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Why Multifamily?
The properties of multifamily commercial real estate and where it belongs in your 

portfolio

Determining Your Multifamily Investment 
Criteria
How to identify a strong market for multifamily, and how to build a relationship with 

the deal sponsor that will manage your next multifamily investment

you are here
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The 
Flywheel 
Passive 
Investor 
Series

L Your First Investment

Analyzing a Multifamily Deal
How to analyze a multifamily opportunity, perform investor due diligence, identify 

red flags, and determine if it is appropriate for your goals

Executing a Syndicated Multifamily Investment
How to execute a multifamily investment, and what to expect as a limited partner in a 

syndicated investment
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Real Estate
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Class
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Benefits of 
Real Estate 
Investments

Consistent cash flow
Real estate investments produce meaningful 
cash distributions while the underlying asset 
appreciates - paying you while you wait.

M

Diversification
As an asset class, real estate is disconnected 
from the stock market, offering an ideal vehicle 
for portfolio diversification.

Q

Risk adjusted returns
Real estate returns often match or exceed stock 
market indexes, without wild swings in asset 
valuations or the subversive  effect of hidden 
fees.

U

Tax advantages
The cash flow produced from real estate can be 
offset by a variety of paper losses, putting real 
money in your bank account while not adding to 
your tax burden (and potentially reducing it).

q

Recession resistance
The underlying need for housing better supports 
cash flow and asset prices, even in a recession.

z

Asset backed
The real-world asset backing the investment 
creates a floor on the value and prevents price 
volatility.

Z
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1 High minimum 
investment
Any sort of non-securitized real estate 
requires a high initial investment ($25K-
$50K is a realistic amount of capital to 
get started).

3 Non-liquid asset 
class
Real estate is an inherently illiquid asset 
class. Exiting an investment can take 
months, if possible at all, and can come 
at a discount if it’s during a time of 
economic distress.

2 Lack of industry 
regulation
Unlike public markets, which operate 
with a high level of SEC oversight, the 
majority of investments in real estate 
operate with much less regulatory 
scrutiny.

4 Long hold periods

Most real estate investments have long 
hold periods to realize the full gains of 
the business plan, often in the range of 
three to ten years.

Tradeoffs 
of Real 
Estate

5
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Principal Paydown
The rental income fully covers the 
mortgage, paying down the principal for 
you and further increasing returns.Depreciation

Cash distributions benefit from 
favorable tax treatment like 

accelerated depreciation. Tax 
deferred money in your  bank account 

every quarter.

Appreciation
Like stocks, the intrinsic value of real 
estate can appreciate. Unlike stocks, 
the amount of appreciation is in your 
control and is much more 
deterministic than the whims of the 
market.

Distributions
Annual distributions of 6%-8% are 
common for investment grade real 

estate. Get paid while you wait. Leverage
Banks/lenders finance 80% of the 
purchase price, making your 
investment dollars go further.

Real Estate’s Multi-faceted Return Profile
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Real Estate vs the 
Stock Market
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The Fallacy of Stock Market Returns

7.65%
6.01% 5.8% 5.3%

Average Annual Return

The S&P 500 has a 20 year average annual 
return of 7.65% from Jan. 2000 to Dec. 
2019. 

If you invested $100K in 2000 you would 
have $321K by 2020. 

Volatility Impact

But average annual return isn’t the same as 
the annualized return. Turning $100K into 
$321K over 20 years is actually a 6% 
annualized return. 

*See next slide for more detail

Fees

Even low cost index funds have fees in the 
0.1% to 0.2% range, further reducing your 
expected annual returns.

Taxes

Long term capital gains taxes of 15% 
reduce returns by another 0.5%, bringing 
your total 20 year annualized returns to a 
paltry 5.3%. 

Think about these real returns the next 
time somebody boasts about 15% stock 
market returns.
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How 
Volatility 
Erodes 
Returns

9

Why are actual returns less than average returns? Do the math yourself –  take a $100K investment that 
goes up 20% one year and down 20% the next. Are you back at the original $100K … or less?

Table 1
Year Return Balance Average return Annualized return

0 $100,000.00
1 23.0% $123,000.00 23.0% 23.0%
2 -10.0% $110,700.00 6.5% 5.2%
3 8.0% $119,556.00 7.0% 6.1%
4 -27.0% $87,276.00 -1.5% -3.3%
5 -8.0% $80,294.00 -2.8% -4.3%
6 14.0% $91,535.00 0.0% -1.5%
7 14.0% $104,350.00 2.0% 0.6%
8 2.0% $106,437.00 2.0% 0.8%
9 -29.0% $75,570.00 -1.4% -3.1%
10 13.0% $85,394.00 0.0% -1.6%

A $15K Loss on 0% 
Average Returns!?!
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Commercial 
Real Estate 
vs. US 
Equities 
Comparison
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NCREIF commercial investment 
property index vs. S&P 500.
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Low Correlation, Better Diversification

Real Estate
This low or negative correlation to public securities 
makes commercial real estate an ideal asset class 
for portfolio diversification.

Stocks, Bonds
Stocks, bonds and public REITs have a 0.15 correlation 
with commercial real estate. When public markets zig, 

real estate zags.



Slide  / 12

Stock Market
With a Sharpe Ratio* of 0.30, the 
stock market offers average returns, 
but at the expense of extreme 
volatility. Are you comfortable with 
short term downsides of 35% or 
more?

Commercial 
Real Estate
With a Sharpe Ratio* of 0.50 
commercial real estate 
consistently outperforms the 
stock market, and does so with 
one-third the volatility.

Risk-Adjusted Returns

* The Sharpe Ratio is a measure of return of an investment compared to its risk, mapped as a number 
between 0 and 1. The closer the ratio is to 1, the greater return it offers for less risk. As such, a higher ratio is 
better.
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Regular 
Distributions
Real estate investments typically return 
6%-8% of invested capital every year in the 
form of tax-free quarterly distributions.

Return of Capital
Some business plans return 75% or more of your 
original investment within the first three years, after 
which you continue to accrue distributions and 
appreciation. This increases your velocity of capital 
and further leverages your returns.

Sale
On sale of the property investors receive 
their original capital back, plus their 
portion of the asset appreciation.

The Return Profile of Real Estate
Appreciation
Commercial real estate’s value is directly dependent on the income the 
property generates, not the whims of the market. As rents increase and 
expenses decrease the asset appreciates in a predictable fashion.
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Timeline 
of Real 
Estate 
Returns

L
AVERAGE 
YIELD

8%
C

ANNUALIZED 
RETURN

16%
T

TOTAL 
RETURN

83%
$0

$25,000

$50,000

$75,000

$100,000

Year 1 Year 2 Year 3 Year 4 Year 5

$100,000

$40,722

$9,875$9,785$9,167$8,445
$4,898

Distributions Capital Gains/Sale Proceeds
Return of Capital

Schedule of investor distributions 
and returns for an actual $100K 
value-add commercial multifamily 
investment with a five year hold.
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Returns of 
Capital 
Increase 
Yield

L
AVERAGE 
YIELD

12%
C

ANNUALIZED 
RETURN

16%
T

TOTAL 
RETURN

68%
$0

$20,000

$40,000

$60,000

$80,000

Year 1 Year 2 Year 3 Year 4 Year 5

$26,370

$73,630

$33,366

$6,539$6,449
$9,167$8,445

$4,898

Distributions Capital Gains/Sale Proceeds
Return of Capital

Refinances, and other business-
specific events, can return capital 
early in the investment lifecycle. 
This increases your yield and 
velocity of capital – freeing it for 
other oportunities. 

Year 3 refinance shown here
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TAX FREE 
DISTRIBUTIONS
The regular cash distributions you 
get as an investor are offset by 
depreciation and other real estate 
specific tax treatments. This gives 
you real money in your bank account 
with little to no tax impact.

01
DEFERRED 
CAPITAL GAINS
The capital gains you realize when a 
real estate investment is exited can be 
deferred by rolling them into a new 
real estate investment. This is called a 
1031 exchange and can be used to 
defer capital gains taxes indefinitely  - 
all while continuing to build a passive 
income stream.

02
PAPER LOSSES 
REDUCE TAXES 
OF OTHER 
INCOME 
SOURCES
Sophisticated investors with a variety 
of investments can use the paper-
losses of real estate to offset income 
from other investment sources. This 
reduces your tax burden without 
sacrificing existing gains.

03

Tax Advantages of Real Estate
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Where Does Real 
Estate Fit in My 
Portfolio?
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Properties 
of a 
Diversified 
Portfolio

Risk vs. Return
High-risk investments offer the greatest 
potential return, but at the expense of extreme 
downside.

U

Liquidity vs. Volatility
Liquid investments allow you to quickly exit to 
cash. But that liquidity also exposes the asset 
class to higher volatility as reactive investors 
create more exaggerated price swings.

z

Appreciation vs. Income
An asset that only offers the potential of 
appreciation makes you wait for your gains until 
the sale event. Income producing assets, 
however, pay you while you wait.

M
Every portfolio should have a 
variety of asset classes that offer 
different characteristics across 
three axes.
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Speculation

risk returns

Angel investing, venture funds, 
growth equity

volatility liquidityvolatility liquidity

Public Stocks
Public market equities and funds

Bonds
Bonds and other government 
guaranteed securities

Real Estate
Directly owned real estate and 
REI private equity

income appreciation

risk returns

volatility liquidity

income appreciation

risk returns

volatility liquidity

income appreciation

risk returns

volatility liquidity

income appreciation
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Real estate is an ILLIQUID, 
INCOME-PRODUCING asset 

class with a BALANCED 
RISK/REWARD profile
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Speculative

Public Equities

Bonds

High Risk Portfolio
Investors that prioritize expansion of net worth with a long term time horizon can afford to take greater risks. Still, 
having some portion of the portfolio dedicated to lower-volatility, income producing, assets like real estate will help 
even out large downward swings and provide flexibility when market volatility is highest.

Real Estate

21
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Speculative

Public Equities

Bonds

Balanced Portfolio
More sophisticated investors that are midway through their wealth building can reduce exposure to high risk assets 
while not sacrificing long term returns.

Real Estate

22
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Speculative

Public Equities
Bonds

Capital Preservation Portfolio
Investors that are in the later stages of their wealth building prioritize capital preservation and income generation to 
transition them from active wage earning to retirement without sacrificing quality of life.

Real Estate

23
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Five Classes of Real Estate

Residential

Commercial 
Multifamily

Retail & 
Industrial

Office Hotel & 
Vacation

25
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Properties 
of Real 
Estate Asset 
Classes

Scale
How easy is it to reach scale with the chosen real 
estate class? With increased scale comes better 
per-unit economics and greater internal 
resilience to market disruptions.



Volatility
How exposed is this particular asset class to 
large and sudden swings in value?

z

Demographic support
Since real estate is a real asset, each asset class 
is serving some societal need. How supportive of 
this asset class are the long term demographics 
of the area (nationally in the US for our 
purposes).

w
Within real estate, it’s useful to 
compare asset classes across these 
three axes.
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05040302

RESIDENTIAL
• Low scale: Each transaction only 

nets a single income source. 

• Medium volatility: residential real 

estate values have moderate 

swings. 

• High demographic support: 

Housing shortage projected for 

decades.

RESIDENTIAL
• Low scale: Acquire one to four 

units. 

• Medium volatility: Residential 

real estate values have 

moderate swings. 

• High demographic support: 

Housing shortage projected for 

decades.

MULTIFAMILY
• High scale: Acquire dozens or 

hundreds of units at a time. 

• Low volatility: Apartment 

values experience stability in 

variety of environments. 

• High demographic support: 

Affordable housing shortage 

projected for decades.

RETAIL/
INDUSTRIAL
• Medium scale: Acquire one to  

a dozen tenants at a time. 

• Medium volatility: Values 

affected by recessions. 

• Medium/low demographic 

support: Will retail thrive vs. 

e-commerce?

OFFICE
• Medium scale: Acquire one to 

a dozen tenants. 

• Low volatility: Long term 

leases provide stability. 

• Medium/low demographic 

support: What will remote 

work do to need for office 

space?

HOTEL
• High scale: Acquire dozens to 

hundreds of doors. 

• High volatility: First and 

hardest hit by recessions. 

• Medium demographic 

support: Hotels vs. AirBnB, is 

there room for both?

01
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Multifamily Real 
Estate
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Property 
management
Professional third party property 
management that specializes in 
multifamily does the majority of 
the heavy lifting, including rehab 
management and lease-ups.

Commercial 
financing
Commercial financing is (often) 
non-recourse, and qualifies 
based on the financial state of 
the apartment business vs. the 
personal income of the owners.

What is 
Commercial 
Multifamily?

Large 
apartments
Apartment complexes of five or 
more residential units qualify as 
commercial multifamily. The 
larger the unit count, the greater 
economies of scale can be 
achieved.
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Why is 
Multifamily a 
Strong Real 
Estate 
Segment?

Z

More People 
than Homes

The US housing market is falling short by 
nearly 4 million homes as new household 
formations continue to grow beyond 
supply. Simply put, there are more 
households than houses. Higher density 
apartments are the most efficient way to 
fill this gap.

U

Increasing 
Preference for 
Renting
Changing attitudes towards family and 
homeownership have lead to the rise of 
the renter by choice. From young families 
to seniors, from city cores to suburbs, 
many Americans have shifted away from 
homeownership. This is adding even 
more pressure to apartment demand and 
keeping occupancy high.

M

Affordability

Affordability remains the dominant driver 
in renter behavior. A total of 67 percent of 
renters view renting as more affordable 
than owning a home, including 73 
percent of Baby Boomers (aged 53-71). 
Both young and older tenants appreciate 
the affordability of renting over owning, 
keeping multifamily demand strong.
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Investor Profiles
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Multifamily real estate is right for 
the LONG TERM investor looking 

for a balance of TAX-EFFICIENT 
CASH FLOW and risk-adjusted 

CAPITAL APPRECIATION
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Over 
Leveraged 
Technology 
Workers

Technology workers in high tax jurisdictions often have an 
over exposure to a single asset class – their employer’s stock 
or equity in the form of options and RSUs. Multifamily offers 
a way to diversify away from volatile public markets and 
start establishing stable and long term wealth.

DIVERSIFICATION

TAX EFFICIENCY

Im
po

rt
an

ce

RETURNS
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High 
Wage W2 
Workers

Multifamily real estate serves high-wage W2 workers 
(doctors, dentists, lawyers, etc…) looking to shelter high 
earned incomes from excessive tax burdens, while also 
providing diversification for sophisticated portfolios.

TAX EFFICIENCY

DIVERSIFICATION

CAPITAL PRESERVATION

Im
po

rt
an

ce
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High Net 
Worth 
Individuals

Multifamily real estate serves high-net worth 
individuals that prioritize capital preservation and 
consistent incomes over high return, but risky, 
asset classes.

CAPITAL PRESERVATION

INCOME

DIVERSIFICATION

Im
po

rt
an

ce
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Flywheel Equity
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Who is 
Flywheel 
Equity?

Invested in over $75mm of 
multifamily real estateM

Experience in general and 
limited partner roles

Focusing on high-growth 
markets in the Carolinas 
and Southeast

RRyan Daigle

Flywheel Equity is a managing partner of Saddlebrook 
Apartments in Fayetteville, NC and a limited partner in 
over $75,000,000 worth of real estate across over 600 
doors in metro areas such as Raleigh NC, Columbus OH, 
Kansas City MO, and Dallas TX.  

Flywheel partners with investors looking to diversify 
their portfolios with a blend of tax-advantaged and cash 
flowing real estate backed investments.

Ryan is an experienced investor and 
20-year veteran of the technology 

industry, most recently as the CTO 
of Durham-based Spreedly.

Flywheel Equity
Flywheel Equity is a multifamily 
investment partnership located in the 
Raleigh-Durham area of North Carolina.
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Why the 
Carolinas?

North & South 
Carolina

North and South Carolina, and 
the Southeast in general, have a 
rare combination of positive 
demographic trends, 
affordability, and a positive 
business climate.

4th
NC in net 

population 
migration

Top 10
Raleigh, Charlotte 
best quality of life

5th
SC in net 

population 
migration

6th
NC in 2019 
new jobs

1st
Raleigh best city 

to find job
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What’s 
Next?

Signup for updates at 
flywheeleq.com

Schedule call w/ 
Ryan to dig in deeper

Email 
ryan@flywheeleq.com 
with any questions




