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Warehouses —Profitable Real Estate Investments

When Syndicates, partnerships,
investment companies and their
individual participants look

at investments in commercial
properties, many tend to look
at properties that have that
bewitching charm of glamour
in brochures. A beautiful

office building or an enclosed
shopping center seem to have

a more acceptable “status” as
an investment property. These
buildings can be nice to drive
by and point out as “our”
investment.

Originally, any property desig-
nated as a “warehouse” would
always be located in areas
zoned for industrial use. There
is not nearly as much allure in
a squat bulky warehouse build-
ing. The physical attractiveness
is not there in color flyers and
photographs. However, as
money makers, these bulky
buildings can be a very profit-
able real estate investment.

A recent check in one area showed
a vacancy rate in distribution
warehouses of 4% to 6%, while
office buildings had a 10.7%
vacancy level. The vacancy rate
for warehouses remains low in
good times and bad. If there is a
slump in demand for real estate,
commercial real estate should not
be affected. The demand for space
in warehouses should remain the
same.

When choosing a site for a new
facility installation, think first

of the renters who will be your
customers. Does the warehouse
have easy access from a major
highway or Interstate? Will the
driveways and parking areas
accommodate large trucks? Is the
facility very close to any houses or
residential areas that will complain
about the noisy trucks?

Expenses and Income

The normal costs of operating
any rental property are the
utilities, insurance, property taxes,

management and maintenance.

Access and parking are impor-
tant. There should be direct
access to each unit by a vehicle
with multiple trailers. There
should be room for these ve-
hicles to turn around or be passed
by another car or truck. Loading
docks are provided at most com-
mercial-oriented warehouses.

Security: The latest state-of-
the-art equipment makes the
convenience of round-the-clock
access available with no loss of
security. There can be computer-
controlled entry gates and
individual alarms in each unit
with security cameras installed in
various places around the facility.
If the building is a conversion of
an existing property, windows
should be sealed. All entrances
and exit doors should be barred
and locked. Building a new
facility is easier, with fences,
electronic gates and alarms
built-in originally. O




Be Ready In Advance For Emergencies

A Prepared Plan

Building owners and managers need to be aware of
their obligations to their tenants for emergencies that
can happen in buildings. Emergencies like fires, power
failures, bomb threats, crimes, civil disorders, wild
weather are just a few that could happen. Be prepared!

Emergencies happen when least expected, so office-
building and apartment managers must be ready in
advance and have a plan prepared. The following are
some components of a plan of preparation for emergen-
cies in buildings:

Communications Procedures

Public address systems that can alert the entire build-
ing’s occupants are life-savers. It is an ideal way to
alert occupants, of either the entire building or specific
floors, to the problem and what to do about it.

A good addition to a P A system is a call (or paging)
system. This can be a bell, chime, or voice transmission
that alerts a specific person or group of persons to an
emergency without disturbing the rest of the building’s
occupants.

An in-house emergency telephone system can be

linked from the office manager’s office to each tenant’s
office. The master phone can transmit a message to all
commercial tenants at one time without dialing. The
tenant then passes the word along to its own employees.

A “beeper” that generates a one-way signal is responded
to by the employee picking up the nearest phone and
getting the message from the security desk or the main-
tenance office.

Don’t overlook social media. There are several reasons
why social media sites are being used more frequently
for disseminating information before and during an
emergency. First, a majority of the current U.S. popu-
lation is participating in social media regularly. Using
social media sites and tools for emergency communica-

tion can provide quick dissemination of information,
Operating Procedures Manual

A standard operating procedures manual should spell
out these communications systems in detail and identify
responsibilities. It should also advise on the action to
be taken in the event there is a breakdown in the safety/
security/system.

Telephone numbers that may be needed in emergen-
cies can be pre-programmed into the building tele-
phones and cell phones of all key building personnel.
The numbers for fire and police departments, medical
help, and all the major contractors (i.e., elevator mainte-
nance, electrician, plumber, boiler service, etc.) should
be programmed and also listed in handy sized book-
lets. The office manager should have the home phone
numbers, as well as the office phone numbers, for chief
mechanics and key contractors, because emergencies
can happen at any hour of day or night.

The emergency telephone book should also contain the
names of the property owner and the insurance agent.
Often the building’s law firm is included in case a ques-
tion of legal liability arises and an opinion is needed
quickly.

Social media sites and others like them are increas-
ingly being used for providing information (i.e., photos,
videos, graphics, and text) before, during and after
emergencies. This can include maps, evacuation instruc-
tions, evacuation site/shelter locations, and directions
and evacuation routes.

There should be special emergency procedures for

all physically handicapped people who work in the
building. A current list of these people should be main-
tained so that special arrangements can be made to
evacuate them in an emergency.

Keep up with changes in technology. There are
improved ways of quick communication developed
every day. O

Controlling Property With Purchase-0ption

Some investors look for the short-term investment
with less of an emphasis on “doing business” and more
pre-investment research on controlling property for the
maximum gain in the short term. These investors often
use the option or purchase-option.

Traditionally, most real estate investors have been
attracted to commercial real estate opportunities.
Typically these investors have been well rewarded
for their investment. Properties that are designed for
“doing business” proliferate and succeed as busi-

nesses grow and diversify and become more and more
profitable. For investors to be successful it is normally
important to understand the operation of the particular
commercial enterprise involved in the real estate invest-
ment.

The Purchase-Option Contract

A purchase-option contract lets the buyer-optionee
purchase a property at a specific price within a certain
period of time. If the option is exercised, a closing is
held and the property is purchased at the price
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(continued)

previously agreed upon. There is no legal obligation to
buy the property. But, if the optionee does not exercise
the option, the deposit paid to the seller-optionor is
forfeited.

The biggest differences between the purchase-option
and direct ownership may be two advantages from the
viewpoint of the investor: First, the short term (6 to 24
month) purchase option contracts can be an outstanding
way to control property without assuming the responsi-
bilities of ownership. Second, the contract enables the
optionee to receive all of the benefits from appreciation
in market value of the property.

Basic Responsibilities Eliminated

There are five basic responsibilities of property owner-
ship that are eliminated by using the purchase-option
contract:

Long-term Commitment. With many investments,
there will be no cash profit from property ownership
until the property is sold. With the purchase-option, the
responsibility for a long-term commitment of ownership
is eliminated. The optionee’s commitment is short-term
only, with the ability either to sell the option, buy and
immediately sell the property, or never buy the property.

Mortgage Payments. There are no mortgage payments
made by the optionee. He has eliminated the responsi-
bility to “pay for” the property during the period when

the purchase-option is open and unexercised.

Property Management. There will be no responsibility
with respect to managing and maintaining the property
unless the optionee exercises the option and takes
possession of the property. In a straight purchase,

the buyer must begin maintaining and managing the
property right after closing—a time consuming and
costly responsibility.

Cash Payments Required. As we all know, property
ownership involves payment in full or cash down pay-
ment (10% to 25% or more). When the property is
controlled with the purchase-option, the down payment
is replaced by an option deposit (the consideration in
the contract) that can be in a much smaller amount, per-
haps in the 1% to 5% range.

Financial Liability. Optionees have no financial

risk in the property other than the amount paid in the
option contract. The property owner must pay the prop-
erty taxes, mortgage payments, insurance payments,
maintenance and repairs and any other obligations of
ownership.

The optionee has the specified period of time that is

in the term of the option in which to buy the property
or decide to pass. During that time, the optionee can
evaluate the potential and make those decisions. It is
certainly the best way to hold a property for an increase
in value over a very short term. Q

Real Esiate Investment Guidance

Which way is the right way in real estate investments
in 2024? What is the future in these investments? An
answer to these questions can be an interview with
an interested professional real estate broker who

can act as a real estate investment counselor. Each
prospective investor can be interviewed in depth to
find out specific needs in an income property. At the
same time their needs are being evaluated, the broker
will also communicate what benefits are available in
various properties and how to identify them.

Some considerations should be given to the risk of
loss for each age bracket of investor. Should an older
investor purchase a property with the smallest down
payment and highest leverage position? This will
limit cash flow and may cause the property to have a
“negative” cash flow. Is this what they want — or do
they want cash flow from the property?

How about the younger investors? Are their
objectives for long-range estate building or for
current cash flow? Would they be more willing to

take chances with a marginal investment that might
bring big returns later?

Each investor must decide these answers for himself
or herself. But, only after enough information has been
furnished so that an intelligent decision can be made.

When a new investor has a better idea of the type of
property that will do the right job for him/her, or them,
then and only then should they be exposed to the
market place and shown specific properties. Now the
investor or investors can evaluate the various benefits
and risks for the information shown on each property
and apply the information to their own situation.

What is right for you? An industrial building,

A Warehouse, A new rental unit, An office building,

A strip center, A one hundred-unit apartment property?
Perhaps you should have five or six apartments or
commercial properties in scattered locations. Real
estate counseling can show you that you can choose
which is right for you and know the reasons why it is
right! 0




Costly Mistakes In Real Estate

Investors sometime make investments in real estate that
turn out badly. They may then blame the loss on the
“real estate cycle” when there were mistakes that could
have been avoided by better planning and analysis.
Based on data obtained through interviews with

more than 200 real estate practitioners, several costly
mistakes were identified and discussed. Here are three
of them:

Misjudging demand. Developers have faced costly
setbacks by assuming that customers existed without
undertaking adequate market analysis. For example, a
retail development designed to attract shoppers from ex-
ecutive ranks in the adjoining commercial center failed
to realize that high-income executives have demanding
work schedules and tend to shop during their leisure
hours near their suburban homes. Clerical workers, who
might shop during lunch or break periods, cannot afford
up-scale store prices.

Faulty property analysis. Investors invite catastrophe
by failing to thoroughly examine all physical aspects

of property improvements, including size, structural
stability, and mechanical systems. Some investors have
suffered losses by relying on ballpark estimates of
rehabilitation costs or by purchasing multi-unit buildings
after seeing only representative sample units carefully
selected by sellers.

The investment fallacy. Too many people have equated
real estate investment with a more passive “buy low,
sell high” investment in assets such as stocks, gold, and
stamps. They have failed to recognize that time, talent,
and work must go into maintaining and enhancing

a property’s value. They have failed to understand

that income properties and “investment” properties

are largely the fruits of imaginative and capable
management. 0
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