Real estate investing

MULTI-FAMILY
SYNDICATE INVESTING
What every passive investor should know before
investing in Multifamily Real Estate

What is a Multifamily Syndication

Multifamily Syndication is where a group of people pool their resources to purchase
an apartment building which would otherwise be difficult or impossible to achieve on
their own.
This typically involves the "General Partners" who organize the syndication, including
finding the property; the general partners are sometimes referred to as the "sponsors".
The group of people who are providing the cash investment are often referred to as
"passive investors" or "limited partners". In return for their investments, the limited
partners receive an equity share in the syndication along with cash flow distributions
and profits.
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Deal Sponsor
A Deal Sponsor is an individual
or company in charge of finding,
acquiring, and managing the
subject real estate property.
Essentially, the Sponsor is the
“deal captain” and may receive
an outsized return based on
value created (depending on the
deal structure and performance).

DOES THE SPONSOR HAVE A PROVEN TRACK RECORD?
Ask the Sponsor to provide you with past investment performance. Remember, past performance does not dictate
future success. However, having someone with experience who has been successful in the past is a positive sign.
Note: If a Sponsor tells you that they can't provide you with any information on past performance, that is a red flag.
Transparency, communication and trust are key! Know who you are investing with. Anyone can make the numbers on
an excel spreadsheet or a PowerPoint presentation look great, the real key is who the person executing on the business
plan is. Always do your due diligence on the Sponsor and key operators of a deal.

WHAT IF THIS IS THE SPONSORS FIRST DEAL?
This is not necessarily a deal breaker but here are a few things to look for if this is the case. Are there other people on
the Sponsors team that do have Multifamily experience and, if so, what is the source of that experience? Experience
can come in many forms. Passively, raising money, putting up earnest money and/or due diligence funds, signing on the
loan. However, what you really want to see is experience operating a Multifamily property of about the same size and
scope as the subject property. There is a huge difference between owning a 15-unit Multifamily that is turnkey in an Aclass neighborhood vs. a 120-unit Multifamily that needs $10k/door in rehab and in a C-class neighborhood. Make sure
the experience level lines up with the deal.
Does the group have an Advisory board and if so, who are they? This is not necessarily the best option but if there is
experience on the Advisory board in the form of mentorship, it is better than having a first timer Sponsor with no
guidance.
What is your level of trust with this person and how well do you know them? Regardless of these factors, if you do
decide to move forward with a first time deal Sponsor it is highly suggested you invest the minimum amount to start until
the Sponsor gains your full trust and proves that they know what they are doing.

The Team

Property Management – By far one of the most important roles on the
team. Property management are the people who will make or break
your investment - they'll run the show day-to-day for tenants and
owners. Be sure to do your due diligence on the property management
team that has been selected to run the subject property. More on
property management later.
Contractors – There are times when the property management
company will have an in-house team who does all of the rehab, but this
is another extremely important team member who will help in executing
the business plan and creating value.

SEC Attorney – This is the attorney that will be drafting up all of the
documents, including the operating and subscription agreements and,
most importantly, the Private Placement Memorandum (PPM).
Commercial Lender - Sometimes referred to as commercial loan
officers, these banking professionals work almost exclusively with
businesses, reviewing the very complex financial activities of these
lending applicants. In many cases they also serve as an advisor to the
Sponsor.
Note that due diligence on all of these team members may not be necessary, as the Sponsor needs to have these people on their team and needs to be able to explain who they are.

DUE DILIGENCE
For one reason or another, passive investors tend to shy away from requiring the person who is going to handle their money
for the next 3-7 years to tell them who they really are. If you have this apprehension, ask yourself why. This is your money and
you have every right to perform due diligence and request references and a background check. Remember, once you build
trust with a Sponsor, each investment with that same Sponsor becomes simpler and less risky. Always remember to trust but
verify.

COMMUNICATION
As mentioned earlier, communication is key. Here are just a few of the questions you should be asking yourself as it relates to
communication.
Does the Sponsor take several days or longer to get back to you? Or maybe they don’t get back to you at all?
Do they answer your questions with full transparency or are they beating around the bush?
Do they know the answers to the majority of your questions? Does it sound like they know what they are talking about?
If a Sponsor has poor communication or isn't fully transparent, you should take that to heart. If they can't give you the
information you need before they're in charge of your money, it's unlikely those issues will improve after you cut a check. Make
the Sponsor communicates with reliability, efficiency, knowledge, and transparency.

Offering
An offering is a legal document
that states the objectives, risks
and terms of an investment
involved with a private
placement. This document
includes items such as a
company's financial statements,
management biographies, a
detailed description of the
business operations, and more.

Fees
There are many different fees a Sponsor can charge. Here are some of the most common fees you may come across.
Acquisition Fee - A fee the Sponsor receives at the formation stage of the offering. The fee compensates the Sponsor for
time, effort, and expertise used in obtaining the investment opportunity. Typically, the acquisition fee is stated as a percentage
of the price of the property acquired. Generally, 2% - 5% of the property price is a standard Acquisition Fee.
Asset Management Fee - The Sponsor receives payment for managing the company - this is not the same as paying the
Property Management team. Asset Management fees may be based on the amount of money raised from investors. If the
company raised $2 million dollars, for example, the Asset Management fee might be 1% - 2% of that amount, paid annually.
Many Sponsors also set the amount of the asset management fee as a fixed annual dollar amount, paid monthly or quarterly.
Refinance Fee – When a property is a value-add or new construction project, the Sponsor may choose to refinance the
property after construction or renovations are finished in order to provide returns to investors in the near-term without selling
the property. Typically, the refinancing proceeds to go directly to the investors as a return of capital. If the Sponsor has
ownership interests in the company, they will likely receive a share of the refinancing proceeds according to their interest. If the
Sponsor does not have an ownership interest, they may still get a percentage of the refinancing proceeds if the proceeds
exceed the investors’ original investment. In other cases, the refinancing proceeds are simply split between the investors and
the Sponsor without regard to whether the Sponsor has any ownership interests.
Disposition Fee - Typically charged for services rendered in an investment disposition (when a property is sold), including sales
marketing, negotiating, and closing of the deal.

Fees
There are several other fees that can be
charged, so you want to look out for
investments that are fee-heavy, especially
those that lean towards the Sponsor being
paid first. That being said, you actually do
want your Sponsor to get paid so there is
an incentive for them to perform, just be
sure that their interests align with yours and
that the Sponsor is not making money if
the investment is not performing.

Splits/Returns
The next thing to look for in the Offering is the investor returns and the splits between the Sponsor and the investors. There are too
many ways that the splits can be structured to label them all here, but here are a few ways they may be structured to give you an idea.

Straight Equity Split
These splits can range anywhere
from 60/40 to 80/20, in favor of
the investors (meaning the
investors own 80% of the
property while the Sponsor owns
only 20%), typically with the
investors owning the lion's share..
In the example of a 70/30 split
the investor gets 70% of the
equity and the Sponsor the
remaining 30%.

Preferred Return
with Equity Split
This is a scenario where the
investor receives the “preferred
return” before the Sponsor gets
paid anything. If the investment
does not hit this preferred return
(let’s say a 7% cash-on-cash
annual return) then the remaining
balance is accrued until that
payout is caught up. At that point
there would be a split of equity as
decided in the PPM.

Waterfall
These splits can be structured in many different
ways. One of these ways is as the investment hits
identified markers the returns adjust. For example,
you could have an 8%, 12%, 15% waterfall where
once the 8% is achieved the split turns more in
favor of the Sponsor, and again at the 12% and 15%
marks. Although this seemingly does have a
performance piece tied to it and your interests are
aligned with the Sponsor, be careful with these. This
falls under the same category of having too many
fees. Typically, the more experienced and senior
Sponsors are able to pull these off.

Splits/Returns
TO CONSIDER:
Cash-on-Cash vs Overall Return on Investment

Be careful that the investment is not backloaded. Meaning
you receive very little returns during the meat of the
investment and only make the majority of your return upon
sale. The sale is speculative as the Sponsor is not able to
tell you where the state of the market and the investment
will be in 5-7 years, so there is an assumption made here.
These assumptions are well thought out and backed by
data and several key factors, but they are still
assumptions.
It's important that you, as an investor, reap the rewards of
your investment throughout its life in the form of annual
cash flow in addition to the equity payout you'll receive
when the property is eventually sold.

Every Sponsor will have a different structure and no
one structure is better or worse than another.
Ultimately, it comes down to the returns of the deal
and whether there is a sound operator and business
plan in place to achieve those returns. Do not
overthink the splits. It’s about the return on investment.
When you look at the returns of an investment it
comes back to your goals and why you are investing
in the first place. If you are not sure what type of
returns you want to make then you are probably not
quite ready to invest yet and need to educate yourself
a bit more. Once you have a goal and a target return
in mind, you can go out and shop these investments
and find the best one that fits what you are looking
for.

Timeframe

The timeframe of each investment will
vary based on the business plan. These
can range anywhere from several months
to 10+ years. Most, if not all, of these
investments are illiquid, so your money will
be tied up for a period of time. It will be
important to ask what the expected
timeframe of the investment will be and
whether or not you will be able to sell your
shares or pull your money out ondemand. Each deal will be different.
These questions are all part of solid due
diligence.

Business Plan
What is the Sponsor's business plan? How do
they plan on getting the investment to perform
the way they have projected?
There are many types of investments: buyand-hold, turnkey, light-, medium- and heavyvalue-add, and ground-up development. Each
of these comes with its own set of risks and
rewards but, typically, buy-and-hold and lightvalue-add are on the more conservative side,
whereas heavy-value-add and ground-up
development carry more risk but also provide
more upside potential.

Business Plan
Multifamily properties are fantastic
investments because they already are
businesses. People who buy MF properties
are buying a business, not a home. The
greater your Net Operating Income (NOI)
the more the property will sell for, which is
why having an experienced and focused
operator is so important.
So how do you increase the NOI? There
are countless ways, but typically you do so
by managing the property more efficiently
(minimizing expenses) or increasing income
by improving the property and increasing
rent, improving occupancy (filling empty
units), or creating other income streams like
laundry, vending machines, etc.).

Assessing a Business Plan

ALWAYS ASK:
DOES IT MAKE SENSE?

Can they really make the property produce the numbers they assume in their Offering?
There are several resources at the end of this document that will aid in your due diligence, but your process will vary
deal by deal. You can also call brokers, property management companies and other investors that are local to that area.
Bigger Pockets and Facebook Groups are also a great resource for asking these types of questions.

PROPERTY MANAGEMENT

Is the property management (PM) the Sponsor has selected an in-house team or a third-party company? Both can
work, but it's important to understand who you'll be relying on and how much experience they have managing this type
of asset.

EXIT STRATEGY

What are the long-term plans for selling the property at a profit?
What happens if there is a recession and the plan was to sell/refinance in year 3 and now that’s not possible? What are
the back-up plans? A good business plan will have at least two solid exit strategies. Possible exit strategies include
refinancing after stabilization and returning capital back to the investors, stabilizing and selling outright, or holding longterm and taking advantage of the cash flow. Your exit strategies need to be diversified just like your portfolio - you
always want your bases covered in case things don't go as planned.

Assessing a Business Plan

CAP RATE

Speaking of exit strategies, one of the most important numbers you need to understand when investing in large MF
properties is the Capitalization (Cap) Rate At Re-Sale, ( also called the Reversion Cap Rate or Terminal Cap Rate).
This figure represents the expected or target rate of return that the Sponsor anticipates generating when they sell
the property in the future. Basically, the Cap Rate tells you where the Sponsor thinks the market is going to be at
the end of the investment term and how much they expect to sell the property for.
CAP Rates are always speculative, so you want to be sure that the Sponsor is being conservative and has solid
data and experience to back up their assumptions.
There's no general rule of thumb for what is a good or bad CAP Rate, because there are so many variables at play.
Be sure to check with credible resources and ask about how the Sponsor came up with their Cap Rate and why
it's justified.

RULES OF INVESTING
Always make sure any proposed business plan follows the 3 Cardinal Rules of syndicated investing:
1. Be sure the property cash flows (generates net positive income).
2. Be sure the Sponsor has raised sufficient funds to cover the cost of ALL capital expenditures, emergency reserves
and working capital.
3. Be sure the Sponsor is securing long-term debt, preferably 10+ years.

Private Placement Memorandum (PPM)
A private placement memorandum (PPM) is a legal
document provided to prospective investors when
selling stock or other security. It is sometimes referred to
as an Offering Memorandum or Offering Document. A
PPM is used in “private” transactions when the securities
are not required to be registered under applicable
federal or state law.
The PPM describes the company selling the securities,
the terms of the offering, and the risks of the investment,
among other things. The disclosures included in the
PPM vary depending on which exemption from
registration is being used, the target investors, and the
complexity of the terms of the offering..

Private Placement Memorandum (PPM)
The following are some questions you should be asking yourself as you read through the
PPM.
Do I have to stay in the deal the entire time or can I sell my interest?
What happens if the project needs more capital?
What happens to your money if the lead Sponsor passes away?
What happens to your money if you pass away?
What are your voting rights?
Can the lead Sponsor be removed if they are severely underperforming?
What is the compensation structure?
What are the terms of the loan?
What is the funding and payout schedule?
How will I be updated on the project after closing?
Make sure you read the entire document. It is essential to understand the terms of the
investment and risks completely before making an investment deal.

Investment Goals

After you’ve done your due diligence, the last question you
should be asking yourself is 'does this investment fit my
goals?' Just because everything looks like a “good deal”
does not mean it’s the right investment for you. You have to
take a look at where you are in your life and what your
short- and long-term goals are. If the investment fits your
goals, great. If not, then pass and try to find one that does.
Here are a few more things to think about when asking
yourself if this investment fits your goals.
What is the minimum investment?
How long will my money be tied up for? Do I anticipate
needing to access those funds?
Do I trust the Sponsor?
Do I understand and believe in the business plan?
Do my interests align with the Sponsors and their
vision for the investment?
Will this investment bring me closer to achieving my
goals?
Do I feel comfortable with the risks outlined in the
PPM?

Market Ananlysis
A market analysis studies the
attractiveness and dynamics of a specific
market ( a city or metro area) within a
specific industry. Typically, a real estate
market analysis will include data on topics
like employment, median income, industry
growth, and population.

UNDERSTANDING LOCAL MARKETS
What market is the investment in? And not just what city, but what sub-market? What neighborhood? Which street?
Real estate is hyper-local. Just because Dallas/Fort Worth is booming does not mean that every real estate investment in
DFW is going to be a good one. You need to know specifics about the investments and their locations.
What is the median income of this specific area? Are there any new developments in the works? Does this specific area
have issues with crime? What are the historic trends of vacancy and rent growth in this market? Is there job and
population growth?

GROWTH
Plain and simple, you want to invest in an area that is seeing growth. A thorough market analysis should help you understand if
the market has recently seen job, population, wage, rent, and even occupancy growth. You want to see that the market is
growing, not shrinking. Generally speaking, you also want to be in areas that have a substantial population. If you invest in a
market with 30,000 people, then a 10% rate of population growth isn't as impressive as it sounds (gaining just 3,000 people
per year). Make sure the market you invest in has good, sound economics and that you don't take percentages at face value.
Always do the math to see if the real numbers look as good as the statistics.

HISTORICAL DATA
When looking at the assumptions made by the Sponsor be sure that historical data is being used.
For example, if the market is on fire and is currently seeing rent growth of 5%, occupancy at 97% and Cap Rates at Resale of
5%, does that mean it will always be like that? Probably not. Assumptions need to take into consideration the historical
averages so that the investment can withstand a downturn in the market. You never want your Sponsor to be assuming a
best-case scenario; always look for assumptions based on historical data and conservative math.
Keep in mind that that, in order for there to be an average, that means that there are times when the market is worse than
that average. The longer the hold period of an investment the more conservative the assumptions should be and the more
you will need to rely on historical data.

JOB DIVERSITY
Not only will you need to look into job growth in the market and sub-market you plan to invest in, you should also be looking
into the diversity of the job market. You don't want a market that is fully dependent on the success of one large company or
industry. If a certain industry takes a hit, there needs to be other industries within that market that are there to keep it from
tanking.
To be safe, there should be no more than 20% of a market that is made up of one industry and the diversity should be spread
out into 3-5+ strong industries.

NET ABSORPTION
Net Absorption is a measurement of the net change of the supply of multi family rental units in a given real estate market over
a specific period of time. It is measured by deducting the number of units vacated and made available on the rental market
from total units leased during the same period.
Is there overbuilding happening? If too many properties are being built then eventually there will not be enough people to fill all
the available units in the specific market, which ultimately results in lower rents, higher vacancy and more competition. Building
is a good thing, but there is such a thing as too much of a good thing.

MARKET CYCLE
All markets have cycles, much like the economy as a whole. Since real estate is local, the cycle of each small market is unique
- they don't all follow the same flow. There are simply too many factors involved for each market to react the same way.
Market cycles can be a tough thing to gauge, but they don't need to make or break a potential investment. The key is that
there needs to be a solid business plan in place that takes into consideration where the cycle currently is and where it is
headed.
As mentioned under Exit Strategies, a keen understanding of market cycles and historical performance is needed to form a
solid business plan. The Sponsor should understand the micro- and macro-markets that the investment occupies and be able
to make an educated guess about market movements over time.

Key Takeaways

Be sure you know who you're investing
with and are confident in their
knowledge and experience.
Be sure the Sponsor has a solid and
trustworthy team with a positive track
record.
Be sure your goals align with both the
Sponsor's and the investment itself.
Educate yourself.
Do your own due diligence, trust but
verify.
Follow the 3 Cardinal Rules of
syndicated multifamily real estate
investing.

Conclusion

Investing in real estate is not difficult - and
it's the most powerful wealth-building tool
in the world. But you need to be educated
and prepared - just like with any other
investment.
Remember: Any investment executed
without proper due diligence is merely
high-stakes roulette.

is multifamily real estate the right
investment for you?

To learn more about our partners and the deals they
work on, please visit https://jcoreinvestments.com

