MULTIFAMILY & SYNDICATION FUNDAMENTALS

Let's start the boot camp with'the basics

Multifamily University




Our Goal for this Module

The Agenda
@ Let's start with the big WHY and the HOW?

@ Let's introduce you to the 2+ trillion-daetak'\U.S. MultiFamily market
@ Talk about latest market trehds\driving MuttiFamily growth

@ Explain how groups-ofiinvestorsbuay MultiFamily properties together
® Talk abolpall the\hasics’and key terms of a syndication

) @Discuss top reasons to invest in MultiFamily

® To go through the Lifecycle of a MultiFamily project
@ Review



The big WHY and HOW

The 3 questions you must ask yourself when using Other
People’s Money

HOW
are investors YN “must,youhelp can you help
looking to expand them seek higher them invest in real
N3 ot yields? estate in a way that
&Yy ptitiofio you benefit from the
beyond stocks and investment, without
bonds? becoming the

property manager, or
rehabber?



The answer is staring us In the face

America’s Social Security and retirement planning system was
designed for a different reality, and there are 3 reasons'for this

Reason #1: 49 yrs. in 1900
Life Expectancy
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You worked until the day you died

69 yrs. in 1960

Your retirement had to last a few years

79 yrs. and rising fast today
Your retirement has to last decades



Reason #2: Healthcare costs are rising far faster than
inflation

‘Cumulative Increases in Health Insurance Premiums, General
Annual Deductibles, Inflation, and Workers’ Earnings, 2011-2016

- National health expenditures
- Gross domestic product ‘ o= Overal iaflatiSe

Wages o ——Worken Earnings
Single Coverage Deductibles, all Workers

~w—Single Coverage Premiumi

1960 1965 1970 1975 1980 1985

R "YOTC: Average general aanual deductibie i3 among sl covered workers. Worker:
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Reason #3: Stock market returns adjusted for
inflation are just too low to get ahead

What's the actual
annual growth over the
last 19 yrs., adjusted
for inflation?

2019
2018
2017
2016
2015
2014
2013
2012
2011
2010
2009

NNNO

%Year and Return (%)

28.14

-6.20
19.42
9.66
0.58
12.94
30.50
13.91
-0.87
13.14
23D

YT NO

Date Range

Jan 12001 to Dec 31 2019

Adjust for Inflation
Include Dividends

Calculate

"Average" return: 6.29

Annualized return |
(= True CAGR): 4.70

Standard Deviation: 17.23
$1.00 grew to: $ 2.39

Bottom line - $1 invested in the stock market only doubled

In the last 19 years, when adjusted for inflation

Calculator: http://www.moneychimp.com/features/market_cagr.htm



So what must you do to get your investors ahead?

- T $21,270
at 18%

Understand the Magic of compounding returns and add returns
Investments with potentially higher yields to your portfolio.\Fhe
math shows the astonishing difference:

\

If you invest $100 for30 yéars at ‘
different levels-of returns, what '
do you-end.up with?

$1984
at 10%
$182 returns

at 2%

returns
Annualized returns

Dollars




Looking at it from the end goal in mind

To have $15,000 per month in
passive iIncome 20 years from now,
how much do you need to save, e

$2,370 per
month
at 10% $433 per
returns month
at 18%

Dollars

@0

returns

Annualized returns



AN INTRO TO MULTIFAMILY' \
LET'S LEARN THE BASICS -
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What does the term
MultiFamily mean?

The term Multifamily generally mean
5+\units. Reaches true economies of
scalevat 150 units

1HEb ]

(1 to 4 units are treated mostly as Single Family
and get residential)




How are MultiFamily

(p properties valued?

Valued based on Net Operating
Income, not based on comparables

R 200 units x $25 x 12

E.g. In a 200-unit complex, months
the management successfully | 7% Cap Rate
raises renis by $25 per unit.

The value of the property

goes up by $857K. = $857,000 VALUE
INCREASE

EVERY TIME.



About Multifamily




How long Is an

iInvestment for?
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%QO. - )w tments are common.
20 S IS o» nd flip business. Your
B é@ﬂ‘érs must be prepared to invest

or that timeframe




Classes of Multitamily Buildings
Class A, Class B, Class C
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Top downsides and risks of
Multitamily Investing

Lack of
control over

h Harder to
© use 1031

VOLATILITY
AHEAD

Investment,
mMust trust
you as the
promoter

benefits than
single family
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MULTIFAMILY TREND
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WHAT IS DRIVING THE
P\
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A Fundamental Change is taking
place across America

RENT

AMERICANS PREFER TO RENT




This change is driving long term demand for
Multitamily Properties
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They are not buying homes,
even If they quality for mortgages

WHY WON'T YOU. BECOME A
LIFESTYLE CHOICES HOMEOWNER TN THE NEXT 5 YEARS?

AT,




Renters are liking the
freedom of the renting lifestyle

I THE TRUE VALUE WHAT'S IMPORTANT
’ TO YOU IN A PLACE

OVERALL, RENTERS SEEM TO,PLACE | WHERE YOU LIVE®

F THEIR DECISIONS ¢




Millennials clearly are not buying homes at the same
rate as the previous generations

Chart 3: Homeownership rate by age cohort (%)

Total, LHS
w7 5-34, RHS

70%
69%
68%
67%
66%
65%
64%
63%
62%
61%

60%
1982 1986 1990 1994 1998 2002 2006 2010 2014

Source: Census Bureau



The Baby Boomer generation is
beginning to downsize to urban apartments

= N\ /) Baby Boomers are
7L W L looking to downsize

N o

Looking to urban apartments for
convenient services and easy
access to amenities

Or are they moving to be

ECHO BOOMERS closer to e Léiictjys?who jve




The Trends
represent opportunity

As you can see the trends indicate
that the Multifamily market could
have a decade long runway 4n
front of it.
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Now-let's create an inventory of //]ll
reasons that your investors would

Invest



Create a\full catalogafireasons for Multifamily Investment

AP | LAB ACTIVITY
.




AL | LAB ACTIVITY
. QCreate a full catalog of reasons for Multifamily Investment

» Each team gets 15 minutes to search the Internet to find all-the'reasons
why people invest. Neal did not provide many of the key'reasons.

e Select a team leader who documentsithe reasons.

» After 15 minutes, the fulllist is submitted to Anna/Eric, who will grade the
reasons, and create the full,catalog.

(The reasons catalog will be used by Neal on day 3, during the RAISING
MONEY workshop, and provided to all attendees.



BUYING TOGETHER "
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The concept of group
buying through Syndication

MultiFamily complexes
are expensive, SO are
commonly purchased by
groups of investors

using a mechanisim
called Syndication.  If you want to become a

S\ syndicator, it's important
‘ for you to know that the
rules of the Syndication

process are governed by

the SEC, for the
protection of investors.



An experienced
Multifamily syndication
team finds an asset to
purchase and offers the

opportunity to their
pre-screened investors,
who then choose to

participate o net¢ 'n the
acquisition.

How does the
Syndication work?

Individuals, self-
directed retirement
plans, Family trusts or
entities (LLCs) invest
varying amounts 2ind
receive o proportional
aquity share of the
cash flow and value
gain.

\CY

The syndication team
finds, contracts to
purchase, performs all
due diligence on the
asset, organizes the
offering and pools
investor funds, and
manages the property
until sale..



Governing rules of a
Syndication?

Federal and state securities laws typically
apply to real estate syndication
transactions. Normally, securities may only
be sold if the securities are registered with
the SEC or otherwise exempt.

Traditionally, most real estate syndications
have taken the form of a private placement
exemption under Regulation D (Reg D).



Governing rules of a
Syndication?

Reg D has 2 commonly used
exemptions, each of which
requires the investors to be

either an accredited investor
or a sophisticated investor. Let
us examine each type.










Management of
the property




Partner Types — General Partner

General Partner. When a team of
individuals work together to put a
property under contract with the
iIntention of managing that property,
the members of that team are

commonly referred to as General
Partners. The GPs typically stay in the
deal from beginning to end and
receive a chunk of the profits. They are
also often known as Promoters.




Partner Types — Asset Manager

_ B

The phrase Asset Manager is
also often used to refer to GPs,
though it has a siightly different

meaning. The Asset Manager
could be the same as the GP,
could be a salaried employee, or
could be a local partner.




Partner Types — Equity Partner

Equity Partner: An Equity Partner Is
part of the GP team. However, their
role and focus Is to help raise money.
Mostly, the equity partner helps the
GP raise maoney, find investors, help to
sigh docs. Some equity partners also

manage the investors and their tax
docs for the entire duration of the
project. Equity partners receive a
chunk of the project, but there are
strict restrictions on how their deal
share can be structured. Examples
are...




Partner Types — Key Sponsor or Key Principal

Key Sponsor or Key
Principal: A key sponsor or
Principal Is somieone with a high

net worth and a resume/track
record of managing the type of
asset being purchased.




GP vs LP vs Equity partner vs Key Sponsor

e A key sponsor’s net worth typically has to be at least
as high as the loan amount on the property (other GPs
net worth can also be used)

» And the key sponsor has to have 10% of the loan
T amount liquid in his bank account on the day of
closing (other sponsor’s liguidity can also be used).
"

e For small properties, the GP (you or your team) can act
as the key sponsor. For larger properties, you would
need a key sponsor, and they would take a percentage
of the deal for signing on the loan.

» Some banks want the key sponsor to put some of their
own money Iin the deal




Partner Types — Key Sponsor or Key Principal

Limited Partner. An LP or Limited
Partner 1s the passive investor.
While passive investors do not

have any say In the running or
disposition of the project, they
typically provide most of the equity
for the project.




Let's use a case study to
Understand these terms

John and Joe get together and put a 100 Limited Partner (LP)

unit building in Boston under contract for
$5 Million.

John and Joe live in California so they ask Equity Partner
Ken, a friend of theirs who lives in Boston

to help to manage the property.

Brad helps John and Joe raise the money N8 General Partner (GP)
for the down payment.

The down payment comes from Jason, Asset Manager
Audrey and Keith.

The bank loan is for $3.5 Million. John and Key Sponsor or Principal
Joe’s net worth is not that high, so they

bring in Ken to get them up to that mark.




What are typical fees charged In a syndication project?

Acquisition and loan fees,

Promoters charge an acquisition fee for the property. These fees are paid
when the property is purchased. Sometimes a Refi fee Is,alsocharged.

Share of rent profits
Promoters receive a percentage ofithe rent profits

Asset management fees
Asset mahagement fees.af 2% of Effective Gross Income are quite common. Some

syndicators charge*1% of the equity amount instead.

Upside (profit) on sale

@ At the sale of the asset, investors are repaid their initial investment 1st, then net
profits (after accounting for investor capital, debt and selling costs) are commonly

split between investors and Promotors in some ratio. If returns are higher than a

threshold, then returns ABOVE that threshold are split in a different ratio.



Discussion time

e

What kind of LLC
structure is created

for such projects?




Let's figure out the amount of money a general partner
team makes on a typical project

FI LAB ACTIVITY - HOW MUCH DO GPs MAKE

* The property purchase price is 10 million

» Total LP equity 1s 3 million

* Acquisition fees are 2%

» Gross rents are 1 millionayear, and they/go'up by 2% a year

» Asset management fee'is 1.5%: For simplicity assume that total
asset management fees-were $75,000 over 5 years.

 Splitstbetween limited partners and general partners are 70/30

* LP Investors received total cash flow of 1.2 million over 5 years.

* The project was sold after exactly 5 years, and the total profit after
paying buying and selling costs and all fees was $3.8 million.



Let's filgure out the amount of money a general partner team
makes on a typical project

|_’V’ I LAB ACTIVITY - HOW MUCH DO GPs MAKE

Exercise 1: Calculate total returns for General partners assuming
THERE IS NO Pref for investors, just straight 70/30 split

Exercise 2: Assume there'were 3 general partners and each had
1/3 of the GP pie: How much“money did each GP make over 5
years on.this one deal?

Exercise 3: What was the Average Annualized Return for the LP
Investors.



Let's figure out the amount of money a general partner team

makes on a typical project

FI LAB ACTIVITY - HOW MUCH DO GPs MAKE

Exercise 4: What was the GP’s Return-on-equity-raised. In‘other words,
for every dollar that the syndicator raised, how-many cents did the GP
make?

Exercise 5: For every dollarithat the LPscmade, how many cents did the
GPs make? Was.jt 30 cents? Wast.more?

Exercise 6:If each LP investor invested $100K, and the syndicator’s
marketing cost to find the investor was $2,000, was this a good deal for
the syndicator?



LIFECYCLE OF A MULT%%MH.‘V‘?
LET'S WALK THROUGH AN ENTIRE PURCHA

ROJECT
SALE LIFECYCLE




Multifamily Project
Phases

Note that every Multifamtly real estate project has a life and character of its
own, but the goal (s to understand the broad strokes of a Multifamily
project lifecycle .

The 4 Phases of the Project

;9 #”‘}fmm Sale >




&\Xch within target areas

Walk comparably sized properties for sale in target
areas

Opportunity found, first offer made based on
seller’s financials




R VO |

ed.-Price reduction negotiated after
. If seller does not agree, restart at Phase

Team promotes the opportunity to their investors, through
webinars and detailed Investor Summary and financial
projection documents

Lawyers create legal entities (LLCs) to protect investors and
management team. Purchase completed typically within 75
days and property handed over.




IS

mkge entﬁ%ﬁ% out or evicts undesirable
enan rf\\d s in better tenants with higher rents
a‘“ Repair budget is used to improve the asset, increasing
;I rents , lowering expenses, and enhancing profitability

Investors receive checks for available cash flow, and
receive financials & a property report from the team.




| Y
|>kllanagement puts property up for sale, and aims to
complete the sale within a 6-month timeframe.

Investors receive their principal back, along with profits.




Questions on this module?




