
Comprehensive Guide to Commercial Real Estate 

A practical, step-by-step guide for investors, business owners, and anyone looking to buy, lease, or 
sell commercial property or businesses. 
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1. Introduction: commercial real estate basics 

Commercial real estate (CRE) covers income-producing properties or properties used for business. 
Unlike residential real estate, CRE value is driven primarily by income potential (rents, lease terms, 
operating expenses) rather than comparable recent sales. Successful CRE decisions hinge on 
matching property type, location, financing, and management approach with your financial and 
operational goals. 

2. Property types and how they differ 

All commercial properties are not the same — each has its own markets, lease structures, 
operating needs and risk profiles. 

Retail 

• Examples: storefronts, shopping centers, neighborhood plazas, standalone shops. 

• Rent drivers: foot traffic, visibility, accessibility, local demographics, tenant mix. 

• Leases: commonly NNN (triple-net), gross, or modified gross. Anchor tenants (grocery, 
pharmacy) matter for center stability. 

• Due diligence: parking, signage rules, tenant co-tenancy clauses, local zoning for use. 

Industrial 

• Examples: warehouses, distribution centers, manufacturing, flex space. 



• Rent drivers: ceiling height, dock access, clear span, power, proximity to transport 
(highways, rail, ports). 

• Leases: often long-term with operating expense pass-throughs; tenants may require 
buildouts for racking, power. 

• Due diligence: site access for trucks, pavement condition, environmental (soil 
contamination), loading capacity. 

Office 

• Examples: Class A/B/C office buildings, medical office, coworking spaces. 

• Rent drivers: location (CBD vs suburban), transit access, floor plate efficiency, amenities. 

• Leases: often gross or modified gross; tenants negotiate tenant improvement (TI) 
allowances, escalation clauses. 

• Due diligence: HVAC condition, elevator service, ADA compliance, building systems, cap 
rates per class. 

Multi-family (apartments) 

• Examples: walk-up buildings, mid-rise, high-rise, small multi-family (2–4 units) — in many 
markets small rental buildings are treated as commercial. 

• Rent drivers: rent growth, occupancy, local supply/demand, amenities. 

• Leases: month-to-month or fixed-term residential leases; management-intensive (turnover, 
maintenance). 

• Due diligence: rent roll analysis, operating expenses, tenant profiles, habitability code 
compliance. 

Land 

• Examples: undeveloped parcels, infill sites, farmland, brownfield sites. 

• Value drivers: zoning, permitted density, servicing (water/sewer), entitlement progress, 
location. 

• Uses: long-term hold, development (residential, commercial, mixed-use), land banking. 

• Due diligence: zoning, environmental studies, geotech, utilities, access, municipal plans. 

Special-purpose 

• Hotels, self-storage, healthcare facilities, car washes, golf courses — often require 
specialized underwriting and operations expertise. 

3. Uses: investment vs. owner-occupier 



• Investment (income focus): you buy to produce cash flow and value appreciation. Key 
metrics: Net Operating Income (NOI), cap rate, cash-on-cash return, internal rate of return 
(IRR). 

• Owner-occupier / personal use: you buy to operate your own business (manufacturing, 
retail, office headquarters) or to occupy. Focus is on operational fit, tax strategies, and long-
term control. 

4. Leasing commercial space for personal/business use 

Leasing can be the most efficient way to occupy commercial space — less capital tied up, more 
flexibility. 

Key lease types: 

• Triple Net (NNN): tenant pays base rent + property taxes + insurance + common area 
maintenance (CAM). 

• Double Net (NN): tenant pays property taxes and insurance; landlord manages CAM. 

• Gross/Full Service: landlord covers most operating expenses; rent is higher to 
compensate. 

• Modified Gross: hybrid where expenses are shared or allocated differently. 

Lease negotiation priorities for tenants: 

• Lease term & renewal options 

• Rent escalation and CPI clauses 

• Tenant Improvement (TI) allowance and who owns improvements at lease termination 

• Exclusivity and co-tenancy clauses (for retail) 

• Subletting/assignment rights 

• Repairs & maintenance responsibilities 

For owner-occupiers buying a property but leasing part of it out, consider blended occupancy 
models and how to structure separate suites, shared utilities, and CAM allocation. 

5. Buying commercial property: step-by-step 

A. Strategy & goals 

• Define investment horizon, risk tolerance, target returns, and whether active or passive 
management is intended. 

• Choose property types that align with strategy (e.g., stabilize cash flow with multi-family; 
seek appreciation with value-add office/retail). 

B. Financing options 



• Conventional banks, CMBS (commercial mortgage-backed securities), life companies, 
private lenders, seller financing, bridge loans, construction loans. 

• Typical terms: 5–10+ year fixed terms, amortizations commonly 20–30 years for 
conventional loans; LTV often 65%–80% depending on property and lender. 

• Consider debt-service coverage ratio (DSCR) requirements, recourse vs non-recourse 
features, prepayment penalties. 

C. Finding properties & markets 

• Market research: vacancy rates, rent growth, employment trends, supply pipeline, 
demographic shifts. 

• Tools: brokerage listings, off-market networks, auctions, 1031 exchange opportunities. 

D. Valuation metrics 

• NOI (Net Operating Income): gross income - operating expenses (excluding debt service 
and capital expenditures). 

• Cap Rate: NOI / Purchase Price — used to compare properties. 

• Price per SF / Unit: useful for comparing like assets. 

• Gross Rent Multiplier (GRM): price / gross income — quick screening tool. 

• Discounted cash flow (DCF) / IRR: for detailed investment modeling. 

E. Due diligence & inspections 

• Financial: rent roll, leases, operating statements (historical), CAM reconciliations. 

• Physical: building inspection, roof, HVAC, structural, electrical, plumbing, ADA compliance. 

• Legal: title search, zoning compliance, easements, restrictive covenants. 

• Environmental: Phase I ESA (and Phase II if triggered), underground storage tanks, historical 
uses. 

• Tax and insurance: verify tax history, property tax appeals, insurance claims history. 

F. Offer, negotiation & closing 

• Use contingencies (finance, inspection, environmental, tenant estoppel) wisely. 

• Negotiate price, seller-paid TIs, closing costs, prorations, and allocation of repairs. 

• Closing: title insurance, escrow instructions, transfer taxes, loan funding. 

6. Selling commercial property 

Prepare the property and documentation 



• Assemble offering memorandum: rent roll, financial statements, property photos, site plan, 
survey, recent capital improvements. 

• Address deferred maintenance; improve curb appeal and tenant communications. 

Pricing & marketing 

• Price to market using comparable cap rates, recent sales, and investor demand. 

• Market to targeted investor types: institutional, private equity, local investors, 1031 
exchangers. 

Negotiation & closing 

• Evaluate offers beyond price: financing contingencies, timing, evidences of funds, due 
diligence scope. 

• Use escrow and attorney review to ensure clean transfer. 

7. Buying and selling businesses (with or without property) 

Asset sale vs. share sale (equity sale) 

• Asset sale: buyer purchases business assets (inventory, equipment, goodwill). Often 
preferred by buyers for liability protection and tax benefits. 

• Share sale: buyer purchases shares of the company — continuity of contracts and 
licenses, but buyer assumes liabilities unless indemnities negotiated. 

Buying a business with property 

• Combined valuation: business enterprise value + property value. Property can be bought by 
the buyer personally or a separate entity leasing back to the operating company (sale-
leaseback). 

• Consider commercial real estate financing combined with business lending or use seller 
financing. 

Selling a business with property 

• Advantages: clean package to buyer; potentially higher overall price. 

• Complications: combined due diligence, differing buyer pools (real estate investors vs 
operational buyers), tax treatment differs for asset vs share sale; transfer of licenses and 
permits. 

Due diligence checklist for business transactions 

• Financials (3–5 years), tax returns, customer contracts, supplier agreements, leases, 
employee agreements, IP, pending litigation, regulatory compliance, asset lists, inventory, 
environmental concerns (if property included). 

8. Leasing vs. buying: decision framework 



Ask: 

• How long will I occupy? (<3–5 years often favors leasing) 

• Do I want control over property modifications? 

• What is the total cost of occupancy (rent vs mortgage + operating + tax + capex)? 

• What are financing and tax advantages of ownership (depreciation, interest deductions) vs 
flexibility and lower upfront capital of leasing? 

9. Financing, taxes & incentives 

Loan basics 

• LTV, DSCR, interest rate type, amortization, term, rec 

 


