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1

Introduction:
The Many Paths to Success

Real estate is a wonderful business.

It is as pure and enjoyable a form of entrepreneurship as you can
find on the planet. You will come in contact with amazing people from all
walks of life—people from whom you will learn more than the nuts and
bolts of real estate. You have the chance to be creative, to find a niche
where the competition doesn’t already have an advantage of greater
knowledge, better contacts, or a deeper skill set. More than most en-
deavors, it lets you define what’s important to you, and then go after it.

And, of course, it can reward you very well financially. However, this
book is not a “get rich quick in real estate” book—the kind that have
spilled off the bookstore shelves in recent years. As I see it, those books
are written by people who don’t really understand the field, or who are
simply trying to cash in on whatever is the current fad in real estate. The
truth is, there are many real estate success stories, more than in most
other businesses. But, few of them came easily or quickly. Most involved
years of hard work: acquiring experience and building relationships
with the many people you will need to help you achieve your goals.

Many of these books focus on a particular path to success—one
that presumably has worked well for the author—and then prescribe
that everybody go down that same path. Several things are wrong
with that approach. First, there’s no single aspect of the real estate
business in which everybody can be a winner. To cite just one exam-
ple of an option that I’ve seen proposed in some books, there aren’t
enough foreclosure auctions to go around if everybody tries to spe-
cialize in buying properties at them.
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Second, there are many different ways to be successful. Although
real estate is often considered a single industry, it is for most partici-
pants a local business—one that is, in fact, incredibly fragmented.
This fragmentation can be good news. You just have to be opportunis-
tic enough to find the approach that suits you best, and then work
hard. If you get a little lucky along the way, that won’t hurt either.

You also have to find out what you don’t want to do. Foreclosure
auctions aren’t for everybody. They certainly weren’t, and aren’t, for
me. If someone had told me five decades ago that success in real
estate could only come from snapping up homes that families in
distress were forced to abandon, I would have found something else
to do, quickly. I wouldn’t be writing this book today.

A “Typical” Life in Real Estate
What does a “typical” life in real estate look like? What are the mile-

stones, pitfalls, and rewards? How can you create, grow, and use wealth
successfully? How do your challenges and opportunities change over
time? How can you make a difference? When is your product a com-
modity, with price being the key criterion? Alternatively, when can you
add value through your skills at assembling the parts and providing
services to your customers?

This book sets out to answer those questions. In the process, it de-
scribes exactly how the real estate industry works, what has changed,
and what has stayed the same. It tells you how to get into the real estate
business, and—if you choose—how to stay and grow in that business.
It tells you how to spot opportunities, and how to respond to them. It
explains the wide range of roles you might play—either as an active
or passive participant—and helps you figure out which role might be
most appropriate for you. Again, one of the main themes of this book
is that there’s no one way to succeed in real estate. You can’t point to
a single path and say, “This is the right way to do it.”

In my previous book, The Real Estate Game, I explained how proj-
ects get built and how deals are put together. My central theme was
that to succeed in the real estate game, you have to take into account
several key factors: the people, the property, and the deal. You have to
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be immersed in the process. You have to get the details right and adapt
them to the environment in which you operate.

A major objective of this book is to help you be more strategic: to
define for yourself what makes a successful real estate career, and how
to go about making it a reality. For many people, a job in this field is
primarily a means to make a good salary (and perhaps earn a sizeable
bonus) that will enable them to support their family. Others see their
career as an opportunity to achieve responsibilities in an organization—
a way to acquire not just money, but power and influence. Then, of
course, there is the wealth-building aspect, whereby you can build an
equity base by acquiring, improving, holding, and selling properties.

For still others, a career in real estate becomes a way of life. The
deal-making, and the excitement of developing new projects, turns
them on. For most of these people, retirement is not something they
look forward to. Fortunately, retirement is something you can easily
postpone when the business is yours and you call the shots. 

Others have loftier aspirations. In their mind’s eye, they have a
compelling picture of a better world. They hope to make the physical
environment a more satisfying place to live in. 

Most real estate people, myself included, fit into more than one
of these categories. The questions for you to answer are, where do
you fit, or want to fit? What are your goals?

Even if you are not looking at a career in real estate for yourself—
for example, if you are a passive investor, a service provider to the
industry, or a student of business—you can use this book to derive a
better understanding of how the real estate world works. 

There are a number of questions asked for which there is no one
right answer. Your challenge is to decide the answer that works best
for you.

A Career in Four Stages
Think about a career in real estate as having four stages:

• Starting out. This is about building your foundation—your
first job, your first deal. How and where can you add value? Are

INTRODUCTION: THE MANY PATHS TO SUCCESS 3
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you coming into the field cold, or are you a lawyer, a contractor,
or someone who’s already providing services to players in the
industry? How, exactly, do you do your first deal? (Did you in-
herit a property?) Where can you get the money that you may
not have, and how do you deploy it? How much of your time
will this new enterprise take? Most likely at this stage, you will
be working for someone else. Getting the right job or training
should be high on your priority list. You may begin doing your
own deals on the side, but often as a sidebar to your day job.

• Scaling up. This focuses on finding your way through the
forest—the deals after your first deal. First of all, do you get
bigger, or do you stay small? Do you expand geographically, by
product type, or by project size? If you get bigger, how do you
build an organization that will help you succeed, and not swal-
low you up in all the complexities of finding, motivating, and
managing people? How do you find the capital to do multiple
projects? When do you give up your day job? When do you
leave a position in someone else’s real estate company and start
your own firm, either alone or with others?

• Hedging your bets. This is my way of reinforcing the notion
that real estate is risky. It gives a reality to the stock disclaimer,
so prevalent in the mutual fund industry, that “past perform-
ance is not necessarily indicative of future results.” There are a
number of “X” factors that you cannot control and that will af-
fect your outcome. As a highly cyclical business, it is vulnerable
to externalities that can do you in if you’re not careful (and
sometimes even if you are careful). Some of these cycles may
be related to your local or regional market, others can be
macroeconomic, political, technological, or product-driven.

To survive is like surfing: No matter how much you practice,
you still have to be willing to take risks. You have to alter your
plans to take advantage of new realities. At the end of the day,
you may have gotten a great ride, falling and getting up again . . .
or you can get wiped out. In real estate, there are winners and
losers. Whether or not you are good at market timing, there are
ways to minimize potential damage and to take advantage of
the potential turnarounds in each cycle. You have to practice a
form of “preventive maintenance” to prepare yourself for such
times.

• Taking stock. This fourth and final career stage has to do with
understanding your later career options in today’s world and
deciding what to do about them. It’s not just about harvesting
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01_0132434539_introduction.qxd  12/5/07  10:04 AM  Page 4



or not harvesting profits (although that’s a piece of it). Depend-
ing on your circumstances, it may be about jumping back into
the game in a new way. It may be about involving your family in
the business, possibly over multiple generations. Conversely, it
may be about encouraging your children to go out and do their
own thing. 

You may want to increase your charitable giving, perhaps to
give your family a platform in the community to grow from.
You may want your projects to be not only successful financially,
but to have broader significance. You may worry more about
how the environment is changed. Although it might seem
counterintuitive, as you grow older—and as you start thinking
about your legacy—your perspective may start becoming
longer term. 

This book is divided into four parts, with each part corresponding
to one of these four stages. I open each part with some introductory
comments and questions, and list a number of generalizations or
takeaways that emphasize the major points in that section. I then
introduce a series of characters who are going through that particular
stage of their career. All of these characters are real people. I have
known almost all of them personally. Some I have met through my
academic work, I have done business with several, and served on
boards for others. Their stories should be fascinating to anyone inter-
ested in real estate, no matter what his or her level of experience. 

I don’t claim that these people are “typical” or that they collec-
tively represent all the different types you can find out there. In a
field this diversified and fragmented, that would be impossible. I’ve
chosen them because I believe their careers—individually and as a
group—illustrate a variety of problems, opportunities, and situations
you might encounter at some point in your career. Some stay small,
buying properties opportunistically, whereas others establish large
companies. Without exception, however, they gain experience, work
hard, remain flexible, and attempt to manage risk—traits I have found
in virtually all the successful real estate entrepreneurs I know.

Although many of these characters started in real estate decades
ago—which means we can trace their careers over the four stages in
this book—their earlier experiences are still relevant today. For ex-
ample, real estate is a cyclical business, and being able to anticipate
and then manage in the downturns is essential for survival. This
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involves managing both the asset and liability sides of the balance
sheet: the property on one side, and the financial structure on the
other. Whether the cycle occurred 10 or 20 years ago is not impor-
tant. The key is to expect and prepare yourself for such changes and
be ready to capitalize on them.

Many decades ago, I realized that I was unlikely to win the U.S.
Open tennis tournament. With some help and practice, however, I
could learn to play a better game, and maybe even make fewer mis-
takes. When you are young, you tend to hit the ball harder and try for
more outright winners. As you get older, you try to become a more
strategic player, perhaps lobbing the ball over your opponent’s head
a little more often. You adapt to your own physical condition and to
your external environment. In both tennis and real estate, playing
smarter increases your chances for success. It is not so much about
winning each point as it is ending up on top, at the end of the match.
Helping you to play smarter at every stage is the goal of this book.

6 CREATING AND GROWING REAL ESTATE WEALTH
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9

The Starting Line

Is real estate a good personal fit for you? If so, how do you find
your first job? After that, how do you find your first deal? 

Most likely, you have no experience, very little knowledge, not
much money, no relationships, and no credibility out there in the
world—in other words, none of the things that you’ll eventually need
to succeed in a real estate venture. So, why should you consider a
career in real estate? 

There are many advantages to being in this field, financial and oth-
erwise. The industry has almost unlimited points of entry. You can
practice your craft in any community in the country. The product
comes in all sizes, shapes, and price points. Each property can be
owned in a separate entity, with the ownership apportioned to reward
specific contributions. You can be in the business owning one property
or hundreds.

Real estate is the poster-child industry for entrepreneurs. You don’t
need substantial capital of your own to start. Financing is available for
individual properties, based primarily on the income from the property
rather than the net worth of the owner. You can outsource the services
required to build, lease, and operate the property, allowing you to keep
your own organization small and your overhead minimal.

What do we know about entrepreneurs? The ideal entrepreneur
can be described as visionary, driven, energetic, flexible, persistent,
detail oriented, good at negotiation, quick with numbers, and able to
manage risk. The simple truth, however, is that few of us possess all
these traits. (We’d probably be impossible to live with if we did.) In
any case, it’s really not necessary to be all these things at once. It is
more important to be intimately aware of the market, understand

1
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the financing options, and maintain a healthy network of contacts and
professional resources—achievable goals for most of us. 

In many cases, the most successful entrepreneurs are life-long
learners. They are people who are willing to listen, and who don’t
need to prove they are the smartest in the room. 

The Job Search
Finding your first job is always daunting. Pick an area of real

estate that relates to your strengths—one that will give you a point of
entry and an opportunity to gain experience. 

You might begin by working for a property owner directly, but
such jobs are relatively hard to come by. In terms of sheer numbers,
there are many more entry-level jobs in firms that provide services
to property owners. These firms usually specialize by function, locale,
and product type. Functions can include real estate brokerage, law,
accounting, financing, building management, design, construction
services, and so on. Product type can mean residential, office, indus-
trial, warehouse, retail, hotel—or, in some parts of the country, self
storage, parking, agriculture, or ranching.

Think about which functional area plays to your strengths—for
example, your sales skills, your accounting background, or perhaps
even your computer skills (in this day of Internet listings and virtual
tours of properties). That will not only help you get your first job, but
also put you in a position where you can excel and have more to offer
to your next employer. Use your contacts: families, friends, alumni
groups, and so on. Talk to as many people as will see you. Word of
mouth is vitally important. Firms don’t necessarily do their hiring to
accommodate your graduation schedule, so be prepared to discover
that your job search may take time. 

Before you start your job search in earnest, try to learn more
about your own strengths and weaknesses. You might want to do
some online research, or borrow some books from the library, to get
a sense as to what makes you tick. Some online personality tests can
expand your thinking, and you can follow up these general tests with
more targeted research.

10 CREATING AND GROWING REAL ESTATE WEALTH
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Meanwhile, try to look at the landscape around you with new
eyes. Where does opportunity lie? Where are new buildings going
up? Can you get a summer job at one of these building sites?

For most of us, where we live is where we start looking for a job. In
other words, we usually don’t pick the location of our first real estate
job search based on its inherent real estate potential. Our day job, our
desire to be near where we or our spouse grew up, the sheer accident
of where we were discharged from the service or where we went to
school—these are far more often the determinants of location.

As it turns out, there’s usually nothing particularly wrong with
being in one location versus another. Each area has its own subsets
of communities, neighborhoods, and streets. It has its own social,
economic, zoning, and transportation dynamics. Even though, as a
rule, it is better to be in a faster-growing market, even slow or no-
growth markets have their opportunities. And without a doubt, we
tend to have better contacts in the town where we grew up or where
we spent our college years. Great contacts can make up for a less-
than-hot local real estate market, especially when your goal is to gain
experience.

Make your resumé a strong tool. Have a friend—or even better,
someone who has experience hiring people—look at it and give you
honest feedback as to what this all-important self-introduction is likely
to tell a prospective employer. 

Don’t be afraid to include something offbeat at the bottom of
your resumé, such as running a painting crew during the summer,
working in another country, or excelling at a sport, second language,
or musical instrument. You want to demonstrate to your potential
employer that you have some kind of spark—and of course, give that
person something to talk about at your interview. (Here’s where
having had that summer construction job will definitely be a plus.) 

Do research on the person who’s agreed to interview you, and on
the company that he or she represents. This will demonstrate your
initiative and seriousness, allow you to ask better questions, and perhaps
flatter the interviewer. Google is an easy starting point. 

Yes, this adds up to a lot of work, which can sometimes be frus-
trating. You need persistence and patience. Keep in mind, however,
that the first success is often the hardest to achieve. 

CHAPTER 1 • THE STARTING LINE 11
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When you finally do get a job, try to perform multiple tasks within
that company. The more experiences you get, the better. Talk to your
coworkers about your interest in learning as much as possible. They
often will be happy to share if they see you are eager to help, and to
learn. Again, people may be flattered if you show a genuine interest
in what they do and how they do it.

This raises an important and related point: The person whom you
are going to work for is just as important as the work you’ll be doing,
and maybe even more so. In an ideal scenario, your boss will spend
time with you, share experiences, challenge you, and introduce you to
others. If he or she has a great reputation in the industry, that reputa-
tion may well rub off on you.

Timing is also important. Sometimes it is better to go into real
estate when real estate is out of fashion, when people are flocking to
other trendy fields—say, Internet start-ups or private equity firms.
There may be fewer openings in real estate at those points in the
cycle, but there is also less competition in the tough times, you’ll get
better training, and you’ll be well positioned to take advantage of the
eventual upswing in the market.

One Real Estate Career
Gordon Smith, a friend who graduated in 1959 from business

school, decided early on to go into real estate. His story illustrates just
how personal, and how particular, the starting-up decision can be. 

Gordon grew up in a small Midwestern town, with part of his
early education taking place in a one-room schoolhouse. He decided
while at business school that he wanted to be a homebuilder. Without
exception, his professors and friends told him that taking this path
would be a waste of his graduate education. The homebuilding field,
as they saw it, was a bunch of guys in pickup trucks with hammers,
subject to the wild cyclical swings in the housing sector—in other
words, low margins and high volatility.

Gordon loved the sound of all this. Something like a million and a
half houses a year were being built in the United States back then.
(The total is not too different today.) Couldn’t he use his skills and
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smarts to grab a piece of that market? And, the fact that no one else in
his MBA class of hundreds of equally smart people wanted to go into
homebuilding was a plus: Gordon would be the only one in his class
who would be applying what he had learned to the housing market.
He picked a good locale—the rapidly growing suburbs around
Washington, D.C.—where he made himself into one of the area’s
premier homebuilders. Half a century later, his firm—now run by his
son—is still building something like 500 homes each year.

Gordon’s world of 50 years ago is not the same as today’s. But
that’s always the case. The world is always changing. The one reliable
constant is that this is a cyclical industry—one in which playing a con-
trarian game and swimming against the tide can have great advan-
tages over the long term. Even as you start your real estate career, and
you’re preoccupied by the demands of the moment, try to start think-
ing long term. Think like a contrarian. What can you do that not
everyone else is doing?

Your First Deal
Not too long ago, I took a call from a reporter at the Los Angeles

Times who was doing a story on a session at which Donald Trump, the
ultimate real estate salesman, was speaking. The writer later wrote, in
essence, that Donald Trump said you can make it quickly, whereas
Bill Poorvu, the Harvard Business School professor, said, “Not so fast;
go more slowly.”

I realize that some people approach the real estate industry the
same way they approach the stock market: looking for the quick hit.
They hang on the words of a (self-described) billionaire. And of course,
Donald Trump wasn’t, and isn’t, dumb. He was getting free publicity
for a session in which he was getting paid a big fee. Meanwhile, I was
giving an interview for nothing.

Still, I’ll hold my ground. Because real estate is not like the stock
market, the same answers don’t apply. When you dabble in stocks,
you can buy an index, such as the S&P 500, and be certain that your
performance will mimic the averages, with low transaction costs. Buy-
ing individual real estate is much more complicated, and there is
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much more to learn, in part because it is a less-efficient market with
much higher transaction costs.

You hope your first deal will be a financial success. In truth, how-
ever, it’s more likely to be a good learning experience, in which you
discover how the process actually works.

For example, it isn’t just about gaining control of a property and
sitting on it. Most people who succeed in real estate find a way to take
a property from a less valuable use to a more valuable one. You can
add value in many ways, some of which are listed here: 

• Repositioning (that is, changing the use, condition, or pricing).
• Using excess land for new or extended purposes, especially if

most of the initial cost can be allocated to the primary use.
• Adding new uses to existing development, such as a shopping

center next to a residential subdivision.
• Buying properties at auctions, whether from lenders or dis-

tressed sellers, at prices that reflect a lack of liquidity in the
financial markets rather than a permanent loss of value.

• Building on one’s own tenancy. For example, your retail firm
may anchor a shopping center. Your occupancy may fill an
office building. In both cases, why not own the building? It is
your lease that is creating much of the value of that property. 

• Leasing rather than buying land, which is a way of reducing
your up-front cash requirements. 

• Pre-leasing, which means filling a vacant building with suitable
tenants either before or soon after you acquire or construct it.

• Financing/leveraging. As noted, using other people’s money is a
necessity for most of us. The availability and cost of money will
affect your cash flow, big time.

• Design/construction. Creative architecture, efficient layouts, cost
control, and on-time delivery are keys to good execution.

• Customer service. Understanding and satisfying your existing
tenants’ needs leads to higher occupancy and lower turnover.

Here’s an important point to keep in mind, as you think about deals:
Strictly in terms of a percentage return, the greatest increase in a prop-
erty’s value often comes in the early stages of owning that property,
when your influence or specialized knowledge has its greatest impact.

For example, if you can make a $100,000 purchase that is worth
$150,000 after a year, that first-year gain is 50 percent. After the property
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is repositioned, stabilized, and financed, it’s unlikely that the annual re-
turn will be anything like that in subsequent years. We’ve already talked
about the idea of buying at distressed prices. The corollary is to sell in
times when the risk is lower, there is an overabundance of money anxious
to come into the market, and the capitalization rate is more favorable.1

The example is made even more compelling if you assume that
you only had to put up $10,000 of the initial $100,000, and could bor-
row the rest. If you sold the building for $150,000, your return on sale
would be $50,000 on your $10,000: a very satisfying 500 percent
return! You have bought wholesale and sold at retail.

But what if you don’t sell at that point? Going forward, if you as-
sume you have, after the first year, a theoretical equity of $60,000—
that is, your $10,000 initial cash plus the $50,000 potential gain—you
won’t make anything like that kind of annual return on the higher
equity. You will likely only receive an annual cash flow of $5,000 or
$6,000 on that $60,000.

So selling, especially early in your career, may make good sense.
You might be in a lower-income tax bracket, and taxes might not be a
huge issue if you sell the property. In addition, you’re likely to need to
sell your first property to have the cash to do your second deal. You’ll
read in subsequent parts of this book that in later stages of your career,
holding the property may be the best long-term strategy. But, what you
do starting out may be very different from what you do later on.

The downside in all this is that your risk level goes up as a result
of your greater dependency on short-term activities—whether those
risks are market related, the result of cost overruns on renovations, or
whatever. You may assume that the interest rate is less important
because you see yourself selling or refinancing the property in the near
future. If you are heavily leveraged, you might need larger reserves to
cover higher financing costs.2 If it takes longer than you projected
to generate revenues, you can quickly find yourself in deep trouble.

The Deal Search
Nearly all the deals that I’ve gone into have come from people

who wanted more than just a commission for bringing me a deal.
They wanted to be partners, architects, lawyers, or rental brokers in
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the project. If you treat others fairly, good deals are likely to be
offered to you. But, getting the right help through building relation-
ships and networks takes time. Work at it.

At some point, you have to pull the trigger and do your first deal.
There’s no easy answer to the question, “When should I be willing
to make a purchase?” Chances are, you won’t get it exactly right, or
you’ll get it right for the wrong reason. If you’re lucky, however, a
favorable market can make up for a lot of miscalculations.

Speaking personally, if I had known then what I know now, I
would likely never have done many of my early deals—most of which
turned out to be very profitable! As Mark Twain put it in his autobiog-
raphy, “It is strange the way the ignorant and inexperienced so often
and so undeservedly succeed.”

Picking a Location
As with your job search, there’s no one place to start. Usually,

however, you will start in the area where you work or live, picking a
property type you understand at a price level you can afford. 

You can begin to explore your options simply by looking at maps.
(It is amazing how much you can learn by looking at maps—all kinds
of maps!) These days, the Internet is making available a wealth of
detailed aerial maps that in the past were accessible to only the
biggest companies. 

You can continue your education by walking or driving around.
You can visit apartments, houses, stores, and offices. Try to spot where
change is occurring. What areas are in or out? Where are the artists
moving? Where are the trendy shops and hot restaurants—the streets
with “buzz?” Where are the areas with architecturally interesting
structures that might be renovated attractively? What companies, and
which brokers, are operating in this area?

Think of yourself as a comparison shopper. You would think noth-
ing of asking the proprietor the price of a particular item in a store.
Think the same way about property that goes up for sale. In real estate,
it is much more difficult to “find the proprietor,” and you might not
know how much to believe when you do hear a price, but it is crucial
that you begin to understand value. Thinking simultaneously in
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qualitative and quantitative terms about a property is not easy, but it
is crucial to successful investment. The size and physical condition,
the legal restrictions, the rent structure, the availability and cost of
financing—all enter into the equation. There may be a big difference
between the asking and the real price. 

One of your toughest problems, starting out, is deciding which
deals are worth spending time to investigate. Especially if you have a
day job, this will be a limiting factor. This is why it’s better to focus
early on a specific neighborhood or property type where your learn-
ing will be cumulative. It is like buying a house. Until you have seen
several, preferably in the same neighborhood, you will not have the
confidence needed to act quickly when the right deal comes along.

Building Relationships
Real estate is a field with myriad players. They perform a number

of services, many of which will be essential to your success. Most
operate at the local level. At the same time that you are becoming
knowledgeable about your local markets, therefore, you should be
cultivating relationships and building your own reputation. At all
points in your career, you need help from others, but this is especially
crucial when you’re starting out.

In particular, brokers are a wonderful source of information. It is
not easy to find the right ones—that is, those who will spend time with
you, and show you their best listings in a timely way. It often depends on
the broker. As in every field, there are good brokers and bad ones. Keep
in mind that 1) they are being paid by the seller, and 2) they only get
paid if the deal goes through. Obviously, then, you have to assess how
much weight you should put on their advice. But the better brokers
take a longer-term view, hoping to build long-term relationships. After
all, they might someday be selling a building for you.

Most brokers specialize in particular property types or markets.
You need to find out which brokers fit your needs. Not surprisingly,
brokers spend more time with their repeat customers. The problem
for most of us starting out is that we’re not (yet) repeat customers, nor
are we flush with cash, nor are we blessed with ready access to credit.
The broker has to look past those limitations and see our potential. 
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One sensible question to ask and answer is this: Do you pick a
broker based on the individual’s reputation, track record, and willing-
ness to show you around, or on the reputation of the firm with which
the broker is affiliated? Personally, I go for the individual—and that’s
pretty much my rule of thumb in all aspects of real estate. If your
people judgment is good, picking someone with time to spend who,
like you, is just starting out may be a good compromise (at least for
most simple transactions).

If you are buying a house, you can turn up a great deal of infor-
mation online, including specific properties for sale. But because
each commercial property is different, and because many property
owners desire confidentiality for various reasons, few investment
properties are listed this way. Nevertheless, you can often uncover a
great deal of general market information online, as well as informa-
tion about nearby buildings. Comparative real estate tax assessments
can be a good starting point. Sale prices are generally public informa-
tion, although you should keep in mind that a stated price may have
been affected by the terms of the transaction. If the seller took back a
mortgage at an interest rate favorable to the buyer, for example, that
might have led to a higher-than-normal sales price. 

Although the transparency of information in the real estate industry
is gradually improving, much of that improvement shows up in the
single-family home market and—at the other end of the spectrum—
properties that are large enough to be attractive to institutional in-
vestors. These larger properties are rarely the right fit for those just
starting out. Smaller properties will simply require more detective work.

After you’ve found a promising prospect, be prepared to do a de-
tailed inspection and analysis before you sign a binding purchase and
sales (P&S) agreement. If you’ve purchased a home, you’re familiar
with the basics here. But most likely, as the stakes are higher and the
buildings more complex in a commercial transaction, a higher level of
diligence is in order. Make sure you have adequate time between the
signing of your P&S agreement and the closing date to arrange for your
financing. (Your lender needs processing time.) In some cases, you
might make your offer contingent on your obtaining that financing.
This may be a negative to the seller, but it is something to consider.

At this stage of your career, if you do not have much cash, you
may attempt to limit the amount of your deposit. The seller may take
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the opposite view, looking at the size of your deposit as evidence of
your commitment to the deal. Be careful how you negotiate, especially
in a competitive market. The amount of deposit you’re willing to put
down may determine whether you get the deal.

Lawyers and Other Resources
The P&S and other legal agreements raise the issue of the selec-

tion and role of real estate lawyers.

Some real estate professionals believe that signing a P&S confirm-
ing the acceptance of your offer to purchase is standard, and therefore
doesn’t require the services of an attorney. But generally speaking,
because you don’t know what you don’t know, that’s not true.

What happens if you don’t get your financing, or you find major
structural problems in the property? Under what circumstances can
you cancel the deal and get your deposit back? Is there a time frame
within which you can raise certain objections, such as the physical
condition of the property? It’s important to spell out these and all
other conditions in the P&S. 

After the P&S is signed, your attorney will help you navigate the next
stages of your due diligence process: assessing the condition of the land
and the property; examining the terms and conditions of existing leases;
confirming compliance with zoning, environmental, and other code re-
strictions; checking the validity of the owner’s title; investigating options
for financing; and forming the legal entity that will own the property.3

In short, you will need a lot of help from real estate attorneys,
who represent a separate, specialized breed within the legal profes-
sion. The key here, as with brokers, is to find the one who fits your
needs. The person within the firm who actually will do much of your
work is much more important to you than the partner who brought in
your business. Again, don’t be afraid to ask for references. 

A good lawyer knows the difference between providing legal ad-
vice and providing business advice—although if you’re just starting
out, you may need some of both. He or she will know which points
are important to negotiate, and which ones are unlikely to be an issue
in purchase and sales agreements, tenant leases, loan documents, and
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other contracts. If you are working with a junior attorney in a larger
firm—as is often the case when you’re starting out—make sure your
attorney is not spending your time and money to impress the senior
partners by preparing the “perfect” legal brief. (There’s no such
thing, and you probably don’t need it.) Most agreements are varia-
tions upon forms that may already be in your attorney’s computers,
although you can get in a lot of trouble if you and your attorney don’t
understand the nuances. 

Over time, you’ll find that from deal to deal, many of the same
legal points come up again and again. You will still need your attorney,
but you eventually should be able to do much of your negotiating with
tenants and contractors yourself.

For really important matters, I often find that it is more cost-
efficient to pay the higher hourly fees for an experienced, busy attorney
than to work with one who, like you, is just starting out. Remember,
however, that these experienced people are in great demand and
might not always be willing or able to perform according to your
timetable.

Although you occasionally will need to hire attorneys with special
skills in areas such as zoning or property tax appeals, your relationship
with your prime attorney is well worth cultivating. Besides, like a
good family doctor, your prime attorney will know what specialists to
send you to. In my own case, in almost 50 years of practice, I have had
four prime real estate attorneys. The only reason I ever changed
attorneys was because that individual 1) got seriously ill, 2) became a
judge, or 3) moved out of town. 

As a sidebar, one of the major roles of your attorney is to keep
you from needing the court system to resolve disputes. Even when
I’ve been proven right by the legal system, I have generally found the
process to be very expensive and unpleasant, both in terms of money
and lost time.

I’ve talked at some length about real estate attorneys, in part be-
cause they’re inherently valuable to your real estate career, but also
because if you understand how to think about them, you’ll know how
to deal with a host of other professionals who can be similarly helpful.
You probably can’t afford the overhead of having your own in-house
architects, contractors, mortgage brokers, or leasing agents. You will
have to go through a similar selection process to find them as you did
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selecting a lawyer. Don’t hesitate to ask for references and, if applica-
ble, to see examples of their work. You’ll pay more for experience,
and sometimes it’s well worth that premium. Keep in mind that the
right person for your last project might not be the right person for the
next one.

Finding the Money
Money has several aspects.

First, be prepared to save and reinvest the money you make. You
need to deny yourself in the short term to make good in the long term.

But deferred gratification alone is almost never enough. Much of
your wealth accumulation will be illiquid. (In other words, it can’t
easily be converted into cash.) You need to find other ways to make
the money equation work. You want to maximize the value of not only
your time and energy, but also of your own limited pocket book.

In most cases, you’ll need to get a bank or some other lender to buy
into your plan. Real estate is increasingly a numbers game, but some
banks still bet on individuals. Similarly, individuals whom you approach
to put up equity money are more apt to be betting on you personally.
Behind the numbers, in other words, it’s still a people game. As a
Huntsville, Alabama-based developer recently put it, “When you are
starting out with little money, trust is your currency.” That holds at all
stages of your career. Lose trust, and you are in trouble.

Once you get hold of someone else’s money, you have to dole it out
like hen’s teeth. Why? First, it’s embarrassing and problematic to run
out of money. In addition, every time you go back to the well, you will
1) decrease your own control over the project, and 2) underscore in
the minds of your partners that your projections weren’t accurate. (No
matter how good the excuse, there is no substitute for success.) You
also may have to considerably reduce your equity stake to bring in new
money, which means that you’re going in exactly the wrong direction.

Basically, you have to have adequate financing at an acceptable
cost. Without it, you can’t get started. Most likely, you have only lim-
ited cash of your own, and you need other people’s money. But this
isn’t always possible. There are times when capital is readily available,
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and other times when—no matter how good your idea might be—the
financial spigot is turned off. 

Despite overall consolidation in the financial services industry,
there are still multiple sources of capital out there. Mortgage brokers
can help you figure out which lenders are most active in the market at
this particular time, and for your particular type of property. Keep in
mind that the cheapest money is not always the best. The timing of the
repayment, the security you have to put up, or the amount of the loan
may be more important to you than the interest rate. Also, if you get in
trouble, having a relationship with an experienced lender—who may
give you time to work out your problems—may pay off in a big way.4

Managing the liability side of your balance sheet is a theme we re-
turn to repeatedly as we consider the arc of a career in real estate. After
all, this is a capital-intensive industry, in which most of the cost is bor-
rowed. As a result, more than half of your rental income is apt to go to
your lender. The amount you borrow, the interest rate, and the terms
for repayment (that is, the principal payments) are the major determi-
nants of your cash flow. It’s all too easy to focus primarily on the asset
side: that is, the price we pay for the property. But almost equally im-
portant is the liability side: that is, how we finance it, and at what cost.

Risk and Reward
I don’t want to conclude this chapter without mentioning risk.

Risk in real estate is real. However, you can learn to manage
many of the risks you will face. As a matter of fact, if you ask entrepre-
neurs in any industry, most will say they are risk averse. They are able
to get others to share the risks and thus minimize their own exposure.
We examine how they do so in more detail in later chapters. 

So the risks are real, but so are the rewards. Real estate can be a
great field—the best of all fields, as almost any real estate entrepre-
neur will tell you. (Today, you won’t hear many doctors or lawyers say-
ing the same thing about their fields.) Real estate can be rewarding
not just from a creative or financial standpoint, but also from a per-
sonal standpoint: You will meet and interact with many fascinating
people. 
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It can also be rewarding from a social, even societal, standpoint:
You can reshape the physical fabric of a community. Not all entrepre-
neurs are motivated primarily by the prospect of financial gain—
many like building, and later, seeing what they’ve built.

With this picture of risk and reward in mind, you have to decide if
this is the field for you. Think about what you’ve read so far. This is a
field with a lot of moving parts. To balance and manage all these parts
requires a great deal of patience, persistence, and skill. You never
know for sure when to pull the trigger and actually commit to go ahead
on your first deal. If it works, you’ll never really know whether you
were smart or just lucky—in the right place at the right time.

If your first deal turns out to be something other than the great
success you had hoped for, do you change course and focus on your day
job? Or, do you regroup and decide that you have learned from your
first real estate experience and have made contacts and relationships
that will help you get it right the second time? (Most entrepreneurs
don’t get it right the first time.) When do you jump out of your day job
nest and start your own business? Have you built a reputation where
people trust you and are willing to do business with you? Again, there
are no easy or right or wrong answers.

Maybe the bottom-line question is this: Have you caught the
bug? Has real estate gotten under your skin and made any other
career choice look dull and unappealing? If so, it’s highly unlikely that
you’ll stop now. Instead, you’re likely to start thinking about scaling
up: The subject of Part II of this book.

But first, let’s meet some people who are just starting out. Let’s
see how they gain experience, establish good work habits, take the
plunge, and do their first deal.

Endnotes
1 The capitalization or “cap rate” is the ratio of the projected annual cash return to

the estimated project cost or valuation. The cash return is calculated before de-
ductions for financing costs, capital expenditures and income taxes. It may be
based on a current, prior, or stabilized year.  

2 As an example of how leverage works, if you buy a property for $1 million that
throws off an operating cash flow of $100,000, your return on assets or cap rate is
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10 percent. As long as the interest rate is less than 10 percent, you have positive
leverage, and the more you borrow, the higher the return on your equity.
Conversely, if the interest rate is more than 10 percent, you have negative lever-
age, and your return is reduced by the differential. The repayment schedule also
enters into the equation. If the combination of interest and principal payments
exceeds 10 percent, your cash flow will be reduced. It might be more important
to you to pay down the principal on your mortgage quickly, or you might prefer
the greater cash flow with a longer amortization period.

3 To limit your personal liability, you may want to set up a corporation to serve as
the general partner of the new entity.

4 You may not have that opportunity, given that so many mortgages today are pack-
aged and resold as part of a larger portfolio. If a problem occurs, the trustee may
have limited authority to make a special arrangement for an individual borrower.
We have seen that in the recent collapse of the subprime loan market.
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Malkin, Scott, 226
man-made X factors, 129-131

combined with natural factors,
127-128

managing operational issues, 136-137
Mank, Ed, 32-35, 81-87, 146-151, 243

taking stock of your business, 197
market-based sustainable businesses,

Hines, Gerald, 186-190
international markets, 189

market-driven strategies, Bucksbaum
family, 176-181
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Martin, George, 129
Meyer, Milton, 105
Michaels, Bob, 178
mistakes

avoiding, 131
addressing organizational

issues, 137-139
balancing commitments and

risks, 133-134
flexibility to adjust, 139-140
holding cash reserves, 134-136
maintaining appropriate

product focus, 131-133
managing operational issues,

136-137
learning from, 131

money. See also financing
finding, 21-22
scaling up, 71-74

Morse, Steve, 36-37, 95

N
natural X factors, 128-129

combined with man-made factors,
127-128

O
obligations to employees, taking stock

of your business, 201
operational management, 136-137
opportunities, taking advantage of

unexpected opportunities, 36-38
optimism, Dewberry, John, 156-159
organizational challenges, 89
organizational changes, Shorenstein

family, 170-176
organizational culture, power of,

116-117
organizational issues, addressing,

137-139
organizations, adapting to your game

plan, 91-96
ownership, sharing, 71

P
P&S (purchase and sales)

agreement, 18
parties, 83
partners, 67

choosing, Shorenstein family, 172
finding, 114-115

partnerships, Hewitt, Susan, 144-145
patience, 81-83
Pei, I. M., 233
people, adding value, 240
persistence, 91
personality, power of, 115-116
personnel, 69-71
Peterson, Joel, 116
power centers, 178
pre-leasing, 14, 55
predictability of real estate careers,

237-240
“president’s brother’s syndrome,” 212
priorities, aligning with investors, 72
private equity model, 172
product focus, maintaining, 131-133
product types, changing, 88
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R
real estate, hanging onto, 245
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adding value over time, 240-243
predictability of, 237-240
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REIT (Real Estate Investment Trust),
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lawyers, 19-20
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retail developers
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expansion of, 109-112
land development, 161-162

retirement, 206
rewards or real estate, 22-23
risk, 22-23
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133-134
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Rouse, James, 233
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S
scaling up

do you want to scale up?, 61-62
how do you scale up?, 62
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increasing number of
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size, 62-64
taking on other product

types, 64-65
what kind of investor are you, 75
what kind of organization should you
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where do you get the money, 71-74
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selling the business, taking stock of

your business, 201-202
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going public, 165-170
Shah, Hasu, 45-47, 101-105

taking stock of your business, 198
Shah, Hersha, 45-47, 101-105

taking stock of your business, 198
Shah, Jay, 169

Shah, Neil, 169
Shanghai, 230-231
Shannon, Glenn, 173
sharing ownership, 71
Shorenstein, Doug, 171-174

transformers, 225
Shorenstein family

changing horses midstream, 170-176
choosing partners, 172

Shorenstein, Walter, 48-51, 105-108,
173, 243
changing horses midstream, 170-176
retirement, 206

Shuman, Ellen, 172
Silverstein, Larry, 134
size, scaling up, 62-64
Smith, Gordon, 12-13
spouses

family businesses, 213
protecting interests of, 220

Stemmons, John, 112-113
succession plans, taking stock of your

business, 198-199
Sulentic, Bob, 183
sustainers, children in the family

business, 223-224
Swensen, David, 172
Swig, Ben, 50-51, 105-106, 226
Swig, Kent, 226
syndication, 44

T
taking stock of your business, 196-197

family members, 200-201
obligations to employees, 201
succession plans, 198-199
taxes, 202-203
time frames, 198
time to sell, 201-202
value, 199-200

taking stock of yourself, 204-207
involvement in the business,
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other uses for your time and money,

205-206
time frames, 206
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Crow, Trammell, 184
Shah family, 165-170

tax credits, 74
taxes, taking stock of your business,

202-203
tenants, change, 236
Thompson, Ben, 233
time frames

taking stock of your business, 198
taking stock of yourself, 206

Trammell Crow Company, ups and
downs of market, 181-186
going public, 185

transformers, children in the family
business, 224-225

transitioning family businesses,
214-215

Trump, Donald, 13
trust, 21
Twain, Mark, 16
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unforeseen circumstances, X factors,

125-127
Cardon family, 159-163
man-made factors, 129-131

combined with natural factors,
127-128

Mank, Ed, 146-151
natural factors, 128-129

combined with man-made
factors, 127-128

preparing for cycles
addressing organizational

issues, 137-139
balancing commitments and

risks, 133-134
flexibility to adjust, 139-140
holding cash reserves, 134-136
maintaining appropriate

product focus, 131-133
managing operational issues,

136-137 
United States, change, 231-234
urban neighborhoods, 28

V
value

adding over time, 240-243
taking stock of your business,

199-200
volcanoes, 129
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warehouses, 54
wealth, 229, 245-248

Shanghai, 230-231
Wood, Ben, 233
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X factors, 125-127

Cardon family, 159-163
man-made factors, 129-131

combined with natural factors,
127-128

Mank, Ed, 146-151
natural factors, 128-129

combined with man-made
factors, 127-128
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issues, 137-139
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product focus, 131-133
managing operational issues,
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