership structuring, 355–357
Partnership structuring and deal 

restructuring
borrower’s proposed terms, 

383–384
debt restructuring, 371–383
lender’s counterproposal, 384–387
partnership structuring, 354–357
securities issues, 357–361
structuring issues, key, 361–371

Passive income vs. active 
income, 3–5

Passive losses, 255
Passive partner, 356
Payment, 293
Percentage rent clause, 179
Percentage rent provision, 42, 109
Performance bond, 288
Permanent loan vs. construction 

loan, 278
Permits, 290
Personal liability, 78, 126, 205, 232, 

236, 240, 250, 266, 369, 380
Personal valuables protection, 

395–396
Phases of development or 

rehabilitation projects, 
269–270

Planning commission, 290
Plans and inspections (P&S), 295
Plans/planning

about, 9–10
action items, 13
business plan, 10–12

fl ip-fl opping, 16
focus, 16
goals, 12–13
for marketing, 315–316
opportunity identifi cation, 17–18
priority lists, 13–15
project management, 345–346
risk vs. reward, 17
task concentration, 16–17

Portfolio expansion, 7
Preferential return, 362–363, 375
Preleasing, 286–287
Premises, 79–82
Prenuptial agreements, 499
Prepaid rent, 43
Prepayment cost, 126
Prepayment of existing debt, 142
Prepayment of existing loans, 

149–152
Prepayment penalty, 122, 124, 125, 

140–143, 150, 386
Present value, 67
Present value and discounted cash 

fl ow, 67–68
Priority lists, 13–15
Private offering exemptions, 

358–359
Proactive vs. reactive, 355
Probable maximum loss (PML), 

192–193
Problem identifi cation, twenty 

questions regarding, 185
Problems, anticipation of

environmental issues, 148–149
major releasing risk, 148
month-to-month tenancies, 147
under- or over-market lease 

treatment, 147–148
repair issues, 149

Professional real estate groups, 46
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420 Index

Profi t split, 376
Profi t split and the promote, 364–365
Project operating costs, 302
Project summary binder, 349–351
Project summary sheet, 333
Promote, 376
Promoter fees, 356
Proper representation, 390
Property condition reports, 203
Purchase and sale agreement (PSA)

contingencies, 192–193
deposit monies, 188–189
development or rehabilitation 

project, 272
due diligence period, 

management during and 
after, 193

estoppels and tenant interviews, 
189–192

‘as-is” clause, 193–195
purchase identifi cation, 187–188
representations and warrantees, 

195–199
time factors, 188

Qualifi ed intermediary, 170
QuickBooksPro (computer 

program), 346

Radius clause, 110
Rate-lock agreement, 121
Real estate as a business, 4–5
Real estate fi nancing

cash-on-cash returns, 137–138
debt structuring choice, 122–124
fi nancing types, 120–122
loans, negotiable points of, 

153–155

mortgage lending pitfalls, 
138–149

mortgage loan application, 138
percentage debt in transaction, 

119–120
Real estate loan factors

about, 124–125
amortization, 125, 128–130
assumption provisions, 125
constant and refi nancing, 

130–131
debt coverage, 135
fi xed vs. variable vs. hybrid loan, 

125, 126–127
liability, 126–127
loan amount and loan-to-value-

ratio, 125, 128
loan term, 125, 127–128
loan underwriting, 131–137
loan-to-value (LTV) test, 134
nonrecourse vs. recourse 

liability, 125
prepayment penalty, 125

stress test, 135–136
Real estate taxation

foreclosure and, 265–266
income taxation, 157–163
installment sale, 166–168
real property taxation, 163–164, 

339, 389
refi nance and taxation, 164–165
sales and taxation, 165–166
Section 1031 exchange, 

168–177
Real property, leasehold estate 

in, 227
Realized gain or loss, 167
Realized value vs. recognized gain 

or loss, 167
Reappraisal, 153
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Recognition of expenses at 
sale, 168

Recognized gain or loss, 167
Record-keeping, 344
Recourse debt, 125–126, 370, 399
Recourse loans, 288
Refi nance

borrower’s proposed terms, 384
key structuring issues, 366–367
lender’s counterproposal, 

385–387
tax consequences, 237
and taxation, 164–165

Registered offering, 235
Registration

exemptions from securities 
issues, 358

securities issues, 358
Rehab project

communication, 311
construction of 

improvements, 311
pricing, 308–311

Reimbursement of reserve 
monies, 237

Reinvestment period, 228
Related party rules, 254
Relationships, 180
Releasing risk, 148
Relinquished property, 169. See also 

down-leg
Relocation provisions, 110–111
Renewal options, 95–96, 111–113
Rent commencement date, 86–87
Rent roll

delinquencies, 190
down and dirty analysis, 184
in due diligence, 195, 197
in fi nancial analysis, 49, 59–60, 

61, 72

lender use of, 132, 139
management use of, 349, 353
and purchase price, 309

Rental collections, 264
Rent-controlled areas, 182
Repair issues, 149
Repayment of existing debt, 142
Replacement property, 170–171. 

See also up-leg
Reporting, 353
Reserves/impound accounts, 32
Residual land value, 285–286
Residual land value approach, 286
Restrictive covenants, 329–330
Resyndication, 372
Retention, 294
Return on assets (ROA). See 

capitalization rates (cap rates)
Return on equity (ROE), 30–32, 278
Reversion, 66
Right of fi rst negotiation, 113–114
Right of offset, 326
Risk and reward, 311–312
Risk assumption level, 181
Risk insurance, 296
Risk vs. reward, 17
Rule 147 (SEC), 363
Rule 506 (SEC), 359

S corporation, 232, 236–237
Sale

borrower’s proposed terms, 383
key structuring issues, 366–367
lender’s counterproposal, 385
and separate bank account, 

392–393
to a third party, 254–255

Sales and taxation, 165–166
Sales decision points, 209–210
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422 Index

Sales price, 165
Scheduled rents vs. actual rents, 

42–43
Screening process, 331–332
Secondary fi nancing, 119, 149, 

153–155, 243
Second-to-die policy, 391
Section1031 exchange, 211
Section 1031 exchange

about, 168–169
calculation of gain in, 174–175
coupled with installment sale, 175
defi nition in, 169–170
duration of, 221
holding period for, 223
identifi cation period, 228
investment period, 228
lease term, 227
reinvestment period, 228
requirements for qualifi ed 1031 

exchange, 170–172
source of, 162–163
tenants-in-common (TIC) 

interests, 175–177
total vs. partial exchange, 172–174

Section 1031 property, qualifi cation 
for, 228

Section 1031 trustee, 170, 221
Securities Act of 1933, 357
Securities issues

blue sky laws, 359–360
disclosures, 360–361
federal and state laws, 357–358
federal exemptions, 358
intrastate offering exemption, 359
licensing, 357
private offering exemptions, 

358–359
registration, 358
registration, exemptions from, 358

Security and Exchange Commission 
(SEC), 358

rules and regulations, 232, 235
Security and Exchange Commission 

(SEC) Regulation D
Rule 147, 359
Rule 506, 359

Security deposit, 90–91
Self-help rights, 114–115
Self-insurance, 115–116
Seller, 169
Selling, bias against, 208
Senior contracts, 197
Single member LLC, 247
Site reports, 273–274
Size, impact of, 6
Skill set requirements, 9
Special servicer, 372
Specifi c property types, 180
State and federal taxes, 23
State security laws, 232
Static vs. active analysis, 57–58
Staying power, 217
Strategy

cobrokerage arrangements, 327
commission amount, 321–323
commission payment timing, 

323–324
commissions for month-to-month 

tenants, 326
commissions on suite expansions, 

325–326
exclusive vs. nonexclusive 

authorization, 320–321
exclusivity provisions, 328–329
implementation, 326–327
interference with tenant’s 

business, 330–331
lease abstract, 344–345
lease administration, 344
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 Index 423

lease renewals and extensions, 
324–325

lease terms comparison, 342–344
leasing as an art, 328
leasing brochure, 328
leasing in-house vs. employing 

outside broker, 319–320
letter of intent (LOI), 332–342
listing agreement exclusions, 324
restrictive covenants, 329–330
right of offset, 326
screening process, 33–332

Stress test, 135–136
Structuring issues, 361–371

under budget, 368–369
capital contribution, 361–362
caps on investment, 370
clawback, 362–363
control, 365–366
cumulative or non-cumulative 

returns, 364
dead costs, 370–371
fees and other charges, 368
liability, 369–370
look-back return, 362–363
management fee, 362
over budget, 369
pair-down, 367–368
preferential return, 362–363
profi t split and the promote, 

364–365
refi nance, 366–367
sale, 366–367

Subordination, nondisturbance, 
and attornment agreement 
(SNDA), 145

Surgical center license, 187–188
Surrounding area, 322
Syndication, 231, 276
Syndication fees, 356

Task concentration, 16–17
Tax on sale, 240
Tax planning

about, 389–390
Crummey notices, 394
excess liability coverage, 395
gift tax problems and Crummey 

solution, 393–394
gift taxation, 394–395
insurance, 391–392
Inter Vivos Trust, 390–391
irrevocable insurance trusts, 392
personal valuables protection, 

395–396
proper representation, 390
sale and separate bank accounts, 

392–393
umbrella, 395
wills for husband and wife, 390

Taxable gain ratio, 166
Tax-deferred exchange, 172
Taxes and insurance impounds, 

32–33
Taxes/taxation. See also net taxable 

income; real estate taxation; 
tax planning

capital gains taxes, 389
estate taxes, 389
gift tax problems and Crummey 

solution, 393–394
gift taxation, 389, 394–395
and refi nance, 164–165, 237
sales and taxation, 165–166
state and federal, 23
state and federal taxes, 23

Taxpayer, 169
Team building, 199
Team members, 273
Tenant discounts, 284
Tenant improvement dollars, 323
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424 Index

Tenant improvement (TI) 
agreements, 116–117

Tenant improvements (TIs), 33–38, 
89–90

Tenant in common ownership, 
397–399

Tenant interviews, 204
Tenant leases, 196–197
Tenants

costs related to loss of, 314
delinquency cure, 347
goods vs. services providers, 316

Tenants-in-common (TIC), 176
Tenants-in-common (TIC) 

interests, 175–177
Term of lease, 85–86
Terminal capitalization rate, 66
Termination provisions, 117–118
Termination rights, 95–96
Terminology, 179
Theft, 396
Time-frame assumptions, 56
Time-value of money, 67–68
Timing, 152, 204, 293–294, 299
Timing mantra, 217
Title company, 288
Title reports, 203
Total vs. partial exchange, 172–174
Trade-up-in-value test, 172, 229–230
Transfer fee, 225
Trapped equity, 149
Triple net lease, 256
Triple-net charges, 343
Two hundred percent rule, 170, 

222, 228

Umbrella coverage, 399
Under- or over-market lease 

treatment, 147–148
Underwriting rules, 137
Up-leg, 169, 171, 211, 221, 223, 

226, 228, 230, 243
Useful life period, 237

Vacancy, 21–23
Vacancy after purchase, 70–72
Vacancy and collection loss, 43
Vacancy chart, 321
Vacancy factor, 21–23
Value, initial determination of, 29–30
Value per square foot vs. 

reproduction cost per square 
foot, 26–29

Value-added property, 2–3
Variable or adjustable rate 

mortgages, 121–122
Variances, 290

Wills for husband and wife, 390

Yardi (computer program), 346
Yield criteria, 286
Yield curve, 152
Yield expectations, 274–279
Young children, insurance for, 391

Zoning restrictions, 290
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