


First, let’s hit the high points, so that you know why it’s worth your time to keep reading. 

Multifamily property ownership presents excellent opportunities for individuals hoping to 

invest in a diversified, stable, and high-yielding asset.

People invest in apartments due to the higher returns they provide with less risk, passive 

income through cash flow, extraordinary tax benefits, intrinsic value associated with 

owning a tangible asset, and due to them being a hedge against inflation with less volatility.
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What return can I expect from 
investing in multifamily properties?



The reason apartment investing is relatively unknown is because of the SEC regulations that prohibit either 

the advertisement of a deal to the general public or the type of investor that can invest in it, depending on 

the offering type. So basically, you have to be a millionaire to get into the advertised deals, and if you aren’t 

a millionaire, you need to personally know someone putting the deal together. We will elaborate on this 

topic later. For the time being, rest assured your troubles have been answered, because we would love to 

get to know you before our next project, so that you don’t have to be a millionaire to get in. 

Thanks to new legislation, changing preferences, and a changing market; multifamily investing has become 

significantly more accessible.

At this point, you might be thinking, “Well, that sounds great. But if it’s such a great investment, how come I 

haven’t heard of it?”
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Keeping this in mind, it is easy to see why many people have been shifting their wealth away from 
traditional investments like stocks and bonds, towards a tangible, competitive alternatives.

Why isn’t everyone doing it?

If you had invested that same $100,000 into the Dow Jones in 2000, it would have performed slightly worse. 

With an average rate of return of 5.3%, you would have turned your $100,000 initial investment into $283,709 

by 2020. If you had put your money into apartment syndications that gave you a 20% average annual rate of 

return (or around a 15% Internal Rate of Return) and doubled your money every five years for the last 20 

years, you would have have turned that $100,000 initial investment from 2000 into $1.6 million by 2020.

To compare more recent history, let’s look at how $100,000 performs invested in the S&P 500 or Dow Jones 

industrial v. multifamily syndications over the last 20 years. If you invested $100,000 into the S&P 500 Index 

in the year 2000, you would average a 5.4% return, meaning your $100,000 would have grown into $284,490 

by 2020.

It’s not uncommon for a value-add multifamily Syndication projects to target 7 to 10% annual Cash on Cash 

distributions monthly or quarterly and have an overall Internal Rate of Return of 15% to 20%.

Typically, multifamily property investors aim to double their money every five years. Compare that to the 

average 7% return on stock market investment since 1950 , and multifamily is certainly the better growth 

engine.



A syndication is simply the pooling of money from multiple investors to buy an asset 

larger than any of them could afford on their own. The syndication has two sides: the 

general partnership (that’s us) who put the deal together, and limited partners (that’s 

you) who sit back and invest passively. The general partners (GP) are the active 

investors with the experience and expertise that find the deals, underwrite them, 

perform the due diligence, acquire the asset, manage the asset, raise the funds, secure 

the loan, write and oversee the business plan.

As value-add multifamily syndicators, our business plan typically involves buying an 

undervalued and mismanaged apartment complex that is in need of light to moderate 

renovations. We typically get a loan for 70% to 80% of the cost of the asset and raise the 

other 20% to 30% plus renovation cost from limited partners (LPs) like yourself.

We then force the value of the asset up through increasing the net operating income 

(NOI). Since the value of a commercial asset is determined by dividing the NOI by the 

Cap Rate, if we increase the NOI, we increase the value. This is done through raising the 

rent and sometimes other revenues and also by lowering the operating expenses. If the 

value-add component is substantial enough, we may do a refinance in year two or three 

to return a majority of the investor’s capital. If not, we will just keep paying out cash flow 

distributions until we sell for a big payoff in five to ten years.

Private Real Estate Offerings: The Busy Professionals’ Guide to Passive Wealth Building  3

Investing in a real estate syndication provides consistent returns without the hassle.
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One of the main things people like about investing in rentable real estate is the prospect of passive income 

from the cash flow of the property. This occurs because the rental income typically exceeds the expenses 

of running the property every month. This excess cash flow is then distributed back to our investors in the 

form of monthly or quarterly distributions.

Two common practices to note on this topic are underwriting to an 8% minimum cash on cash return and 

offering investors an 8% preferred return. Underwriting to an 8% minimum cash on cash return means that 

when we are evaluating a deal, one of our minimum criteria that the excess cash it kicks off each year is at 

least 8% of the equity needed to close the deal. 

For example, if we needed to raise $1 million from investors for a down payment and renovation of a project, 

we would make sure that it generated at least $80,000 in excess cash each year for us to return to our 

investors. The other common practice of offering our investors an 8% preferred return means that every year 

the first 8% of distributions goes to the investors or LPs before anything goes to the GP. There are many 

passive investors that live off of this income and others that supplement their lifestyle with it.

Combined, these practices help secure passive incomes with limited exposure to risk.

Keeping this in mind, why should I invest in a 
multifamily syndication?

Passive Income from Cash Flow

Thinking about the relationship between debt and equity will be key when evaluating the potential perfor-

mance of any possible investment.

One of the often overlooked and less sexy, but very real, components of building wealth in real estate is the 

debt paid down. We get so caught up in the cash flow or the cash-on-cash return and the forcing apprecia-

tion (covered in the next section) that we often forget about paying down the debt, which can be substantial 

overtime.

Equity build up from debt pay down
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For example, let’s say we bought a $1 million property. We put 20% or $200,000 down and got a bank loan 

for the other $800,000 with 4% interest to be paid back over 30 years. After 10 years, the loan the balance 

would be paid down to $630,271.67. This means that we built up equity of $169,728.33 just by paying our 

mortgage every month. Compared to our initial down payment investment of 200,000, that’s an 84.9% 

return or 8.49% average annual return over 10 years.

Now, add that 8.49% to the previously mentioned 8% annual cash flow, and we are really getting 

somewhere-and we haven’t even gotten to the forced appreciation!
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One of the things I love about commercial real estate valuations compared to residential real estate is that 

commercial real estate is all about the numbers rather than the emotion. The value of an apartment 

complex is primarily determined by dividing the net operating income by the capitalization rate (Cap Rate).

The NOI is the revenue the property generates less the expenses of running without debt. The Cap Rate is 

the rate of return one would expect to make on the property if they bought it all cash. Of course, we don’t 

pay all cash. We take advantage of leverage or debt financing, so our returns are much higher; but that’s 

another conversation. For now, let’s look at how we can move the needle on the value of the apartment 

complex. Since the value is a function of the NOI and the Cap Rate, and we cannot impact the Cap Rate, the 

only number we have is the NOI. Since NOI equals revenue minus expenses, we can either increase 

revenue, decrease expenses or both.

There are many ways to do either one. To increase revenue, you could raise rents, add covered parking and 

charge for it, sell exclusive rights to cable companies, rent washers and dryers to the tenants, put in a paid 

laundry mat, sell renters insurance or many other methods. To decrease expenses, you could negotiate a 

better rate for property management, bill utilities back to the tenants, negotiate better garbage pickup or 

landscaping contracts and many other things.

For our example, let’s look at this process in its the simplest form: raising under market rents. Let’s say we 

buy a $5 million, 100-unit apartment complex with a $300,000 NOI at a 6% Cap Rate. If we were able to raise 

the rents by $50 per unit, that would be $50 X 100 units X 12 months, or a $60,000 increase to our NOI. If 

you divide this $60,000 NOI increase by our Cap Rate of 6%, you will see that we just increased the value of 

our property by $1 million. That’s right, just by bumping the rents by $50, we increase the value of our 

complex by 20% and created $1 million in equity. When you consider that we probably put 20% down ($1 

million down on $5 million), you will see that we just doubled our equity before even considering the cash 

flow, debt pay down or natural appreciation.

With current monetary policy and unprecedented quantitative easing, you can’t help but think about the 

impact of inflation on your long-term investment strategy. The average annual inflation rate in this country 

has been 3.22% over the last hundred years, 2.46% over the last 30 years, and about 1.75% over the last 10 

years.  So basically, if you put $1 million under your mattress in 1990, there would only be about $500k left 

when you went to pull it out today (in purchasing power of course).

Forced Appreciation

Natural Appreciation/Inflation Hedge
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One of the things we love about multifamily is that it rides the inflation wave up. Inflation drives higher 

prices, higher wages and (you guessed it) higher rents. As we learned in the last section, rising rents means 

rising asset values. Since the real driving force in value is actually NOI, I’ve heard the misguided argument 

that if income goes up due to inflation, expenses will go up by the same amount and ultimately be net 

neutral. That isn’t really accurate because, well, math doesn’t work like that. Let’s use the example of a 

$50,000 net operating income that we get from subtracting $50,000 in expenses from $100,000 in reve-

nue.

Let’s assume a 2% rate of inflation, which is the Fed’s target-and the Fed usually gets what the Fed wants. 

After the first year, the revenue would increase to $102,000, and the expenses would increase to $51,000. 

That would bring the NOI up $1000, to $51,000. Now recall that at a 6% Cap Rate, every dollar we increase 

the NOI increases the value of the property by $16.67. In this example, 2% inflation helped us increase our 

value by $16,667 in one year.

It’s no secret that there are some significant tax advantages to investing in real estate. I think people hear 

that a lot but rarely internalize the significance of this. To illustrate how impactful tax planning on your 

investment strategy can be, I think of the old story of doubling a penny for 30 days. If you double a penny 

for 30 days, you’ll end up with $5,368,709.12. If you double that same penny for 30 days but tax it at 30% 

capital gains for each day of profit, then you will end up with $48,196.86. Increase the tax rate to 35%, and 

you are at $20,278.43.

The most notable tax advantages for rental real estate are around the areas of depreciation, 1031 (or ‘like 

kind’ exchanges), and the 1014 step up at death. Basically, depreciation is a non-cash deduction that shields 

your income or cash flow from taxation. Then, at the time of sale of the asset, you would have capital gains 

and depreciation recapture. But at that point, the 1031 allows you to roll your money into the next investment 

while deferring all of your capital gains. This process can be continued until you die and pass your portfolio 

down to your heirs, at which point the 1014 step up at death kicks in and resets your cost basis to current 

market value, allowing your heirs to not pay any capital gains or income tax on that inheritance.

Tax advantages

>
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Regular, or straight-line, depreciation allows you to deduct a portion of your assets each year across its 

useful life. For residential real estate that is 27.5 years. That is usually enough to offset the profit you are 

making from cash flow each month. When buying apartment buildings, we typically take advantage of 

something called accelerated depreciation via cost segregation studies. A cost segregation is a study you 

can have done on your property that separates out the parts of your building that depreciate over 27.5 years 

from the parts that depreciate a lot faster. This could allow for a substantial amount to be depreciated in 

year one. In our last project a cost segregation study yielded a 40% deduction in year one. That means that 

if an investor put $100,000 into our project this year, they can take a $40,000 loss on their taxes to offset 

other investment gains and income.

Then, you have bonus depreciation. Bonus depreciation is not for real estate at all, but for the capital assets 

with a useful life of less than 20 years. For example, a $1,000 refrigerator can be 100% bonus depreciated in 

year one.

As you can see there are many tax advantages in Multifamily Investing. Now, I do want to make the 

disclaimer that I am not a CPA, and nothing in this writing should be construed as tax advice. You should 

consult your CPA about any tax issues or strategies.



The question that remains, it seems, is where can I store my wealth 

in a way that both maximizes growth and minimizes exposure to 

risk?

Let’s start with the least risky alternative, treasury bonds. Though it 

is true that treasury bonds are less risky than real estate, with the 

current US 10-year treasury yield of 1.7%, I would hardly call it a 

viable alternative for anyone looking for a significant return on their 

money. With corporate bonds hovering around 3%, I think it’s safe to 

say they are not much better.

For those that care about growth, the next alternative to consider is 

the stock market. Stocks are notoriously volatile. They are influ-

enced by public opinion, political winds, monetary policy and 

literally even the weather. Volatility means anxiety and emotional 

roller coasters for investors; it also means lower overall real returns.

Now let’s look at the risk versus return relationship between the 

stock market and real estate. To evaluate this, we actually have a 

risk-reward ratio that helps us evaluate which is the better invest-

ment and it’s called the Sharpe ratio. You start by getting an asset’s 

“risk premium” by subtracting the risk-free return of a treasury bill 

from the assets return. You then divide the “risk premium” by the 

volatility or the average annual standard deviation. The result, real 

estate wins with an impressive sharp ratio of .7 compared to the 

stock investments ratio of .27 which is only slightly higher than the 

.2 of treasury bonds. A higher Sharpe ratio means a better return on 

investment relative to risk.
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I think to make the most sense of the section we should first compare real estate to alternative investment 

options like stocks and bonds and then we can compare different types of real estate.

Risk and volatility

Your wealth has to be allocated somewhere.
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Now that we have stocks and bonds out of the way let’s compare multifamily to single family. Let’s look at 

the 2008 housing market crisis. During this period delinquency on residential single-family mortgages 

exceeded 4% where multifamily was closer to .4%, that’s a 10 X difference. Why? Multifamily cash flows 

allows investors to better weather the storm. Also, the value of a multifamily property is determined by 

rational numbers rather than the irrational impulse of the person who bought the shiny new house down the 

street.   

When I first started investing, I was often confronted with this risk of real estate investing. People would 

bring up 2008.  Naturally, any major drop in a market, like what we saw in 2008, will cause some investors to 

become hesitant.

I always explain that the majority of real estate investors that suffered in 2008 were house flippers that were 

overextended on short-term debt with houses that didn’t cash flow. In my opinion there is very little risk 

associated with real estate as long as you buy for cash flow, have long-term debt and have adequate cash 

reserves, not just rely on appreciation. The real estate market is cyclical and if you can afford to wait until it 

comes back, it will always come back.

If the property is generating enough cash to cover the mortgage and the debt maturity is not near-term, and 

you have enough cash reserves to cover any disasters, then you’re really in a great position to weather any 

storm. Those who get in trouble are typically folks that are forced to sell in a market that is unfavorable. If the 

value of every property I own was cut in half tomorrow, it wouldn’t affect me, because they all cash flow. I 

would just wait for the market to recover and keep cash flowing in the meantime. In reality multifamily prop-

erties with rents between $800-$1200 are relatively recession resistant.

Think about it, if the stock market crashes, we enter a recession, and home values plummet, where are all 

of the people who are losing their house going to move? That’s right, affordable apartments, when the econ-

omy is crumbling, demand for this asset class only goes up. A quick note on some of the other commercial 

asset classes is that retail is obviously under attack by the rise of the internet, Amazon and other online 

delivery services. Office space is trending in the wrong direction with the rise of remote and contract work, 

and manufacturing and industrial could always go overseas but people will always need a place to live.  

Does it make more sense to invest in multifamily or single-family properties?

Even keeping 2008 in mind, real estate is still a remarkably secure investment.

Housing is a basic need. It’s always in demand and there are always people paying 
rent.
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There are three major factors increasing demand for rental units. Baby boomers, millennials and cultural 

and behavioral changes. Baby boomers which make up 21% of the US population with 70 million Americans 

being born between 1946 and 1964 are the fastest growing group of renters increasing 28% between 2009 

and 2015.  What are the main reasons so many baby boomers are opting to rent rather than own?

Today, baby boomers are downsizing, looking for convenience, flexibility, affordability and less 

maintenance. The 72 million millennials are the other generation driving demand.

Millennials are choosing to rent because it better fits our ever-evolving gig economy lifestyle. It offers 

flexibility without responsibility. With the rise in population of both contract and remote work, millennials 

don’t want to be tied down. With newer generations putting off having kids and settling down later in life 

than previous generations and opting instead to travel and move around frequently, this trend is likely to 

continue with generation Z.

Demographic Shifts to Renting
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And finally, what we love about real estate is that it it’s a tangible asset that you can touch, see, and even live 

in. If you invest in the stock of a company and it goes out of business, then your investment is now worthless. 

These apartments will never be worth zero. It will always have value and people always need a place to live.

Tangible assets with intrinsic value

The securities act of 1933 made it necessary to register any offer to sell securities with the SEC or meet 

certain qualifications for exemption under regulation D. Until 2013, the regulations strictly prohibited solicita-

tion to the general public which is why these types of investments are not more commonly known. In 2013 

when the SEC updated these regulations, they broke these exemptions into two categories; 506(B) offerings 

and 506(C) offerings.

506(B) offerings, which are the most common in real estate syndications, are still prohibited from being 

advertised. They are allowed to take an unlimited number of accredited investors and up to 35 non-accredit-

ed, sophisticated investors as long as they have a substantial pre-existing relationship.

Frequently asked questions

Who can invest?
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Though this can vary from deal to deal depending on how it’s structured, what the business plan is and how 

much meat is on the bone, there are general guidelines we typically stay in. As I mentioned previously there 

are two parties involved; the GP (us) and the LPs (you). Typically, there is a 70/30 or 80/20 split between the 

LPs and GP, respectively. Meaning for example that when we sell, all of the LPs money is returned, and then 

we split the profits with 70% to 80% going to the LPs and 20% to 30% going to the GP. The LPs typically also 

get some sort of preferred return, usually between 7% to 10%. Let’s say it’s 8% for this example.  This would 

mean that the LPs would get their money back plus 8% before the general partners received any of the split. 

The only other compensation the GP collects is the acquisition fee (typically 1% to 3% of the purchase price) 

and the asset management fee (usually 1% to 2% of the income from the property).

What are the splits and fees?

Typically, $50,000 but we often make exceptions and accept $25,000 if we are not close to maxing out our 

35 non-accredited investors limit. If you were interested in one of our deals and only want to invest $25,000 

please don’t hesitate to reach out as it more than likely will not be an issue.

If you are a sophisticated investor, meaning that you can reasonably be expected to understand the risks 

associated with investing and we have a substantial pre-existing relationship, then you can participate in our 

506(B) offerings. If you are an accredited investor, meaning that you have a net worth of over $1 million 

excluding your personal residence or you made over $200,000 per year for the last two years or $300,000 

as a married couple then you can invest in our 506(B) offerings if we know each other or our 506(C) offerings 

even if we don’t. 

What’s the minimum investment?

Yes! Most people don’t seem to realize that they can invest in an apartment syndication with their 

retirement account. This is actually how many of our investors passively invest in our deals. First transfer 

your money from the traditional 401(k) or IRA that it is in today into a solo 401(k), self-directed IRA or other 

qualified retirement plan. Then you can invest directly into our deal. On this subject I want to note that most 

of our investors invest with us because they want to be truly passive investors and enjoy the benefits of 

investing in multifamily projects without the hassle of being active in the business. However, we do have 

multiple investors that are active investors that still invest in our deals through their retirement plan 

accounts because in order for these plans to maintain their tax deferred statuses the funds cannot be 

invested into deals the owner will have any active participation in.

Can I invest with my retirement account?



Step one: we send you an email that an opportunity is open for funding.

Step two: you review the investment summary and decide if it’s a good fit for you.

Step three: you submit a soft reservation, so we know how much you would like to invest.

Step four: we send you the private placement memorandum and notify you it’s time to 
invest.

Step five: you sign the PPM and wire in your funds or send a check.

Step six: we confirm your funds have been received and counter sign all of your docs.

Step seven: we notify you when we close and continue to send monthly updates and 
monthly or quarterly cash flow distributions.
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What is the process for signing up?
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Sterling is a proud family man with a bachelor’s degree in 
Finance and an MBA from Louisiana State University. He spent 
his early career in the financial services industry focusing on 
retirement and insurance planning before eventually transition-
ing to the Telcom industry. Through his successful corporate 
career in Telcom, Sterling has mastered the art and science of 
sales, funnel management, marketing, account management, 
strategic business planning and financial forecasting. He began 
his real estate investing journey in early 2018 purchasing 
single-family houses and quickly moved up to duplexes and 
fourplexes, flipping houses and eventually large multifamily. 

Sterling has over $26.5M in Assets under management and his portfolio now consists of 82 
single family or small multifamily rental units, a 53 unit apartment complex in Newnan, GA and 
a 70 unit complex in Rock Hill, SC. Self-managing and overseeing the renovations personally 
for the first few years has taught Sterling a ton about the industry. In addition to founding 
Crestworth Capital, he is also the Host of The Rent Roll Radio Show, Co-host of the Red Stick 
REIA and has been featured as an industry expert on dozens of other real estate podcasts.  
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