AN

0, Tietme cashrl
i ifetime CashFlow
&~ =X\ Academy

Lifetime CashFlow
Through
Multifamily Properties

Thank you for
investing in your
future!

You're about to begin the
most comprehensive
multifamily investment course
on the market. You'll find in
this course all the tools you
need to be successful, but
only when you take action.

Many people buy courses and
never use them, but you're
different!

Rod Khleif

Author of How to Create Lifetime CashFlow Through
Multifamily Properties

Host of the #1 ranked Real Estate Podcast on iTunes:
Lifetime CashFlow Through Real Estate Investing
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Multifamily Fundamentals

& Your First Steps
Key Points

Dealing with Naysayers
Types of Properties
Investment Criteria
Selecting Your Markets
Building Your Team

Choosing Your Peer Group

Key Terms

* NOI: Net Operating Income, gross rents less expenses
* REITs: Real Estate Investment Trusts

+ Cap Rates: a way to calculate value, the lower the number the
higher the price and nicer the property

Advantages of Multifamily CashFlow

Multifamily properties provide:

* high returns

» stability

* long term potential
+ lifetime cash flow

Flipping and wholesaling properties are great ways to make quick cash,
but they’re a job. Those paychecks aren’t passive. Every January first you
go back to work. You manage contractors, remodel, and more. And it
repeats on every deal. After owning and renting out 2000 single family
homes, | can tell you just the maintenance will drive you crazy. With
multifamily that’s not the case.

Compare buying a 20 unit apartment building with buying 20 single family
homes:

» 1 seller negotiation instead of 20

* 1loan instead of 20

+ 1linspection instead of 20

* 1 location instead of 20 all over town

Besides being easier to scale and manage, you can withstand vacancies
and market fluctuations better. During the recession, | got hammered on
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everything but my apartments. You can count on the consistent cash flow.
You only have to make it to the first of the month. Plus you get paid while
you vacation. You can start other businesses. You can pursue hobbies.
And you can travel, all because of the stable cash flow.

My point is that multifamily investing provides freedom. | define freedom
as being able to do whatever you want, whenever you want, wherever
you want with whoever you want. That’s what this gives you.

And if that wasn’t enough, you're going to learn in this course that with
apartments it's easy to increase value because the value is based on the
income, not the value like single family homes. You can get incredible tax
breaks too.

And you’re providing a great service to people who need it.

| want you to imagine what your life would be like with $10,000 passive
cash flow a month. Now imagine $50,000 a month.

All right, let’s get to it!

How to Deal with Naysayers

Find the Video Module 3, video 1 at 3:54

“Whatever you do you need
courage. Whatever course you

Now that you have a dream, you need to protect it.

Not everyone will like you or have your back. There will always

decide upon there will always be be toxic, negative people. Don't try to change them. It's a waste
someone to tell you you’re wrong.” of energy.
~Ralph Waldo Emerson: When you decide to do something different from the norm, you

push their buttons. They want to stay in conformity.

But don’t let anybody impose their doubts and fears on you. This is your
life, not a dress rehearsal.

dirty feet.”

“I will not let anyone walk
through my mind with their

Even your closest friends and family may try to talk you out of it.
Try to understand where they’re coming from and ask yourself
whether their advice is fear or feedback. Look at how they’re
doing in life. Are they living up to their potential? Do they have

~Gandhi expertise on the subject? What do they know about real estate

investing?

When you encounter a naysayer, reduce contact with them. Don’t share
your dreams with them. When you see them, just let them talk about
themselves.

You must protect your dream, because the thread is easy to break.

Don’t get upset or angry. It's about them not you. Don’t try to defend
yourself or convince them. Instead change the subject or walk away.

That’s why | avoid the news media. It's constantly negative. So don’t buy
into media hype.
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First they ignore you. Then
they laugh at you. Then they
fight you. Then you win.”

~ Gandhi

“The great pleasure in
life is doing what
people say you cannot
do.”

~Walter Bagehot

“History shows us that
the people who end up
changing the world —
the great political,
social, scientific,
technological, artistic,
even sports
revolutionaries — are
always nuts, until they
are right, and then they
are geniuses.”

~John Eliot

Find people on an upward journey like you, who are motivated and who
motivate you. Stay focused on your goals and dreams. You have the
power.

* Live injoy and happiness.

*  Work hard.

* Don't be afraid of taking calculated risks.

» Stay focused.

+ Take care of your health and energy.

» If you start to feel fear, change your focus.

If you do get sidetracked by naysayers, refocus on your goals.

Also make sure not to crush anyone else’s dreams or goals. Encourage
them and help in any way can.

You are the average of the five people you spend the most time with so
choose well, my friends. Constantly think about goals and mission and
surround yourself with the people who encourage you.

What type and size of multifamily property will
you target?

Types of properties are broken out by size and class. Sizes can range
from 2-1000 units. And there are four classes labeled A, B, C, and D.

Multifamily Property Sizes

Residential Multifamily

s 2-4 units
* Duplex

* Triplex

*  Quadplex

Advantages of 2-4 Unit Properties
* Smaller properties are less intimidating in a lower price range.
Mentally it's often easier to start small. | started with these.

» If you make a mistake, it's smaller, and you can learn at a lower
cost.

» Residential lending is favorable requiring less down, sometimes
as low as 3%, and the seller can contribute.

* Low down payment options.
* Lower interest rates.

* Long term fully amortized financing, no balloon mortgage.
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Potential Challenges of 2-4 Unit Properties

* Sometimes more competitive.

* FNMA has a 10 property mortgage cap per person which includes
your primary residence, but you can expand this with your spouse.

» Harder to get economies of scale, you'll have to do more buying
with smaller numbers of units per building.

* More management intensive.

Commercial Multifamily

* From 5 to 1000 units

* Garden complexes, 2-3 levels, 3 floors or less
* Walk up, 4-6 floors, no elevator

e Mid-rise, 4-8 floors with elevator

» Highrise, 9 floors and up with elevator

Advantages of 5-1000 Unit Properties

* Valued based on NOI instead of comps.

+ Can create value by your individual efforts. A $20 rent increase
can produce an exponential increase in value.

* Smaller apartment buildings from 5-30 units are a sweet spot.
* Less competition. The big players are not interested.

* Mostly Mom and Pop sellers. You can solve their problems and
create a win-win.

+ Creative financing is often available. We’ll go over this in more
detail in a later module, but review Module 3, video 2 at 7:36 for
an example.

* Economies of scale. It's easier to ramp up cash flow.

+ Easier to manage all in one place instead of single family houses
spread over a large area.

* With at least 50 units there’s enough cash flow to hire onsite
management.

+ With all the same design you can stock pile materials for repair.
» Can syndicate.

Potential Challenges of
Commercial Multifamily

» Professional competitors, but that's okay because we’re going to
teach you how to find off market deals.

* Need more of an education, which you’re getting right now!
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Classifications of

Properties

Class A Properties

Premier/Luxury

Most expensive per unit

Typically $100,000 or up per unit
Newest and most modern
Constructed within the past 10 years

Properties over 10 years old have been substantially renovated
and updated

High quality and modern construction

Energy efficient

High quality landscaping

Amenities

Pool, gym, attractive office

Excellent location

Often have retail or office space on the first few floors

Often located on waterfront, golf course, central business district

Advantages of Class A

High rents

Low vacancy

High appreciation
Pride of ownership
Low maintenance

Excellent, safe locations

Challenges of Class A

Slow rental growth

Demanding tenants that expect the best
Competitive with REITS

Low cash flow

Not as many as class B,C, or D
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Class B Properties

+ Serves middle income tenants

* Can vary greatly

» Constructed within the last 15-30 years
* Very good functionality

» Little deferred maintenance

» Good quality modern construction

+ Good quality landscaping

» Located in stable neighborhoods

+ Often have amenities, not as many as Class A

Advantages of Class B

* Wide client base

» Very good ability to force appreciation
* Management is moderate

+ Good rents

* Highest potential for rent growth

* Low vacancy

e Little deferred maintenance

Challenges of Class B

* High competition due to desirability
+ Competitive leasing environment

Class C Properties

* Constructed within the last 30-50 years.
* Average to low functionality.

* Typically outdated and in need of remodeling, but can be updated
to be nice.

» Limited, if any, amenities.

* Location could be in a stable or declining area.
» Typically good rental rates.

* Provide affordable housing, which is needed.

* Average vacancy.

* Average appreciation.

7|Page
Copyright © 2017 Lifetime CashFlow Academy LLC



Advantages of Class C

» Highest potential for rent growth.
» Highest potential to increase value.
* Wide rental market.

Challenges of Class C

+ Deferred maintenance.

+ Old and dated.

+ Could be more management intensive.
* May have problem tenants.

Class D

* Slum lord properties.

» Bad location in the roughest parts of town; violence, drugs,
prostitution.

+ Constructed in last 30-100 years.

+ Extreme functional obsolescence.

» Poor construction with poor materials.
* Poor condition.

* No amenities.

Advantages of Class D

» Cheap and good cash flow.

Challenges of Class D

+ Often no exit plan.
+ Extremely management intensive.
+ Tenant defaults are high.
* High turnover.
* Short remaining economic life.
* Rents are low.
* Not worth the brain damage.
Now that we’ve gone through Classes A-D, it's good to know who

typically purchases these assets and why. Competition can be fierce and
it's good to know who you’ll be going up against.
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Class A

+ Institutional investors, REITs (Real Estate Investment Trusts, Wall

Street funds, no debt.
» Life insurance companies.
+ Very large and sophisticated investors.
» Cap rates average = 4-6%
* Purchased for:
o Low risk
o Portfolio stability
* Provide:

o High appreciation

o Low cashflow, not driven by cashflow, want appreciation

Class B

* Institutional investors
« REITS
» Corporations
* Private investment groups
* High net worth individuals
+ Cap rates average = 6-8%
* Purchased for:

o Stability

o Cash flow

o Appreciation, slight risk
* Provide:

o Stability

o Cash flow

o Appreciation

o Slight risk

Class C

» Private investment groups

* Individual investors

+ Cap rates average = 7-10%
* Purchased for:

o Cash flow
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o Ability to force appreciation: fix up, raise rents
* Provide:

o Cash flow

o Ability to force appreciation

o Higher risk

Class D

* Always Individual investors
* Low price
» Cap rates average 8% and up
* Purchased for:
o High cash flow
* Provide:
o No appreciation
o High risk

By this point you should know which type you’re leaning towards. Most
likely you'll want B-C properties due to:

«  Stability
* Most room for rent growth

* Most room to force appreciation

We like C properties in B areas or B properties in A areas.

Establishing Your
Investment Criteria

To have credibility you need focus. You can’t be all things to all people.
Having an area of focus will give you credibility with brokers and
investors. It will help you stay on track when you’re comparing properties.
Focus will speed up the process my making you more effective and not
overwhelmed by analyzing properties of every size and type. Narrowing
your focus will also give you a chance to learn a specific market well.

As with anything in life, you need focus. Otherwise
you’re dabbling and you’re going to get crushed.

Having your investment criteria written down is a must! If you have a
website, or plan on building one it needs to be there.

To help you pull together your criteria and commit it to paper, we’ve
provided a worksheet under the video. Print it out and fill in your answers.
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Self-Evaluation

Several times throughout the purchase of a property you will need to
provide your current financial status. Let’s make sure you are aware of it
now, instead of later. This will also allow you to make any adjustments or
changes if you need to. You can’t move forward if you don’t clearly know
where you are today.

To help you cover all your bases, we’ve provided a worksheet under the
video. Print it out and write in your answers.

Self-Evaluation Checklist

As you’re going through the checklist, here are a few notes to keep in
mind:

* If you have a full-time job and kids, you’ll need to consider how
much time you can devote to your real estate investing business
during the evenings and weekends. It takes work, but | believe it
can be done. | don’t recommend quitting your job until you’ve built
up cashflow.

* It's easier to qualify for loans if you're currently employed.

* Your risk tolerance will grow with practice. Don’t rush in, but don'’t
get caught in analysis paralysis either.

* You can’t have an employee mindset. This is important. You must
cultivate a business mindset.

* Your investor identity will change as you mature in this business.
You may start smaller and then move into larger. Your risk
tolerance will grow.

» Banks will check your credit score, but don’t worry about that too
much. My credit got destroyed after 2008, but | worked around
that by having my wife buy properties. You can tap into a mentor,
sponsor, or team member for help.

» Can you support a negative cash flow for a time? You don’t want
to get caught not being able to pay bills. Here again a team
member can help.

* Consider finding a mentor or coach. I've had good ones over the
years and they’ve helped shorten the learning curve a lot. | offer
individual coaching. You can find out more about that on my
website.

* When adding family members and friends to your team, be
careful. It can lead to a painful experience when a family member
loses money. So make sure you study before risking other
people’s money.
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Selecting Your Markets

Now that you know the type, size, and class of property you want to
invest in, you need to know where to find it. Here again, don’t be a
generalist! Be specific.

Selecting your target markets is going to take a lot of research to ensure
they are going to be strong markets for years to come.

Before we dive into that, we typically suggest newbies start to look and
invest in the following 4 markets:

Your Backyard

First and foremost will always be your own backyard. There’s no better
place to learn.

* There are two tracks to learning real estate investing: studying this
course and getting out there and looking at deals and developing
relationships. The best place to do that is close to home.

» Actively looking at properties and talking to people builds
competence, confidence, and intuition. When you walk into a
property, you won’t know how you know but you just know. You
have to get out there to develop this.

* Your backyard isn’t necessarily just your town either. If you're
willing to drive a few hours each way, that’s still manageable.

* You know the affluent areas and the war zones in your own area.
* It's harder to get taken advantage of because you know the area.
» Local friends and associates can give you referrals.

* Investing heavily in your local market helps you build up credibility
and respect when you become the “go to” real estate person for
your neighborhood.

» Oftentimes local banks won’t loan to out-of-state investors unless
you already have relationship with them.

But you may run into disadvantages in your backyard. The market in your
area may be saturated, have a low inventory, or low cap rates. That’s why
we suggest you also look for investment opportunities in these following
three places as well.

A Place You Know Well

It's often where you grew up. You know the area better than most people,
and you can speak about your knowledge of the area with brokers.

A Place With Boots on the Ground

Having friends and family in a specific city can be very beneficial. These
connections can help you check out potential properties and get things
done faster.
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A Place You Want to Retire

You can invest in properties in a place you really like going. Make sure it's
a place you enjoy, though, because you won’t want to travel to places you
dislike when you retire.

What to Look for in a Market

Any market you invest in should meet these criteria. Weak markets cause
problems and can complicate your exit plan. The size and quality of the
property is useless if the market is bad. Fortunately you can do most of
this market research on your computer.

This is a preliminary list, we will dive into greater detail in a later module.

Employment

Are businesses moving in or out, and in what areas?
Is the unemployment rate below 8%?

Is there job growth?

What are the area’s major employers?

Is the unemployment rate going up or down compared to historical
figures?

Has the average income grown at least 1% in the past year?
How does per capita income compare to the area’s cost of living?

Look for areas where rent to income is below 30%. This leaves
room for rent growth.

Look for markets with multiple large employers. One major
employer, or even two, is very risky. If that company goes out of
business or moves, your tenants won’t be able to pay rent.

Be careful of military base areas. The US government has been
known to close bases.

Call the local economic development committee. Nobody knows
the area better than these guys. Have they recently rezoned an
area? There may be new opportunities coming in. Make sure to go
into the call prepared with specific questions. Communicating with
them can often lead you to being the first investor to know of
important news.

Population

Is the population growing?

What is the current population of submarkets and neighborhoods
in the area?

What is the historic population over the past 5-10 years? Are they
moving for retirement, jobs, education, and recreation?

Real Estate

Median home prices should be $80,000 or more.
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Vacant housing should be less than 20%.

Both residential and commercial development can indicate if a
market is expanding or deflating. Understanding development is
important because expanding markets can often have over-
building. Older buildings tend to suffer in that situation because
people are attracted to newer modern apartments.

What is the focus of city planners in the area? If they want to
preserve historic neighborhoods, older buildings will do better. If
they’re planning a new highway, what will happen to buildings in
its path? To find out, attend a planning and zoning meeting or call
the office of economic development and ask:

o What areas have been recently rezoned?
o Why have they been rezoned?
o Has there been recent multi-family construction?

o What is the town’s planning and zoning department doing
to encourage growth?

o Is the economic development office trying to improve the
economy in that market? How are they doing that?

o What is the focus of the city? Expansion, redevelopment,
or restoration?

o What are their policies on crime prevention? That brings us
to another important topic in market research.

Safety

Tenants are very particular about this, and so should you be.

New investors tend to gravitate toward cheaper “war zone”
locations. | used to buy Memphis houses for $1,500-$3,000 and
still regret every one. The increased cash flow comes with
increased work and they’re not worth brain damage!

Go to www.spotcrime.com to check your area.

Walkability

People like convenient access and the ability to take walks.
Get a feel for the area via Google earth.

Go to www.walkscore.com, also transit score good for affordable
housing

Online Market Research

Make sure to watch the screen share videos included with this module.
Don'’t skip them! We show you exactly how we analyze a market by
comparing a good market with a less favorable one.
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Market Research Websites

Sperling’s Best Places www.bestplaces.net

This is the first place we go when researching new markets and due
diligence when buying properties. Here you’ll find home prices, vacancy
rates, and more.

City-Data.com www.city-data.com
This site offers average home prices, rents, and population data.

Zillow www.zillow.com
Tenants use this site to compare renting vs buying.

Bureau of Economic Analysis www.bea.gov

Go here for employment information like incomes in the area and growth
or decline. It's updated quarterly.

Bureau of Labor Statistics www.bls.gov

Here’s another site for job growth statistics and unemployment rates for
areas in US.

New Geography www.newgeography.com
Click where you see “Best Cities for Jobs” on the right sidebar.

Google www.google.com

You can find a population data graph for any location right from the
Google search bar.

United States Census Bureau’s
American FactFinder www.factfinder.census.gov

This is an excellent site for population data.

Indeed www.indeed.com

See the screen share for a demonstration of how to use this site for job
data within commuting distance of an area or property.

Craigslist www.{the city you’re researching}.craigslist.org
There’s plenty of job and rental information here.

Remember: Watch the screen share videos for

Module 3 to see how to use each of these
websites for multifamily real estate research.

15|Page
Copyright © 2017 Lifetime CashFlow Academy LLC


http://www.bestplaces.net/
http://www.city-data.com/
http://www.zillow.com/
http://www.bea.gov/
http://www.bls.gov/
http://www.newgeography.com/
http://www.google.com/
http://www.factfinder.census.gov/
http://www.indeed.com/

Building Your Team

So far you've learned a lot, and as you can imagine, this is not a business
you can do alone. It's just not possible. From finding properties to selling
properties, you’re going to need team members working with you each
and every step of the way.

Make sure to print out the worksheet and use it to record your team
members' contact information.

So who do you need on your team and why?

Commercial Real Estate Brokers

* One good broker can make you wealthy. So take care to build a
relationship with one.

* Look for a broker who works full-time with a multifamily focus like
you. Single family agents don’t have the same type of experience.

* As you're starting out, try to find a young broker who’s motivated
and willing to work the hardest to get deals. You both can grow
together.

+ If you can’t find a new motivated broker, look for the most
experienced. It'll be hard to gain his or her respect but look for the
brokers on LoopNet who have the most listings. (We'll cover that
in Module 4.)

* A great broker can refer you to other team members too.

Script to Start a Broker Relationship

You can use this sample script to start on conversation with a commercial
broker:

Hello, my name is , and I'm an investor out of “your city”, how are
you today?

I’'m calling in regards to one of your LoopNet listings. It's “Shady
Oaks”...Is that property still available?

Great, | definitely want to see some more information on that. Before you
send that, | do have a few quick questions.

What'’s the story on this property? Why’s it for sale?

Interesting, this sounds like it has potential. Here is my contact info:
Also, do you typically list properties similar to this one? My partners and |
criteria is “ ”, and we’re currently looking to acquire several
properties within the next year. Feel free to send anything similar, I'll be
sure to get back to you as soon as possible.

Real Estate Attorney

+ Find an attorney who specializes in commercial real estate.

» If you can find one who owns commercial real estate, that's even
better.
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» Don’t ever write your own contracts!! Hire an attorney every
time. Don’t scrimp on this. It will be to your peril!

Commercial Lenders

* For small apartments and complexes focus on local and regional
banks. They're easier to work with and build a strong relationship
with in my experience. They also know the area better.

* Opening an account at the local bank is a good way to start the
relationship. You can also take the commercial loan officer out to
lunch.

» If you become a problem-solver for the bank, you may be able to
pick up REO deals.

Bookkeeper

+ There’s going to be a lot of money bouncing around with rents,
utility bills, contractors, etc. and you’ll want someone to keep
things in order.

* The cheapest way to do this is by outsourcing through a virtual
service like Upwork.

Accountant

» Avoid small business and personal accountants. They’re unlikely
to know the advanced strategies you need for real estate
investing.

* An accountant who specializes in commercial real estate will be
worth her weight in gold as she will know how to use cost
segregation, which will minimize your tax burden.

Insurance Agent/Broker

* No matter the size, each and every one of your investment
properties needs to be insured.

* Having an agent that has your best interest in mind can save you
thousands of dollars over time.

* Not all policies and coverage are the same, so make sure this
person is knowledgeable about multifamily in particular.

Property Management Company

+ We suggest you self-manage your properties. We'll discuss why in
a later module.

* However, having an experienced property manager on your team
is a great resource.
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* One of your other team members may have experience in this
field and play multiple roles.

* Shop them and match their focus to yours.
* Look for a mid-sized company with several employees.

You may feel overwhelmed by how many team members you'll need.
However, once you have one he can refer you to other industry
professionals.

The Power of
Your Peer Group

As you set out to change your life, you may see a need to change or add
to your peer group. You may not have realized it, but the quality of your
life is a direct reflection of the expectations of the people you spend your
time with both in your personal and in your professional life.

Expectations are Filters
for Decisions

* If you want to make more money, spend time with people who are
making money.

» If you want to run a marathon, spend time with people who run.
+ If you want to save the world join a team with a similar mission.

This doesn’t just happen. You need to put time and effort into choosing
this group. But it's worth it. Twenty percent of the decisions you make in
building your peer group will get you eighty percent of your growth and
progress.

Look for people whose values are like yours and not in conflict with them.
Find others who like the same things you do. That’s where you'll find
happiness in life.

Once you surround yourself with this group, you’ll see more knowledge,
ideas, perspectives, and opportunities appear in your life.

Engaging with people more knowledgeable than you will raise you up by
pushing and challenging you.

Your net worth is likely the average net worth of the three people closest
to you.

Our peers, colleagues, and friends have a surprisingly large impact on
how our lives unfold. So don'’t be afraid to branch out and find new friends
who match your vision.

Start by joining your local real estate investors club and look for ways to
meet people on Meetup.com.
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Module 3 Most Common Mistakes

* Not pursuing commercial properties due to fear

* Gravitating towards or focusing on only Class D properties
* Not establishing your investment criteria

* Not selecting your 4 markets

* Spending too much time building your team — just get started and
build along the way
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