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MESSAGE FROM THE MANAGING
PARTNER
As of November 2021, interest rates remain near-zero, which has
boosted growth by encouraging investors to borrow more money
at a lower cost since the Fed slashed interest rates in May of
2020.
While more people have been able to afford a home due to the
lower interest rates and the growth in tech jobs, the rental market
remains strong, with Multifamily national average rent rising 11.4
percent year-over-year through September to $1,558. With the
growth of work-from-home, more people decide to rent their own
apartment and leave their old roommates behind.
On Nov 3, 2021, the Fed started its tapering process by
decreasing asset purchasing, which slows down the expansion of
the monetary base; and reduces inflationary effects related to the
monetary base. So, we expect the increase of asset prices and
rent increases to slow down to normal levels.
The multifamily rental market will remain strong as it offers the
buffer between homeowners selling their homes in the future, the
freedom to move often to tech workers, and the convenience to
live free of home maintenance hassles to Millennials, Ge-Z, and
Retirees.

Sincerely,
Davide Formica
Managing Partner
Formica Investment Group
www.figcolumbus.com
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FINDING THE
BEST
INVESTMENT
VALUE
DURING
COVID TIMES

by Davide Formica, Formica Investment Group

W

e all have asked ourselves the same question, why does the stock market keep going up?
The more obvious answer is that the Fed has expanded the supply of new money, and a
chunk of this money is ending up in the stock market.

Another reason is that the Fed has lowered rates to historical lows to stimulate the
stalling economy due to COVID-19. Borrowing is as cheap as it gets, so people are
motivated to transact more, refinance, and consolidate assets.
The third reason is that most people believe inflation is coming. If you are betting on
higher inflation, then you may assume that the stock market has ways to go.
Even though we face the most significant black swan event of our lifetime, we
experience a bullish stock market. But, here’s where it gets dangerous, the herd is
buying stocks because suddenly the stock market turned out to be virus-proof.
Beware!
An interesting fact worth highlighting is how company assets have switched from
predominantly tangible through the 90s to now mostly intangible. Intangible assets
don’t exist in the physical form, such as data, patents, believe, and goodwill.
Tangible assets are physical with finite and specific monetary value. But over the
years have become a smaller part of a company’s worth. Today’s five most
prominent companies, Apple, Alphabet, Microsoft, Amazon, and Facebook, own
mostly intangible assets. It’s practically impossible to value a share of any of these
companies accurately, and so their worth is simply what the market is willing to pay.
The one thing we all can agree on is that you want to hold minimal amounts of cash.
So, what investment presents the best value proposition?
We’ve seen metals and cryptocurrencies going higher, which serve as a hedge
against the stock market as well as inflation. Bonds aren’t paying much due to the
low-interest rates. The low-interest rates and the inevitable demand for housing will
prop up real estate for success. There may be a few bumps on the road until we get
through this pandemic. Still, sound real estate investments, specifically in
Multifamily with strategic management, will prevail and deliver steady returns.

Even though
we faced the
most
significant
black swan
event of our
lifetime, we
experienced a
bullish stock
market.
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PROPOSED TAX
CHANGES AND
YOUR INVESTMENTS

By Dion Huey
October 15, 2021
Tax-rate increases might be coming as part of the Biden administration’s
proposal to fund infrastructure upgrades and new social programs. All
earners across the income spectrum will feel the effects of these proposed

LOWER INCOME
THRESHOLDS

tax increases. While the Biden administration and Congress hold differing
views around the size of the tax changes, it is worth exploring the effects a
wealth tax might have on you and your real estate syndication business.

46.4% Top Ordinary

High-Income Earners

Income Tax Rate

According to US Census reports, the median household income in 2020 was
$67,521, down from $69,560 in 2019.According to IRS data, a little over 1
percent of individual tax filers earn more than $450,000 in annual income.In
total less than 2 percent of filers earned $500,000 or more based on 2019
1040-tax filings. Under current tax law, the top ordinary income tax rate is
37 percent for individuals earning $523,601 or more and $628,301 for
married individuals filing joint returns. Two proposals are being floated, one
from the Biden administration and the other from the House. The Biden
administration and the House Bill would lower the individual income
threshold to $509,300 and $450,000, respectively. Further, the proposal
increases the top ordinary income tax rate to a combined 46.4 percent,
broken down as a 39.6 percent top individual tax bracket, a 3.8 percent net
investment income tax (NIIT), and a 3 percent surtax.
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The NIIT is a tax on investment income such as

Self-Directed IRAs

capital gains, dividends, rental property income,
interest, and royalty income. It only applies to

Self-directed IRAs are an alternative to the

high-income taxpayers, such as single filers that

traditional IRA, where custodians allow

earn greater than $200,000 in annual taxable

contributors to invest in alternative assets such

income based on current tax laws. Moreover,

as real estate, private debt, equity investments,

another vital point to note is that the proposed

and cryptocurrency. The Urban-Brookings Tax

tax law expands the definition of net investment

Policy Center found in the 2017 tax year over 60

income to include any income coming from the

million IRAs in existence. As more people learn

ordinary course of business versus applying only

to leverage their self-directed IRAs and diversify

to passive investment income under the current

into alternative investments, reform for

law. Individuals not subject to the net

individual retirement accounts seems

investment income tax, include nonresident

near.According to data released by the

aliens, dual-resident individuals, and dual-status

Government Accountability Office (GAO),

individuals.

between 2011 and 2019, there was a 200 percent
increase in IRAs with account balances of $5

The surtax applies to individuals with modified

million or more. House Ways & Means

adjusted gross income (MAGI) exceeding $5

Committee Chairmen Richard E. Neal is pushing

million, or $2.5 million for a married individual

to change self-directed IRA rules, significantly

filing separately.

impacting hardworking individuals that don’t
have mega account balances in their IRA.Some

Capital Gains

of the most notable and relevant proposed
changes as they apply to real estate syndication

According to the Department of the Treasury,

follow.

proposed tax changes seek to eliminate
loopholes such as the carried interest preference

Prohibited Investments Requiring Specific

and the like-kind real estate preference. Under

Income or Asset Levels

the current law, realized capital gains are taxed

The new proposal prohibits investment in any

based on a graduated rate with 20 percent as the

type of security that requires an IRA account

highest rate, excluding the 3.8 percent NIIT.

owner to hold accredited investor status. If an

When someone gifts an appreciated asset to

IRA is currently holding these types of securities

someone during the donor’s life, the basis in the

after the two-year transition period, then they will

asset gets carried over to the donee. The current

lose their status.

rule does not realize a capital gain at the time
the gift is made. At death, any appreciated

Prohibited On Self-Dealing

assets held will step up in basis to the fair

If an IRA account owners are no longer allowed

market value.

to invest in any business, trust, estate, or
partnership if they have 50 percent or more

Under the proposed law, the top capital gain tax

ownership interest. On the other hand, if the IRA

rate would increase to 25 percent. Long-term

owner is actively managing the business, then

capital gains and qualified dividends of

they can have a larger percentage of IRA assets

taxpayers that are married filing jointly with

invested. In addition, if the invested securities

taxable income over $496,600.

are not traded in the secondary markets, the

28.8%, including the 3.8% net investment

ownership threshold is reduced to 10 percent.

income tax

Other changes address closing the “back door”

31.8%, including the proposed 3% on

with conversions, minimum required

individuals with MAGI > %5 million

distributions from plans that have a total

Transfers of appreciated property, whether due

combined value exceeding $10 million, and

to death or a gift, will be treated as a realized

estate and gift tax changes. Although these

capital gain.

proposed changes have not passed, it is
important to consider their impact on your real
estate syndication business and limited
partners.
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Raising
$6.7 illion
M
in

2 Weeks

Leverage technology and
automation to raise capital

Deal Submission By Alexandra Kazakova
Edited By Dion Huey

B

uilt in 1979, Copper Creek II is a 236 unit
apartment complex located in Fort Worth,
Texas. This class B asset had more than $4
million in recent capital improvements,
including new siding, roofs, paint, common
area amenities, and interior upgrades. In
addition, there are individual HVAC, washer
& dryer connections in 87 percent of the

units.
Common area amenities include a soccer field,
playgrounds, dog parks, grilling areas, and laundry
facilities. In addition, there is minimal deferred
maintenance. Copper Creek was the last property the
seller needed to sell to exit the Dallas Fort Worth market
completely. Even though this deal was found through a
real estate broker, the seller was still selling at a discount.

Deal Overview
Offering SIze

Minimum Investment

Term

$6.5 Million

$50,000

5 Years

5-Year Equity
Multiple

Average COC Return
over 5 Years

5-Year
IRR

8.71%

14.0%

1.8

After reviewing the numbers, including
estimating an average annualized return of 16
percent, this deal made sense.
The syndication team on the Copper Creek deal
successfully raised $6.7 million in soft commitments within
one week of the offering and were fully subscribed in two
weeks. The key to their success was in the simplicity of
the process, the tools, and taking a step-by-step approach
to equity raising with the Cash Flow Portal.
Let's walk through the steps taken by the Copper Creek
syndication team to develop a better understanding of how
they raised millions of dollars within two weeks.
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First, the syndication team held a webinar for passive
investors, which you can view at this link. The webinar is a
one-hour-long meeting that provides a live opportunity for
investors to interact with the syndication team about the
deal.
Second, after the team secured the property by placing it
under contract, they sent investors a virtual property video,
which you can find here.
Third, the sponsorship team put together a MailChimp
campaign, see Figure 1, targeting passive investors.

Figure 1

Also included in the email were the acquisition timeline and
information about the sponsorship team. A critical
success component with this email campaign was the level
of detail provided about the sponsorship team. Bullet
points highlighting achievements and milestones for each
sponsor added to the credibility of the general partnership
team.
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Finally, the sponsorship team focused on
maintaining a professional image and automating
the capital-raising process by using Cash Flow
Portal, a real estate syndication software designed
by Perry Zheng, a software engineer. Cash Flow
Portal is an easy-to-use automation tool for raising
capital. You can automate the wire transfer
process, electronically sign documents, and enable
progress tracking on the investor dashboard.
Further, investors received a loom video with
instructions on how to subscribe to the offering.
Overall, technology and systems made this raise
smooth for both participating limited partners and
the sponsorship team.

Accelerate

Capital Raising

Exclusive GOB Network Member Perks Available
Visit: GOBNetwork.com
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CONTINUED INFLATION
AND VOLATILITY IN
THE MARKETS?

by Hammad Khan, Hands-Off Investment
Fed tapering is set to begin. In response to the COVID-19
related economic shutdown, The Federal Reserve
initiated an unprecedented liquidity program that kept
interest rates low and supported markets that had
severely malfunctioned. The bond purchases put $4
trillion on the Fed’s balance sheet.
Fed Chairman Jerome Powell commented that the
“policy will remain accommodative until we have
reached” the bank’s targets on unemployment and
inflation. It is expected that the Fed will unwind this
program by mid-2022. We can derive from this that the
Fed foresees the economy to reach its unemployment
target in this time frame.
In previous reports, we have alluded to the divide among
the Fed’s board members on interest rates. Half of the
Board is pushing for an increase in interest rates to fight
inflation, while the other half is obligated to hold rates
low until economic goals are met. The group has raised
its inflation expectation for the next year from 3.0% to
3.7%. That sizable jump reflects the understanding that
the current supply chain bottlenecks causing inventory
shortages will last longer than previously anticipated.
Since we last reported on the forty vessels anchored off
of the Long Beach and Los Angeles shores, the number
has swollen to seventy-seven ships.
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Year over year CPI (Consumer Price Index) rose 5.3%.
This number is much higher than we have been
accustomed to in the past few decades. Real estate and
commodities have historically been held as hedges
against inflation. Commodities do tend to respond
quicker in price. They also have carried greater
downside risk. Real estate tends to be less volatile and
is designed to produce income while you wait for the
value to increase.

September's jobs report
missed expectations by a
wide margin, with only
194,000 jobs created.
The consensus expectation was 500,000 growth for
nonfarm payroll. This is now two months in a row that
the jobs report has been weak, and analysts have wildly
missed the mark. If we look a little deeper, we find that
private-sector jobs came in at 317,000. A 123,000
decline in government payrolls offset this. Even with
317,000 jobs created in the private sector, that’s still a
notable miss of the 500,000 expectation. The majority of
private-sector jobs are in the hospitality and leisure
sectors. This could well be restaurants, and travel
accommodations are reopening from the COVID
shutdown. This weak number may slow the Fed’s
tapering and expected rate increases.
Stock and bond markets have experienced high volatility
over the past month. Stocks have flip-flopped to
extremes from one day to the next a few times.
September has historically been a highly volatile month.
More of the same in October would not surprise us.
Again, we reiterate that asset allocation using noncorrelated assets like real estate can soften the extreme
swings in a portfolio.
We are intentionally not commenting on the political
drama of the U.S. debt ceiling battle. The two political
parties will play out the drama as they always do, each
wrangling for power in Washington. If their work impacts
our outlook on real estate investing, we will discuss it
here.

Launch

YOUR
REAL ESTATE INVESTING
CAREER WITH US!

Grow Your Network
Access Education & Tools
Find Partners
Source Capital
Close Your First Deal

GOBNetwork.com
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