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Advance Acclaim for Investing in Retail Properties




“Investing in Retail Properties is much more than an academic textbook for developers wishing to develop properties and structuring the ownership entities. This new edition has added benefits with new case studies that the author shares and new chapters such as ‘Tax Advantages of Owning Commercial Real Estate.’ For me and other investors, it teaches us about the fundamentals of retail real estate and what investors can expect from holding such investments in a passive manner for the long term. I would encourage anyone who is considering investing in retail properties to read it and understand the nuts and bolts that while they may never need the tools in their toolbox to develop, acquire, lease, and manage the shopping center asset, at least they’ll be able to know who can and whether an investment makes sense to invest in or dispose of on a timely basis.”


—Harold Zirkin, Managing Member, Hz Investments Inc. Chevy Chase, Maryland, USA




“The new case material in Investing in Retail Properties contains the most complete information that is directly applicable on the street today and reflects the important changes that have occurred since the Covid pandemic began. After 40 years of work and experience, I learned from this book a number of truly important principles and tools to employ today in my business.”


—Russell Pratt,Chief Executive Officer, The Pratt Company Mill Valley, California, USA




“This third edition of Investing in Retail Properties is greatly expanded; with the updates of deal structures, we are typically seeing today the addition of structures used by other developers. Gary Rappaport’s very personal writing style and real-world examples reflect his passion for this business, serving to motivate and inspire readers more than the usual textbook.”


—James E. Maurin, CRX, CSM,Founder and Past Chairman, Stirling Properties, Covington, Louisiana, USA




“Gary Rappaport’s comprehensive ‘soup to nuts’ book on structuring retail real estate partnerships is a must-read for both the entrepreneur putting together the deal and the investor seeking a solid investment opportunity.”


—Elizabeth I. Holland,Chief Executive Officer and General Counsel, Abbell Associates, Chicago, Illinois, USA




“Gary Rappaport’s Investing in Retail Properties is an essential resource for anyone who wants to invest in commercial real estate but particularly in retail properties. I assign it as a required textbook to my students working toward their master’s in real estate degree at Georgetown University and recommend it to real estate professionals with the same advice, ‘read it using a highlighter to underscore your learning objectives; it is filled with insights that you’ll want to revisit and reference.’”


—Brian D. Friedman,Partner, Friedman Capital and Adjunct Lecturer, Georgetown University, Washington, District of Columbia, USA




“Our students at the University of Colorado Real Estate Center at the Leeds School of Business have found that Investing in Retail Properties gives them real-life case studies beyond what any commercial real estate textbook can provide. This book has also been a handy desk-side resource for many students in their other real estate classes. I am recommending this new third edition to anyone considering a career in commercial real estate.”


—Michael P. Kercheval, Ph.D.,Sherman R. Miller Executive Director, CU Real Estate Center, Leeds School of Business, University of Colorado, Boulder, Colorado, USA




“Investing in Retail Properties Second Edition cited as one of “five must-read books to get started in real-estate investing, according to (Dan Lane) an expert who’s interviewed hundreds of successful investors and built a six-property portfolio.”


—Business Insider– March 16, 2023




“Supermarkets and grocery-anchored centers run through my blood. My great-grandfather was a cofounder of Giant Food, and my father founded and has overseen a successful shopping center investment company where I developed a love for the business and rose through the ranks. I am extremely fortunate as I have been mentored by Gary Rappaport, and I cannot speak highly enough of Gary as an entrepreneur in the shopping center business, and more importantly, as a person. I have read all three editions of Investing in Retail Properties, but the third edition is by far more comprehensive than its predecessors. Even at this stage of my career, I find his latest book not only entertaining, as Gary shares experiences over his lifetime and career, but also educational, as I continue to learn and adapt to an ever-evolving retail real estate business.”


—Max Lehrman,President, Lehrco Corp. Washington, District of Columbia, USA
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To my dad, who taught me that many of life’s simple pleasures come from helping others.
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FOREWORD





AS A LIFELONG INVESTMENT ADVISER, it gives me pleasure to put my own

money as well as the funds of my family members to invest in diversified investments that I recommend to clients. That is to say, I put my money

where my mouth is. 


That means I invest in stocks, bonds, mutual funds, exchange-traded funds (ETFs), commercial real estate, and other forms of investments just as I advise others who have a portfolio of investments and alternative investments, such as passive ownership of real estate that is desirable to spread risk and minimize tax liability.


The most important aspect of alternative investments is to select a general partner who is ethical, honest, and looks out for the interest of the investor. Without an exceptional jockey, it is doubtful that the best horse in the race could find the finish line ahead of the others.


I decided to invest with Gary Rappaport because of his reputation in the community as a thoroughly honest general partner who takes on responsibility for his investors’ assets. I was lucky to have access to his lead attorney who had also been my personal business attorney for the past twenty-five years. The discussions with my lawyer regarding Gary’s character were as important to me—if not more important—than the merits of the potential transaction.


Investing in commercial real estate was old hat to me. Prior to investing with Gary, I had invested in various sizes of shopping centers for more than two decades, so my involvement with Gary starting in 2016 was more about the person than the asset class. I consider it encouraging that Gary notably invests his own personal funds in each partnership, as this shows that he believes in the economic merits of the transaction beyond the potential of earning associated fees for himself. I was also impressed with the quality and depth of the executive team at RAPPAPORT, which gives me confidence that the organization will continue to look after the assets where I have made investments for me and my clients long after Gary decides to step down from running the day-to-day business.


Another attribute Gary brings to the investments he offers is his transparency. This book, along with its previous editions, is a testament to that as well as his teaching at universities and real estate industry events, where he tells exactly how it is for his peers and young followers of his model to learn and put into practice. He tells us the unabashed pros and cons of bringing in institutional investors and individual investors. No holds barred.


I like to invest in individual partnerships to ensure that I know exactly what I own. It is possible to invest in common stocks of several commercial shopping centeroriented real estate investment trusts (REITs; which are constantly revolving their holdings and the risks are spread geographically), but I prefer to invest in the projects one at a time so I know exactly what I own and can visit the real estate property and see the asset for myself in addition to reading the monthly financial statements that support the performance of my investment.


In some cases, forgoing liquidity can be offset by advantages that come with passive ownership of shopping center partnerships as compared to owning stocks in a publicly traded REIT. I look at an alternative investment in this class of ownership in the solid performing grocery-anchor assets that Gary offers as one that produces an attractive current tax-sheltered return that will eventually be supplemented with

additional returns from appreciation at the time of a refinancing and/or sale.


Purchasing a share or more of one of Gary’s trophy assets is much different from other investments where you can track the fluctuating value of the asset you hold. After I have made the commitment to purchase an interest in one of Gary’s partnerships, I am fine with not knowing the current value (as opposed to checking the daily pricing of publicly traded REIT stocks).


The success or failure of equity investment in commercial real estate is often at the mercy of the emotional pricing of the securities markets, so by eliminating the daily pricing of the asset I have disregarded that aspect of investing cash. At the time of this writing, I note that over the past year the value of one famous stable and quality publicly traded retail REIT has ranged from $86 to $171 per share while the REIT’s underlying assets, earnings, and dividends have remained roughly constant. I am sure that the value of the individually owned shopping centers by that REIT has also varied, based on market capitalization transactions but I don’t see it on a daily basis. Hence, I am not making investment decisions on passive ownership of Gary’s partnerships as I would on publicly traded equity centered on the emotional highs and lows of favorable and unfavorable market prices. REIT shares fall when investors are chasing technology and growth stocks, which means fewer investors are interested in buying shares of real estate companies despite the fundamentals and robust dividend yields.


Gary’s book is much more than an academic textbook for developers wishing to develop properties and structuring the ownership entities. This new edition has added benefits with new case studies that Gary shares and new chapters such as “Tax Advantages of Owning Commercial Real Estate.” For me and other investors, it teaches us about the fundamentals of retail real estate and what investors can expect from holding such investments in a passive manner for the long term. Gary has the experience and the vision to point the way to the ups and downs of investing in retail properties. It is insightful, timely, and a fascinating topic for investors who are interested in passive ownership of commercial real estate. I would encourage anyone who is considering investing in retail properties to read this book and understand the nuts and bolts that while they may never need the tools in their toolbox to develop, acquire, lease, and manage the shopping center asset, at least they’ll be able to know who can and whether an investment makes sense to invest in or dispose of on a timely basis.


—Harold Zirkin


Managing Member Hz Investments Inc. Chevy Chase, Maryland, USA












PREFACE





ICAME OF AGE WHEN the modern shopping center came of age. For me, growing up in the 1950s and 1960s was about studying in school, having fun with friends, and spending time with my sisters at home, but all around me was a movement of urban America relocating to the suburbs while residential developers were buying land to build and sell homes to enable that trend.


America was experiencing an unprecedented economic boom in the 1950s when two-income households were becoming more common and nuclear families began spending their growing household income on houses in the suburbs and cars to get them to and from their jobs in the cities.


My family became part of that movement. We moved out to a tiny three-bedroom house on a 9,350-square-foot corner lot in West Hempstead on suburban Long Island (Nassau County, New York) from the very densely populated New York City borough of Brooklyn when I was only two years old. I say tiny because by comparison, suburban houses are much larger today. My parents were thrilled with the boost in our standard of living and how we left a crime-ridden neighborhood behind, but for me I was just a baby moving into new quarters that seemed quite vast at the time.


My three younger sisters and I represent one of seventy-three million baby boomers born between 1946 and 1964. In the 1950s, it seemed that every manufacturer, retailer, and restaurant catered to prospering baby boomer families like mine, which were moving to the suburbs. Manufacturers of baby products made a bundle because of the exceptionally high demand. Baby food, furniture, and kids’ clothes and toys were flying off store shelves. Car manufacturers and home construction experienced unprecedented growth. Some of today’s ubiquitous fast-food chains got their start in the 1950s catering to baby boomer families, such as Dunkin’, KFC, Burger King, Pizza Hut, and Taco Bell. McDonald’s (pictured next to me in this photo illustration from 1956) actually opened its first restaurant in the 1940s serving mostly barbecue but later converted its menu to hamburgers and fries and franchised the operation to cater to baby boomer families in the 1950s.
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As I look back at my early childhood and the period in which I became a teenager in high school and later in college, I can trace certain events I experienced growing up and attribute those influences to how my career as an entrepreneur owner and manager of shopping centers evolved over time. First, the work ethic that entrepreneurs tend to have in common is not something you can develop later in life. Consistent work behaviors have to be ingrained in you during childhood and into adolescence.


From the time that I was very young and being the only boy in the family, my father instilled in me a solid work ethic perhaps because that is what he experienced in his household while growing up.


By the time I turned eleven—from Monday through Saturday, six days a week—I delivered Newsday, a daily newspaper that primarily serves Nassau and Suffolk counties on Long Island. Nowadays, Newsday subscribers view the paper online or the physical newspaper is delivered in the morning by adults who throw the papers out of the windows of their vehicles, which can land anywhere but back then it was an afternoon paper that I, as the paperboy, delivered on weekdays after school.


After school—rain, snow, or shine—I would pick up my heavy bundle of newspapers and stuff the papers and advertising circular inserts into the baskets I had on both sides of the rear wheel of my bicycle. The Newsday afternoon paper I delivered bulked with ads from retailers and was too large to wrap into a neat bundle for me to throw—something my supervisor frowned about. Each time I delivered a paper, I had to set the kickstand on my bike to prevent the newspapers inside the baskets from falling out. I would walk with the paper up to the front door of each home and place the paper in the hooks protruding from the bottom of the wall-mounted mailbox, as these hooks were intended to hold newspapers and magazines. That was the discipline back then for Newsday carriers.


Thursdays and Fridays were the longest days for me, as those were the days when I rang the doorbell at each home to collect money from my customers. My subscribers paid me 5 cents per day, which brought me 30 cents per week of gross revenue per account. Harry Guggenheim, then publisher of Newsday, took no risk in the deal. He relied on a kid like me to collect money from every subscriber. I acted as the middle man—or I should say middle boy. I bought the papers wholesale from Newsday and sold them to the subscribers at retail. If one of my customers stiffed me, that was on me as Newsday. already had its money. I paid Newsday 22 cents a week and thus I made 8 cents from each of my subscribers every week.
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By the time I turned eleven—from Monday through Saturday, six days a week—I delivered Newsday, a daily newspaper that primarily serves Nassau and Suffolk counties on Long Island. I delivered about fifty papers bicycling around my route and raked in about $9 a week including tips (pictured here in this photo illustration in front of my house on Wildwood Road in West Hempstead in 1961).


I delivered about fifty papers bicycling around my route and thus raked in a total of $4 a week plus tips. Some of my customers rewarded me with a generous 20-cent tip, not quite a quarter, but most tipped me a dime. Some tipped me a nickel and others gave me no tip at all when I showed up at their doors after I finished delivering the paper to collect my weekly earnings from the subscribers. So, between the net revenue from the paper and the additional tips of about $5, my weekly pay was about $9. Easy money for a kid in the early 1960s. The worst part of collecting was the kid coming to the door screaming at the top of his lungs, “Mom, the paperboy’s here!” Didn’t matter, so long as I got paid.


I used some of the money to buy stamps and coins for my collections, and I also enjoyed picking up double-sided single 45 rpm vinyl records even before The Beatles invaded America in 1964. Putting the cash from my paper route to good use, I bought such hit singles as “Soldier Boy” by The Shirelles, “Mashed Potato Time” by Dee Dee Sharp, and “Let’s Twist Again” by Chubby Checker. It might seem foolish today for a kid to hold a part-time job to buy stamps, rare coins, and records but that’s what kids did in those days. Even then, I thought it was important to save rather than just spend it all. I always had goals, and so I put away some money to hopefully buy a car one day when I became old enough to drive.


For my parents, just like millions of families moving to the suburbs in the 1950s and 1960s, making money was a necessary element of life, as dual-income households fueled a boom in consumer spending.


Commercial real estate developers realized that this movement to the suburbs provided an opportunity to build many mini downtowns in the suburbs from coast to coast throughout the United States. Hence the shopping mall was born and supporting convenience retail surrounded it, the latter being what we refer to today as the open-air community centers and neighborhood centers, which eventually became my model for acquisition targets as a developer.


So, while living at home is now considered the first place, and going to work is the second place, people still needed the third place near their homes to shop for necessities, be entertained, and socialize, something that surrounded me everywhere I went while growing up on Long Island.


Today, we understand this concept better but back then retail developers were building retail properties by instinct and leasing them to retailers looking for an opportunity to open stores that were closer to their customers’ homes, and these developers built enormous wealth as they sold their retail assets because the demand seemed to have no end in sight.


Most of us patronize retail businesses as we grow up, so we relate to retail by instinct. Growing up in the New York metropolitan area, I was exposed to both urban street retail and suburban shopping in stores located in shopping centers, the latter being the most prevalent form of retail in the United States today.


My mother, Phyllis Rappaport, who passed away in 2014, was an influence in the career I eventually sought. She helped me understand how customers interact with retailers. She would take me shopping for clothes in Hempstead, New York, at Abraham and Straus (commonly shortened to A&S), a full-line department store founded in 1865.


The Hempstead A&S store closed in 1992 to move northeast to the Roosevelt Field Shopping Center in Garden City, which eventually became the hub of retail activity in the area. A&S had been part of Federated Department Stores, a department store chain with stores across the country but after Federated acquired R.H. Macy & Company in 1994 and changed the name of its stores to Macy’s, the A&S brand was discontinued.


Yet, when I was growing up, Hempstead was the marketplace for the eastern outlying rural farming communities as well as for suburban living, as New Yorkers moved out of Manhattan and nearby urban boroughs into Nassau County on Long Island.


There was so much retail activity surrounding my childhood that the Hempstead A&S store had the highest volume of any suburban department store in the country during the late 1960s. As one of seventy-three million baby boomers born between 1946 and 1964, I was transforming into a fashion-conscious teenager in the late 1960s, shopping for authentic navy and red madras button-down plaid Gant shirts with my short sleeves touching my elbows, brown leather Canterbury belts, navy corduroy slacks short enough to show my matching navy Burlington Gold Cup socks, and polished hand-stitched Weejuns penny loafers.


Hempstead village in the Town of Hempstead became Nassau’s retail mecca during my childhood. Yet, during my years at West Hempstead High School, I do not remember ever thinking of hanging out at strip malls with ample parking lots. I infrequently visited the sprawling Roosevelt Field shopping mall, then open air and anchored by archrivals Macy’s and Gimbels, which was less than five miles from my home.
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Here with my mother, Phyllis Rappaport, in 1968. She helped me understand how customers interact with retailers, which I think made me more fashion-conscious as I was growing up. Mom, always impeccably dressed in the voguish styles of the 1960s, would take me shopping for clothes in Hempstead, New York, which was then the marketplace for the eastern outlying rural farming communities as well as for suburban living, as New Yorkers moved out of the urban boroughs into Nassau County on Long Island.


Like most other kids growing up in the early 1960s, I never thought about what I wanted to do professionally. When I was not attending school, I played football, baseball, and basketball. I visited the Malverne Theatre (now the Malverne Cinema & Art Center) for double-feature movies during Saturday matinees and watched TV at home—things all baby boomer kids used to do.


Oddly enough, I would get up very early on Saturday mornings to watch The Modern Farmer on the ABC television network. It was a show mostly about tractors, milking machines, strip-till rigs, and a life of farming in the Midwest. I was captivated by the large machinery harvesting the different crops, something now remote to my eventual career as a shopping center developer.


Father Knows Best


I also watched TV shows about baby boomer family influences such as Leave It to Beaver, Father Knows Best, and The Donna Reed Show. The fatherly figures who dominated these shows reminded me of my own father, Mannie Rappaport. Jeff Stone, one of the boyhood characters on The Donna Reed Show, played by Paul Petersen, even recorded a 1962 hit single called “My Dad” for an episode of the show, dedicating it to his costar Carl Betz, who portrayed Dr. Alex Stone, the boy’s father in the series. To this day, I think of my father and how he influenced me when I hear Petersen’s recording on SiriusXM 60s Gold channel, singing, “My dad, now here is a man. To me he is everything strong. No, he can’t do wrong, my dad.”


It is incredibly important to have someone in your life that you look up to and respect. As a kid, my mentors included some of my teachers, older friends, and my father.


As I began pursuing a career as a developer of shopping centers, there were several people whom I considered to have influenced my career and taught me some of the fundamentals and principles you mostly learn through experience. These include Simon Konover, the founder and patriarch of the Simon Konover Company, who explained that real estate has its ups and downs and demonstrated how to navigate tough times and Carl D. Silver, the founder of the Silver Companies, who began acquiring land in the 1960s to develop shopping centers in Fredericksburg, VA. Carl would spend a lot of time with me sharing his words of wisdom about how to acquire land and involve the landowners in the partnerships he would assemble to build shopping centers in and near Fredericksburg.


Another significant influence in my career has been Stefan F. Tucker, a partner at Venable LLP, who helped me structure my first acquisition and has been my mentor and confidant for more than forty years. Even though Stef has retired from Venable, he has not retired from being there for me.


However, as I look back at the people who most influenced my life, my career, and who I am today as a person, I would have to say that my true long-term mentor was none other than my father, Mannie Rappaport.


He was my rock, my coach, my best friend, my hero, and my inspiration to work hard. He understood the value of a hard day’s work for a hard day’s pay. I could see it all in his words, his face, and his actions. He guided me by setting examples I could understand that helped me build trust in myself and others that work alongside with me.


He showed me the way but never told me where to go. He told me there was a solution to every problem but never actually solved the problems for me. He challenged me and gave me the courage to take actions but it was always up to me to make my own decisions and to own those decisions. Above all, the greatest gift a mentor can bestow upon you—even if your mentor is your own father—is the truth. By telling me the unvarnished truth, I learned to rise above the problems I encountered along the way and to deal with others in an honest and a straightforward manner.


My father was a neckwear manufacturer who, in running his business with his older brother, David Rappaport, purchased fabric, designed patterns, colored every design, oversaw production, and then sold the finished product, the ties, to retailers. My uncle—who initially had the neckwear expertise from his previous employers—oversaw the production of the shirts and knitted sweaters they also manufactured. Together they created and built up a fashion business of neckwear and Italian knitwear.


David and Mannie Rappaport first went into business together in 1934, and they jointly founded their first company, Staple Neckwear Co. By 1937, the company’s name was changed to Damon Creations, Inc., a mishmash of their first names. By August 1966, their fashion contribution became the talk of New York fashion circles when Women’s Wear Daily published a story headlined, “Rappaports Are Rothchilds of Knitwear.” Their company went public the next year, and by 1973 had twenty-three showrooms in fourteen cities with 4,500 sales accounts generating a sales volume of $25 million in 1973 dollars ($167.8 million in 2023).


No doubt I attribute my entrepreneurial spirit to my father but it seemed we were surrounded by entrepreneurial men in our neighborhood on Long Island where I grew up where everybody seemed to own their business, bearing most of the risks and enjoying most of the rewards. One man was a lawyer. One man was an accountant. Another man was a shopkeeper. None of their wives worked outside their home.


My father, a World War II veteran who grew up during the depression, was one of many undercapitalized garment manufacturers who resided in our neighborhood. I remember that the father of one of my friends manufactured women’s dresses. If our neighbors lost their businesses, they started a new one shortly after. I would hear my mother talking on the phone, “So-and-so went out of business, but somehow they

got back on their feet again.” I don’t remember anybody ever losing their house and moving out of the neighborhood. That is just how things were back in the 1950s and 1960s where we lived.


I never thought about what I wanted to do when I grew up but it didn’t occur to me that I would be working for someone else or for a corporation but that I would be like all those men who surrounded us when I was young, an entrepreneur running my own business or even working with my father. I do remember that I always knew that I would end up working for myself if I had that opportunity.


My father’s first love was his family—my mom, my three younger sisters, Michele, Randi, and Robin, and me—but his second love was his business in the budding New York garment district of the twentieth century.


Dad was an honest man who would never take advantage of any situation that while benefiting him would be a detriment to others. He cared about people more than money. He was optimistic and good-natured. Dad believed that in his life, the glass was always half full rather than half empty. He felt very fortunate, even though he grew up quite poor living in New York, first in the Bronx and then in Brooklyn.


My dad, who is one of the four brothers, started working in 1936 when he was only fifteen years old, every day after school and then full-time when he graduated from high school. While attending high school, my father sold ice cream on the beach at Coney Island and then would share his wages with his mother and father to help his family make ends meet. He could talk to anyone from any socioeconomic level and make the person feel comfortable in their conversation. I learned from Dad about these important American values and how he applied them to his business.


Debt was something my father never cared for. He had one loan in his entire life, a thirty-year mortgage on our house on Long Island. One of the happiest days of his life, I remember, was when he paid off the mortgage after thirty years.


Work Ethic: My Most Enriching Inherited Trait


My father ran an old factory in the Williamsburg section of Brooklyn, not a very safe neighborhood back then when I was twelve years old, and I started working there in the summers when I wasn’t attending school. When I say factory, it was more like the makeshift assembly line on the second story of someone’s home than what we know to be a real factory, but it was not like a sweatshop. It was really small—like friends and family working together under a small roof—and it never got to be very big when he operated out of Brooklyn.


That wasn’t the only job I had. I kept my newspaper route on weekdays and on weekends, I caddied at the Golf Club at Middle Bay on Skillman Avenue in Oceanside, six miles south of where I lived, which reminds me that a rigid work schedule was ingrained in me even before I became a teenager.


In 1967, as numbers from the famous Sgt. Pepper’s Lonely Hearts Club Band played repeatedly over my transistor radio, my uncle and father relocated their factory to the old Roto-Broil factory in the Queens borough of New York where I continued to work in the summers while attending college in the late 1960s and in 1970.


As a future developer—though unbeknownst to me at the time—I was fascinated by the building, which was built by Henry Ford in 1914 as the Ford Assembly and Service Center of Long Island City. This section of Queens was nicknamed Detroit East in the early twentieth century due to several automobile manufacturing facilities. The building is now known as the Center Building and it’s located on Northern Boulevard. My father’s factory shared space with the Roto-Broil factory, maker of the vintage Roto-Broil rotisserie, then owned by Leon Klinghoffer, who was tragically shot and hurled overboard in his wheelchair into the Mediterranean Sea by Palestinian terrorists aboard the Achille Lauro in 1985.


I can still picture my father’s factory on the sixth floor quite vividly where row after row of middle-aged and older Jewish men used cutting and sewing machines to make thin neckties from brightly colored fabrics. He would walk me around the floor teaching me the garment business, talking about how fortunate he was, and how he felt responsible in a way for all the people who worked for him. He taught me that they, too, were part of his family. These people depended on him for a living, and he depended on retailers to purchase his ties to sell to the general public.


Working with my father as a teenager, I learned about fabrics, fashion design, manufacturing, and selling—necessities to operate a successful business. My apprenticeship took me on the road. I remember traveling with one of his salesmen during one of my summer school breaks selling my father’s ties wholesale to the owners of small independent retail clothing stores located in various small towns in the Midwest.
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In the summer of 1968, my retail apprenticeship took me on the road. I donned a sports jacket and one of the ties made in my father’s factory and began calling on independent retailers to sell them shirts, ties, and sweaters in Midwest cities such as Ames, Iowa, just north of Des Moines, while accompanied by one of my father’s salesmen giving me selling pointers along the way.


The Numbers Game


Although I didn’t realize it when I was growing up in the 1960s, I was probably destined to become a real estate landlord, as I think back on it. That is, a landlord in the good sense, not those greedy landlord jerks lampooned in the media who want their tenants to pay rent come hell or high water, lest they get evicted. Contrary to popular belief, being a landlord is a life of empathy, risk, and stress where one is relentlessly watching every detail and calculating numbers, whether for leasing deals, expense management, or balancing debt. Fortunately, numbers come very easy to me; and they have all my life.


My dad, fascinated with my numbers’ skill since I was very young, would call me over when friends were visiting our home and he would say, “Gary, come out here a second… what’s 13 times 15?” I would roll my eyes, smile, and blurt out, “Ah…a hundred ninety-five.” Then both my mom and dad would give me a nod while proudly glancing at their guests’ faces hoping I had left them spellbound as if I had just pulled a rabbit out of my hat. And my dad would continue his rapid-fire questions, “Gary, what’s 172 plus 128?” I would pause, give it some thought, and say, “Three hundred!” After a while, my dad would give me the thumbs-up and dismiss me to go back and play.


Being so good with numbers was not only good for me in school but also helped me a great deal when I started my real estate career after I graduated with a degree in business and finance in 1971 from Syracuse University, a private research university in the heart of New York State where only three years before, President Joe Biden was graduated from Syracuse’s College of Law.


By the late 1960s and early 1970s, a full-fledged cultural rebellion was under way, and all forms of authority were being questioned. The counterculture of my youth emphasized personal freedom over traditional social mores.


The counterculture represented various movements that were embraced by prominent celebrities like John Lennon with his Bed-ins for Peace; Bob Dylan, whose song lyrics expressed the concerns and ideas of the rebellious youth; Muhammad Ali, who rejected what he termed as his “slave name” Cassius Marcellus Clay Jr to promote his African roots in order to advance awareness for civil rights; Gloria Steinem, the social-political activist who emerged as a nationally recognized leader of second-wave feminism; and Andy Warhol, who with his pop art fame decided to live as an openly gay man to become a pioneer of the gay liberation movement.


Boundaries were crossed and social norms transcended as guitar legend Jimi Hendrix performed “The Star-Spangled Banner” in a defiant rendition at the Woodstock Music and Art Fair in the summer of 1969. Youthful rebels, some of whom were then known as hippies, defied parental and college authority. Timothy Leary proclaimed: “Turn on, tune in, drop out.” Not me.


I wasn’t the rebellious type despite the youth-led resistance movement that was occurring throughout America during my college years from 1967 through 1971. I mean, Vietnam dominated the nightly news and the antiwar movement became a flashpoint throughout my stint at SU. There were protests at Syracuse and of course at other universities, which were widely reported at the time but while I surely remember that well, I think I was someone who more toed the line with conservatism.


I studied, socialized, and did my usual work from dishwashing to cooking at Cosmos Pizza & Grill on Marshall Street for the four years I attended Syracuse.
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Working at Cosmos Pizza & Grill for the entire four years that I attended Syracuse University came naturally as I

expected that it would be up to me to sustain myself. Besides earning my own money to go on dates, attend sports games, visit movie theaters and bars on weekends, and purchase my own clothing, I got to witness how George Cannellos, the entrepreneur owner of Cosmos, went about running his business. (Photo illustration: 1970)


Cosmos had been a must-stop diner-style restaurant on The Hill for college students serving the SU community since 1963. During my freshman year, I washed dishes for the first few months until George Cannellos, the restaurant entrepreneur cofounder, promoted me to waiter. When I returned in the fall as a sophomore, George taught me to make pizza, including Cosmos Special filled with a variety of toppings, including locally produced fresh mozzarella, fresh basil, tomato sauce made from scratch, parmesan cheese, sausage, mushroom, green pepper, plum tomatoes, and pepperoni, which was the specialty of the house. He taught me all the tricks of the trade—and Cosmos secret recipe—from dusting flour on the butcher block, stretching the dough and brushing it with olive oil, to prebaking the crust before adding the toppings.


And when I made pizza, I was literally “on stage” in the front showcase window of the restaurant, throwing pizzas in the air visible to every passerby walking on Marshall Street. George explained to me that pizza making was a performance that drew customers in for a meal. When people were watching, I would become more animated with my twirl, toss, and throwing the dough in the air—sometimes above my head—with both hands with the precision of a juggler. After a while, I would instinctively place my hands under the dough, using my knuckles to stretch the dough in vertical and horizontal motions while my mind was on the school assignments that I had to finish that night.


Besides earning a few bucks, I enjoyed working there because it was a hangout spot for faculty and students. I could easily see from behind the open kitchen countertop or the pizza preparation counter who was going out with whom and which girls were hanging out on their own.


George took a liking to me—perhaps because of my work ethic and my tendency to be a perfectionist—and he convinced me to come back with higher pay and work for him during my junior and senior years as a short-order cook. When I say higher pay, I don’t mean I made lots of money because Cosmos catered to campus customers on a college budget and had to keep costs down. George took pride in serving homemade food, something like what your mother would make at home for you, but I also quickly learned how to prepare and cook what students came for time and time again. I flipped hamburgers, fried up cheesy fries, scrambled eggs and bacon, and toasted honeybuns. I even made old-fashioned thick and creamy mocha milkshakes.


My dad and mom paid my college tuition, but anything above the basic costs of college, I had to work in order to have money to do things that I needed to do. Working part-time jobs was old hat for me by then.


I usually worked at Cosmos two or three nights a week from 5 o’clock until midnight and as late as 1 o’clock on weekends but never during basketball and football games because of my passion for SU athletics. I was a diehard season ticket holder for all basketball and football home games.


In Syracuse, where the winters are freezing, snowy, and mostly cloudy, the basketball games were all played indoors inside the warm and comfy Manley Field House, now renamed the John A. Lally Athletics Complex, located at the university’s south campus. Football was another story.


Today, SU football and basketball games are played indoors in the modern JMA Wireless Dome under its Teflon-coated, fiberglass inflatable roof—the largest domed stadium of any college campus. But, when I attended college, SU football games were played in the chilling cold open-air Archbold Stadium, which was demolished some years after I graduated to make way for the Dome.


Despite the bitter cold throughout the stadium during most games, I sat in a special card-stunt section where we were required to perform a choreographed routine and would alternatively hold up colorful cardboard placards over our heads designed to laud the home team and rev up its fans. As I think back, I remember exactly what I did and can visualize myself participating while shivering from the Syracuse windchill.


I sat in the card-stunt section with about two thousand other students. As we arrived, at each of our seats was a set of about five colored cardboard placards measuring three feet square and an individualized set of instructions pertaining to the exact seat each of us sat on, so each student would know which color to hold up and when to do it, which was mostly during the game timeouts and at halftime. It took many students working beforehand to plan these card stunts and coordinate the sequence of actions we would later perform by simply raising our cards that, taken together, created some recognizable image or message.


As we jumped from our seats in the cold air and blustery winds holding up these cards, the two thousand pieces of cardboard placards became one huge billboard that could be read from the opposite side of the stadium with a cheering message, like “GO ORANGE!” Adding to the fervor, my classmates and I sitting in this section were usually the loudest and craziest fans in the entire stadium, all by design, with

the intent to whip up the entire stadium into a deafening frenzy. Our group wasn’t alone. There were two thousand students on the other side of the stadium as well doing the same thing. We could read what they put up in their card stunt, and they could read what we put up. Back then, the card stunt was performed at every football home game at Syracuse. It was not only fun for me and my friends but as we signed up for this, we got better seats in the stadium.
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My years at Syracuse University helped shape my knowledge and skills in finance but it was not all study. I worked a part-time job and attended all the football home games, which back then the Orangemen played in the chilling cold open-air Archbold Stadium. (Photo illustration: 1970)


Back then, SU basketball and football players were known as the Orangemen, while now they are simply referred to as the Orange, a gender-neutral update. According to an 1890 newspaper article, orange was originally a reference to the Netherlands, which first colonized New York State. Our mascot was the Saltine Warrior, an Indian character named for the abundant salt deposits in the Syracuse area, but that mascot has also been changed. After I graduated from SU, the Saltine Warrior was banned by the university as part of the national movement to eliminate Native American motifs, and that resulted in various forms of SU mascots until everyone settled for Otto the Orange.


I’ve always loved football but especially in my freshman year when Syracuse University had a string of winning football games under coach Ben Schwartzwalder, who had produced twenty-two straight years of non-losing football. He took the Orange to seven bowls, won the Lambert-Meadowlands Trophy four times, and won the national championship in 1959. Coach Schwartzwalder had a knack for recruiting incredible players, such as Jim Brown, Ernie Davis, Floyd Little, and Larry Csonka.


While I was still in high school and was considering going to Syracuse University, Floyd and Larry powered the Orangemen to an 8-3 record in the 1966 season that sent the team to the Gator Bowl. By the time I became a freshman at SU in 1967, Floyd had already left the team to play for the Denver Broncos, and the SU fans relied on Larry who played his final year in Orange and was known for holding the single-game rushing record of 204 yards at Archbold Stadium. Larry never let us down. He rushed the ball an unbelievable 261 times for 1,127

yards and eight touchdowns that season, and collected eleven receptions for 125 yards and an additional two scores, leading the NFL to come knocking at his door. Larry went on to become a fullback for the Miami Dolphins, winning Super Bowl championships in 1972 and 1973.


Although I wasn’t sure at the time if my calling would be real estate, the business and finance degree I earned was unquestionably helpful. Most individuals going into real estate take finance courses, but in retrospect, I think the dean of my school should

have invited real estate adjunct professors and guest speakers to meet the students, which is one of the reasons I use every opportunity I get to meet students face to face.


The first real estate person I ever met was the father of my first wife when I was a senior at Syracuse. We married in June of 1972, just before my twenty-second birthday. My ex-father-in-law wanted his only daughter to move back to Washington, and so we did. He was a retailer and a shopping center owner/developer, but I didn’t want to work for him; so in the early days of my career, from 1973 to 1981, I became a residential single-family homebuilder.


With a friend, I started a company called PAR Construction. PAR was shorthand for Powell (my then partner) and Rappaport. In those eight years, we built four hundred houses throughout Northern Virginia, as baby boomers started their own families and moved into the suburbs.


My partner and I worked out of construction trailers and operated with minimal overhead using subcontractors for everything. Different from today, we would buy the lots. We would apply for residential zoning for the land. We would do the land development. We would act as the general contractor for the houses, hiring the plumbers, electricians, and the carpenters, and we would sell the homes using a brokerage company. It’s so different now. Today, you might buy finished lots from a large planned urban development (PUD) developer, and you would only build the homes. But in the 1970s you did everything yourself.
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When I wasn’t working out of a construction trailer during the day, I was burning the midnight oil at my desk at home on the business that my partner and I started in 1973, building and selling single-family homes for a company we named PAR Construction (short for Powell and Rappaport). (Photo 1974)


By 1981, the prime interest rate was 20 percent. We were borrowing money at 22 percent and the buyers of our homes could only obtain thirty-year fixed-rate mortgages at 13½ percent interest. It was scary. We had models, land, and speculative houses that went unsold. I learned to be nimble and cautious about the risks I was taking. This is where I gained the skill to be very focused on development, finance, and operations—skills that have catapulted my career from those early days.


I must admit that I loved the construction of homes. I loved working with the homeowners. I loved everything about the design and construction of that business except I couldn’t create long-term assets for myself. We built and sold, hopefully at a profit, sometimes at a small loss.


When I decided to transition into retail real estate, I worked from 1981 to 1984 for Combined Properties, a shopping center company owned by my ex-father-in-law where I was able to learn property management, leasing, construction, finance, and marketing.


This job gave me the opportunity to learn even more than that. I spent time, a lot of time, I would say, meeting with experts, reading plans, reading leases, reading construction contracts, reading partnership agreements, reading everything I could possibly learn about the business in order to be able to one day not work for my ex-father-in-law or anyone else, but to work for myself. And that had been the plan since I accepted the position in 1981. I was divorced in 1982, but I still ran the company for two years as the ex-son-in-law of the owner with my ex-father-in-law’s blessing for both of our mutual benefits. More importantly, when I was there, I learned how one could create substantial value/net worth in new construction as well as acquisition, renovation, remerchandising, and re-leasing of existing retail properties.


Although my first foray into real estate was the construction and sale of residential single-family homes and townhomes, I found retail to be much more fascinating. To me, the retail sector is more exciting than office, residential, hotel, or industrial, because retail is so fast-moving, so entrepreneurial, so innovative, and constantly reinventing itself, and because every tenant’s success is attributable to synergies it shares with the other tenants within the shopping center.


Retail was exciting to me, but it was real estate where I felt I could build substantial assets and personal net worth over my career. Retail real estate was a natural melding of both retailing and real estate.


Go Your Own Way


By 1983, I was asking myself, “What do I want to do?” It’s one of the most important—and daunting—questions you can ask yourself when you arrive at a fork in the road in your career path. I don’t want to stay here indefinitely. Do I want to go back and build houses again or do I want to continue in the commercial shopping center business? I liked real estate but I did not know anything about building multifamily housing, office buildings, or industrial. But I did know shopping centers so I thought, “I would like to continue to do that and try to create value with the expertise that I have gained.” And the way to do that is to buy something, not to build something from the ground up, but to buy something and see if my expertise in renovating, expanding, remerchandising, increasing rents, increasing cash flow, etc., can allow me to increase asset value through the resulting increased income and appreciation.


I had looked at several properties in many areas of Washington, DC, metro for over a year, maybe even longer, before I started my company. I talked with brokers on the phone and visited them in their offices. I drove around Northern Virginia. I visited some properties in Richmond and Newport News in Southern Virginia. In Southwestern Virginia, I searched high and low in Roanoke and Lynchburg. I also looked throughout DC and when searching the Baltimore area in Maryland my curiosity was piqued as I looked at a property, a then aging twenty-six-year-old shopping center built in 1958 in Windsor Mill (Baltimore County) on the west side of the Baltimore-Columbia-Towson MSA in Maryland.


I noticed several dynamics that jumped at me about this potential acquisition. The property had good visibility and good accessibility. The street-front location on the heavily trafficked Liberty Road (Maryland Route 26) was a key selling point for me. It is a straight shot in just a quarter of a mile to the mammoth cloverleaf interchange of I-695, the McKeldin Beltway surrounding the city of Baltimore.


The property was in need of refurbishment and some tender loving care from a developer that understood retail. For a neighborhood center, it was small at around 40,000 square feet, a size and, thus, a price that fit within the amount of debt I could borrow and the amount of equity I could raise. The anchor at the time, Frank’s Nursery & Crafts—although not a grocery store as was my preference at the time—had been in place for many years. The chain, which operated as many as one hundred and seventy garden centers at one time, was devoted to the sale of lawn and garden products. It was successful and profitable for many years after I bought the center until its hurried expansion caused the chain to fold twenty years later.


Some of the tenants there were non-starters for me, and I knew exactly which retailers I could replace them with that could pay higher rents. In addition, there was an undeveloped approximately one-acre parcel of land that was part of the center wrapping around an existing Exxon gas station that was not part of the purchase. I figured that if I created parking on this land, it would allow me to meet zoning ratios to expand the existing center by about 8,000 square feet and create substantial added value to this asset. I thought to myself, this is it. This is my chance to go on my own!


Even before I spotted the shopping center, I had been talking to a lot of people in the area, having been in Washington from 1973 through 1984. I had done a lot of work with a lot of different bankers and other possible investors through my work on the housing projects. I probably went to fifty people, and I said, long before I found this opportunity, “I’m going to go out and try to find a shopping center to buy and add value. I would hope that when I have something to show you, you will consider investing with me.” When I found this opportunity in Baltimore County, I put together an investment package. I decided how best to divide up the anticipated cash flow and appreciation. I had taken some classes on syndication. I had talked to many people about how this was done. I narrowed it down to fourteen investors, and then I pulled the trigger.


It became my first shopping center acquisition. I closed on Milford Mill Shopping Center on May 31, 1984, a $1.5 million deal (roughly equivalent to $4.3 million in 2023) that I put together with fourteen partners. The fifteen of us each invested $35,000. Then undercapitalized, I had to borrow part of my $35,000 investment from one of my partners.


I started my company, RAPPAPORT, which stands for the Rappaport Companies Inc., on the same day I closed on Milford Mill. As my business grew from my kitchen table, I moved my files, stapler, pencil sharpener, and brown leather business attaché case to an offsite workplace in coworking office suites, akin to today’s WeWork or IWG plc Regus. I paid the office suite management for administrative help as needed by the quarter hour. I made photocopies on their shared copy machine for 10 cents a copy, and I used the fax machine with the buzzing sound, which was the ancient version of dial-up digital communication. I sat in a low-rise secretarial chair using the commonly shared desk phones in a small cubicle in what was then a one-man office.


Almost four decades after I purchased Milford Mill Shopping Center, I’m still living the dream, and my partners on the original venture we purchased together have profited immensely as I have because our success is inextricably linked to one another. While some of the original partners are no longer around, many of them are still my partners, and we are all raking in lots of cash in distributions. In some cases, my original partners have passed away and their children, who inherited their investment in the asset, still hold the investment in Milford Mill. As a result, they have become my partners. Every time I visit this shopping center, and each time I have an opportunity to speak to one of the original investors or their children, I take pride in what I have accomplished for all of us.


Throughout this book, I will often refer to my model and my goals. While my model and my goals have changed often throughout my career, I am always focused on a specific model, and I am driven by my goals, which are objectives I create for

myself and strive to accomplish. In fact, I always have an annual goal, a five-year goal, and an end-of-career goal.


I believe this discipline has given me the structure to survive and prosper as an entrepreneur in good and bad times in this very risky but very lucrative business of retail real estate.


While I enjoyed designing, building, and selling homes, I shifted course from residential development to commercial ownership because I felt that there was tremendous value to be created by the long-term ownership of real estate, as opposed to the building and selling of residential single-family homes. Commercial real estate gave me the opportunity to own property for the long term and create value with the

real estate I owned while continuing to add to my portfolio by building or buying additional properties. For many years I took pride in saying I had no intention of selling properties that I firmly believe in the buy-and-hold model and that I had never sold a property throughout my career. Today, that is no longer the case.


I was forced to sell one of my retail assets in 2009, just as we were coming out of the Great Recession and I needed cash to keep my business going and pay my bills. Later, coming out of the Covid pandemic recession, I again sold a shopping center I had bought in the 1990s because I felt there would be limited future appreciation of the asset, whereby I could liquidate the equity and use the cash for another retail asset that would bring a better return. While I always balance liquidity to minimize risk and take advantage of future opportunities, my model remains to buy, improve, and hold commercial real estate assets for the long term. For example, of the thirty-five retail properties I have owned throughout my career, I have sold only two and continue to own thirty-three of them.


My model, primarily consisting of buying, improving, and holding assets, is surely not the only proven method of success for the entrepreneurial real estate developer. I even admit it is a very risky model. However, it has worked for me, and in turn for all the stakeholders who believe in me and have entrusted their investments to me.


Some of my retail real estate developer friends are known as merchant builders. They have been very successful simply building and flipping. They find a property—whether a new development or existing one—purchase the property, create added value, sell the property, divide the added value between their partners/investors and themselves, take part of the proceeds to live on, and invest the rest in the next opportunity that comes along. There is nothing wrong with that model as long as it works for them. But it is not for me.


My model is much riskier. In my model, I also find a property—an opportunity—in the same way the merchant builder does. I create value for my partners/investors and for myself as well, but I do not sell.


While I might have some initial cash flow from the investment, which is expected to increase over the years, the creation of significant value cannot be leveraged unless the investment property is sold or borrowed against.


That is exactly what I have done repeatedly—borrowed against this illiquid value that I have created—most often with great success but sometimes with regrettable failure. I typically borrow against the value I have created using my personal guarantee. Not to be taken lightly, a personal guarantee is a promise I make to use my own money to repay the shopping center’s debt in the event it defaults on the mortgage loan.


My personal guarantee assures the bank that I will vouch to repay the property’s debt even if unforeseen events, such as the bankruptcy of a major tenant, prevent the property ownership from making the loan payment. In that event, I am fully aware that if I were unable to cover the debt personally, the bank would seize my personal assets.


In my early years taking on a personal guarantee was absolutely necessary to give my group of investors and my lender the confidence that I had their interest at heart but even today, I continue to take on that risk on behalf of my investor group. While that is never comforting to members of my family, they recognize and support me in the risk and stress I live with under this model.


Today, I am the chief executive officer and 100 percent owner of RAPPAPORT. The company, which is based in the Washington, DC, metropolitan area, receives fees such as management fees; leasing commissions; tenant representation brokerage fees, marketing fees, construction management fees; and sometimes acquisition, refinancing, or disposition fees from all of the shopping center partnerships we oversee, whether they are shopping centers I have an ownership interest in or simply manage for others. Our company also has expanded to residential and office ownership.


We advertise ourselves as a full-service retail company—offering all or any part of our services where needed. In the early 1990s, our company had forty employees, but we had to downsize to twenty-five due to an economic downturn. It concerned me deeply to have to let go of good people when there was no job otherwise available for them. This led me to change my business model so that in addition to development and acquisition, I was determined to offer third-party fee services where our expertise in retail could complement other shopping center owners, as well as owners of high-rise office buildings and multifamily apartments that operate retail on the ground level. As more retailers chose to expand in the lucrative Washington, DC, metropolitan area in the 1980s and 1990s, we established another niche, tenant representation. We now represent more than seventy-five retail brands that use our services for leasing and representation.


To be sure, this fee-based business is unquestionably not where I have created substantial net worth, but it has allowed me to sustain my organization during difficult economic times, which invariably impact retail and commercial real estate.


Ups and Downs


I have been through eight recessions including the 2022–2023 economic downturn since I began working for myself in the early 1970s as a home builder prior to founding RAPPAPORT in 1984. All have been different and have impacted my business and investments differently.


In the twenty-first century alone, we experienced the worst cycles for commercial real estate, such as the global financial crisis and the pandemic recession. However, I have kept my company intact and my employees employed through the fee management business we maintain in good and bad times.


These downturns always cause reduced income as development activity slows to a standstill. As such, a diversified property management company, such as RAPPAPORT, has to rely on fees from third-party management contracts, leasing commissions, brokerage fees, and other fees to help pay the overhead costs. See chapter VIII—“The Cyclical Nature of Commercial Real Estate” (pages 165-187).


When I wrote the first edition of this book, I had already experienced the Great Recession of December 2007–June 2009 and times were good when I wrote the second edition in 2016. I had lived and benefited from several years of success.


As I wrote this third edition, and have lived through the Covid pandemic and its aftermath, the runaway inflation that we experienced day in and day out not only concerned me but it scared me as well.


I kept reading that inflation was at the highest levels than any time in forty years. Most readers of this book were not yet born four decades ago. I was then a homebuilder. In December 1980, the prime rate was 20.0 percent. I was borrowing money at 2.0 percent over the prime rate, 22.0 percent, and the thirty-year fixed-rate interest was 13.5 percent. Then Federal Reserve Chairman Paul Volcker hit the brakes in response to inflation. The Fed did manage to whip high inflation but real estate values were materially punished and many owners of real estate lost their properties and their businesses.


Times of high inflation and recessions are very risky for commercial real estate owners and operators. A real estate cliché is “that one can make more money in bad times than good times” and while that could be true, it is also a time of great risk and uncertainty where the value of commercial real estate assets generally declines.


I started my career during similar difficult conditions in the early 1970s, where I took enormous risks building single-family homes to resell. The costs of building material and rising interest rates presented unique challenges not only for builders like me but also for the ultimate customer I needed to buy and finance these homes. Therefore, I have been through eight down cycles (including the economic turbulence of 2022–2023), and in some ways, the Covid pandemic of 2020–2022 and the period of high inflation that followed were better for me because I was better prepared to be an opportunistic buyer for some of these languishing assets.


Some properties suffer tremendously during hard times. These are called “distressed assets” because compared to the time when these properties were financed, the rents are now lower, the vacancies are higher, and the cap rates are higher; thus, the property values used to determine loan-to-value (LTV) ratios during financing are then lower, making LTVs out of whack.


Many of the properties—even if their owners are able to afford the monthly debt service—have been assigned appraised values lower than the debt, an unsatisfactory situation to the lender and banking regulators. These distressed owners have to decide if it is prudent to invest additional funds to lease vacant space in order to recreate value greater than the debt or put in additional equity to satisfy the lender’s LTV requirements upon loan maturity.


The most distressed properties are the ones where cash flow is insufficient to service the monthly mortgage payments. These are the properties that are truly distressed, where often the lender cannot recreate the value in a foreclosure scenario. These are the types of properties that the lender seeks to take back to sell below the present debt amount to a new purchaser, if feasible.


Being an owner of a distressed property is excruciating. Take it from me, I’ve been there. So have many other shopping center entrepreneurs you have seen and admired walking the halls of the Las Vegas Convention Center for ICSC’s annual show over the years in which some people have hailed them as a modern-day Melvin Simon but in a downturn, those invincible developers can lose it all in one puff. All of us are vulnerable to the hardships of commercial real estate when our fortunes can evaporate in a death spiral that every ten or twenty years has shaken the foundation of the commercial real estate industry.


When your asset’s net operating income (NOI) is insufficient to pay the monthly debt service because one of your anchors went dark and specialty tenants stopped paying their rent, you can’t fault the lender for taking action against you. We borrow from three types of lenders: (1) commercial banks, (2) insurance companies, and (3) commercial mortgage-backed securities (CMBS) lenders, which offer fixed-income investment products that are backed by mortgages on commercial properties known as CMBS. Each type of lender offers a range of terms and conditions, some of which are more beneficial to you and others that are less beneficial.


Commercial bank lenders are more relationship-driven than insurance companies and surely more than CMBS lenders. Commercial banks might lend you at a lower LTV, a higher interest rate, and usually, but not always, require recourse personal liability financing. However, in difficult times they might be more lenient with you than the other type of lenders. Insurance companies have less flexibility and CMBS lenders have almost no flexibility because these conduit loans have to be bundled together. Once a CMBS loan is securitized, it has been sold off to a group of bondholders. As the borrower, you would from then on deal with the servicer who is bound by the loan documents as to what the servicer can offer you.
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Here at the Sully Station Shopping Center groundbreaking in 1986 with James Wheeler, vice president of leasing (now deceased), and Kristin Bidstrup, then my office manager and now retired. Sully Station, which opened in 1988, was the second shopping center I built from the ground up. It is no longer part of my portfolio. I had signed a personal guarantee for the loan with First American Bank of Virginia and the lender foreclosed during the real estate down cycle of 1990–1991. That financial crisis did not spare the banking industry, either. In 1993, First Union National Bank acquired the lender, which was then part of First American Metro Corp. First Union later merged with Wachovia, a predecessor to Wells Fargo Bank.


I was a distressed owner in the early 1980s and in the early 1990s. But, as they say, every defeat carries the seed of victory. In the real estate downturn of the Great Recession of 2007–2009 and the era of Covid, as special servicers foreclosed and sold off assets that had upside potential, I became an opportunity buyer of distressed debt as the recoveries that always follow eventually materialized.


Yet, through the ups and downs of real estate my company is stronger than ever. The RAPPAPORT footprint has swelled over the past four decades. As of 2023, RAPPAPORT’s portfolio includes more than seventy shopping centers and groundfloor retail in some 125 mixed-use high-rise properties that have a combination of multifamily residential, office and hotel, representing more than fifteen million square feet of retail space. All properties are located primarily throughout the mid-Atlantic region. Much of this vast portfolio is owned by entities in which I have no ownership interest. I have an ownership interest in approximately five million square feet in thirty-three separate partnerships.


While primarily owning neighborhood and community shopping centers, I have developed over the last few years, I now own and operate two large mixed-use properties comprising a combination of multifamily rental apartments and ground-floor retail, both located in downtown Washington, DC. They include a 417-unit multifamily building situated over 43,000 square feet of retail and a 267-unit multifamily building sitting atop 85,000 square feet of retail.


Another key aspect of our business that enhances our property management and leasing for our owned properties as well as properties where we perform fee management and leasing for other property owners is our retailer tenant representation services. As of 2023, RAPPAPORT represents seventy-five national or regional retail tenants.


We represent such well-known brands as 7-Eleven, Arby’s, AT&T, Big Blue Swim School, Bojangles, Buffalo Wild Wings, Chipotle, Cold Stone Creamery, Five Guys, Hallmark, Kona Grill, Orangetheory Fitness, Panera Bread, Popeyes, Raising Cane’s, Sephora, Shake Shack, Sprouts Farmers Market, the UPS Store, and lots more.


For some retailers, we represent them only in Maryland or in Virginia or in the District of Columbia or in the entire Beltway area encompassing both states and DC. As brokers for these retailers, we are constantly calling all landlords. This gives us unsurpassed market intelligence that affords us the ability to locate these retailers in the best available space, negotiate the best transaction, and deliver to the retailer the best expansion opportunities in our market.
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Chipotle Mexican Grill, Inc. (pictured here at our Franklin Farm Village project in Herndon, VA, is one of more than seventy-five retailers that RAPPAPORT represents in the Washington, DC, metropolitan area. Our retailer representation business allows us to know the rents and vacancies of every type of retail, urban, and suburban properties in all sectors, except malls.
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An important component of our core business is third-party leasing services that we provide to owners of office buildings, hotels, and urban multifamily projects with street retail. Pictured is Gallery Court, a series of historic row homes where RAPPAPORT leases ground-floor retail for the property owner. The property sits at the busiest corner in all of Washington, DC, one block from the transit hub, the Gallery Place/Chinatown Metro station in the heart of the city’s most vibrant shopping and entertainment district.
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Pictured is Festival at Riva, a shopping center we do not own but one that RAPPAPORT provides only development,

leasing, and management services. Our development team renovated and upgraded the tenant mix, which significantly increased income and enhanced the asset valuation for the owner. The 303,963-square-foot community center located in the heart of the Annapolis retail market features Giant Food, Five Below, TJ Maxx, Michaels, and Buffalo Wild Wings.


Tenant representation gives RAPPAPORT critical information on how all the deals are structured in our market and we learn from the best practices of the retailers we represent, not just in our market but from the way they structure their deals across the country. We deal with every landlord in our market. We know the rents of our competitors. When a broker who works for us tells me what they are going to do to

get the store open and by when, I find that more reliable than what outside tenant brokers tell me. In addition to all these benefits, we receive substantial income in leasing commissions.


Sharing Is Caring


Because you have made the decision to read this book full of technical information about acquiring and developing commercial real estate, I surmise you must be a little bit like me, entrepreneurial in spirit, thirsting for knowledge to do things the right way, and leading others toward success. Reading a book like this takes time, and if you are like many of my readers—as they have told me repeatedly—you will spend extra time analyzing the tables I have included to see how they could work for you and to make sure you understand the concepts enough to apply them if an opportunity comes along to do so.


Many of my readers have attended my classes and have given me firsthand accounts of how they put (or plan to put) the information in this book to work for them, because they are doers not spectators. No doubt, you possess some leadership qualities you are determined to hone in to propel your career. No one reads a book like this strictly for pleasure but because they know they can learn something that will lead to success for themselves and for the others that will ride on their coattails through the tailwinds leaders create for themselves. Harry S. Truman, who was the president when I was born, once said, “Not all readers are leaders, but all leaders are readers.”


In teaching for many years, I recognize how many of my students have a very strong desire to own real estate and to own their real estate companies but just do not know where to start. The focus of this book is to teach young entrepreneurs how to raise equity and structure their partnerships in creating their own development and operating real estate companies. Based on the added risks the managing partner incurs in structuring and overseeing the partnership, I am teaching my students how cash flow and appreciation are shared between the managing partner and the other investors.


For almost a quarter of a century, I have been teaching a course on real estate partnerships for the ICSC at its University of Shopping Centers previously held at the Wharton School of the University of Pennsylvania in Philadelphia and at the University of Southern California in Los Angeles, where ICSC held classes in collaboration with the USC Lusk Center for Real Estate.


However, I continue to teach classes independent of ICSC for various universities to help students learn more about the real world of commercial real estate development and ownership. These classes include the James D. Kuhn Real Estate Center master program of real estate at Syracuse University in Syracuse, New York; Georgetown University’s master of professional studies in real estate as well as a class for Georgetown University Law Center in Washington, DC; American University Kogod School of Business master of science in real estate program in Washington, DC; George Mason University master’s in real estate development program in Fairfax, Virginia; and at Ann Arbor, Michigan, for the University of Michigan Law School’s degree programs including the Juris Doctor, Master of Laws, and Doctor of Juridical Science. The latter gives lawyers and would-be lawyers a sense of what they can expect when they work with entrepreneurs like me in the real world of real estate.


These classes help me share my experiences in shopping center development with many students who are already professionals and who either want to sharpen their skills in shopping center ownership and development or are working for others and have a dream of someday starting their own business in this field. Others are students planning for a career in real estate.


In these classes, I talk about structuring partnerships and building an operating business, but quite honestly, I talk about my life. I talk about my experiences. I talk about the great risks I have taken over the past forty years as an entrepreneurial developer. I find that college students want to learn more than the technical aspects of the business. They want to know how it will affect their lives.
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Here on November 30, 2015, teaching the subject of this book as an adjunct professor at Georgetown University for

its Master of Professional Studies in Real Estate program.


In my teachings, I discuss the successful projects and my unsuccessful projects. I explain about the stress that comes with real estate ownership and the highs and the lows. I explain that my model is not a model for everyone. If you fret about every hiccup that we all encounter with the ups and downs of the economy or the slumps in rental income because you can’t find the right tenant for your vacancy, maybe this business is not for you. Finding that right place is different for each person, and if what I do every day is what you want to do, then anything I can do to help you reach your goals becomes my goal.


Because of the very positive reception I received from my students, I took the teachings of my class and turned them into a textbook, Investing in Retail Properties, which ICSC first published in 2011, then a second edition in 2016. The reception was so good it led me to seek a publisher for the third edition in 2023. But one thing everyone knows is that real estate conditions change and we have to adapt to the times if we are going to be successful, hence the reason to update this book for its third edition.
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Having breakfast with Douglas E. Fisher, managing principal and cofounder of Rockwell Property Co. right before the two classes I taught at the University of Michigan in October 2022. Doug came to sit in my classes to learn from me but I enjoy learning from him as well. In commercial real estate, peers often exchange ideas candidly, which means we benefit from each other’s experiences and knowledge, a relationship I find quite valuable. This is another reason why I continue to share my experiences in an educational setting with students as well as professionals.


Many of the principles and fundamentals of successful retail real estate investing that I am outlining in this book can work for all types of income-producing real estate, not just for shopping centers. Whether you are interested in being a successful real estate entrepreneur or learning more about real estate investing, I hope this book will help you understand the partnership structure, and how you can evaluate risk and create added value in a property so that both the managing partner and the investment partners can be fairly compensated.


First and most obvious is that to be successful in the risky business of retail real estate you have to be able to add value. That takes ingenuity, perseverance, time, skills, and investment capital. However, do not discount the qualities of good, successful businesses that fall outside strategies, tactics, and the fundamentals of the business. They stem back to what my dad taught me when I was still a teenager: to be a good businessman, you must first—absolutely first—be a good person.


If you strive to run your business in an honest, fair, and trustworthy fashion, people will tend to do business with you rather than with a company that does not exude these qualities. That goes for partners, tenants, vendors, customers, and employees. It is called business ethics and relates to distinguishing between what is right and wrong in your business dealings, and always doing what is right—never

compromising your standards for short-term benefits.


This principle is ingrained in the content of my character, and I have my father to thank for it. My dad passed away on March 6, 2006. We lost not only the patriarch of our family and the pillar that held it together, but the inspiration to my career mostly focused on retailing. Even after all these years, I think of my dad every day and I am cognizant of what he has meant to me.


My business has grown bigger than any enterprise my father ever dreamed of building. But it is the values he handed down to me, coupled with my formal and continuing education, that I attribute to the success of my career.


I still strive to live my life as my father did, with the same priorities, the same caring, and the same giving to others. My glass is also at least half full—never half empty—and I am grateful that my father showed me the happiness of what life can be for all of us if we are fortunate enough to appreciate and practice these values. This is the reason I dedicated this book to Mannie Rappaport, my dad.
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Here with my dad, Mannie Rappaport (February 22, 1921–March 6, 2006), a manufacturer of neckties and cofounder of Damon Creations Inc., who taught me the principles of a successful businessman.
















CHAPTER I





Introduction to Ownership and Investing in Shopping Centers




Retail Real Estate as an Investment


IT SEEMS AS IFevery time you turn around, there is a new recommended way to invest—from buying stock in the hottest new industry to investing in cryptocurrencies to sinking funds into a bank’s latest type of interest-bearing account.


One type of investment, however, usually appears in an investor’s asset allocation because it seems to yield satisfying results over the long term: income-producing commercial real estate. While there might be volatility over short periods, over the long term, real estate has proven to be a good, secure investment that can protect the investor against inflation.


The Practice of Asset Allocation


A wise investor will divide his or her resources set aside for investment among different categories such as stocks, bonds, mutual funds, private equity, cash equivalents, and real estate. This way the investor can lessen risk because the performance of each asset

class has a different correlation to the others.


History has shown that often when stocks rise, bonds tend to fall and vice versa. When the stock market starts a downward trend, investments in commercial real estate may begin generating above-average returns because income-producing real estate has a guaranteed stream of income secured by leases.


For investors, liquid assets have not been a priority throughout the first two decades of the twenty-first century because interest rates have been kept substantially low and inflation has not eroded the value of cash. A liquid asset is an asset that can easily be converted into cash in a short amount of time. They include things such as cash, money market instruments, and marketable securities. All of this changed in 2022 when inflationary pressures caused the Fed to raise interest rates.


Why Real Estate Is an Important Part of Diversification


Income-producing real estate can be classified by sector; for example, residential (single-family or multifamily rental), office, hotel, self-storage, industrial, and retail. While diversifying one’s portfolio is a hedge to the ups and downs of real estate investing, this book is about retail real estate, as that is the road I took earlier in my career. While I have recently developed two multifamily rental buildings over firstfloor retail, multitenant retail has been my primary focus for more than forty years.


What makes retail different from other forms of real estate investments? Retail has proven to be one of the wisest as well as among the most complex forms of real estate investment for a number of reasons. One being that there is significantly less speculative building in the retail sector than in other commercial sectors, such as office buildings or residential developments.


Another is that retail is the most complex sector of real estate and thus many developers and owners of real estate shy away from retail. One must understand tenant leases that include restrictions, exclusives, requirements from one tenant that other tenants in the property continue to operate, percentage rent, and many other operational issues that only pertain to retail, such as the nuances of cross-shopping, onsite marketing programs, and digital marketing through the use of property websites and social media, such as Facebook, Instagram, Twitter, YouTube, TikTok, Yelp, and LinkedIn.


One must always balance risk over return. As you gain expertise through learning and experiences in the retail sector, you can evaluate the risk you feel you can take to achieve greater risk-adjusted returns in retail properties more easily than any other sector of commercial real estate.


Developers can build an office building on spec and lure tenants away from other office buildings with promises of lower rents, newer finishes, and allowance inducements of higher-quality (tenant improvement) buildout of their new offices. There is no need, in most cases, to remain in an office location because of the office tenant’s customers or because of the office’s tenant mix.


Loyalty to a location is not a significant factor in an office tenant’s decision to

relocate nearby. Accordingly, there is much more brand value in retail locations than office locations. With a major increase in telecommuting, especially through the Covid pandemic and the historically high gasoline prices in the period that followed the pandemic high mark, American employees developed a preference for more time working from home and interacting with coworkers and clients via video conferencing means, such as Zoom, Skype, Microsoft Teams, and Google Meet.


Working from home has proven to be very popular with employees but it also has resulted in a diminished demand for office space.


Another factor that affects the office market in Washington, DC, and nearby areas is the fluctuating need for office space by lobbyists. When we have a narrowly divided House of Representatives and Senate, as we experienced in the 2022 midterm elections, that can result in poor prospects for new legislation, which in turn means diminished need for office space for law firms, lobbying firms, and advocacy groups seeking to push policy priorities.


In some cases, ownership of stabilized office space can give an investor a better return than retail but I believe the risk-adjusted return is more volatile than investing in retail and thus, I have no interest in owning or developing office space.


Residential developers take on a different level of risk. Whether they are planning to rent multifamily apartments or sell condominium units, they have to build the entire complex before they have any material guarantee of income from the rentals or sales. Of course, they can pre-lease or pre-sell some units before they begin construction but it is rare that the developer can pre-lease or sell sufficient units because buyers and renters prefer to see the units and the buildings where they plan to live, before they make a long-term commitment.


Rental multifamily buildings historically have had the lowest capitalization rates but surprisingly the lowest returns. That makes sense as most of these buildings operate with one-year or two-year leases and each tenant occupies a very small amount of the building’s gross leasable area (GLA). For example, in a 100-unit rental multifamily apartment building, each tenant would occupy approximately 1 percent of the GLA. By comparison, in a 125,000-square-foot neighborhood grocery-anchored shopping center, the grocery tenant probably occupies around 50,000 square feet or about 40 percent of the GLA and probably between the initial term of the lease and renewal options the anchor is obligated to operate in that space, paying fixed rents for as long as half a century. In inflationary times, as we started experiencing in 2022, the residential rents can increase over time with the inflation rate while the grocery tenant’s rent on a long-term lease that contains more leveled escalations most probably will not.


Why I Own Grocery-Anchored Retail


It isn’t rocket science. When I look at each sector of real estate to invest in, I keep coming back to the robust risk-adjusted return of non-mall retail. The grocery-anchored product in particular tends to have a significant reliable cash flow that investors can see and underwrite because they can have confidence in the cash flow growth potential. The starting yield of this grocery-anchored real estate relative to other products such as office, industrial, and multifamily can start at a much higher point.


The 2020s have been good to our product type for several reasons:


1.They attract retailers that cater to consumer needs for replenishable essential nondiscretionary products and services.


2.The open-air centers are less costly to operate and thereby we can offer lower total occupancy costs than enclosed malls.


3.They are attracting anchors and specialty retailers like Kohl’s, Lululemon Athletica, Express, Apple, and Foot Locker that for more than a decade have been pivoting from malls.


4.They tend to act as last-mile merchandise providers because they are closer to where consumers live than regional malls.


5.There is virtually no new supply being built and a glut of available welllocated fixer-uppers, so when I set out to acquire new shopping centers, I can always find some with below-market leases that are coming up for rollover and some vacancies where it is not too difficult to increase the NOI in the near term, for example, the first three years of an acquisition model.


A 125,000-square-foot neighborhood shopping center cannot be built and financed without quality national tenants, at least not without an anchor tenant, and in the case of a neighborhood center, not without the grocery tenant. With the 125,000-square-foot grocery-anchored neighborhood shopping center, the grocery store must be built out from the start following the detailed site plan preapproved by that specific grocery-food operator.


That grocery-food anchor space can be as small as 10,000–20,000 square feet, such as Trader Joe’s, whose average store size is around 15,000 square feet, roughly a third of the size of your typical grocery store, or as large as 130,000 square feet, such as Wegmans with a prototype size of 125,000–130,000 square feet. To offer some perspective, a convenience neighborhood center as is typically defined as containing GLA between 30,000 and 125,000 square feet is smaller than one big-box Wegmans anchor.


Some grocery chains are looking to lease small formats ranging in size between 12,000 and 25,000 square feet, particularly in urban markets. However, there is no one specific size today that operators demand for the various grocery store formats. As recent as in the early part of the 2020s, we opened three new grocery stores, a Lidl grocery store in our Skyland Town Center project in Ward 7 in Washington, DC, of 29,089 square feet; a Whole Foods Market grocery store in Springfield Plaza in Springfield, Virginia, of 42,650 square feet; and a Giant Food grocery store in Bull Run Plaza in Manassas, Virginia, of 60,000 square feet. While grocery chains have a general preference for prototype stores, I find that they are open to larger or smaller stores depending on the location and the space the landlord has available for them.


With the ability to fulfill slow-moving inventory online from distribution centers, the retail sector in general has focused on reducing its physical store footprint throughout the 2010s and 2020s, mainly to reduce operating costs, occupancy costs, and cost of inventory carried—all to increase profitability of the retail location


The cost to build and fixture a traditional grocery is nearly double that of conventional retail when you consider the fixtures, furnishings, and refrigeration equipment required to fit out a supermarket.
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Adding a grocery-food anchor in a neighborhood or community center helps to solidify repeat customer visits. Grocers take as little as 10,000–20,000 square feet, such as Trader Joe’s, or as much as this 145,000-square-foot Wegmans (pictured above) at the Village at Leesburg, a 1.2 million-square-foot retail–entertainment–office–multifamily complex that I acquired the retail portion in February 2018 in Leesburg, Virginia. RAPPAPORT owns, manages, leases, and markets the 538,434-square-foot retail component, one of the most sought-after retail locations in Northern Virginia’s Loudoun County suburban market.


Regardless of the size of your grocery anchor, the anchor space is large enough that store fit-out is generally included to some extent in the pro forma when you are developing a grocery-anchored shopping center. You would need to plan for the mechanical, plumbing, electrical, and technology-specific requirements that must be part of the initial construction. In order for the developer to agree to build such a distinct building, the grocery tenant will typically sign a minimum of a twenty-year, and in many cases, a twenty-five-year lease. This gives the developer assurances that it has at least a minimum amount of income as soon as the center opens to the public.


It is then less likely that the grocery tenant will vacate the center in preference of another competing location during the lease term. This is not only because the grocer has guaranteed to pay rent for twenty or twenty-five years but because the grocery store stands to lose its customer base, which looks to shop at that store located in that specific shopping center. Having this main tenant in place lowers your level of risk. Since there is some security from this anchor, financing is more readily available, and there is a precommitment for some of the rent.


As for the competition, it would be difficult for another developer to build a speculative shopping center across the street and ask your tenants to move. In most cases, retail tenants have loyalty, and their customers are loyal to their location. A retailer is disinclined to move across the street or down the block, because it has established a customer base.


Another thing to consider when selecting the grocery anchor for your center is the grocer’s ability to draw from outside your traditional three-mile to five-mile radius for grocery-anchored neighborhood centers or community centers. For example, certain grocery stores such as Trader Joe’s, Wegmans, and Whole Foods draw from a trade area that is nearly double that of the traditional grocery chains such as Kroger, Publix, and Albertsons, according to location analytics firm Placer.ai. In a study it conducted in the third quarter of 2022 on the grocery sector, Trader Joe’s and Wegmans, both featured on a ranking of the ten best grocery chains in the country, had the largest

trade areas on average at 83.4 square miles for Trader Joe’s and 78.8 for Wegmans compared to 46.6 for Kroger, 42.7 for Publix, and 37.4 for Albertsons.


Stores that bring customers from a larger trade area—though maybe not as frequently as traditional grocers—might help certain stores you might attract for the shopping center, such as apparel stores, electronics, bedding, and home furnishings. Likewise, traditional grocers that bring customers from a smaller trade area—although for more frequent visits—might help other types of tenants that sell replenishable goods, such as drug stores, liquor stores, and quick-service restaurants (QSRs).


In addition, a retail development depends on a mix of retailers to drive shoppers to the shopping center. This appeal—known as tenant mix—forms a critical mass of retailers. It acts as a magnet to benefit all the retailers in the center and helps with the cross-shopping that makes a shopping center successful. In developing a shopping center, you are hopefully creating the better mousetrap that allows your tenants to optimize their revenue and thus ensure their success.


This is unlike other forms of real estate, such as an office building, whereby you would be creating a place to conduct business without affecting the tenants’ ability to enhance their revenue. In retail, it is all about retail sales, and every location is unique because of its tenant mix and the dynamics of cross-shopping.


Because of these reasons, a shopping center with tenants that achieve a cumulative sales progress over several years should prove to be a safe and secure investment over time if properly developed, leased, and managed. Retail real estate is a long-term investment. You must consider location, demographics, psychographics, specific retailers, and the overall tenant mix, and then package it all together for long-term success.


You can also gather secondary location-based data about foot traffic at any competing shopping center or retailer in the trade area to project sales and identify the retailers that will benefit your center the most. Mobile location data is now available from suppliers of market research data through the advancement of technology that is gathered from the visitors’ mobile phones through the use of apps accessing global positioning systems (GPS), customers logging on to a Wi-Fi network, beacons that send location-sensitive information to nearby smart devices, carrier data that determine a mobile device’s location when it makes a phone call, and anonymized device data from user activities, such as when an application on it is used to make a payment at a store.


Even within the sector of retail real estate, there are several subcategories—small nonanchored strip center, neighborhood grocery-anchored center, community center, power center (big-box), town center, lifestyle center, mixed-use property, off-price/outlet center, and the enclosed mall.


In business, we are called to fix our eyes on the big picture. I say, no. It’s in the details. I am a very detailed-oriented individual, and it has proven to be the backbone of my success. As one looks for the right opportunity, whether it is to find the right property, the right location, the right accessibility to the project, the right layout of the property, the right anchor tenant, the right tenant mix, or the right demographic profile of the surrounding customer base, it is the details that make it all happen. Don’t think of retail real estate as a broad business concern that is mostly affected by national trends that fall beyond your control. It is quite the contrary.


Retail real estate is a local business, and we list, map, and track every multitenant retail property over 50,000 square feet in our market. We might not know who owns each property or if the property is for sale, but we know each property. In every county, city, and town in the Washington, DC, metropolitan area, we track every planned retail project from the time a comprehensive plan is introduced for entitlement, to a rezoning, to permits, to construction. We know every major road that is planned, where every major intersection lies, and where growth is occurring—and projected to occur. When an opportunity presents itself, we can react quickly, as we know our market and the existing competition and future competition.


We are often asked, “How did you find that property? How were you able to purchase that property?” It was because of our relentless diligence. My business philosophy has been that while we might be working on several opportunities concurrently, if we can purchase an existing property or build one new development a year, as we do not sell, then after forty years we will own forty properties. That is exactly where RAPPAPORT is constantly headed. By 2022, as I was writing this third edition, RAPPAPORT had been in business for almost forty years, and we owned thirty-three properties comprising about five million square feet valued at approximately $1.4 billion.


Of the thirty-three properties in which I have had an ownership interest, thirty of them have been existing properties that I have acquired and three have been new ground-up developments. I very much wish to continue acquiring and developing ground-up projects. However, it is much easier and less risky to purchase existing shopping centers than to develop vacant land into new shopping centers unless there is a clear market void that we can fill.


The Risk of Developing Ground Up


My recommendation to anyone looking to own real estate is to first look to purchase an existing shopping center rather than to develop from the ground up. It is far less risky, as one does not have the uncertainty of properly understanding the land development issues. I have witnessed some very astute developers encounter major problems due to adverse soil conditions, whether unexpected rock or poor soil conditions, that have made an otherwise successful project poorly perform due to extensive added costs of land development.


Learning development techniques by trial and error is too costly. It underscores the importance of obtaining a proper soil test prior to signing the purchase contract or at least making the contract contingent on securing a satisfactory soil test.


Projecting Investor Returns on Ground-Up Development


Another reason that I strongly suggest acquiring instead of developing new for your first several projects relates to the ease or difficulty of raising equity capital. Individual investors do not easily stomach waiting years to start receiving a return on their invested capital.


For example, say you are preparing a package to present to investors and you are going to show them what they should be expecting in terms of cash distributions for the first few years of the project. If it is a new development, you will need to explain to them that during the first year after land acquisition, you will be obtaining all your entitlements and signing a lease with, at least, your anchor tenant, and thus, of course, no distributions of cash as a return on the investor’s investment will be forthcoming.


In Year Two, you will be drawing plans, obtaining permits, and securing debt financing to build the project. Again, no distributions are possible. In Year Three, you will build the project. No distributions are planned either. In Year Four, you will fully lease the property, stabilize the income, understand the sales of your tenants, and build a reasonable reserve of funds. You might have some minimal distributions earmarked for your investment partners, but probably not.


By Year Five, you can start a flood of distributions, but most investors are too impatient to wait that long. It is a hard story to sell to your investors unless you have built up a strong track record by previously having several successful partnerships in which you are making adequate annual returns on their investments.


If you are buying a property to add value through upgrading of the property—maybe through a renovation, an expansion, or a remerchandising of the tenant mix—and thus an increase in the rents, this should result in an increase in the NOI of the property.


In that scenario, probably in Year One, you cannot distribute an 8 percent return on the partners/investors’ investment, but you can certainly distribute at least a 4 percent return. In Year Two, you would have completed some of your upgrades, maybe re-leased a space or two at higher rents, and you can distribute about a 6 percent return. In Year Three, you could have completed your upgrades, re-leased a few more spaces, and could give your investors an 8 percent return. As the years go by, you can look forward to rewarding them with an increasing return exceeding 8 percent.


In an almost decade-long environment of low interest rates in the late 2000s and through 2022, where the Fed kept the benchmark federal funds rate near zero to spur borrowing, spending, and investment, an 8 percent return for retail properties had been acceptable. However, inflation is not predictable over the long term. For example, in 2018 the annual inflation rate was a mere 1.9 percent. Then in 2019, it increased to 2.3 percent. In 2020, the year Covid hit, inflation went down to 1.4 percent but as the economy recovered from Covid and partly due to the federal government pumping stimulus into the economy, inflation rose to 7 percent. In 2022, with the added pressures from oil price increases stemming from the Russia–Ukraine war the annual inflation rate was tracking over 9 percent by midyear.


Given the highest rate of inflation in forty years in mid-2022 and the stock market experiencing a bear market, as the Fed kept increasing interest rates and not knowing if we were heading into a recession, I had to think long and hard about what return will be required to give to an investor in order for an investor to invest with me. I believed the returns would need to be higher during those uncertain economic times for the same risk, which would make it even harder for me to find good investments. I believed then as I do now, while difficult, there would still be opportunities to enable me to acquire good investments for our investors as well as for me.


Another challenge to securing equity capital from individual investors is that it is difficult to raise money on a new development until you have a property with “enough of a story,” meaning enough of the early diligence already complete, so that your investors believe that the risk and future return for them is worth their investment. The amount of cash needed for a new development for preliminary due diligence, deposits, lease negotiations, and preliminary work with one’s consultants—whether for civil engineering, traffic studies, architectural drawings, geotechnical studies, environmental consulting, marketing brochures, etc.—requires a very large investment outlay.


Of course, if you are able to acquire the land and raise the equity, these costs become partnership costs and will be reimbursed to you or owed to you by the partnership. However, you are likely to be fronting all these costs initially. This would result in much higher up-front investment by you than by acquiring an existing property.


It is easier to raise equity capital from partners/investors who from the outset can visit the property (kick the tires, so to speak), see what they are investing in, and start to receive a distribution at a decent clip rather than having to wait several years to ascertain the extent of payback they will get on their initial investment. That is why after forty years since its founding, RAPPAPORT has many more properties that we have acquired than we have developed from the ground up. Now that we have built a strong track record after many years, we have more cash available, more expertise and experience, and are accepting more risk in new developments in anticipation of superior returns.


The first year’s anticipated NOI divided by the capitalization rate (cap rate) established by market forces equals the value of the asset. This simple concept can be applied to determine the value of your investment at any point in time from the initial purchase to the final disposition of the investment.


However, the annual return on your initial investment is more closely related to the net cash flow that an income property produces annually. A sound investment in a well-located retail property that has been properly managed and optimized can produce both an above-market yearly cash return on the initial investment and considerable appreciation upon exiting or refinancing the investment.


Risk and Reward


In deciding where to invest, an investor must always evaluate risk against expected return. If an investor chose one of the safest investments, the investor would invest in US government securities, such as a Treasury bill, Treasury bond, or Treasury note, and would receive in exchange a small but guaranteed return backed by the US government.


Buying shares in a publicly traded REIT, simply by its formation and underlying fundamentals, offers a better return than buying Treasurys, and is in most cases a safer investment than you can give an investor investing with you. Some of the reasons investors invest in a REIT stock are as follows:


1.Buying stock in a real estate company allows an investor to buy shares in small dollar increments.


2.Liquidity, in that the shares are easily traded if the investor wishes to sell his or her stock.


3.The investment is a relatively small investment spread over a large number of properties, generally in wide geographic zones, which minimizes risk.


Therefore, REIT stocks cannot create high returns commensurate with an investment in a successful individual property.


For an investor to decide to invest with you in direct ownership of any given property with the risks associated with such investment, the investor expects a greater return in reward for the increased risk. As a result, you need to find the right opportunity that will offer the investor a return that is commensurate with the risk as well as provide you a handsome return for the risks you take as the managing partner in structuring the deal.


How the Game Is Played


There are different roles that partners play in an investment group. There are passive partners and active partners. An active partner is the managing partner—the decision-making partner or sponsor of the partnership. Depending on the legal requirements of different states, when I sign documents on behalf of the partnership my title is usually managing member or managing partner. (However, for clarity, I will usually refer to the developer and sponsor of the partnership as the managing partner in this book.)


The passive partner is the individual investor who is only a participant in an investor group by virtue of the investment funds the passive partner gives to the managing partner to share in the returns of the deal.


The managing partner is the decision-making member of the partnership from the inception of the partnership until the property is sold and the partnership is dissolved. Of course, in my model, partnerships rarely are dissolved, because, through the time of this writing, I had sold only two properties since the founding of RAPPAPORT in 1984.


As the managing partner, you have the responsibility to assemble the deal and take on the initial risk. This happens prior to raising the equity at your cost (to be reimbursed to you as a partnership expense, but only if the deal comes to fruition). If you find the right opportunity, you will likely take ten major steps:


1.Pay the legal costs of negotiating the purchase agreement


2.Put the property under contract


3.Put up the deposit


4.Complete the due diligence


5.Devise a plan for the property to create value


6.Prepare the financial projections


7.Prepare the debt-financing package and obtain the debt financing


8.Personally guarantee the debt financing, if necessary. Even if you are not personally signing on the debt financing, you will likely be required to sign on to the nonrecourse liability carve-outs


9.Determine the sharing arrangements between you and your partners/investors pertaining to the cash flow and appreciation


10.Create the investment package for your presentations to your investors to entice them to invest with you


Once you have put together the initial deal and raised the equity, borrowed the debt financing, and closed on the property, it becomes your responsibility to accomplish all that you have promised. The passive investor can just sit and wait for you to make money. Assuming you have purchased an existing center, you must complete the upgrade, renovation, or expansion of the center, if that was part of your plan. You must define the new tenant mix and oversee the new leasing and marketing plan. You are the decision-maker on all the terms and conditions, economic and noneconomic provisions, of every new lease and lease renewal.


You are the signer of all documents, including all the leases. You are obligated to pay the expenses and taxes on behalf of the partnership. As such, you would prepare the monthly financial reports to send to your partners. You would update your partners on what is happening with their investment as well. You would always make yourself available to discuss with them any questions they might have regarding the investment.


The investor/partner (unless it is an institutional partner, which will be covered later) has very limited rights. These partners will be investing as much in their confidence in your reputation and your expertise as they will be in the assets of the individual property.


I have had partners, while rare, who have never visited their investment property. That means the sponsor has the moral and fiduciary responsibility to communicate with their investors/partners on a regular basis of the progress the sponsor makes in achieving the property’s business plan goals. The key point here is that bad news will travel at the speed of light, and often much faster than good news, so communicating with your partners to ensure their level of trust in you must never be compromised.


These investors/partners were once called limited partners when the sponsor was referred to as the general partner, and when the deals were structured as limited partnerships.


However, in the late 1980s and early 1990s, the preference for the structure of these partnerships changed in most states to what today are called LLCs. The tax structure is generally similar through various rulings and regulations adopted by the Internal Revenue Service (IRS) over the years, but the liability issues were strengthened to protect the partners. Each LLC document is slightly different, but in most of my partnerships, the investor/partner has no approval rights except the right to sell their interest at certain times in the life of the LLC.


As you can see, the responsibilities, the time commitment, and the risk are quite daunting, especially if you, as the managing partner, are personally signing on the debt financing. That is why you deserve a greater share in the cash flow and the appreciation, particularly if the investment performs as you projected.


Your Reputation is Paramount


Nothing is more important than your reputation and your track record. While I have had a few partnerships that have not paid out the returns I initially projected, I have never had a legal issue with any of my more than five hundred partners in the thousands of shares I have sold in the various shopping center partnerships I have entered into. This includes two deals where I and all my investors lost our entire investment.


As the managing partner of a retail property, you have many responsibilities, many of them overlapping. You have investors who do not get involved in the day-to-day running of the property. They do not know the individual tenants, the loan officers at the lending institution, or the leasing agents who might represent some of the tenants in the shopping center or who are seeking to lease space in the center. Some of these investors may not even know the other partners in their investment.


You, however, must know all these individuals. In many cases, you oversee—almost control—the livelihood of individuals who are your tenants. An accounts receivable problem with a tenant becomes your problem to solve. You will have to accept the fact that once you renovate a property, maybe one of your long-term tenants will never be able to afford the new and justified higher market rent and will have to

find another location to conduct business.


There is no road map I can offer for you to quickly build up your reputation. This is something you earn over the years, but how you handle these difficult issues sometimes sets your reputation. There is no better compliment than when my peers have told me that I am a good businessman, who with humility and caring for his fellow man balances fairly the day-to-day decisions a managing partner has to make.


Maintaining a reputable record of accomplishment is truly a balancing act. Just think about how many assumptions you have to make in preparing your financial projections. You have to be honest and realistic in doing so. How much will it cost to upgrade/renovate and expand? What will the new rents be on every tenant space coming up for renewal or for replacement with a new tenant? How much will the partnership have to contribute in tenant allowance required to lease a space? What will the interest rates be over the term of the project if they are not fixed initially? What will be the expenses to run the center, the vacancy rate, the accounts receivable issues, and more?


Prepare your projections too optimistically and the investment will not perform. Prepare your projections too conservatively and no project will show acceptable returns or allow you to purchase a property at the price the market deems to be the current market value.


There are no easy answers, but you have to recognize that our reputation is derived from our track record. Our deal size has grown over the years and, accordingly, we have grown as our investor base expands as a result of our previous successes. In summary, I have several partners who have never seen their investment but who believe strongly in my reputation and track record, and because of it, they continue to invest with me.


Getting Into the Game


Let me begin by saying that shopping center development is not an easy business to get into. The famous author and motivational speaker of the twentieth century, Hilary Hinton Ziglar, better known as Zig Ziglar, used to say, “There is no elevator to success, you have to take the stairs.” How true that is for me and every developer entrepreneur I have ever shared war stories with relating to how we got started in retail real estate development.


To accentuate Zig’s principle, there is no instant success where you enter the elevator on the ground floor, push a button and—voilà!—you’re on the penthouse of accomplishments. Taking the stairs takes a lot of hard work. You spend an abundance of time and energy to move toward your goal. You have to learn to pace yourself as I did for the long climb to success, which took decades. When you analyze the metaphor, one of the biggest downfalls of taking the elevator is the drop. If your elevator falls, you fall straight down to the bottom. When you fall on the stairs you only fall a couple of steps, then you get back up again and move upward toward your goal.


The road to starting your own shopping center development company is not mapped on Google. You can’t expect to engage it as if it were your Tesla self-driving feature and it is not paved with six inches of asphalt for easy cruising. It is not level and it is not without curves. You have to make your own path, set your own course and maneuver carefully, and you are always on beta mode. You have to adapt and focus on progress, and not perfection.


In fact, most of the developers I know did not travel through my system for entering into real estate and growing their business. Each did it in his or her own inimitably different way, although we shared similar intentions.


I started my business because I wanted to build something where I could use my knowledge, experience, and skills, and then later realized how much more there was to know, do, and practice.


I had in me what it takes to move from employee to owner of a startup business in the world of retail properties. There was no Shark Tank panel of shark investors where I could make a business presentation and they could decide whether or not to invest in my company, and at worst, they would analyze my business and provide me some tips for adjusting my model.


I had to do it on my own. I had the knowledge, skills, and drive, but most important, I was willing to take the risk. I later realized that knowledge is a constant quest, and the more I knew, the more I needed to learn.


This is one of the reasons why I wrote this book: to share what I learned so that you may take from it what you think applies to you as I did from others who came before me. But, remember, you are the pilot of your own aircraft. You can chart courses, set your own altitude and speed but you’ll have to do it on your own. Hopefully, you will make many successful takeoffs and landings in this exciting business of developing retail properties.


If you have similar qualities and goals, and desire to make a move in this direction, you might wonder what it takes to be a good developer or managing partner.


If you are setting out to develop and own shopping centers, it is best if you already have experience in the retail real estate industry, as that experience will give you credibility when approaching potential investors.


The managing partner is like the captain running the ship, overseeing all aspects of the business from renovating to managing leases to marketing the center to potential retailers and consumers—not to mention the financial aspects of dealing with investors and the lender.


Characteristics of a Successful Developer/Managing Partner—Five Areas of Expertise


Expertise should lie in five main realms. Do not lose heart if you lack knowledge in one or more of these areas. The most important thing is to know exactly where, how, or from whom to get the necessary expertise. You don’t have to be the expert at everything. Do you have the ability to hire attorneys, civil engineers, architects, geotechnical consultants, or any other experts that you might need?
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