The SMART INVESTORS Guide
to Passive Investing
Discover how you can receive tax-advantaged
cash flow, limited exposure to market
volatility, and returns hedged against inflation
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THE CASE FOR MULTIFAMILY INVESTING

"You can either work harder
for your money, or you can
invest smarter and let your
money work harder for you...
the choice is yours"

HOW TO ACCELERATE
YOUR WEALTH BUILDING
This report is designed to provide you with a thoughtprovoking look at traditional investment classes,
along with essential data and facts to help you decide
which asset classes you should have in your portfolio.
The eye-opening charts and graphs contained in this
report will have a profound impact on how you look
at traditional investing.
We know you are busy, and we respect how valuable
your time is so we're not going to add in fluff or
useless filler. We don't want you to give up your
weekend or lose sleep to learn this information.

ARE YOU INVESTING LIKE
THE WEALTHY?
It's no secret the middle class, upper class, and
ultra rich invest very differently. On the next
page you'll see a graph from Edward N. Wolff
that shows how each class allocates their
wealth, with exact percentages showing where
they put their money.
The largest asset allocation for the ultra rich, at
49%, is only 7.9% of the wealth allocation for
the middle income class. Can you guess what
it is?

THE COMPOSITION OF WEALTH
Liquid
Assets
Pension
Accounts

MIDDLE INCOME
% of Gross Assets
7.9%
3.9%
1.2%
8.5%
16.6%

UPPER INCOME
% of Gross Assets

ULTRA RICH
% of Gross Assets

24.5%
49.0%

Business Equity
and Other Real
Estate

31.4%

Stocks, Securities,
Mutual Funds,
and Trusts

18.6%
1.2%
7.7%

Principal
Residence

61.9%

22.4%

25.6%

1.4%
6.7%
6.0%

Misc. Assets

7.6%

NET WORTH
$0 - $471K

NET WORTH
$471K - $10.3M

NET WORTH
$10.3M+
Source: Edward N. Wolff (2017) Survey of Consumer Finances

IMPORTANT TAKEAWAYS ON
WEALTH BRACKETS
The composition of household wealth changes significantly at higher levels
of income
Most middle class wealth is based on their personal residence
The ultra rich have most of their wealth in business equity and real estate

RISK VS REWARD
Now let's take a different look at common
investment asset classes.
The next chart shows the annualized total return vs
annualized risk for asset classes.
What we want to invest in are assets that have
higher returns with lower risk.
This chart is very profound so make sure you take a
close look at the valuable insights it provides.

ASSET CLASS RISK VS REWARD
10%

Real Estate

9%

Large-cap Stocks

Small-cap Stocks

8%

ANNUALIZED
TOTAL
RETURN

Corporate Bonds

7%
6%

Government Bonds

5%
4%

Commodities

3%
5%

10%

15%

20%

25%

ANNUALIZED RISK (STANDARD DEVIATION)
Over a 20 year data period
Source: Thomson Reuters Datastream

KEY TAKEAWAYS ON RISK AND VOLATILITY
TREASURY BONDS
Low risk, but low returns. You will
not change your lifestyle or create
generational wealth with treasury
bonds.

COMMERCIAL BONDS
Corporate bonds have higher returns
than treasury bonds, but risk jumps up
as well.

EQUITIES
High risk and high returns. High
volatility is common, with wild
gyrations from year to year, such as
up 29% one year and down 21%
another.

COMMERCIAL REAL ESTATE
Only government bonds have lower risk
(just slightly), yet commercial real estate
has the highest annualized returns.

KEY TAKEAWAY
From an asset class comparison perspective, clearly commercial real
estate enjoys very high annual returns with very low annualized
risk, just what we want over the long haul for our investments.

THE TRUTH ABOUT THE STOCK MARKET
The reality is that the actual returns on stock market
investing are terrible when considering inflation, fees, and
capital gains tax. The theoretical average annual return of
8.29% for stocks is actually a mere 4.21% that you can
put in your pocket to enjoy.
And that's if you are one of the lucky ones that actually
makes money with stocks. Greed and fear drive the stock
market and it's oh so easy for stock market investors to
get caught up in this trap and buy after the market has
already had a big run up and then sell after a big drop.
In fact, according to Trade Brains, 90% of people that
invest in the stock market actually lose money because
they are not willing or able to put in the time and effort it
takes to invest successfully in stocks.

UP VS DOWN YEARS

This view of up vs down years
for real estate, stocks and
bonds really hit home for me.
Where would you like to have
your hard-earned money
invested?

Down Years (negative returns)

Up Years (postive returns)

70
60
50
YEARS

Because most people have not
seen this type of data, after all,
it's not something your stock
broker is going to share with
you, we'd like to show you one
more staggering chart.
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Source: NCREIF, Blomberg, Barclays, Lehman, RCG

STOCK INVESTING
PROS

CONS

Easy to buy and sell; very liquid

Very volatile with large price swings

Easy to diversify

Time consuming to analyze a large number
of stocks

Low barrier to entry; can start with
< $1,000

Unstable for retirement planning

10% annual return over the last 100 years

Possible to lose your entire investment

ARE YOUR TAXES A
BURDEN?
If you feel like you are getting crushed by taxes, you
are not alone. We hear it over and over again when we
talk with investors. They sacrifice and work harder to
get ahead and then tax time comes and they get
slammed with a giant tax bill.
The sad truth is the average accredited investor’s
biggest expense is taxes. Between state, federal, and
local taxes, this chart from the Tax Foundation shows
we pay $5.29 trillion of taxes a year as a nation, or
29% of national income!
Sure, you can invest in municipal bonds to create taxfree income, but with the paltry returns it will take you
centuries to get ahead.

HOW MUCH ARE YOUR TAXES
COSTING YOU IN THE LONG
RUN (PART 1)?
It is frustrating to work so hard and then pay over half in
taxes! One of the things that makes commercial real
estate investing so attractive to the wealthy is the ability
to create highly tax-advantaged income that doesn't
require you to trade your precious time for dollars.
These tax advantages are not available to stock and
bond investors, another strike for traditional asset
classes touted by most financial advisors.
But just how much of an impact does tax-advantaged
investing make on growing your wealth? Take a look at
the chart to the right. Even if you invest your tax savings
at a paltry 5%, over 30 years you turn every dollar into
over $4.30. For every $100,000 you don't pay in taxes
you can generate $430,000!

$430,000

HOW MUCH ARE YOUR TAXES COSTING YOU IN
THE LONG RUN (PART 2)?
This is an extremely important topic so here's one more
example. This time we're investing our tax deferral at 6% and
comparing the returns to an investment taxed at 20% and one
taxed at 40%.
Every $100,000 of taxes deferred grows to $208,839 when
taxed at 40%. Ouch!
That same $100,000 grows to $408,170 when taxed at 20%.
However, the tax-deferred 6% investment grows to a whopping
$574,350!
Which return would you prefer?
If you aren't already taking advantage of the incredible tax advantages of commercial
real esate, don't hesitate to reach out to us so we can answer any questions you have
or help you to get started.

HOW TO GET EXTRAORDINARY TAX BENEFITS
The U.S. government encourages people to invest in real estate by providing exceptional tax benefits
when they do so.

1. Depreciation - allows real estate investors to write
off 3.6% of the value of the building each year as an
expense, even though there is no out-of-pocket cost
for this expense. Sweet!

2. Bonus Depreciation - this extraordinary
benefit is a form of accelerated depreciation. It
allows commercial real estate investors to take
100% of the accelerated benefit and utilize it all
in year one of ownership. This may sound too
good to be true but it's real.

3. Cost Segregation - a technical process
where short-life items are separated from long
life items and depreciated rapidly over 5-7
years. It typically doubles or triples
depreciation during the first five years of
ownership.

4. 1031 Exchange - when real estate is sold for
a large profit, instead of paying capital gains
taxes on the gain, you can do a 1031 Exchange
which allows you to defer taxes.

Real Estate Is Unlike Any
Other Asset Class When It
Comes To Having Your Money
Work Hard For You

SHOULD YOU INVEST IN
SINGLE FAMILY PROPERTIES?
Many investors start investing in real estate
purchasing single-family rental properties because it’s
easy to get started and it’s relatively easy to buy and
sell individual properties.
Then they do the math to calculate how many
properties they need to own to replace their current
income or retire comfortably. A loud gasp is usually
heard at this point.
When they realize the amount of time it takes to buy
and manage each property, and the amount of money
needed for purchase, they realize this approach has
significant barriers for achieving their goals.

WHAT ABOUT THE HIGH
BARRIERS TO ENTRY ?
You might be thinking right about now,
investing in commercial real estate sounds
great from a risk to reward standpoint, but
aren't the barriers to entry high?
Investing requires specific knowledge to find
good deals, painstaking due diligence to make
sure the investment makes sense financially,
large down payments and closing costs, and
ongoing management after purchase.
Until recently these obstacles
have made this asset class out of
reach for most investors.

At Invest on Main Streen, our mission is
to utilize our experience, industry
relationships, networks, and access to
equity to provide you with high-quality,
completely passive investment
opportunities in the commercial real
estate industry.
Based on our research we have chosen
to specialize in commercial real estate
investing, allowing you to reap the
significant rewards of this magical asset
class without detailed knowledge or a
significant time commitment.

COMMERCIAL REAL ESTATE INVESTING
PROS

CONS

Extraordinary tax benefits

Not very liquid

Leveraged debt

Avg hold 3-5 years

Physical asset

High barrier to entry (minimum investment)

Cash flow + upside

Commercial real estate regulations

Hedge against inflation and recession
Outperforms the stock market with
less volatility

IS ACTIVE OR PASSIVE REAL ESTATE
INVESTING RIGHT FOR YOU?
ACTIVE

PASSIVE

Willing to deal with tenants, termites and toilets

No time to deal with day-to-day issues

Have the knowledge to make strategic decisions

Willing to let experts make strategic decisions

Able to pay for unforeseen vacancies and repairs

Only want to risk initial capital investment

Have the time to handle acquisition and
management paperwork

Too busy to deal with acquisition and management
paperwork

Can provide information to bookkeeper and CPA

Let sponsor deal with bookkeepers and CPAs

Can build and lead a team of brokers, property
managers, and contractors

Choose sponsor and let them build and manage team

5 MAIN TYPES OF
COMMERCIAL REAL ESTATE
Commercial property assets can be allocated among four
major property types:
1. Office
2. Retail
3. Industrial
4. Hospitality
5. Apartments/multifamily
Office space - Given the macro trends being seen now
toward working from home, the office space market is
anticipated to take a tremendous hit in the months and
years to come.
Retail - Vastly overbuilt and only seeing spotty growth in
specific regions. This effect has been further fueled by
COVID-19 as more households shifted to online shopping.
A number of struggling retailers have closed permanently.
More closures and downsizing is anticipated.

5 MAIN TYPES OF
COMMERCIAL REAL ESTATE
Industrial - The industrial asset class has been the
darling of the commercial real estate industry for
the last few years, buoyed by e-commerce and
other related trends. However, there are indications
its growth will slow in 2020, based on numerous
statistics.
That said, the overall market will experience some
slowdown in growth. The good news is that in most
cases this slowdown will mostly be a case of lessdazzling growth.
Hospitality - With various restrictions for social
distancing reducing the occupancy capabilities and
customer numbers in hotels and restaurants, and
additional cleaning and sanitation requirements
increasing the cost of operation, it will be some time
before this asset class achieves a significant level of
profitability.

OUR FAVORITE PICK MULTIFAMILY
A timeless, tried and true asset class that provides a
basic essential human need and is still in demand
during market ups and downs.
There are powerful macro factors that currently make
apartments an exceptional investment with plenty of
room for more profits so let's take a closer look at
this asset class and the factors driving it's growth.
First and foremost, millennials aren't buying homes at
expected rates, for a variety of reasons. Meanwhile,
retiring baby boomers are moving to urban
apartments, creating additional rental market demand.
The overall market is shifting to a rental environment,
with homeownership rates significantly declining over
the last 12 years as you can see in the following
graph.

WE ARE A NATION OF RENTERS WITH NO END IN SIGHT

RENTAL VACANCY RATE FOR THE U.S.

The supply of new apartments is not keeping up with the new demand in most markets, and
this is expected to continue for many years, creating the perfect storm for apartment owners!

DEMAND ISN'T GOING AWAY
According to the National Multifamily
Housing Council and the National
Apartment Assoc., the US will need to
build more than 4.6 million new apartment
homes by 2030

Changing lifestyles - people are delaying
marriage and starting a family. Over 75
million people between 18 and 34 are
entering the housing market primarily as
renters

It will take an average of 325,000 new
apartment homes every year to meet
demand; but only 244,000 aptartments
were built from 2012 through 2016

Demographics - ages 55+ will account
for more than 30% of rental households

Apartments and their 39 million residents
contribute $1.3 trillion to the US economy
and generates about 12.3 million jobs
annually

Immigration growth - international
immigration is expected to account for 51%
of all new population growth in the US and
immigrants have a higher propensity to rent
and typically rent for longer periods of time

COVID-19 IMPACT ON
MULTIFAMILY REAL ESTATE
The increase in rental delinquency rates has not been as
pronounced as the market had initially feared and the
spike in unemployment triggered by COVID-19 is
causing some potential homeowners to move toward
rental units instead of home purchase.
Multifamily remains relatively resilient with no
fundamental changes to underlying drivers of demand
in the long-term. In general, the pandemic has only
served to reinforce multifamily's underlying strength.
As you will see in the next 2 charts, multifamily real
estate suffered less and rebounded more strongly than
other major property types in the last two recessions.

CUMULATIVE EFFECTS ON RENT
DURING AND AFTER 2001 RECESSION

CUMULATIVE EFFECTS ON RENT
DURING AND AFTER 2008 RECESSION

RELATIVE RISK SPECTRUM

In summary, we believe
the multifamily housing
market is resilient, and
has a very bright future.
Everyone needs a
physical place to live
and for both lifestyle
and financial reasons,
many Americans are
choosing to rent an
apartment instead of
instead of owning and
maintaining a home.

WHY MULTIFAMILY REAL ESTATE

CASH FLOW

TAX BENEFITS

PROPERTY
APPRECIATION

HEDGE AGAINST
INFLATION

LEVERAGE

STABILITY

AMORTIZATION

LOW RISK
HIGH RETURNS

APARTMENT INVESTORS MAKE
MONEY 5 WAYS
1. Produces consistent cash flow that
is 100% passive
2. Leverage due to the lender
providing a large part of the cash
3. Equity, with the rent income paying
off the mortgage over time
4. Appreciation due to rising property
values
5. Tax benefits for real estate investors

TOP 10 KEY BENEFITS OF INVESTING IN
APARTMENT PROPERTIES
1. Consistent monthly cash flow

6. Real estate tax incentives

2. Low risk, high returns

7. Forced appreciation

3. Cash dividends of 7-10%

8. Principal pay-down

4. Professionally managed

9. Double-digit returns even in down
economies

5. Hedge against inflation and
recessions

10. Macro trends creating more
demand

HOW IT WORKS

We Acquire
Properties
We work with partners to
find great deals, negotiate
the purchase, and finance
the properties.

You Invest
Investors become
partners in the ownership
of the actual property.

We Manage
Everything

You Receive
Passive Income

We oversee the property
managers, who collect the
rent from tenants and
manage the property.

We do all the work while
you site back, relax and
enjoy the benefits of
passive income.

THE 5 PHASES OF A MULTIFAMILY VALUE ADD DEAL
1. Acquire the asset. After finding a property and
performing due diligence, money is raised from
investors.
2. Increase the value. After purchase, value is
increased by driving up Operating Income and
reducing expenses. This is done by
interior and exterior renovations
add or enhance amenities (dog park, gym, laundry,
etc)
increase occupancy
rebrand with modern name and signage
With a multifamily asset, the valuation is based on
how much income the asset generates, so every extra
dollar of rent adds to the value of the property, in
addition to generating more monthly cash flow.

3. Refinance. After the value add renovations are
complete, the property will appraise at a higher value.
A refinance is done to pull out some of the additional
equity, and investors get a significant portion of their
original capital returned early.
4. Hold. Hold the asset whole collecting cash flow.
Our team of expert asset managers will manage the
property and keep it running at peak efficiency.
Investors are provided with quarterly performance
reports and cash flow distributions from the profits. A
common holding period for our syndications is 5
years.
5. Sell. The renovations are complete, monthly
revenues have increased, and the asset has
appreciated in value. By returning investor capital it
can be deployed in a new value add opportunity.

Acquire Asset

Reposition Asset

Sell Asset

Hold Asset

Tax Shield

Refinance Asset

Increase Occupancy

Investor

Distribute Cash Flow

Raise Rents

THE IMPORTANCE OF TAX SHIELDING
It is important to understand what tax shielding you will
have for all of your investments. Real estate has tax
advantages in excess of practically every other type of
investment whether you are starting a business, investing
in bonds, preciously metals, stocks, etc.
The United States government wants to incentivize
investors to provide housing for America, so it provides
lucrative tax breaks for real estate investors. Let's take a
closer look.
All deals should pass through the standard 27.5-year
depreciation schedule which will allow for 3.6% of the
building value to be passed through to the investors each
year.
This results in a ‘paper’ loss for the investor.

TAX SHIELDING EXAMPLE
Purchase Price
Down Payment (20%)
Loan Amount
Total Investors
Investment per Investor
Investor Cash-on-Cash Return
Investor Cash-on-Cash Return (Yearly)

$10,000,000
$2,000,000
$8,000,000
20
$100,000

Yearly Depreciation % of Sales Price
3.60%
Yearly Total Depreciation Paper Loss
$360,000
Depreciation Pass-through to each Investor ($18,000)
Net Tax on Investors Cash-on-Cash Return

($9,000)

9%
$9,000

It's important to note that as the investor you aren't paying any tax on your cash-on-cash return. In
fact, you will show a taxable loss that will carry forward for future years that can be used to offset
gains from this property or even other current or future passive income you will generate!

DEAL BY DEAL TAX SHIELDING
The deal sponsor has the opportunity to exercise two other forms of tax shielding which have a
tremendous ability to enhance investors returns. It is critical to know from the Deal Sponsor if they will
be exercising either of these mechanisms.
Cost Segregation: In addition to that, the GP sometimes has an accountant perform a cost segregation
study to establish a rapid 5-7 year depreciation schedule for most interior renovation costs. This can be
highly lucrative for value-add deals that have a high interior renovation cost. Items that qualify for rapid
depreciation are doors, windows, fixtures, carpets, appliances, etc.
Bonus Deprecation: Third, and most widely, President Trump passed a law which provides for Bonus
Deprecation. This extraordinary value allows us to deduct the entire value of the investment from our
taxable income in the first year. If an investor has any other type of capital gains or income, this will
benefit them greatly.

14 STEPS TO VETTING AN APARTMENT
SYNDICATION
1. Does it align with your financial goals?
2. Who is the deal sponsor?
3. The pitch and offering memorandum
4. Is if for accredited and non-accredited
investors?

5. Is it in a strong metro and neighborhood?
6. What is the risk vs gain?
7. What class is the property?
8. Is it a value add project?

9. What are the return metrics - cash-on-

cash return (CoC), internal rate of return
(IRR) and equity multiplier (EM)?

10. What are the tax considerations?
11. Is the Deal Sponsor planning on
conducting a refinance event?

12. What are the Deal Sponsor fees and
splits?

13. When do cash flow distributions start?
How frequent are they?

14. Review the subscription docs.

OUR FOUR LAWS FOR
BUYING RIGHT
1. Buy for cash flow, not appreciation - this is called a
value play not a yield play.
2. Buy based on current actuals and not on future
proformas. Determine your price and buy right.
3. Secure long-term debt - long-term financing with
extensions greater than the hold period gives you
flexibility to ride out an economic downturn.
4. Have ample capital reserves available at purchase,
with at least 6 months of reserves. This increases the
investment stability and protects the investors capital.
Despite the challenges of the current market, there
are great opportunities on the horizon. The tried and
true multifamily real estate market is still the best
option and has a great outlook for the future.

HOW TO GET
STARTED
We have a streamlined process that
makes it super simple for busy
professionals to participate in our
commercial real estate syndications and
build generational wealth.
After you invest, we keep you informed
with regular investor updates.

OUR STREAMLINED INVESTING PROCESS

1. Sign up

2. Connect

3. Invest

4. Enjoy

The first step to invest
is to fill out our Interest
Form.

We'll discuss your goals
and find the best
investments for you to
help you meet those goals.

We'll help you understand
every step of the process
of investing with us.

We do all the work while
you site back, relax and
enjoy the benefits of
passive income.

BOTTOM LINE
Commercial multifamily real estate is an INCREDIBLY SMART INVESTMENT that
can give you highly tax advantaged passive income. It is one of the MOST
POWERFUL TOOLS FOR GENERATING WEALTH we have seen.
Do you have this essential component in your portfolio? If not, maybe it's time
to see if you qualify to review our investment opportunities. We're here to
help you take advantage of the many benefits of this amazing asset class!
There is no obligation, so let's connect.

Patrick has 11 years of real estate experience and a portfolio of four holdings in Houston, TX.
In addition to his real estate experience, Patrick holds a Bachelor of Science in Mechanical
Engineering from University of the Pacific, and a Master of Business Administration and a Master of
Science in Engineering from San Jose State University.

PATRICK GRIMES
CEO / Managing Partner

He has spent 14 years in corporate America working for machine design firms to concept, design, and
build one-of-a-kind custom manufacturing automation and robotic systems. In addition to working
closely with the technical engineering teams, he travels globally working to negotiate contracts and
secure multi-million dollar investment for automation programs. He has been able to leverage his
corporate experience and real estate knowledge to help pave the way for future success.

415.347.6096

patrick@investonmainstreet.com

Shuo specializes in production management. She holds a Master of Fine Arts in Creative
Producing and Management and currently is a member of the Producers Guild of America.
Now residing in Los Angeles, Shuo has over 10 years of producing and management
experience in the entertainment and performing arts industry on multi-million dollar
projects.

SHUO F. GRIMES

Fluent in both Mandarin and English, she has been able to leverage her cross-cultural
relationships, corporate management skills, and real estate knowledge to help her
community in achieving passive income and financial gains.

For additional information visit
InvestOnMainStreet.com

