Invest Like A Pro
A Comprehensive Guide to
Real Estate Investing
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Overview
When making an investment, there are many factors to consider.
This guide will help you identify the strengths and weaknesses
of a deal as you get ready to invest in a property. Whether
you’re a rookie investor or have had skin in the game for years,
consider these 8 factors before you make your next investment.
Happy Investing!
Jacob Blackett
CEO | Holdfolio
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1. Getting To Know
Your Sponsors
What is a sponsor?
A sponsor is a person or company responsible for managing the
investment. They can also be referred to as an operator or
manager.
Pro Tip: If there are multiple sponsors, get to know the
“lead” sponsor, the person in charge of operating decisions.

Get to know your sponsor by asking these questions.
When did you start investing? What markets do you currently
hold investments in? How many properties or units do you
currently own and manage? How many properties or units have
you gone “full cycle” on (sold and returned capital on)?
Evaluate your sponsor.
Look at the sponsor’s track record. Request a list of the
sponsor’s previous investments (asset name, location, date
acquired, date sold, projected cash on return, actual cash on
return, projected IRR, actual IRR). Evaluate his or her response
to your questions. For example, a sponsor who is new to
investing or owns properties in a new market is a larger risk. No
sponsor’s track record is perfect, but there shouldn’t be gaps in
the data they’ve shared with you and what a simple Google
search reveals. Also, it is good to understand if the sponsor has
underperformed in the past and if there are clear reasons for
poor performance.
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2. Evaluating the Deal Status
Has the property or unit already been purchased? If not, when
is the planned closing date?
Ideally, the property is closed upon. If not, the further along
the deal is towards closing, the better. Ask the sponsor if there
is anything that can prevent the deal from going through.
Consider asking these questions too.
How much money has been raised so far?
How much is left to go?
What happens if funds aren’t raised on time?
Can the sponsor still close on the deal?
If you choose to invest, when will funds be expected?
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3. Understanding the
Required Fees
Understand the types of investment fees that might be
required.
Acquisition Fee = typically between 1-3% of the purchase
price of the property
Asset Management Fee = typically between 1-2% of the gross
income from the property or the total capital invested
Construction Management Fee = typically between 5-10% of
the total planned construction budget
Equity Placement Fee = typically between 1-2% of the total
investor capital
Loan Fee = typically between 1-2% of the total loan amount
Refinance Fee = typically between 1-2% of the total refinance
loan amount
Disposition Fee = typically between 1-2% of the total sales
price
Ask your sponsor what fees are required for the investment.
If you are unsure what a fee is for, don’t be afraid to ask the
sponsor for clarification and an explanation.

Pro Tip: It would be rare for an investment to have more
than 4 fees.
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4. Assessing Investor Returns

2.1 Equity Multiple

8.4% Cash on Cash Return

Example Pro Forma

17.6% Rate of Return

Ask your sponsor for a record of past successful investor
returns.
Ask for a pro forma. For example, if you invested $100,000
today, what would the cash flow of that investment look like
over the term of the investment? What would the profit look like
from the sale?
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4. Assessing Investor
Returns (continued)
Understand the types of investor returns.
Preferred Return = this is the minimum amount of return
investors must earn before the sponsor can receive a share in
the profits
Confirm that the preferred return is cumulative, meaning
that if the investor doesn’t earn the entire preferred return
in one year, does the shortfall carry forward into the next
year?
Cash on Cash Return (CoC) = a return is based upon the
anticipated distributions you will receive during the
investment period
It is not unusual for CoC returns to be low initially.
Pro Tip: Assess the CoC with how it aligns with your
goals for return.
Internal Rate of Return (IRR) = the return takes into
consideration both the cash flow you receive during the
investment period and the profit from the sale of the
property
Pro Tip: Most investors consider an IRR of 15% or more good.
Equity Multiple (EM) = this return tells you how many dollars
you can expect to receive when the investment is complete
Pro Tip: Most investors consider an EM of 1.8 or more over
a 5 year period good.
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5. Looking at Deal Metrics
What is the total amount of capital needed for the deal? How
much are sponsors contributing versus investors?
Typically, sponsors will co-invest 1-10% of the total capital
needed.
Pro Tip: The more the sponsor invests, the better,
as it represents their skin in the game.
How are profits split between the investors and the sponsor?
Splits can be different based upon the type of profit. Here are a
few types:
Cash flow from operations (i.e. rent income from a rental
property investment)
Profits from the sale of the property
Cash flow from a refinance
Can investors be cashed out of the deal?
Ask the sponsor if there would ever be a scenario
where you would receive your capital in return and
no longer have an ownership interest in the deal.
Or, ask the sponsor if there would ever be a
scenario where the profit split is changed.
What is the full capital stack?
The capital stack shows all sources of funding,
including bank loans, bridge lenders, investors, and
the sponsor. Ask if there are different investor
classes and if they’re treated differently.
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6. Understanding the
Impact of Debt on the Deal
How much of the project is being funded by debt? What is the
loan to cost?
The more debt involved, the more risk. Loan to cost
in excess of 75% would be on the higher end.
Pro Tip: To find this metric, divide the total debt amount by
the total amount of project funds.
What is the debt service coverage ratio (DSCR)?
The higher the DSCR, the more cash flow there is which reduces
risk.
Pro Tip: A good DSCR is greater than or equal to 1.5.

Is there a period of interest-only payments?
Interest-only payments are good because they create more cash
flow for the deal, but what does it look like when the loan
converts to interest plus principal payments?
Will there be cost segregation?
This is a form of accelerated depreciation which causes very
large paper-losses from the investment over the short term. This
can create benefits for you as it will offset other investment
income and decrease your tax liability.
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7. Evaluating Investment Fit
Ask yourself these questions when deciding if this investment is
right for you.
How often are distributions? When should I expect my first
distribution?
How often are updates? What will the update include?
Who will be my point of contact?
Will there be any capital calls? What is the policy (i.e. what
happens if I chose to not contribute more capital)?
When will K1 tax documents become available?
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8. Understanding the
Economic Impact
Consider the macroeconomic impact.
What does the economy of the property’s metropolitan
area look like?
What is the unemployment rate? Is there job growth?
Is there population growth?
Is the economy diverse? What industry sectors are driving
employment?
How do all of these metrics look on a historical and
projected basis?

Pro Tip: The more diversity the better.

Consider the microeconomic impact.
What does the economy of the property’s immediate area
look like?
What is the median household income? How does it
compare to the metropolitan area and national average?
Is there income growth? What economic growth and
development exist?
How do all of these metrics look on a historical and
projected basis?
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9. How does the
investment stack up?
Use the following scorecard to help you evaluate and compare
potential investment opportunities. Assign each factor a score.
The higher the score, the stronger the investment factor. Tally
your score to see if the investment is worth it.

Investment Factor

Score

Sponsorship Team

____ (1-30)

Deal Status

____ (1-5)

Required Fees

____ (1-10)

Investor Returns

____ (1-15)

Deal Metrics

____ (1-20)

Investor Management

____ (1-10)

Economics

____ (1-10)

Total Score

____ (out of 100)
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Interested in learning more
about how Holdfolio can
help you become a pro at
real estate investing?
Get in touch with us today and one of our investing experts will
be in touch with you soon!
Contact Holdfolio
www.holdfolio.com
info@holdfolio.com
(775) 762-6884

