Lakewood resident Eli Fried is the owner
of Leatherback Investments, a boutique
investment advisory firm. He also manages
the popular finance blog Geltguide.com.
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here are many angles to this crisis,
but to put it in simple terms, people
are losing lots of money in various
types of real estate investments.

It is a very serious issue. Thousands of
people have collectively lost billions of dol-
lars.

Thousands of people, meaning from
the Orthodox Jewish community?
From the 4eimiske community.

Are we talking about the heimishe
community around the world?
No. I'm focusing on America.

We are currently sitting in Ami’s
Lakewood office. What percentage
of that loss would you say is from
Lakewood and its environs?

I don’t know. But Lakewood was prob-
ably the epicenter for this cycle.

Can you define this cycle? When
did it start?
Real estate has always been very cycli-

cal. A full cycle is either from peak to peak
or from trough to trough. Real estate starts
getting stronger and stronger, and then
people come in and see that others are
making money, so more money comes in
and then more people come in, followed
by more money. Eventually, the prices go
up. That ties into construction as well,
because when home prices are rising, it’s
economical to build more office or apart-
ment buildings. Then there’s a frenzy and
everyone starts rushing in, but eventually
the prices go too high and it moves back.
This cycle can last for anywhere between
ten and 20 years. The last cycle crashed
in 2007 and 2008, and the prices fell for a
good three years. The new cycle started in
2010 or 2011

People don't realize that down
cycles wipe out people’s entire
investments and turn people who
thought they were rich into pau-
pers.

It's much more nuanced, as it depends
on how well you diversify and how much
money you made on the way up. If you
made a lot of money on the way up and
cashed out...

But a lot of people do get wiped out.

That’s because they continually double
down on their investments. Meaning that
they put in a million dollars and three
years later it's worth two million. They
don’t take out the two million; they put it
into anew deal that turnsitinto four. Then
that four turns into eight.

And they borrow money to add to
that as well.

Correct. So the borrowing grows and the
paper gain and equity grow, but the s/ec/i-
ta/ tends to wipe out everything you putin
before because the nature of the real estate
investor and the whole system encourage
you to keep rolling it over. So even people
who made a ton of money on the way up
end up losing everything when the crash
comes.

Let’s try to understand that. If your
cash portion of the transaction is
20% and the real estate market
wipes out 25%, your equity is com-
pletely gone.

Exactly. This is the key point. In other in-
vestments, it's more likely that people will
take gains off the table. In real estate, how-
ever, that’s not the case. One of the main
reasons people invest in real estate is that it
offers tremendous tax benefits. If you keep
kicking the can down the road and don’t
take the profits out and put them into the
next deal, you don't pay any taxes. This is
called a “1031 Exchange.” You don’t pay any
taxes on the gains, and it can even have oth-
er tax benefit. Whereas if you do take mon-
ey out, you're going to be hit with a massive
tax bill.

So the tax benefits tempt you to put
it back in.

Correct. And if the cycle keeps getting
better and better, you're also going to add
more money to your investment because it
keeps getting more exciting.

And the banks are giving good inter-
est rates, so you can buy a $20
million building for relatively little
cash, but when the cycle starts to
turn, you get wiped out and can't
afford the debt service, so the
banks take back the building.
Correct. However, if you take a step back
during the cycle, it changes things com-
pletely. There are people who took money
outand diversified their investments.

But many more people lost a lot of
money.

More money does tend to be lost than
earned because more people join the mar-
ket later in the cycle. That’s when it seems
most exciting. There’s a counterintuitive
aspect to investing that people struggle
with: The more prices went up, the more
likely you are to be facing a crash or a mar-
ket correction. Warren Buffett said it best:
“The more greedy people are in the market,
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the more fearful you should be. The more
fearful people are in the market, the more
greedy you should be.” You're supposed to
be countercyclical, which means buying
low and selling high, but in reality manag-
ing that cycle is very challenging.

Let's go back to the down cycle in
2010.

If you had cash and confidence, it was a
great time to buy because prices kept fall-
ing, and because the crisis was so bad, the
government lowered interest rates to a very
low rate, so it reached a point where you
were able to buy at a very low price and re-
ceive great financing terms.

And you were able to get a huge re-
turn because your debt service was
being covered plus the profit.

Correct. But then, as the market started
turning in 2013 and 2014, the prices start-
ed to go back up while the interest rates
remained low, so you were able to consis-
tently either refinance and take out a lot of
money or roll over your profits to buy more
properties.

Then COVID really shot up the mar-
ket.
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That was already ten years into the cycle,
so the cycle was already looking long by
then. Instead of crashing it, COVID super-
charged it.

To the surprise of many.
Almost everyone.

It looked like Tishah B'Av initially;
people thought the world was com-
ing to an end.

That’s what it looked like for the first
couple of months, but then things really
changed. I've written hundreds of articles.
One of the ones I'm most proud of is an ar-
ticle I wrote during that time. People kept
calling me to ask if they should cancel their
home purchase contracts, and I told them
not to. I said, “Buy it. People are going to
need houses. Aderaba, double down.” Ba-
ruch Hashem, they did very well. But after
the market was supercharged, people were
making so much money that it drew in tre-
mendous sums of money even from people
who wouldn’t necessarily have the confi-
dence to invest.

I was getting calls from rabbanim,
yungelett, regular professionals—people
were saying, ‘I have to mortgage my house
because people are making crazy sums

within two or three years; they’re doubling
their money. The stock market is a joke;
even in the best of times you can make 20%.
It's bal tashchis not to take every penny I
have and put into real estate syndications.”
The more excited people got, the worse
the deals were getting, because the prices
were rising to crazy heights. The only way
-you were able to make the deal work was to
take very risky financing. Even at the very
low interest rates, the numbers still didn’t
work.

So people were taking floating mortgag-
es, mortgages where the rates aren’t locked
in. Such deals are extremely unlikely to
succeed.

To clarify, you're talking about
investment properties, not buying a
home to live in, correct?

Yes. I'm talking specifically about giving
people your money to invest, which intro-
duces many types of challenges.

And you're not talking about the
real estate maven or syndicator;
you're talking about the typical per-
son who's giving them money.

Yes.

What's the difference between the
two if everyone who went in at that
point lost their money?

Let’s make a very clear distinction in
three parts. You have the people who buy
a house to live in or to rent it out. They’re
benefiting from real estate that they con-
trol. That’s one category. I'm a huge fan
of that; it’s relatively easy to get involved
in that, because almost everyone buys a
house, so you're invested in real estate. If
you can do it for one house, you can then
buy another house and rent it out. Typical-
ly, it's a market that you understand, and
the mortgages available for that allow you
tolockitin for 30 years. If you do a little bit
of research you can do very well. What I'm
talking about falls into two other catego-
ries. There are LPs, limited partners, who
do deals with GPs, general partners. The
general partners are also known as syn-
dicators, and they do “deals.” They find a
commercial piece of real estate...

But they don't have enough cash on
hand, so they have to raise funds.

Let’s think about the word “partner”; it's
a very strong word. It connotes a business
marriage. Before you enter into a partner-
ship, you're supposed to have a lot of con-
fidence and equivalence that we are both
in the same boat. That’s how it's supposed
to work. But if one guy knows how to find
good real estate deals but doesn’t have all
the money, or he does but he wants to make
an additional profit by offering a service to
the LPs, who are the primary investors in
the deal, thenyou're talking about two very
different parties. One is the very sophisti-
cated boots-on-the ground GP, and then
you have the LPs, who very often know very
little about real estate.

According to the Rambam, you're
not supposed to receive money
for learning Torah, but you can be
a silent partner in someone else’s
business and sit and learn all day.
Do you find something wrong with
that concept?

Not only do I 70¢ find something wrong

with it, but that’s what I was involved in for
the first five years I worked in real estate/
investments. I worked for a GP and that’s
what we did; it was fantastic. It’s wonder-
ful. I strongly encourage it. It'’s an excellent
way to make money.

For the GP or the LP?

It's a win-win. Ideally, someone who is
sophisticated in real estate needs money,
and someone who has money needs good
real estate, so they form a partnership.
I'm a huge fan of real estate partnerships.
That’s how the concept started many years
ago; it goes back centuries and even mil-
lennia. But where it breaks down is OPM:
other people’s money. What ended up hap-
pening is that the GPs started realizing
that if they want to do massive deals, they
eventually run out of their own capital. So
they bring in LPs but stop putting in their
own money, which means that they stop
sharing the risk. The LPs are putting in
100% of the money while the GP is putting
in nothing, so he has nothing to lose. This
is something I wrote about early in the cy-
cle. I wrote that if the person you're part-
nering with has no skin in the game, it’s a
recipe for disaster.

I'm having a hard time understand-
ing that. How can he not have skin
in the game? Even if he isn't in-
vesting his own money, if the deal
fails he stands to lose his business
and his reputation. Why isn't that
enough?

There’s a major distinction between real
estate and other deals. Let’s say I come
to you and say that I want to open a shoe
store. I tell you that I'm going to put in the
sweat equity and you're going to put in the
money, and we’ll come up with a way to
split the profits. In that case, I agree that
sweat equity is a serious investment. First
of all, I can’t do anything else while I'm
building the shoe store, so that’s a huge loss
to me. In real estate, however, the guy is of-
ten doing ten or 20 deals at a time, and if
this one doesn't go well he just moves on to
the next one. Second, if the shoe store fails,
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ABusiness Strategist
/'biznas//'stradsjest/

advises on the direction of a
company, often with a specialty
in specific parts of a business.
This service is very short-term
and/or before larger decisions
are made.

A Consultant
/kan’saltnt/

provides a specific service in line
with the strategy, such as
overseeing a new product line,
revamping HR, or upgrading the
IT. This entails analysis, planning,
and execution of the service.
(Strategists ~ often provide
consultancy services too.)

ACoach
/KBCH/

helps executives handle
personal challenges irrespective
of the business strategy. This is
first needed steadily and can be
phased into periodic counsel.

Business Analyst & Strategist
Yossi Gestetner

advises entrepreneurs on business

ventures and partnerships, guides on

the 4 P's of Marketing (Product, Price,

Place, and Promotion), reviews and

reduces marketing costs, and oversees
client public relations.

Contact@AxlePR.com for a strategy session.




INVESTMENT FAILURES

I have egg on my face. I opened a shoe store
and it didn’t work out. In real estate, how-
ever, because ofits cyclical nature, even the
best investors in the world have deals that
go bad, so the fact that it went bad doesn’'t
tell you anything. At the same time, that’s
the excuse used by people who aren’t good
atreal estate as well as those who took silly
risks. When the going gets bad they always
say, “It’s the market; it’s not me.” In the shoe
store there are no such excuses.

Not only are some not putting money in,
but some are taking money out on day one
through acquisition fees, which is a recipe
for disaster.

I'm not against it, but I think it’s a bad
deal for the LPs. If the GPs offer it and the
LPs take it, I don’t blame the GPs. If T ask
you if you want to do a deal with me, and
I'm going to be the CFO and charge you a
million dollars ayear,and [wanta million-
dollar bonus on day one, youre dumb if
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If he has skinin
the game, he's
skiing with you;
you're strapped
together. He's
nuwgutmgi
more carefully.
You're going
to be holding
hands the
whole time.

you agree. But if you're willing to offer that

to me, I'll be very happy to serve in that
role. It's a bad deal for the LPs, but during
the frenzy when everyone was excited to
get deals and there was a big shortage of
them, LPs were begging GPs to take their
money, and they were happy to pay the ac-
quisition fees.

I'want to be much clearer. I'm a huge fan
of all forms of real estate investing z/’you
know what you're doing and are eligible
for the level of complexity of that deal. The
analogy I like to give is skiing. I've never
gone skiing, but I've read about it because
the concept is fascinating to me. Every pro-
fessional ski resort breaks up the complex-
ity, danger and thrill of a ski run accord-
ing to the level of experience that the skier
needs to have. There’s green circle, which
is the beginner level; then they have blue
square, which is the intermediate level;
and then they have black diamond, which
isthe expertlevel.

Now, there are at least five different ways
to invest in real estate, from super simple
to super complex. You should do whatever
your skill level enables you to do. If you're
a beginner investor then stick to beginner,
simple investing. If you want to move up to
blue square, you have to become educated
on how to be a blue square investor. And
if you want to be a black diamond inves-
tor, 20l hakavod. You can make the most

FULL
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money on the black diamond runs, butyou
have to know how to ski on that level, and
in my experience the most complex way
of investing is as an LP in other people’s
deals. That's the riskiest.

In other words, it's not for ama-
teurs.

Correct. This is why so many people got
hurt: They misread the complexity and
challenge of investing as an LP. They were
pitched that it’s easy and they don’t have to
know anything; just hand over your money
and it’s going to be a funride.

Are you saying that the GP is
negligent, or is there an intent to
defraud?

Chas vshalom. 1 know a lot of them. My
friends are in the business, and my clients
are in the business. The vast majority of
real estate syndicators in the f7um world
are talented, e/47/ick, hard-working and
fantastic people.

But you're saying that if they don't
have skin in the game there's an is-
sue of negligence.

It's not negligence, but if he had skin in

The political climate in Washington is rapidly shifting. With a
new administration on the horizon, pledging historic immigration
reform, the time to address your immigration need is now!

Don’t wait till it’s too late! Act ASAP!

®) agreenvisa
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© 718.400.996

the game he would be much more careful.

So why isn't that negligence?

Because it’s not the right word. Let’s say
I have a ski resort, and I mark a slope as
black diamond. Then you come to me and
say, “I'm a black diamond guy, and I will
only ski on black diamond. I'm begging
you. If you don't let me onto the black dia-
mond, you're a 7aska, because that’s where
the funis. Not only that, butif you don’t let
me on the black diamond, I'm going to go
to the next resort, which doesn’t have such
asafe black diamond run”

I'm trying to understand the dis-
tinction you're making. You're say-
ing that if he has skin in the game
he'll be more careful, and if he
doesn't he'll be less careful, but it's
still not negligence.

To continue the analogy, if he has skin
in the game, he’s skiing wizZ you; you're
strapped together. He’s navigating more
carefully. You're going to be holding hands
the whole time.

So it doesn't add up to negligence;
it's just less careful.

It's not his job to be careful. He’s putting
out something that’s a risky investment.
Every investment pitch says very clearly,

greenvisaus.com
info@greenvisa.us

“Every investment has risk. You need to do
your homework and decide if you want to
be on this run.” Ifit’s his money on that run,
he'll only go where he knows it will be safe.

If someone comes to you and says,
1 don't have a clue about this.
Someone came to me with a deal,
and he’s not putting in a dime.™
You're saying that when such deals
go bad it's the fault of the investor.
“Fault” is a strong word. It’s a lack of un-
derstanding and being makir es mekomo.
There was a breakdown in communication
in that the investors thought it was safe,
and frankly, a lot of the “ski resorts” don't
think that black diamond is such a risky
place to be. What they were saying was, “If
you want to be on black diamond, 40/ /a-
kavod.” Unfortunately, I'm seeing all of the
busted heads of the people who went on
those ski slopes and it didn't work out well.

So it can still go belly up.

Absolutely. Even an expert skier can
get hurt on a black diamond run, but the
likelihood is much lower. Having skin in
the game means that I'm mamask taking
achrayus for your safety. If there’s no mon-
ey in the deal, it's the equivalent of the GP
saying, “I'm providing the deal, but the bot-
tom line is that you're skiing at your own
risk. If you don’t want risk, don’t do it” But
people were hounding the GPs for high-
return, high-risk deals, so many of the GPs
provided deals that were very, very high
risk.

Do you think that if they had skin in
the game they wouldn't have gotten
involved in those types of deals?

If they had that level of risk, yes. There’s
atremendous asymmetry that people don’'t
understand. The GP is risking very little
and has a much higher upside, because he
stands to make far more money through
many types of fees. The whole risk-reward
for a GP and an LP is entirely skewed. I'll
simplifyit.

The LP is putting in 100% of the money
for 70% of the profits, while the GP is put-

ting in zero percent of the money for 30%
of the profits. Even if he puts in 5% of the
money it’s still way off, because think of the
mismatch: He’s putting in 5% for potential-
ly30% of the profits, while the LP is putting
in 95% of the money for 70% of the profits.
Whenever you're doing a risk-reward anal-
ysis, the GP and the LP are completely mis-
aligned. It could be that the GP really does
feel thatit’s a good deal, but again, his risk-
reward tradeof is very different from the
LP’s.

I'll give you a different zasial. People
ask why it is that when a person needs se-
rious surgery he almost always goes for a
second opinion, regardless of who the first
opinion comes from, yet people get on air-
planes every day without ever asking for a
second opinion on the pilot. The answer is
simple: it’s because the pilot is flying with
you. It’s not that you think that the surgeon
is a bad guy, and most surgeons won't be
insulted by your request for a second opin-
ion.

Some real estate people will be insulted
when theyread this article, because they're
going to say, “What a chutzpah! I'm an e/-
rliche guy” 1 know you're an e/rlicke guy,
but do you believe that “skockad yeaveir
etnei pikchin™? You have skhockad. 1 also
have skockad. Everyone has shochad. My
main objective is that I want people to un-
derstand that there’s risk, and they need to
review the fine printand get a second unbi-
ased opinion.

There’s a new thing today where planes
can be flown remotely. Imagine that you
have two different planes. One of them has
a union pilot, and the other is being flown
by a guy sitting on his couch. Where would
you be far more comfortable? In a lot of
these deals the GP is sitting on his couch.
That doesn’t mean that he’s going to be
reckless or let the plane fall out of the air
for nothing, but it’s a very different equa-
tion.

But you're also saying this based on
“clinical trials,” because you're in-
volved in a lot of deals that go sour,
and you're saying that the general
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rocks,

and other @

I don’t have any data; I want to be very
clear about that. But that’s part of the
problem. It’s very hard to get data.

Actually, I do have limited data. I joined
the industry over 20 years ago. In that
first cycle, I didn’t hear of anyone in /ez-
mishe circles who was taking huge com-
missions—as much a million dollars—on
the day the deal started. It was unheard
of. How do you take money out of the deal
so soon? How do you start celebrating and
giving out bonuses before the ship leaves
the port? When I was on the GP side, there
was no such thing. The GP put in a ton
of money and had more risk than every-
one else. On the contrary, very often he
wouldn’t take out a penny until everyone
else got their money out. The feeling was,
“Since you're the LP and don’t really un-
derstand the kZs%/es of the deal, you're tak-
ing on a greater risk than I am because I do
understand. Therefore, it’s only fair that
I don't profit until your risk is removed.
Then, once there are profits, I get more
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avalanche debris
Ipine hazards:

than you.” But in this real estate cycle,
things went out of control.

Firstofall, svara iz, lamar I kra (literal-
ly, “My reasoningis strong, sowhy doIneed
apasuktobackitup”)? Second, 'm notjust
attacking real estate. The same applies to
hedge funds and mutual funds. I do a lot
of mutual fund investments for my clients.
One of the main criteria is that we want the
money manager to have a huge chunk of
money inside that fund. The government
makes the managers disclose how much
money they have in the fund, and over 50%
of them don’t have a nickel of their own
money in their own mutual fund. What
does that tell you about the quality of their
fund? To me, that’s a simple, basic criteri-
on in every area of investment. I want you
to eat your own cooking. Imagine going to
a restaurant and hearing that the owner
doesn’t eat his own food!

The reason I'm focusing on real estate
in this conversation is that I don’t know
any frum person who's putting his entire

net worth or even mortgaging his house
to put money into a hedge fund where the
manager doesn’t eat his own cooking, but
I do know a lot of people who invested ev-
ery penny they had into real estate deals
where the guy managing it had no skin in
the game. It’s a bad structure.

To be clear, if someone offered me that
deal it’s possible that I would take it. If
someone offered me a situation where I
could make a ton of money with no risk...
I like making money. But I represent LPs.
I represent the investors, and I'm telling
them that if the risk-reward ratio is com-
pletely mismatched, it’s just a bad s/id-
duch. Going back to the shoe store anal-
ogy, what would your response be if he told
you that he wants $100,000 on the first
day just for opening the store? You would
respond, “No way. It’s the first day. How do
-you know it’s going to be successful?”

That’s rare.

I don’t like the term “bad deals.” They're
very risky deals. That doesn’t make them
bad. Some people like risk.

I don’t like that saying. It isn’t accurate,
and it's one of the most dangerous short-
hands in investing. I'll give you a simple
scenario. Youre walking down the street
in Manhattan and a guy comes over to you
and says, “Give me $1,000 and I'm going
to invest it in an enterprise and give you
$10,000 next week.” That's a high-risk situ-
ation. Do you think it’s going to make you
money just because you took a big risk? Of
course not.

Now I'll give you a different scenario.
Let’s say you own an office building in
Georgia, and the guy next door is a remote
landlord who ignores his property and
doesn’t improve it, and the rent is way un-
der market. Then you hear that he died
and his inheritors put up the property for
sale. They neither know nor care what's re-
ally happening there, while you know that
they're selling it for ten cents on the dollar.
That’s a low-risk, high-reward situation.

That's why saying “high risk, high re-
ward” is simply untrue. On the contrary, a
real maven investor will try to find a situ-
ation where the potential reward far out-
weighs the potential risk. All things being
equal, the accurate statement would be
“in an efficient, fully informed market,
the more risky an investment tends to be,
the more reward investors expect.” Taking
more risk doesn’t automatically mean that
you're going to get more reward.

Let me be very clear. I spoke about dif-
ferent levels of investing. The easiest level
is beautiful real estate mutual funds that
have been around for decades. Long-term
investors have never lost money in those
types of funds. Generally, they have made

10% to 15% over ten-year cycles. The money
is liquid, it’s transparent, it’s overseen, the
mortgage financing leverage is very low,
the oversight is huge, and it’s very well-di-
versified. Whether you have $1, $1 million
or $100 million, you can put it in there for
ten years and the likelihood of losing your
money is almost zero. Anyone can do that.

The next level is buying a house to live
in. You're the tenant, you know the market,
and you can geta good mortgage onitfor30
years. That’s also very easy. Level three is if
that’s a starter home and you then move to
abigger one. Don’t sell the first one. Rent it
out. Boom! You're a landlord. Level four is
if you rent office space and know the area,
buy the building. You use half, you rent out
the other half, and now you own commer-
cial real estate.

Investing in commercial real estate as an
LPisthefifthlevel. People trytosaythatbe-
cause you're giving the money to someone
else that makes it safer and easier, butIsay
the opposite. It actually introduces huge
complexity, because how do you know that
the other guy knows what he’s doing? How
do you know that he’s looking out for your
interests? Again, if he’s your pilot and he’s
investing a huge amount of his own money,
maybe. Butifheisn’t putting moneyin and
maybe he’s even taking money out on day
one, it’s a highly risky situation.

That is why I encourage you to do it, but
before you do: 1)Don’t just look at the po-
tential reward. Get educated so you know
the potential pitfalls and learn how to nav-
igate them. 2) Get help. There’s a growing
industry of real estate analysts and due
diligence people who are unbiased. You
can hire them either by the project or by
the hour. If you're going to invest a lot of
money, you need that second opinion. If
you're getting surgery or even just buying
a house, you aren’t going to say that he’s an
elirlicke doctor or an e/irlic/e seller so you
don’t need a second opinion or a home in-
spection. There’s nothing wrong with that.
Everyone has 7egzos.

I don’t, but aside from the analysts I just
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mentioned there’s a new organization I
was involved with conceptually that is try-
ing to improve the real estate industry for
the Zamon am.1t’s called Transparity and
its website is transparityorg.org. They of-
fer referrals to a growing network of peo-
ple who can provide guidance. I know of at
least halfa dozen people who used to work
on the GP side and are now working in this
field. By the way, people should also have
their own attorney look very carefully at
the fine print.

I want to add that now is a great time to
get into real estate. At a time when people
are fearful you should try to get greedy. If
you have the cash, getinto it.

Has there been a softening of
prices?

Huge. There are people now buying gor-
geous buildings in Manhattan for 20 cents
on the dollar. That’s not an exaggeration.
The people who were patient and weren't
burned are in a very good position. Unfor-
tunately, some people are so busy digging
outofaholeorare too burned out from the
whole industry to do it.

Prices are still crazy in Lakewood,
though.

That's where risk/reward does come
into play. Prices are very high, but even
now, if you're going to buy a house for your-
selfa bit outside of Lakewood, itwon’t be a
grand slam butyou’ll do very well, just like
most people who buy in_frem areas. For
those who are looking to get rich quick it
won'’t really work. Being able to double or
triple your money in two or three years is
veryrare.

How does having your own attor-
ney review the deal help? He also
has shochad because he'll make
much more money if the deal goes
through.

The problem is that people are rely-
ing on the GP’s attorney. A lot of LPs just
sign whatever theyre sent without hir-
ing their own lawyer. You have to realize
that a lot of people who enter into these
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deals only have $50,000 to $100,000 to
invest. They tell me, “You want me to hire
a due diligence guy for a couple of thou-
sand dollars and then hire an attorney
for another $1,000 or $2,000? I'm go-
ing to blow through a decent percentage
of that on these things alone.” To which I
say, this is black diamond investing. It’s
not meant for small investors. They're
the whole reason mutual funds were cre-
ated. People think I'm promoting mutual
funds because I like them, but that’s not
the case. I love real estate, and commer-
cial real estate in particular. A lot of real
estate insiders were saying from day one
that the whole thing of LPs investing like
this didn’t make sense.

You said earlier that it made sense
but it was high risk.

That depended on the deal and where
in the cycle it was. As they say on Wall
Street, “What the smart people do in the
beginning, the fools do in the end.” Al-
most any deal that you did from 2014 to
2017 or even in 2020 made you a fortune.
But almost any deal that was done from
2021 and afterward went bad.

Were you telling people not to buy
in 2021?

Of course. The Gemara says, “Biz-
man pazer kenos, bizman kenos pazer.
When everyone is ckapping, you should
be selling, and when everyone is selling,
you should be buying. But it’s very hard,
because people feel that that’s when the
money can be made. When everyone is
chapping, prices are shooting up. It’s
counterintuitive and goes against human
nature to sell high. Selling high means
you have merchandise that everyone
wants, and if everyone wants it, you don’t
want to sell it. The opposite is also true.
Buying low means that youre buying
things that no one wants.

So you have to be a contrarian.

Yes. You can ride the cycle a little. I'm
not saying you should sell the first second
prices startrising, butyou can’t be greedy
and try to wait for the last minute to sell
at the absolute peak, and you certainly
don’t want to be gorging on investments
during a frenzy.

I've noticed that a lot of people

panic when they start losing
money, so they try to do self-help,
but that also needs a lot of guid-
ance. They come up with contracts
and side deals that put them in an
even worse position.

Absolutely. That's part of what people
have to be aware of right now. Not every
deal that isn’t cash-flowing is for sure go-
ing under. The first sign that a deal isn’t
going the way you thought it would is
when the distributions stop. That’s the
wake-up call. Then there’s suddenly a
cash call. The GP says, “We're short on
funds, and if we don’t put in more mon-
ey, the deal is going to go under. In that
case, we're going to have no choice but to
do some sort of penalty dilution.” That’s
when you really need an unbiased opin-
ion, because if this ship has gone down,
you don’t want to throw good money af-
ter bad. At the same time, if you can save
your position, it may be very worth put-
ting in more money. There as well, most
LPs need help from an unbiased profes-
sional. Of course, that second opinion
isn’'t going to be free.

As they say, “Past performance is
no indication of future results.”

It’s not really true, however, because
you do have to look at track records. But
I would also say that just as a few bad
deals aren’t necessarily someone’s fault,
the good deals aren’t necessarily to his
credit either. You have to look at the long
term over the full life of a cycle. People
don’t understand how to analyze a track
record, because a lot of it can be pure
mazal. You have to be able to parse what
drove the performance. A lot of GPs are
saying, “What do you want from me? A
falling tide will sink all ships.” To which
I reply, “A rising tide lifts all ships, so
the fact that you did well during a rising
tide tells me nothing. On the contrary, if
you can’t navigate the falling tide, youre
probably not good at what you do. You
have to be able to do both. You can’t say,
‘T know how to get a plane in the air, but I
don’t know how to land it.”” }}
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You work on your business
We'll work on your loan

SBA Loan Group helps small business owners
access capital to grow t heir business. By using
SBA
loan program,your business can better build
value by reducing down payments and funding
working capital. The loans can be used to
purchase
commercial real estate when the business
occupies at least 51% of the property with as little
as 10% down.

There are also options with NO MONEY DOWN!
Funds can also be used for buying equipment,
buying out a partner, inventory and working
capital

To qualify
* At least 1 year in business and
cash flow to support loan paym ents,
verified by tax returns
* 680 credit, no bankruptcies,
no open judgm ents, no outstanding tax liens
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