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What is Multifamily Real Estate Investing
Multifamily investing is considered when
buying 5 or more units and is referred to as
commercial property. Residential investing
includes buying 1 – 4 units including single
family homes, duplexes, triplexes and
quadplexes.
Residential properties are typically valued
using the comparable sales method of
applying the value per square foot of similar
homes sold in the surrounding area whereas
Multifamily properties are valued by using
the annual Net Operating Income NOI
(Rental Income less expenses excluding the
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cost of debt) divided by the capitalization
rate (“cap rate”).
The NOI does not include any capital
expenditure expenses or depreciation
expenses. The cap rate represents the yield
of a property over a one year time horizon
assuming the property is purchased on cash
and not on loan. The capitalization rate
indicates the property’s intrinsic, natural,
and un-leveraged rate of return and is
helpful when comparing properties.
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Benefits of Multifamily
Real Estate Investing
The benefits include the owner/operators
ability to increase the value of the property
be increasing revenue and decreasing
expenses through implementing a solid
business plan thus driving up NOI. The
revenues can “force” appreciation by
upgrading the interiors of the apartments
and exterior of the apartment community
then commanding higher rents. Also,
owner/operators are able to increase the
value of the multifamily property through
lowering expenses (water conservation by
installing low flow toilets/shower heads,
reduced electricity expense by upgrading to
LED lighting, billing back utilities costs to
residents (referred to as “RUBS” Ratio Utility
Billing System”, etc.)

www.mckeecapitalgroup.com
© 2021 McKee Capital Group LLC. All rights reserved.

Typically the biggest investor are the lenders
who loan 60% - 80% of the cost of the
purchase in the first mortgage position
secured by the asset. Using debt to finance
these large multifamily asset purchases help
to leverage a smaller amount of capital to
enable purchasing a much larger asset.
Financing Multifamily apartments typically is
done through agency debt (Fannie Mae or
Freddie Mac) with low interest rate, long
term non-recourse debt often with 1 or more
years of interest only payments. Nonrecourse debt means the General Partner(s)
are not personally liable for the debt unless
there are certain events such as fraud.
Recourse debt is where the General Partner
is liable for the loan and is common when
borrowing from local/regional banks.
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Principal paydown through an amortizing
loan is another benefit of multifamily real
estate. Tenants of the apartment community
are paying down the principal portion of the
mortgage once the interest only portion of
the loan converts to principal and interest
amortization.
Another benefit of multifamily real estate
investing is using Other People’s Money
(OPM). Managers pool funds from several
investors to buy larger multi-family
investment properties increasing the
economies of scale.
Apartment communities have more
economies of scale than residential investing
since the apartments are centrally located
on one property and have similar fixtures/
plumbing to lower the costs of repairs/
maintenance. The same appliances, HVAC
systems, fixtures, hardware, etc are used in
apartment communities resulting in less
costly repairs due to knowledge of the repair
and maintenance technicians, stocking of
common parts and less transportation
downtime with all the assets in close
proximity compared to owning several
single-family homes spread across large
geographic areas.

investments. These after-tax total returns
factor in cash flows, appreciation and paper
losses such as depreciation. The IRS tax
rules allow annual depreciation losses
against the value of the physical elements of
a property. Multi-family property is
depreciated over 27.5 years. If, for example,
a property was purchased for $10M and the
underlying land was valued at $1M then the
$9M would be depreciation over a straightline depreciation of 27.5 years thus an
annual non-cash depreciation expense of
$327,272. Land cannot be depreciated.
Depreciation is a big benefit of multifamily
investing and, with the 2017 Tax and Jobs
Act, allows the 5 year and 15 year cost
segregated components of a building, both
new and existing buildings, to be
accelerated to year 1. This is known as
bonus deprecation. This offsets the income
of the property and excess losses can be
carried over to future years to offset future
gains. In the example above a higher
amount of the $9M value of the apartment
complex can be depreciated to year 1 after
the engineering Cost Segregation Study is
completed and the allowed components are
accelerated forward to year 1 which can
sometimes provide the investor with 100%
depreciation of their initial investment in
year 1.

Owning private commercial real estate offers
investors the opportunity to generate higher
after-tax total returns compared to other
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Another tax benefit is 1031 Exchange which
allows investors the ability to defer taxes on
investment property held more than one
year vs paying long-term capital gains tax
upon the sale. Please consult your tax
advisor on the specifics of these program.

investments do provide more liquidity than
commercial real estate investments but this
also means if there are market corrections
you will not have the ability to quickly sell
your commercial real estate assets which
supports the lower volatility.

Private commercial real estate appreciates
slowly over time and are less volatile than
public investments such as stocks, bonds
and mutual funds. The public market

Please consult your tax advisor on the
specifics for the above topics.
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Investment Syndications
Passive investing is when real estate
investors decide to outsource their real
estate investments to a manager and pay
them a portion of the profits for this service.
These managers execute the business plan
for the property which usually involves hiring
a full-time property management company
to manage the day-to-day operations.
Many multifamily assets are purchased
through “syndication” where a General
Partner team (often called Sponsors) form a
single purpose LLC then offer shares in this
LLC to Limited Partners to participate as
equity owners in the investment. This is
referred to a Private Placement investing
and is governed by the Security and
Exchange Commission. One key document
for each of these syndication investments is
the PPM (Private Placement Memorandum).
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This a legal document given to all
prospective investors in a real estate
investment, whether they invest as an LLC or
individuals including using their SelfDirected IRA (SDIRA). The PPM is designed
to provide potential investors with full
disclosure based on the requirements of the
federal securities law. The PPM is not a
business plan, but rather a document that
outlines the entire investment including
what’s required from investors, the fees and
commissions earned by the Sponsor and a
complete description of the property. The
business plan will be another document as
part of the syndication to explain how the
sponsor team plans to improve the NOI
through improvement revenue and cost
management over a specific time horizon.
The total ownership of the GPs/LPs is
typically 20% – 40% of the cost of the asset.
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Who Can Invest in Multi-family Real Estate
The Security and Exchange Commission are
responsible for overseeing these multifamily real estate syndications since they are
deemed as a security. Individuals meeting
one of the following criteria qualify as
accredited investors:
• Individual net worth, or joint net worth
with their spouse, that exceeds $1 million
(excluding the value of their primary
residence);
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• Individual income exceeding $200,000 in
each of the past two years and the
expectation to reach the same level this
year;
• Combined income with their spouse
exceeding $300,000 in each of the past
two years and the expectation to reach
the same level this year;
• Investment responsibility on behalf of a
business or investment company with
more than $5 million in assets and/or
equity owners whom are all accredited.
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If an investor is not accredited, they can
participate in specific offerings including
Regulation D rule 506(b) which allows nonaccredited investors and these investments
are not allowed to be advertised publicly.
The General Partner (sponsor) much have
prior relationship with potential investor and
the investor must be “sophisticated” which
means the understand the risks involved
with commercial real estate syndication
investing. A SEC Regulation D rule 506(b)
offering is open to non-accredited investors
(typically a maximum of 35 non-accredited
investors per offering) so these individuals
need to have personal relationship with at
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least one member of the general partner
sponsor team.
There are other offerings, only available to
accredited investors, as part of Regulation D
rule 506(c), which does allow for advertising
and does not require the investor to have a
prior relationship one someone on the
sponsor team.
Please consultant with your tax advisor or
attorney when evaluating Private Placement
investment opportunities.

Passive Investing In Multifamily Guidebook

9

Sponsor Team and Deal Structure
Sponsor Team (General Partners)
Each passive investor should study the
details of the multi-family apartment
syndication offering in detail and ask the
sponsor teams questions such as:
• Who is going to be the third-party
property management team?
• Do they have experience with this type of
asset in this geography?
• Who on the GP team has experience with
this type of asset?
• Is the GP team investing personally in this
deal?
• What is the communication plan with
passive investors?
• What are the GP team related fees
(acquisition, disposition, asset
management, etc.)
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How is this deal structured? A SEC
Regulation D rule 506(c) offering can be
advertised and is only open to Accredited
Investors. Many syndication ownerships are
structured with 70% Limited Partners / 30%
General Partner ownership while others are
80/20 or some variation.
Often this means the GPs will not have a
payout until the minimum cash flow returns
to LPs. In today's market we have been
seeing offerings such as an 8% Preferred
Return to the LPs so that waterfall is
designed to meet the 8% annual payout to
the LPs then the following returns are shared
70/30 with 70% going to LPs and 30% to
GPs.
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Some minimum investments are $50K,
others $75K and some $100K depending on
the detail structure and capital needed to
raise. The sponsor teams takes into account
many factors for determining the minimum
investment on each specific multifamily
syndication opportunity.
Most of the time the preferred return is
often “cumulative” so, if for example on a
8% “pref”, in Year 1 due to the focus of
taking over a new asset, the distribution
paid is only 6% then the remaining 2% of the
preferred return is rolled to Year 2 resulting
in a targeted preferred return for the LPs in
Year 2 becomes 10%. The preferred return is
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not a guaranteed return but rather a
targeted return as stated in the PPM. If the
investment is a deep value add where the
occupancy is low or the rehab of the
property is high then the distributions for
Year 1 to LPs could be zero with the
distributions starting in Year 2. In general for
stabilized apartment syndication
investments the payouts are quarterly to LPs.
With the COVID-19 pandemic in 2020 some
GP teams decided to withhold distributions
to LPs to ensure there were sufficient funds
for expenses and debt payments then later
many GP teams re-instated the distributions,
some with catch up distribution payments.
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Market and Buying Criteria
Two key topics to consider when investing in
multifamily real estate include which markets
to invest in and your preferred buying
criteria to narrow down your investment
focus.
Some factors in evaluating Multifamily
geographic markets include:
• Landlord and business friendly legislation
• Above average population growth
• Above average employment growth
• Above average wage growth
• Above average rent growth
• Below average unemployment growth
• Below average crime rate
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In terms of defining Multifamily apartment
community buying criteria here are some
example categories and ranges:
• Purchase price: $3M - $10M
• Class B or Class C Apartment
communities (higher returns than Class A)
‣ Class C built 1960 – 1990 and generally
have blue-collar and low to moderateincome residents.
‣ Class B apartment communities are
generally built 1990 – 2010 and have
both white- and blue-collar workers.
‣ Class A apartments are generally built
in the past 10 years and considered
luxury, upscale apartments
• 80 - 200 units
‣ Typically we have seen that 80 units or
more, depending on the market, are
needed to support third party property
management.

• For non-stabilized deals (<88%
occupancy) then secure “bridge”
financing for 1 – 3 years to implement
your business plan and lease up the units
to > 88% then refinance out to a long
term low cost agency loan
• Hold Period: Typically 5 – 6 years
• 60% - 80% passive investor owned/ 20% 40% sponsor team owned depending on
the deal specifics
• Returns: Targeting 6% - 8% Preferred
Return cash on cash, 12% - 15% IRR after
sale of property in 5 – 6 years and 2X total
return in 5 – 6 years
• Physical Characteristics
‣ Pitched, not flat, roofs
‣ No Boilers for heating
‣ 2 story
‣ One central entrance, lobby, leasing
office

‣ Looking for < 10% of units renovated
• Occupancy 88%+ for past 90 days to
qualify for Freddie Mac/Fannie Mae
agency low cost debt as stabilized asset
‣ Secure long-term (10 - 12 year term
amortized over 30 years), low interest
rate, Interest Only for first 5 yrs, agency
debt at 75% LTV
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The Syndications will have a document exit
plan for the asset including a couple of
options such as:
Option 1: Refinance a bridge loan in 12-36
months once the property is stabilized.
Often part of the investor’s capital is
returned (20% - 50%) at part of the refinance out of the bridge loan to the long
term agency debt.
Option 2: Sale and exit in 5 – 6 years while
leave some unrenovated units for the next
buying to all value to.
Option 3: Hold long-term and re-finance
periodically as the value increase then
returning the capital to investors.

www.mckeecapitalgroup.com
© 2021 McKee Capital Group LLC. All rights reserved.

From some conservative investors new Class
“A” Apartment Communities with low risk
and low returns are attractive. Some of
these investments can be purchased
through syndications but also through Wall
Street within a REIT (Real Estate Investment
Trust) by owning shares which or more liquid
than private placement syndications which
usually have a targeted hold period of 5 – 6
years. The REITs typically have lower yields
and investors don’t benefit from the
depreciation pass through benefits as they
would in private placement investments.
Also, some REITs do close down and can
take many years to sell of their assets to pay
the investors out so the REIT fund shares can
become less liquid to be able to sell in the
public market.
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Multifamily Financing Options
For the smaller (<$6M) multi-family
apartment investing loans the primary
sources of debt financing include

For the larger (>$6M) multi-family apartment
investing loans the primary sources of debt
financing include

• Freddie Mac (non-recourse)

• Fannie Mae (non-recourse)

• Bridge / Hard Money Lenders (recourse)

• HUD/FHA (non-recourse)

• Regional Banks (recourse)

• CMBS (non-recourse)

• Credit Unions (recourse)

• Bridge / Hard Money Lenders (recourse)
• Insurance Companies (recourse)
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Sources of Capital for Passive Investors
Sources for capital investors could tap into
include cash from savings. Cashing out
existing after-tax investments such as Stocks,
Mutual Funds, Bonds are common sources.
Many individuals have IRAs from former
employer plans.
These IRA funds could be converted to a
Self-Direct IRA (SDIRA) or a solo401K
account to invest in multifamily apartments.
If investing using a SDIRA there is a potential
tax on the debt portion of the gain (UBIT/
UDFI) so please consult your tax advisor
prior to setting up these accounts and
investing in debt related investments.
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Other sources including using equity in real
estate investments or your home with a
cash-out refinance loan. Borrowing from the
cash value of your whole life insurance policy
is a source some investors use. Other
investors have borrowed from their 401K
account but this could create additional
leverage beyond the comfort level of some.
Re-investing capital gains from the sale of
multi-family or other investments is an often
used source as well.
Personally we have used the home equity
line of credit source along with proceeds
from flipping a house with another partner
to invest in multifamily.
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Conclusion
The advantages to passive investing in
multi-family apartment syndications include
cash flow, Tax Benefits including bonus
depreciation, no active involvement required
by LPs, capital preservation with a real asset,
leveraged with low cost, long term debt
providing an inflation hedge, scalability
including economies of scale with similar
assets in the same complex and forced
appreciation through capital investments to
increase revenue and decrease expenses.
Some disadvantages of investing in multifamily apartment syndications include lack of
liquidity, lack of control of managing the
asset for LPs and the performance can be
subject to COVID-19 and other non-
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controllable factors such as increased
legislation.
Hopefully, you can see the benefits of
Multifamily Apartment Syndication investing
outweigh the potential risks.
If you are unsure I encourage you to
schedule time with me to ask questions and
learn more about this type of investing. For
those already convinced this type of
investing is worth evaluating further please
click the “Investor Portal” section of our
website, www.mckeecapitalgroup.com, and
set-up your account which will trigger an
action for us to schedule a call to better
understand your investing goals.
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