
PASSIVE INVESTOR RESOURCE
A GUIDE FOR MAKING INFORMED DECISION WHEN INVESTING PASSIVELY



Active VS

Passive
Before looking at apartment deals or general partners, it’s import-

ant to know yourself, what type of role you’d like to have in the in-

vestment and what your goals are. This starts by determining if you

want to be a passive or active apartment investor.

To determine if passive investing is the ideal strate-

gy for you, answer yes or no to the following three

questions:

1. Are you busy with your full-time job and other

activitiesbut stillwant to invest in apartments?

2. Do you want to receive the benefits of owning a

large apartment building but you don’t have the

capital and/or expertise to acquire one by your-

self?
3. Are you comfortable with someone making busi-

ness decisions on your behalf?

If you answered “yes” to these three questions, pas-

sively investing in apartment syndications aligns with

your investmentgoals.

If you answered “no” to the first two questions, pas-

sive investing may still be the route for you, because

you require an educational foundation and past real

estate or business expertise prior to becoming an ac-

tive apartment investor. But if you answered “no” to

the third question, you shouldn’t be a passive inves-

tor, because the general partner and their team have

100% control over the business plan.

If you answered “yes” to these three questions but

you’re goal is to eventually become an active apart-

ment investor,passively investing in a fewdealscan

help you bridge the gap from where you’re at to where you want

to be from a time commitment, expertise and experience per-

spective. You will learn the apartment acquisition, management

and disposition process in addition to having your involvement in

apartment deals on your resume, which will be helpful when

speaking to brokers and lenders when you transition to actve in-

vesting.

If you have no desire to ever be an active investor and you like

your full-time job or want to enjoy your retirement, passive in-

vesting is foryou.

ACTIVE INVESTING
—
DEFINITION
The finding, qualifying and

closing on an apartment  

building   using  one’s own

capital and overseeing the  

business  plan  through its

successful execution.

PASSIVE INVESTING
—
DEFINITION
Placing one’s capital intoan

apartment syndication that is

managed in its entirety by a

general partner.
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What is Your IdealPassive  
Investment?

Assuming that passively investing in apartment syndications

aligns with your investment goals, the next step is to deter-

mine the type of apartment syndication you will invest in.

Distressed Property
—
A non-stabilized apartment community,

which means the economic occupancy rate

is below 85% (and likely much lower), due

to poor operations, tenant problems, out-

dated interiors or amenities, mismanage-

ment, deferred maintenance,etc.

Distressed apartment syndications offers

little to no ongoing cash flow and a high-

er potential profit at the end with a higher

risk. Therefore, your ideal passive invest-

ment are distressed apartment syndica-

tions if you want a greater return potential

with a greaterrisk.

Value-Add Property
—
A stabilized apartment community with an

economic occupancy rate above 85% and

has an opportunity to be improved by add-

ing value, which means making improve-

ments to the operations and the physical

property through exterior and interior ren-

ovations in order to increase the income

and/or decrease theexpenses.

Value-add apartment syndications offers

the passive investor a medium to high on-

going cash-on-cash return and medium to

high potential profit at the end of the busi-

ness plan with a lower risk. Therefore, your

ideal passive investment are value-add

apartment syndications if you want a me-

dium to high return with a lowerrisk.

PAGE 3



General Terminology

ACCREDITED INVESTOR
—
An accredited investor is a person
that can invest in securities (i.e. in-
vest in an apartment syndication as
a limited partner) by satisfying one
of the requirements regarding in-
come or net worth. The current re-
quirements to qualify are an annu-
al income of $200,000 or $300,000
for joint income for the last two
years with expectation of earning
the same or higher or a net worth
exceeding $1 million either individ-
uallyor jointlywith aspouse.

SOPHISTICATED  
INVESTOR

—
A sophisticated investor is a person
who is deemed to have sufficient
investing experience and knowl-
edge to weigh the risks and merits
of an investmentopportunity.

APARTMENT SYNDICATION

—
An apartment syndication is a tem-
porary professional financial ser-
vices alliance formed for the pur-
pose of handling a large apartment
transaction that would be hard or
impossible for the entities involved
to handle individually, which allows
companies to pool their resources
and share risks and returns. In re-
gards to apartments, a syndication
is typically a partnership between
general partners (i.e. the syndica-
tor) and the limited partners (i.e.
the investors) to acquire, manage
and sell an apartment community
while sharing in theprofits.

NET OPERATING INCOME  
(NOI)

—
Net operating income (NOI) is all
revenue from the property minus
operating expenses, excluding cap-
ital expenditures and debtservice.

For example, a 216-unitapartment  
community with a total  incomeof
$1,879,669 and totaloperatingex-
penses of $1,137,424 has a NOI of

$742,245.

CAP RATE
—
Capitalization rate, typically re-
ferred to as cap rate, is the rate of  
return based on the income that  
the property is expected to gener-
ate. The cap rate is calculated by  
dividing the property’s net oper-
ating income (NOI) by the current  
market value or acquisition cost of  
aproperty (cap rate= NOI /Current  
market value) For example, a 216-
unit apartment community with a  
NOI of $742,245 that was pur-
chased for $12,200,000 has a cap  
rate of6.1%.

The following apartment syndication terms will help you be-

come well versed in passive investing.

GENERALPARTNER
—
The general partner (GP) is an own-
er of a partnership who has un-
limited liability. A general partner
is also usually a managing partner
and active in the day-to-day opera-
tions of the business. In apartment
syndications, the GP is also referred
to as the sponsor or syndicator. The
GP is responsible for managing the
entire apartmentproject.

LIMITED PARTNER
—
The limited partner (LP) is a partner
whose liability is limited to the ex-
tent of the partner’s share of own-
ership. In apartment syndications,
the LP is the passive investor and
funds a portion of the equity in-
vestment.
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BREAK EVEN  
OCCUPANCY

—
Break even occupancy is the occu-
pancy rate required to cover all of
the expenses of an apartment
community. The breakeven occu-
pancy rate is calculated by dividing
the sum of the operating expens-
es and debt service by the gross
potential income. For example, a
216-unit apartment community
with $1,166,489 in operating ex-
penses, $581,090 in debt service
and $2,263,624 in gross potential
income has a breakeven occupan-
cy of 77.2% change Commission
(SEC).

PROFIT AND LOSS STATEMENT
—
The profit and loss statement is a doc-
ument or spreadsheet containing de-
tailed information about the revenue
and expenses of the apartment com-
munity over the last 12 months. Also
referred to as a trailing 12-month profit
and loss statementor aT12.

INTERNAL RATE
OF  RETURN (IRR)

—
The internal rate of return (IRR) is the rate, expressed as a percentage, needed to
convert the sum of all future uneven cash flow (cash flow, sales proceeds and
principal pay down) to equal the equity investment. IRR is one of the main factors
the passive investor should focuson when qualifying a deal.

A very simple example is let’s say that you invest $50. The investment has cash
flow of $5 in year 1, and $20 in year 2. At the end of year 2, the investment is
liquidated and the $50 is returned. The total profit is $25 ($5 year 1 + $20 year 2).
Simple division would say that the return is 50% ($25/50). But since time value of
money (two years in this example) impacts return, the IRR is actually only 23.43%.
If we had received the $25 cash flow and $50 investment returned all in year 1,
then yes, the IRR would be 50%. But because we had to “spread” the cash flow
over two years, the return percentage is negatively impacted.

The timing of when cash flow is received has a significant and direct impact on the
calculated return. In other words, the sooner you receive the cash, the higher the
IRR willbe.

GROSS RENT MULTIPLIER
—
The gross rent multiplier (GRM) is
the number of years the apart-
ment would take to pay for itself
based on the gross potential rent
(GPR). The GRM is calculated by
dividing the purchase price by the
annual GPR. For example, a 216-
unit apartment community pur-
chased for $12,200,000 with a GPR
of $183,072 per month has a GRM
of 5.6.

UNDER WRITING
—
Underwriting is the process of fi-
nancially evaluating an apartment
community to determine the pro-
jected returns and an offerprice.

GROSSPOTENTIAL  
INCOME

—
The gross potential income is the
hypothetical amount of revenue if
the apartment community was
100% leased year-round at market
rates plus all other income. For ex-
ample, a 216-unit apartment com-
munitywithaGPRof $183,072 and
monthly other income of $14,153
from late fees, pet fees and a RUBS
program has a gross potential in-
come of $197,225 permonth.

PRO-FORMA
—
A pro-forma is the projected
budget of an apartment communi-
ty with itemized line items for the
income and expense for the next
12 months and 5 years, which is an
output of theunderwriting.

RENT ROLL
—
The rent roll is a document or
spreadsheet containing detailed
information on each of the units at
the apartment community, along
with a variety of data tables with
summarized income.

RENT PREMIUM
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—
A rent premium is the increase in rent
after performing renovations to the
interior or exterior of an apartment
community. The rent premium is an as-
sumption made by the general partner
during the underwriting process based
on the rental rates of similar units in the
area or previouslyrenovated units.



What type of re-
porting do the  
investorsreceive?

1. Investment StrategyFAQs

Once the deal is closed, the general partner (GP) should send consistent updates
on the status of the deal. You may receive updates once a month. However, some
GPs provide quarterly updates. Others provide annual updates. And some don’t
provide updates at all.The best update frequency will depend on yourpreference.

In regards to the information included in the update, this varies from GP to GP. Our
reports include occupancy rates, updates on the number of renovated units,
details on our rental premiums and how they compare to our projections, capital
expenditure updates, relevant updates on the market and resident events. Each
quarter, we provide a link to the apartment’s financial statements, which include
the T12 and the rentroll.

Overall, you want to know the status of the business plan and how the rents com-
pare to theprojections.

Do you guarantee  
a return?

General partners should NEVER guarantee a return. If they do, run! Any return of-
fered, likea preferred return, should be a projection,never a promise.

What happens if you
can’t make the pro-
jected cashflow?

Ideally, the general partners projected returns exceed the preferred return offered.
That way, if they don’t achieve the projected returns, they still distribute the full
preferred return. If the actual returns end up being lower than the preferred return,
the process is that which was agreed to in the PPM. Generally, the preferred return
will accrue until it can be paid with the sales proceeds.

What are the ma-
jor risk points for
thisproject?

Similar to the question about “what happens if the project fails?”, if the general  
partner (GP) says there are no risks, they are either lying or inexperienced.

The three risk areas associated with apartments are the deal, the market and the
team. Therefore, ask the GP about the risks associated with these three areas and
what they are doing to mitigate them. You should also determine if they are follow-
ing the Three Immutable Laws of Real Estate Investing, which are the laws that must
be followed in order to mitigate risk, especially in a down economy.

Howlongdo I have
to keep my money
in thedeal?
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Before investing in a deal, the general partner (GP) should provide you with the pro-
jected timeline, which includes the hold period and the exit strategy of the project.
Generally, that is 5 years, and the GP will require you to keep your capital in the deal
until the dealsells.



Can I pull out
my  investment?

2. Investment StrategyFAQs  
(cont.)

This varies. But if there is a process for pulling your money out of the deal, it will be
outlined in the PPM. The process usually entails you selling your shares to another
party with the writtenconsent of the general partner.

How do you
make  money?

Generally, the general partner (GP) will make money via the acquisition fee, ongo-
ing asset management, equity ownership in the deal and whatever else they decide
to charge.All of the fees they charge should be listed in the PPM.

After determining which fees they charge, ask them why. They should only charge
fees based on the value they provide to the deal. If they can’t explain what value
they are providing for each fee,then they shouldn’t be charging that fee.

How frequently  
do I getpaid?

The distribution frequency varies and depends on the preference of the general  
partner and what their team is capable of doing from an administrativestandpoint.

The typical frequencies are monthly, quarterly or annually. My company found that
the majority of our investors preferred monthly distributions, so that’s what we de-
cided to do. So, we aim to distribute the preferred returns on a monthly basis and
any profit above and beyond the preferred return is distributed every 12 months.
Most likely, you will receive a your monthly, quarterly, or annual distribution 30 to
45 days after the end of the period. For example, if you receive monthly distribu-
tions, you would receive the distribution for March at the end of April. Then, you
will receive your initial equity investment plus profits from the sales proceeds at
the end thesale.

What is the  
minimum  
investment?

Most general partners (GP)will have a minimum investment.The more experience  
they GP has and the larger the project, the higher the minimum.

Youwant to know what the minimum investment is so that you can determine if  
you are financially capable of investing in the deal.

The maximum amount of money the GP will likely allow you to invest is typically
19% of the total equity investment. Anything greater than 19% and the passive
investor is underwritten by the lender, and they usually don’t want that happening.
The three risk areas associated with apartments are the deal, the market and the
team. Therefore, ask the GP about the risks associated with these three areas and
what they are doing to mitigate them. You should also determine if they are follow-
ing the Three Immutable Laws of Real Estate Investing, which are the laws that must
be followed in order to mitigate risk, especially in a down economy.
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Whyistheowner  
selling?

1. Specific DealFAQs

For value-add apartment syndications, the majority of owners are selling because
they’ve reached the end of their business plan. But, some owners may sell because
they are distressed in some form or because they originally purchased the property
for cash flow and didn’t make anyvalue-add improvements.

Is the property be-
ing acquired below  
comparable proper-
ties in thearea?

The combination of the costs associated with purchasing the property and the cap-
ital expenditure costs should be lower than the value of comparable properties in
the area.That difference is free equity,which will increase the sales proceeds.

If the acquisition plus capital expenditure costs are equal to or higher than compa-
rable properties in the area, the general partner is paying too much for the property
and your profits at sale or equity returned at refinancewill be reduced.

What is the go-
ing-in cap
rate?

The going-in cap rate is based on the purchase price and the current net operating
income. You want to know the going-in cap rate so you can compare it to the cap
rate in the market. A going-in cap rate that is higher than the market cap rate is a
good sign, because that means the property is purchased below market value.

If the general partner’s business plan is distressed or value-add, the cap rate isn’t
as important because the net operating income is lower than what it should be at
purchase. If that is the case, you want to know the stabilized cap rate and how it
compares to the market cap rate, with the former being higher than the latter as
the idealscenario.

Then, you will receive your initial equity investment plus profits from the sales pro-
ceeds at the end thesale.

What’s the status 
of the major  
systems, like the  
plumbing, roofs,  
andHVAC?

Understanding the quality of the major systems is important for the general part-
ner (GP) to determine an exterior capital expenditures budget. Additionally, if the
major systems are in bad shape, this is a risk factor and should be addressed with a
contingencybudget.

Ask them if they or someone on their team inspected these major systems them-
selves. The only way to know the true state of the major systems is for the GP to
see them with their own eyes, as opposed to trusting the owner or the real estate
brokerbroker.
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What isthebreak-
down of the cap-
ital expendtures  
budget?

2. Specific Deal FAQs(cont.)

The general partner (GP) shouldn’t just provide you with an overall capital expendi-
tures (CapEx) budget. You want to know how much money is budgeted to each
project.

Also, you want to know how they calculated the CapEx budget. More specifically,
you want to know if the GP assumed the CapEx costs or if they are based on bids
from contractors who inspected the property. The latter is more accurate than the
former.

Finally,you want to know what portion of the CapEx goes towards a contingency  
fund.The contingencyshould be 10% to 20% of the totalCapEx costs.

How do the year 1  
income projections  
compare to the  
trailing 12-month  
financials?

If the year 1 income projections are different than the actual trailing 12-month fi-
nancials (T12), you want to know why. The revenue is based on market rents, loss
to lease, vacancy loss, bad debt, concessions, employee and model units and other
income. So, if any of these line items differ from the T12, you want to know what
the general partner (GP) based those assumptions on and whether or not those
assumptions were approved by the property management company.

If the GP is a value-add investor,then the T12 will alwaysdiffer fromthe year 1 pro-
jectionsbecause the market rents are being increased.

What annual in-
comegrowth fac-
tor isbeing used?

A conservative annual gross potential income growth factor is between 2% to 3%  
after stabilization.This factor is the projectednatural growth in revenue.

Some general partners (GP) will base this factor on historical rent growth, which
may be lower or higher than 2% to 3%. Rent growth factors 4% or higher are aggres-
sive and if you run into such a case, the GP should have ample evidence to prove
why they’ve assumed a higher number.

Whatassumptions  
are being used to  
calculate the an-
nual taxes?

Youwant to know if the annual taxassumption is based on what the current owner  
is paying or if it is based on the purchase price.The latter is the correct approach.

The tax assumption can be calculated by finding the tax rate on the county’s auditor
site and multiplying it by the projectedpurchase price.

Ask them if they or someone on their team inspected these major systems them-
selves. The only way to know the true state of the major systems is for the GP to
see them with their own eyes, as opposed to trusting the owner or the real estate
brokerbroker.

P
a

ss
iv

e
In

v
es

to
r

R
e

so
u

r
ce

P A GE 9



Multi Profit
GLOBA L

F INANC IA L
S ERV I C ES

F I RM

CONTACT US  TO START YOUR 
NEXT INVESTMENT TODAY

1800 298-9618
info@wealthley.com
www.wealthley.com

http://wealthley.com
http://www.wealthley.com/

