
Commercial Real 
Estate Investing



A better approach to 
investing in real estate.
Are you making one of the biggest financial  decisions of your  
life without good advice?

For most individuals, their home is their only 
real estate investment and may be one of the 
most profitable investments they ever make. 
But a home is just the start to opportunities 
in real estate investing. In this guide, we 
introduce you to opportunities for investing 
in real estate, the ways you might choose to 
structure such an investment and some of the 
benefits and risks of real estate investing. 

Real estate has long been a core portfolio 
holding for wealthy investors and a path 
to wealth for many individual investors.  In 
addition to the ability to leverage the purchase 
of real estate and increase the impact of 
appreciation on your investment, real estate 
can offer on-going income and favorable risk-
return tradeoffs that result from its uniqueness 

and the relatively inefficient markets in which 
real  estate trades. 

As with all investments, the risk of loss as well 
as the potential for profit exists. A successful 
real estate investment depends not just on 
the property, but also how it fits your financial 
situation and goals. Synergy offers what we 
very much believe is a better approach to 
buying and selling investment real estate - An 
integrated approach that looks at its impact on 
your overall financial situation and goals and 
current opportunities in the real estate market. 
This approach is overseen by our team of 
Certified Financial Planners (CFP), investment 
advisory representatives, engineers, and our 
professional real estate agents and Certified 
Commercial Investment Member (CCIM).   
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INTRODUCTION

Rethinking the Real Estate 
Investment Process
Many real estate investors are accidental 
investors. At one point they may have 
purchased a home that they later decided to 
turn into a rental property to generate monthly 
income or wanted to realize additional 
appreciation on the property in a high 
demand environment. The decision could also 
have resulted from a fall in real estate values 
when the owners were unable to recover the 
equity they had invested and opted to wait to 
sell in a more favorable market.

While accidental investing has worked for 
many, there is a wide range of real estate 
investment opportunities available to consider 
from sole ownership of a property to real 
estate investment trusts and partnerships, from 
multi-family residential to office buildings and 
shopping centers. The catch is to make certain 
the transaction is in your best interest and fits 

your financial goals.

That’s where Synergy comes in. We are 
registered investment advisors through 
Synergy Financial Management, LLC and 
licensed real estate brokers through Synergy. 
Members of our company hold the Certified 
Financial Planner (CFP®) designation as well as 
certifications from other professional fields of 
study. We are in the unique position to offer 
both real estate and investment advice to help 
clients make sound real estate investment 
buying and selling decisions in the best 
interests of their long-term financial future.

In the following pages, we take a holistic 
approach to buying real estate; an approach 
that looks at its impact on your financial future 
as well as your desire to have an investment 
property that fits your lifestyle. 



Capitalizing on the 
Benefits of Real Estate 
Ownership
There are many reasons to invest in real estate beyond the 
satisfaction of having a physical property that you can control. 

A real estate investment allows you to:

1. Increase your net worth 
Through appreciation in the value of the property.

2. Generate rental income 
Offset the costs of ownership, from maintenance and 
utilities to insurance, taxes, property management, 
and provide a steady cash flow.

3. Use the leverage 
Provided by real estate financing to increase the 
benefit of appreciation. 

4.  Reduce current taxes 
By depreciating the value of the property over time.

5.  Shelter from taxes gains 
From the profitable sale of a real estate investment 
through a 1031 exchange.

The 1031 exchange is one of 
the last tax shelters allowed 
by the IRS. By exchanging 
an investment property for 
like-kind investment property 
the investor is able to defer 
the payment of capital gain 
taxes, health care taxes, state 
taxes, and the recapture of 
depreciation taxes. The IRS 
defines like-kind property 
as all real property held for 
investment purposes, or the 
productive use in a trade 
or business. Essentially this 
includes any real estate held 
for investment and precludes 
one’s primary residence and 
second family home.  It has 
proven to be a very useful 
tool for owners of residential 
real estate who are tired of 
the management burden 
to sell rental properties and 
reinvest all their proceeds 
in professionally managed 
properties without losing 
equity to taxes.
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But like all investments, there can be no guarantee that a real 
estate investment will prove profitable. Location, location, 
location have long been the difference between a property 
gaining or falling in value. Real estate markets also cycle. 
Prices go up and down, sometimes slowly and other times 
quickly. Purchasing a property at the top of a price cycle can 
result in falling values and years before your investment’s 
value recovers. Purchasing at the bottom of a cycle can be 
difficult if you are concerned that prices will continue falling 
but offers more opportunity for appreciation in a recovery.

Unlike securities, there is no good system for knowing 
the exact value of real estate, for complete and accurate 
information exchange among buyers and sellers. There is no 
central marketplace, such as the New York Stock Exchange 
or other exchanges. Instead real estate is traded in generally 
illiquid markets that are regional or local in nature. The 
costs to sell a property, from the Realtor’s commission to 
improvements and closing costs, can significantly impact 
profitability.

To make certain investing in real estate is a benefit and not a 
money trap, it helps to start out with a clear idea of how the 
investment will impact your lifestyle and your financial future. 
One tool that Synergy uses to provide that guidance is the 
Real Estate Investment Policy.

Location, location, location have long been 
the difference between a property gaining 
or falling in value.
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Establishing a Real Estate 
Investment Policy Statement
When you sit down with an investment 
professional to put together a strategy for 
your investment portfolio, the first step is 
typically an Investment Policy Statement. 
This statement includes the general 
rules for the portfolio, including suitable 
investments. It outlines the investment goals 
and objectives of a client and describes the 
strategies and limitations that the manager 
should employ to meet these objectives. 
Specific information on matters such as 
asset allocation, risk tolerance and liquidity 
requirements are included.

A Real Estate Investment Policy Statement 
(RIPS) sets the parameters for a real estate 
purchase whether raw land or a rental 
property investment. It begins much the 
same as an Investment Policy Statement with 
an evaluation of the prospective buyer’s 
financial situation – current savings, available 
funds for a down payment, income, existing 
debt, monthly expenses – and moves 
beyond the present day to the buyer’s goals. 

1.  Why are they interested in 
owning an investment property?

2.  How long do they anticipate 
holding the property?

3.  What are their present and long-
term employment prospects?

4.  Is their job likely to require 
relocation in the near future? If 
so, what might the timing look 
like?

5.  When do they anticipate retiring 
and how will that impact their 
income requirements?

6.  What are their financial goals? 
Are major investments coming 
up in the near future or the need 
for funding?
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Among the variables considered are:

Cash flow analysis

Tax impacts

Appreciation vs depreciation

Effects of leverage

Market risk

Also considered are the buyer’s technical skills, temperament, and repair skills. Does a 
trouble-free property with professional management matter most or does the investor 
prefer a “hands-on” investment where sweat equity will add to the value of the property? 

Given this information, the RIPS establishes reasonable expectations, objectives, 
constraints, and guidelines in the purchase of real estate.
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Potential Conflicts created by 
Compensation 
The compensation structure of the real estate 
industry is rife with conflicts when it comes to 
the buyer’s interests. Most Realtors are seller’s 
agents. Their responsibility is to maximize the 
selling price of the property for the seller and 
in the process, maximize their commission. As 
a result, the typical advice to a buyer is simply 
to purchase as much real estate as they can 
afford. There is often little if any consideration 
as to whether this makes sense for the buyer’s 
overall financial situation.

Synergy Financial Management, LLC and 
our real estate brokerage firm, Synergy have 
taken a distinctly different approach to the 
real estate decision, governed by our Code of 
Ethics.

The Company’s Code of Ethics (“Code”) has 
been adopted to promote and maintain the 
highest standard of personal and professional 
conduct in the real estate profession. All 
independent agents/employees (agents) of 
the firm are expected to subscribe and adhere 
to the Code, which serves to assure public 
confidence in the Company and the services it 
offers. All agents of the firm will acknowledge, 
in writing, receipt of the Code and any 
amendments.

EACH AGENT SHALL

1.   Always place the financial interests of the client first. 
Agents shall recommend only those transactions 
that are suitable for a client, based on that client’s 
particular circumstances and situation. If acting 
as a fiduciary, an agent has an affirmative duty of 
utmost good faith to act solely in the best interests 
of the client and to make full and fair disclosure of 
all material facts, particularly where the adviser’s 
interests may conflict with the clients.    

2.   Disclose fully to clients the services provided and 
compensation received. All financial relationships, 
direct or indirect, or any potential conflicts of interest 
shall be fully disclosed on a timely basis. All client 
inquiries shall be answered promptly, completely, 
and truthfully.

3.   Be subject to a review and monitoring procedure 
for personal real estate activities. Client transactions 

will always be given preference for execution and 
allocation on either sales or purchases. 

4. Maintain the confidentiality of all information 
entrusted by the client to the fullest extent permitted 
by law. 

5. Comply fully with all statutory and regulatory 
requirements affecting the delivery of real estate 
services to clients. 

6. Strive to establish and maintain excellence 
personally and among colleagues in all aspects of 
real estate services.

7. Maintain the highest standard of personal and 
professional conduct. 

8. Promptly report any violation of the Code to the 
firm’s broker.
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PREPARATIONS

Making a Real Estate 
Investment
While you can always “go it on your own,” investing in real estate has 
risks as well as complexity where working with a team of qualified 
investment professionals can result in better investment decisions.  

Integrated commercial real estate acquisition and disposition 
services, such as those offered by Synergy, provide consulting and 
implementation on a variety of user decision analyses and marketing 
commercial investment real estate.

INVESTMENT ANALYSIS

Identifying Investment Objectives

Ownership Entity Selection

Financing Review

Investment Valuation Advocacy

Risk Analysis

Asset Management

Taxation

Acquisition Strategies

Disposition Alternatives

USER DECISION 
ANALYSIS

Lease Terminology Advice

Space and Lease 
Comparison

Valuing Leases

Comparing Leasing and 
Owning

Alternative Use Decisions

MARKET ANALYSIS 

Market Analysis

Market Research

Forecasting Demand

Supply Factors

Supply and Demand Dynamics

Gap Analysis

Location and Site Feasibility

Modeling

Financial Feasibility

INVESTMENT 
TRANSACTION 
MANAGEMENT

Buyer Representation 

Seller Representation 

Syndication 
Representation
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Several designations in the real estate profession indicate advanced training and knowledge. 
Working with individuals who have achieved these designations brings into play a level of 
knowledge and training designed to achieve better real estate decisions.

CCIM

Certified Commercial 
Investment Member

The wearer has completed 
advanced coursework in 
financial and market analysis, 
and demonstrated extensive 
experience in the commercial 
real estate industry. 

CIPS

Certified International 
Property Specialist

The designee has successfully 
completed an intensive 
program of study focusing on 
critical aspects of transnational 
transactions, including currency 
and exchange rate issues, cross-
cultural relationships, regional 
market conditions, investment 
performance, tax issues, and 
more.

CRE

Counselor of  
Real Estate

Individuals recognized by their 
peers and clients for their high-
level knowledge, experience, 
and integrity.

Before you start looking at potential investments your investment team will help you:

1. Identify your investment objectives and constraints. 

 Do you want income producing property 
or speculative property? 

 Do you want a diversified real estate 
portfolio or a focused portfolio?

 Which type better meets your investment 
goals?

Given the characteristics of available types 
of properties – single family, multi-family, 
retail, office, warehouse, land, etc. 

 What are your financial and non-financial 
constraints?  

Often this financial goal is stated in terms of 
discounted cash flows (net present value) or 
an internal rate of return (IRR).  

 How much money do you want to allocate 
to the real estate portion of your portfolio?

 Do you require positive cash flow? 

How much down payment will you make 
or how much down payment is required to 
achieve your return goals?

 What is your holding period?
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USING YOUR IRA OR 401K

Many people do not know they can use their 
retirement plans to purchase directly owned 
real estate such as raw land, commercial 
buildings, condos, residential properties, 
empty lots, trust deeds, or real estate contracts. 
In general, the internal revenue code (IRC) 
section 408 does not prohibit the holding of 
real estate in an IRA, provided the transaction 
is not prohibited under IRC Section 4975.

Code section 4975 covers what transactions 
are prohibited between an IRA or retirement 
plan and a “disqualified person”. Generally, 
“disqualified persons” are defined to be 
the accountholder, other fiduciaries, certain 
family members, and businesses under the 
accountholder’s control. In essence, the 
prohibited transaction rules prohibit an IRA 
or qualified retirement plan from owning a 
piece of property which will be purchased 
from or used personally by the accountholder, 

family members, or businesses under the 
accountholder’s control. Simply put, the 
property must be used for investment 
purposes only and cannot be used personally 
while maintained in the IRA. In addition, 
properties that are individually owned outside 
of the IRA cannot be transferred or purchased 
by one’s individual IRA.  The IRS will not let 
you use your IRA to purchase your home or a 
vacation home. Nor will they let your business 
lease property from your IRA. You cannot have 
personal use or benefit from the property. If 
you do, it could cost you plenty in taxes and 
penalties.

The key step to investing tax-deferred or 
tax-exempt in real estate is to use a self-
directed IRA with any one of the dozen or so 
independent IRA custodians that allow real 
estate investments. Your real estate investment 
team can help you identify and fund your plan.

2. Establish how you will 
fund the investment?

 What is the source of your purchase 
funds?

 If you are selling an existing property, 
are you using a 1031 exchange?

 Will you use debt financing?

 Will rental income be sufficient to meet 
loan costs?

 Will you use funds in your IRA?

3. Set your level of involvement.
 Do you want management control of the property?

 Will you have the time, skills and resources to 
successfully manage the property?

 If not, how do you want the investment structured? 
 Personal investment with hired management 
company?  
 Partnership with management partner?  
 Real estate investment trust with professional 
management? 

 Make certain you understand the different ownership 
options and their risks. 
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Evaluate Ownership  
Options In the 
Context of Shelter 
Gains from Taxes
One of the major benefits of real estate investments is the 
ability to defer paying federal, state and health care taxes on 
capital gains and the recapture of depreciation through the 
use of 1031 exchanges. Even if you anticipate liquidating your 
real estate portfolio five or ten years in the future to finance 
retirement or some other need, there may be a reason it is 
in your best interest to sell your investment and reinvest the 
funds in another project before you need the funds. Because 
you want as much money as possible working for you, limiting 
taxes only makes sense.

With individual ownership, assets available for investment 
are dependent upon the individual’s resources and his or her 
ability to finance the property. Ownership by multiple parties 
typically facilitates larger investments such as multiple-unit 
apartment complexes, retail centers, large office buildings, 
etc. In selecting the right investment structure, it is important 
to look at how decisions are made and the interests of the 
individual investors are protected. In collective ownership 
structures, unanimous, or even majority approval of the 
investors can be a challenge. 

Your real estate team can help you understand the benefits 
and liabilities of the different ownership forms and which may 
best fit your Real Estate Investment Policy. 

There are several different 
ways ownership can 
be structured and still 
remain within the IRS’s 
requirements for future 
1031 exchange. 

   Individual ownership

   Tenants in Common 
(TIC)

   Limited Partnership 
(LP)

   Limited Liability 
Partnership (LLP) 

   Limited Liability 
Corporation (LLC)

   Real Estate Investment 
Trust (REIT)

   Delaware Statutory 
Trust (DST)
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Investing through a  
Delaware Statutory 
Trust
One of the ownership options for investors seeking partial 
ownership in multiple properties to diversify the risks of 
owning real estate is a Delaware Statutory Trust or DST. In 
2004, the IRS released Revenue Ruling 2004-86 which allows 
the use of a DST to acquire real estate where the beneficial 
interests in the trust will be treated as direct interests in 
replacement property for purposes of IRC §1031.

A DST is formed through an initial offering in which investors 
can purchase interests in the trust. Up to 499 investors are 
allowed. In the offering documents, the trust specifies its 
investment strategy and disposition plans, i.e. when the 
property will be sold and the trust liquidated, typically 
between five and ten years. Once the offering is closed, the 
Trust executes its investment strategy, typically acquiring new 
or recently rehabilitated Class A properties with financing 
terms which go out 7 to 10 years and long-term master leases. 

When the IRS approved the DST structure for exchanges, 
it stipulated that the 1031 investors could not have any 
operational control or decision-making authority over the 
underlying properties. To protect investors, the IRS placed 
specific limits on the Trust that allow DSTs to qualify as suitable 
investments for the purpose of a tax-deferred 1031 exchange. 
These regulations provide additional protection and benefit 
to the beneficiaries by ensuring the trustee distributes funds 
properly to beneficiaries and does not take unnecessary risks 
with the DST’s assets. 
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SEVEN KEY LIMITS ARE:

1.   Once the offering is closed, there can be no 
future equity contribution to the DST by either 
current or new co-investors or beneficiaries. 
This prevents the original investors’ ownership 
percentages from being diluted, reducing their 
claim to the DST’s assets. 

2.   The Trustee of the DST cannot renegotiate 
the terms of the existing loans, nor can it 
borrow any new funds from any other lender or 
party. This protects the investor from additional 
liabilities that may not be within reason. Since 
DST beneficiaries do not have the right to vote 
on operating decisions, the ruling prevents 
assuming debt which might have a significant 
effect on the beneficiaries’ interests.

3.   The Trustee cannot reinvest the proceeds 
from the sale of its investment real estate. All 
proceeds earned by the DST must be distributed 
to the beneficiaries rather than be reinvested. 
This ensures that beneficiaries have the right to 
determine how and when to reinvest or use the 
capital earned from their investment in the DST. 

4.   The Trustee is limited to making capital 
expenditures with respect to the property to 
those for (a) normal repair and maintenance, (b) 
minor non-structural capital improvements, and 
(c) those required by law.

5.    Any liquid cash held in the DST between 
distribution dates can only be invested in short-
term debt obligations, i.e. cash equivalents. 

6.    All cash, other than necessary reserves, 
must be distributed to the co-investors or 
beneficiaries on a current basis. This protects 
the beneficiaries’ rights to receive their income 
in a timely manner and use it as they choose 
rather than having it locked into the fund any 
longer than it should be. 

7.   The Trustee cannot enter into new leases or 
renegotiate the current leases.  By forcing 
trustees into secure leases, beneficiaries can be 
assured that trustees will not make risky leasing 
decisions. The ruling does allow for exceptions 
to be made in the case of a tenant bankruptcy or 
insolvency. 

These seven requirements can cause 
challenges for trustees. In the unfortunate 
event that a DST finds itself in danger of losing 
a property because the trustee is prohibited 
from taking necessary actions to remedy a 
problem, the state of Delaware permits the 
DST to convert to a Limited Liability Company 
(“LLC”) if a provision to do so was listed in the 
origination documents. 

Like a DST, this Springing LLC, as it is called, 
contains bankruptcy remote protections for 
the lender and the beneficiaries. However, 

unlike the DST, the LLC has fewer restrictions, 
allowing the trustee, now the LLC manager, 
the ability to raise funds or renegotiate leases 
as necessary to protect the property and the 
fund. 

Such a conversion can have considerable tax 
implications for investors because LLCs do not 
qualify as investments eligible to defer capital 
gains taxes through 1031 exchanges, the 
conversion may rescue a DST in danger and 
prevent heavy losses by the beneficiaries.
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Finding the Right Investment
APPRECIATION POTENTIAL IS CRITICAL

Perhaps the most important concern when 
purchasing an investment property is its present 
value and potential for appreciation – i.e. 
increased resale value. 

In the analysis of real estate properties, as with 
all investments, valuation is a key concern. Real 
estate offers a new complication, however, in that 
property values are not fixed, but rather unique to 
each property based on three main determinants: 
Demand, Supply, and the Property.

Demand stems from a market area’s economic 
base. Property values follow an upward path when 
employment is increasing and typically fall when 
employers begin to lay off workers. For some 
properties, the area of greatest concern consists 
of a few blocks. For others, an area of hundreds of 
square miles serves as the relevant market area.  
Population demographics and psychographics 
(emotional dispositions) are also key elements of 
demand.  

Supply is the competition for buyers from similar 

properties. The more properties on the market for 
a given number of buyers or sellers, the lower the 
value becomes. The fewer desirable properties on 
the market, the higher value becomes. 

The Property itself is a key valuation factor. 
Location, location, location is critical. A great 
property in a poor location will lag market prices. 
This can be a positive for a buyer who is looking 
for depressed properties in areas that appear 
slated for rebirth, but a poor location typically 
means lost opportunities for profit for sellers and 
more difficulty eventually selling the property. 
The quality and attractiveness of the property, 
improvements made and efficiency of use, along 
with few restrictions on the use of the property 
typically impact market value.

In addition to the features of the property, investors 
need to consider the community. If the property is 
in a metropolitan area with regulatory overreach 
and the potential for use of the property to be 
restricted, such as rent controls, the investor may 
want to look elsewhere. 

There is always another investment opportunity.

Your real estate team can help by providing a comprehensive analysis of  your real 
estate investment strategy and how best to implement your plan. The investment 
caution that past performance is not an indication of future return very much 
applies to real estate investments. As with all investments, to limit risk you need to 
understand the investment and factors that could adversely affect it. 

Here again, the Real Estate Investment Policy Statement helps provide price, 
payment and purchase parameters that guide the selection of your investment in the 
context of your overall financial situation. 
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Selling an Investment Property
Investing in real estate is the first half of your 
strategy. The second half is successfully selling 
your investment and either reinvesting the 
proceeds or liquidating your investment in 
the most tax-efficient manner. Just as the 
DST investment structure starts with both an 
acquisition and disposition plan, so should any 
investment real estate decision. Knowing when 
you will need the assets you are investing 
influences the ownership structure and type of 
real estate in which you should invest.

The real estate team at Synergy not only helps 
you acquire investment real estate ownership 
but also assists you in developing a disposition 
strategy and implementing that strategy when 
appropriate. This may be through direct sale 
and liquidation of your interests in a property, 
rolling over proceeds from a sale using a 1031 
exchange or identifying buyers to purchase 
real estate interests when an established 
secondary market does not exist. 

TO SUMMARIZE THE PROCESS:

Synergy Asset Management, together with our real estate brokerage firm.  Synergy, helps buyers 
and sellers:

1. Set objectives, goals  
and constraints

2. Analyze important 
features of real estate   
investment options

3. Gather determinants of 
value

4.  Perform analysis

5.  Implement your decision.
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206.386.5455   |   synergyrealestatepro.com

Please contact us with any questions you have on your 

investment or commercial real estate needs, and we will 

help develop and implement your investment strategy.  

As always, we appreciate the opportunity to work with 

you, and value you as a client.
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