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C h a p t e r  O n e

Why Own Rather than Rent?

Landlords grow rich in their sleep.
—John Stuart Mill

Th ings may come to those who wait… but only the things left by those who hustle.
—Abraham Lincoln

There’s a story about Michael S. Dell, founder of Dell 
Computer Corp., that gets to the heart of why many 
business owners conclude they want to own their 
property rather than rent it. It’s told by James Champy 

and Nitin Nohria in their book Th e Arc of Ambition: Defi ning the 
Leadership Journey. 

Whether in business, science, or the arts, one must keep open to 
fresh ideas, the authors write. Th ey asked Michael S. Dell, billionaire 
founder of Dell Computer Corp., whether as a boy he had dreamed 
of a future in technology. No, he replied, and began talking about 
fl agpoles. It seems that when he was a child, being driven to school 
in Houston, he noticed so many buildings with stately fl agpoles out 
front. He aspired to have some for himself someday. Th e authors 
asked Dell if he’d attained his goals. “Yes,” he replied, “and I’ve got 
three fl agpoles.”
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As ingenuous as Dell’s childhood dream seemed, it was the 
foundation of fabulous success. His business savvy took him to great 
heights, but the ownership of commercial property, in and of itself, 
can indeed create great wealth. Even in the recent troubled times 
that the real estate market went through, the principle holds true: 
“Real estate cannot be lost or stolen, nor can it be carried away,” 
said Franklin Delano Roosevelt. When purchased and managed with 
care, “it is about the safest investment in the world.” 

Th e value of home ownership has stood the test of time. Your 
salary pays the bills, but ultimately your fortune arises from what’s 
behind that picket fence. Likewise, men and women of business also 
can grow their assets in more than one way. Th ey are striving for 
success through entrepreneurship by being their own boss, but they 
can also build their wealth through the bricks and mortar of the 
building that houses their business, and the good earth beneath it. 

We all sort of know it intuitively. You have to have a place to 
live. If you own a business, you have to have somewhere to run it.  If 
you’ve gotten to a point where you have the fi nancial means to pay a 
mortgage, you’re going to ultimately own the place and build equity 
in it. Why would you just throw that money away? Why would you 
just give it to somebody else? Renting always has to be considered a 
temporary measure. It’s common when starting out. It doesn’t make 
sense long term. You can easily pay the same kind of money, if not 
less in some cases, to own that asset.

Among the many advantages of owning versus leasing, an 
important one is the ability to control your facility cost. You can do 
that with fi xed rate fi nancing when you buy your own property. You 
don’t always have that option if you’re renting the facility. A lot of 
times, an escalator clause in your lease will mean it’s a variable cost to 
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your business year after year, or every three years, or every fi ve years, 
and that makes the budget planning more diffi  cult.

You have arrived
Th ere is another signifi cant reason to own your commercial property, 
and this is more of an emotional reason, something that a lot of 
people can’t articulate. It is similar to how people feel when moving 
from a leased apartment to a home they own. It’s this idea that you’ve 
arrived, that you deserve it, that you’ve earned it, that it’s about time 
you have your own little castle. You might recall that memorable 
scene in the movie It’s a Wonderful Life when George Bailey helps Mr. 
Giuseppe Martini move into Bailey Park because George’s savings-
and-loan was fi nancing his fi rst home. It’s a scene of joy. 

Business owners too eventually often want a physical manifesta-
tion of their success. Some design their building from the ground 
up, including number of offi  ces, layout, and signage, and watch as it 
rises. Tears of joy are not uncommon at our closings, even from the 
sternest-looking business owners.

Th at’s a real factor that cannot be minimized. Th ere are of course 
logical reasons for owning your own real estate, but there is an intense 
emotional reason also. It’s natural and appropriate to feel that way. 
I understand the feeling. People don’t often talk about that aspect 
of why they want to own their business property, and that’s okay. 
Nothing’s wrong with a little ego driving that action. 



T H E  E N T R E P R E N E U R ’ S  S E C R E T  T O  C R E AT I N G  W E A LT H

42

the best small 
business investment

Commercial real estate is an asset that can outlast the business itself. 
Once the enterprise has been sold, the businessperson can become 
the landlord. Ownership gives him or her a sense of freedom and 
self-direction, while continuing to build wealth. 

 It can indeed be the best investment a small business can make. 
Th rough the power of leveraging, signifi cant equity is bound to build 
as the years pass, accompanied by the inherent tax advantages and 
income potential that commercial property ownership entails. Your 
monthly payments are making you rich, not the landlord. Th ose 
commercial mortgage payments may very well be less than you paid 
in rent, and they can be fi xed, unlike those rents that inevitably rise 
from year to year. You have more control of your costs and your cash 
fl ow.

In short, you become the steward of the property where you 
conduct your business, and you can do with it as you wish. And as 
you enjoy that freedom, you are building toward another kind of 
freedom. You are creating a nest egg for a secure retirement and to 
share with your heirs. You are positioning yourself for freedom from 
fi nancial constraints. A world of possibilities unfolds for pursuing 
your heart’s desire.

And you can have as many fl ags as you ever imagined out in 
front of your building—your building. Just like Michael Dell.

should You Continue renting?
Despite the many advantages of owning commercial property, you 
may have good reason to postpone that dream for now and wait for 
the stars to align before you take that step. 
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Perhaps you have a great location. Maybe you’re an attorney, a 
litigator who is renting an offi  ce right across the street from the court-
house, and it’s highly convenient and advantageous.  Or perhaps you 
just have no option to buy. You may be in a great location for your 
offi  ce, but the landlord knows it’s a great location, and he’s not about 
to sell it to you. Th ere are defi nitely solid reasons for continuing to 
lease. 

Uncertainty about your business cycles is also a consideration. 
Leasing gives you more fl exibility than owning, of course, but every 
week people contact me about purchasing commercial property 
when they haven’t even started a business yet, or it was just launched. 
Th ey’ve read about us in some publication or on the Web.  Often I 
will talk them down off  the ledge. Th ey’re so eager to dive in, but 
when you’re starting out, you have to use your precious capital wisely. 
Th e best thing you can do is to prove your business fi rst. Prove your 
concept. Make sure that your products or services are established in 
the marketplace.

Th en, and only then, does it makes sense to purchase property. 
Th at’s usually after a few years, once you’re confi dent you’re going to 
be around for a while. By that time, you have a healthy customer base 
and profi ts. You have proved that you can compete. Th at’s usually 
when the lightbulb moment comes. It’s when you want to look at 
buying your own real estate. 

If you do it before that, you could threaten the livelihood 
of your business, because you’re going to take away capital that 
otherwise would have contributed to its growth, to help it survive 
and thrive. You’re putting it into real estate which, at the end of the 
day, helps you, as the owner of your business, but doesn’t necessarily 
do anything for the business itself. Th e business is still going to pay 
rent; it’s just that the rent will be going to you, the owner, as opposed 
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to the landlord. So you have to be careful, and make sure you get to 
that sustainable point before you contemplate buying. 

Now, you may wonder whether the market conditions are just 
right for your purchase, but conditions never will be perfect, so how 
you defi ne “right time” is somewhat diffi  cult, especially in the wake 
of the Great Recession and panic.  I often tell people that there is 
no perfect business deal right now. In fact, there may never have 
been a “perfect” business deal. If both parties in the transaction left a 
little bit on the table and are a little bit unhappy and feel they didn’t 
quite get everything they wanted, that probably means it was a pretty 
fair deal. When one side comes out feeling way on top, something’s 
probably wrong.

Consider Your Options Carefully
I once turned down a deal with a prospective client who was excited 
about buying a building and converting it into the shape of an ice 
cream cone. It would be the ultimate advertising sign, he said. No, 
I told him, that’s not for me. Someday he would want to sell that 
building, I explained, and nobody would give a lick.

I counsel people frequently to be careful, when building or buying 
property, to consider the resale value. Don’t build, for example, the 
Taj Mahal of day cares. It may be a great day care, certainly, and in 
a wonderful location, but day cares are a specifi c type of building, 
serving a specifi c purpose. Long-term, you may never get back out 
the value that you put into it. Obviously, you can enhance value by 
customizing a more multipurpose building such as an offi  ce building 
or industrial warehouse, but you must be careful. It’s a fi ne line. You 
want to create your unique image, but you don’t want to devalue the 
property by greatly limiting its uses.
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Still, in some markets, people need to be a little more open-
minded about how they might convert a building. For example, 
we’ve converted about a dozen and a half former restaurant facili-
ties into nice offi  ce buildings. Now, a lot of people would look at 
such properties and presume that only another restaurant would be 
appropriate there. We helped our clients see that those properties, 
once you took out the kitchen equipment and added some demising 
walls, would make great offi  ce buildings, well located with plenty of 
parking. Th at’s not something that a lot of people would necessarily 
think about on the surface.

As you consider your options, you also likely will be busy 
running your business, so be sure to give yourself plenty of time to 
make a good decision and handle the details. Your time is valuable, 
and you must use it wisely. You must not make such a large purchase 
on a whim, nor because your lease is expiring in a month or two and 
you need to do something. I strongly suggest allowing yourself six to 
twelve months. It can certainly happen a lot more quickly than that, 
but six months is suffi  cient to get fairly organized.  

a buyer’s or a seller’s Market?
I think it’s always good to consider whether the current market is 
thought to be a buyer’s or a seller’s. Th at, of course, will depend 
not only on the prevailing national economy and realty trends but 
also on local conditions. A qualifi ed real estate broker will help you 
sort through what makes sense for you: what to buy, where, and the 
timing (I’ve provided a list of reputable fi rms in Appendix B to make 
this easier for you).

Clearly, the prevailing climate has been a buyer’s market. Com-
mercial property has been discounted everywhere you look. In fact, in 
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some areas, it has recently been discounted as much as 65 percent to 
70 percent from its high just a few short years ago. Also, we currently 
live in a historic low-interest-rate environment, and it doesn’t have 
anywhere to go but up from here, though I do not expect to worry 
about increasing rates for a few more years. But even then, the fi fty-
year average rate on commercial real estate is about 8.5 percent. 
Recently we’ve been at about 60 percent of that average, so it has 
made a lot more sense to purchase these days.

In this market, with favorable valuations and rates, and with the 
tax advantages of ownership, business owners are fi nding it much 
more aff ordable to buy property than lease space. In other words, 
their mortgage payments are less than rental payments, and they’re 
creating equity with an appreciable asset.

Identifying Your Needs
When deciding whether and when you’re going to purchase a 
property, you have to do an assessment of your business needs. You 
will want, of course, to look for a facility appropriate for what you 
do or make or sell. A physician won’t be looking at industrial ware-
houses, for instance. You can accomplish much with renovations, but 
that will add a lot to your expenses and you must factor those in and 
decide whether it would still make sense for you to proceed.

Consider the range of facilities and services that your company 
will need. Will your employees and your clients need plenty of 
parking? Do you anticipate you will need increasingly more offi  ce 
space? Do you need dock-high loading space for a warehouse? Do 
you want your property to be in a high-traffi  c area so it can be seen 
by potential customers?
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For some businesses, being well-located is crucial—for example, 
the attorney who feels he needs to be close to the courthouse (or the 
jail)—but a lot of small businesses have more fl exibility. Th ey don’t 
necessarily have to be in high-traffi  c areas. It really depends on how 
many customers come to visit you and how often. Many businesses 
operate primarily via telephone, fax, and e-mail with customers who 
often are located many states away (such as my fi rm). Customers 
don’t necessarily come to the offi  ce very often, but if you have a retail 
or other business that depends on customers visiting you, those traffi  c 
and parking issues will be critical, as well as how much competition 
you will face in the community.

You will also want to fi nd out whether the zoning allows you to 
use the property as you intend. Th is comes up a lot with clients who 
want to purchase old houses for use as, say, a day care, or for law or 
medical offi  ces. If it’s zoned for residential use, it cannot be used for 
a commercial purpose unless it has dual zoning, and it will not be 
eligible for commercial fi nancing. You would have to pursue residen-
tial fi nancing, and you would also have to deal with whether your 
municipality would grant you a variance to allow you to conduct 
your business there. You may fi nd that municipal zoning restrictions 
prevent you from setting up a business in a specifi c area.

On the other hand, your municipality may off er economic 
development incentives to encourage you to set up a business in very 
specifi c neighborhoods. You can obtain signifi cant tax breaks in such 
designated opportunity zones. Th ere also are government incentive 
programs that can help small businesses through grants that might 
subsidize the down payments for property purchases. We recently 
closed a second 504 loan for a client in Maine who received a portion 
of his down payment capital from the state’s economic development 
program.
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You can review many such considerations with a competent real 
estate broker, but often the decisions are common sense. If you are 
currently leasing a facility, you likely already dealt with these consid-
erations when you decided where to set up shop. You chose the area 
where you wanted to do businesses, the kind of property, the needs 
that it addressed, and unless those needs have radically changed, 
those same considerations will probably play into your decisions 
about purchasing a parcel of property, as well.

When you are seriously considering the purchase of a specifi c 
property, however, a professional inspection is in order. For one 
thing, you will want to know about any code violations or struc-
tural defi ciencies that could greatly add to your costs. Such issues 
very well could lead you to abandon the prospect of that particular 
purchase, and if you determine that additional work and rehabbing 
are well worth the eff ort, those expenses often can be included in the 
fi nancing. If you’re going to do work that will enhance the value of 
your investment, it’s a smart choice to include those costs in your 
loan rather than pay out of pocket for the work later. You likely will 
want to keep that capital available for other business uses.

In general, as you evaluate advantages and pitfalls of a particular 
property, your decision will come down to that oft-heard adage in 
real estate: it’s all about location, location, location—how you will 
be using the property, how it compares with other such properties in 
your area, and its potential for resale.

should You buy both buildings and Land?
Th at is ideal. After all, no more land is being created, so it’s better to 
own not just the building but the ground on which it sits. Th at adds 
value if you sell the property later.  You have more control because 




