How a Real Estate Investment
Achieves Results

By Scott Lukes, President

Please Download
This presentation and Investment Modeling tools can be
downloaded at nexusREA.com



WELCOME

Inside:

De-construct a real estate deal to assess
its true overall return

Net Rental Income
Principal Paydown
Appreciation

Tax Deductions / Depreciation

Look at methods for funding the down
payment

dvisors



The investment...

(J 928 Scranton Street, Aurora, CO 80011 $400,000 - Close |

Listing Tax History Parcel Map Flood Map Photos Foreclosure

Listing ID: 5402228 MLS Status: Closed

Close Price: $400,000
County: Arapahoe List Price: $425,000
Property Type: Residential Original List Price: $425,000
Property Subtype: Single Family Residence
Structure Type: House Basement: No
Levels: One Year Built: 1953
Subdivision Name: Hoffman Town
Listing Contract Date: 12/15/2022 Spec. Listing Cond: None Known
Purchase Contract Date: 12/30/2022  Contingency: None Known

Close Date: 02/07/2023 .

Days in MLS: 15 $400k property located in
Association: N Multiple: Cov/Rest: N Assoc Fee Tot Annl: $0.00 F . H ff H . h

Tax Annual Amt: $2,123 Tax Year: 2021

Special Taxing/Metro Dfstrict Y/N: No |tZS|m0nS ( orrman elg tS)
Tax Legal Desc: LOT 13 BLK 25 HOFFMAN TOWN 3RD FLG

1/32 Q8 »
GARRA Mmoo =2Q[ 4 mongazz info Listed @$425k
)
Interior Area & SgFt SOld @$400k1 1 5 DOM
Building Area Total (SqFt Total): 1,401 Living Area (SqFt Finished): 1,401 Area Source:
Above Grade Finished Area: 1,401 Closed end DeC 30’ 2022
PSF Total: $286  PSF Above Grade: $286 PSF Finished: $286
Foundation: Fireplace:
Heating: Forced Air, Natural Gas
Cooling: Evaporative Cooling HVAC Description:
Security Features: Flooring: Carpet, Linoleum
Appliances: Dishwasher, Disposal, Dryer, Oven, Refrigerator, Washer Rents for $2 500
Exclusions: Seller's personal property !
Bed & Bath Summa
Bedrooms Total: 3 Bathrooms Total: 2 Bathrooms
Upper Leve! Bedrooms: 0 Upper Level Bathrooms: 0 Full: 1

Main Level Bedrooms: 3 Main Level Bathrooms: 2 Three Quarter: 1
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Investment structure...

Purchase:

Financing:

Pl:

TI:
OPEX*:
Vacancy:

Rent:

$400,000

25% down ($100,000), 30 yr fixed, 6.5%
$1,896 / mo

$171 / mo (assume 9% of PI)

$338 / mo (13% of monthly rent)

$130 / mo (5% of rent)

$2,600 / month

* Operating Expenses (OPEX) includes proactive and
reactive maintenance and professional management




Assumptions and variables

Nexus Real Estate Advisors
Boldnes Creativity. Patience

Variables
Purchase Financing Rent Tax
Interest 6.5% Rent $2,600 Tax Bracket 22%
List Price $400,000 Term (yrs) i 30 Rent growth 4.0% Depr. Land% 33%
Cash Discount 0% T1% (of PI) 9.0% OPEX 13.0% f
Purchase Price $400,000 Pl/mo $1,896 OPEX Growth 4.0% I
Down% 25% TI/mo S$171 Vacancy 5.0% f I
Down$ $100,000 PITI/mo 52,067 I I
Loan S $300,000 Tl growth 4.0% I I
Appreciation 5.0% \ II

Front Range historical
average in 7-9% range

Assume inflation rate



/., elements of return...

Rental
Income
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Rental Income...

Rent: $2,600 / mo
(minus)

PI: $1,896 / mo
Tl: $171 / mo
OPEX: $338 / mo
Vacancy: $130/ mo

Net Rental Income: Rent - PITI - OPEX - Vacancy = $65/ mo ($782/ yr)




Rental Income...

Real Estate Investment Return

$125,000
@ Net Rental Income
$100,000

$75,000

$50,000

Total Return / yr

$25,000 $10,745
§782/yr $4,779

1
1

1T 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30

S0

Assume: 4% rent growth, 4% TI growth, 4% OPEX growth
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Principal Paydown...

Of the $24,804 in PITI, $3,353 went to Principal

Principal is not an expense, it is pure

equity... post-tax money that is ours, albeit e e
tied up in the investment. Principal: $3,353 / yr
IMPORTANTLY, it is money that we can Interest: $19,401 / yr
refinance/pull out over time, and ideally use
TI: $2,050 / yr

for other RE investments.




Principal Paydown...

Nexus Real Estate Advisors
Bol I

Real Estate Investment Return

$125,000 _ _
@ Princ. Paid

B Net Rental Income

$100,000

$75,000

$50,000

$6,009

Total Return / yr

$3,353)yr 94346
$25,000

$0
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30
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Leveraged and Non-leveraged Investments @

Non-Leveraged Leveraged
(e.g.IRA) (e.g. Rental Investment)
Investment Balance: $100,000 Equity: $100,000
Investment Value: $100,000 Appreciable Value: $400,000
Investment Gain: 5% Appreciation Rate: 5%
Investment Return: $5,000 / year Appreciation Return: $20,000 / year

Total Return: 5% Total Return: 20%




Appreciation...

Real Estate Investment Return

$125,000
Annual Appreciation
B Princ. Paid
$100,000 B Net Rental Income
s $75,000
~
g $31,027
9 1
2
© Natdl $24,310
P $20,000/yr ;
$25,000

SO
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30

Assume: 5% appreciation
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Tax Deductions...

For a primary residence, there are very
few tax deductions.
Mortgage Interest (the year-end IRS
Form 1098) is the most significant.

For an income property, there are
many more deductions, including
Depreciation, Property Taxes,
Insurance, HOA Dues, Maintenance,
Property Management and others.

Tax
rate

24%

2022 Tax Brackets

Single

$0to $10,275

$10,276 to $41,775

$41,776 to $89,075

$89,076 to
$170,050

$170,051 to
$215,950

$215,951 to
$539,900

$539,901 or more

Head of household

$0 to $14,650

$14,651 to $55,900

$55,901 to $89,050

$89,051 to
$170,050

$170,051 to
$215,950

$215,951 to
$539,900

$539,901 or more

Married filing jointly or qualifying

widow

$0 to $20,550

$20,551 to $83,550

$83,551 to $178,150

$178,151 to $340,100

$340,101 to $431,900

$431,901 to $647,850

$647,851 or more

Married filing
separately

$0t0 $10,275

$10,276 to $41,775

$41,776 to $89,075

$89,076 to
$170,050

$170,051 to
$215950

$215951 to
$323,925

$323,926 or more



Tax Deductions...

Based on the assumptions in this case study, for year-end taxes,
we can lower our federal taxable income as follows:

Mortgage Interest: $19,401
Taxes and Insurance: $2,050
OPEX: $4,056
Depreciation: $9,745

AND, this 7.8%
is post-tax § !l

(assume 67% of value is the building, and we depreciate over 27.5 years)

Total deductible expenses: $35,494

** Omitting state taxes for simplicity



Tax Deductions...

Nexus Real Estate Advisors
Bol [ ativit

Real Estate Investment Return

$125,000
[ Tax Deduction Cash Value
Annual Appreciation
$100,000 @ Princ. Paid
B Net Rental Income
5 $75000
~
=
=
=
7]
& $50,000
g $7,7|55/yr
= |
$25,000 !

$0
1T 2 3 4 5 6 7 8 9 1011 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30

Assume: 22% marginal fed tax bracket, no state
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Overall Retumn...

Nexus Real Estate Advisors
Bol I

Real Estate Investment Return

$125,000
[ Tax Deduction Cash Value
Annual Appreciation
$100,000 @ Princ. Paid
@ Net Rental Income
$55,520
5 $75000 (55.5%)
~
£ $41,200 |
s (41.2%) ;
& $50000 , ;
S $31,890/yr | |
2 (31,9%) ! ;
$25,000 ! : |

$0
1 2 3 4 5 6 7 8 9 1011 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30

Remember: This is for a ‘non-special’ deal that required NO fix-up, and is now
professionally managed.




Overall Retumn...

Nexus Real Estate Advisors
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Real Estate Investment Return

$125,000 -
[ Tax Deduction Cash Value
Annual Appreciation
$100,000 B Princ. Paid

B Net Rental Income

s $75000
~
=
B
=]
]
(]

e $50,000
1]
o
=

$25,000

$0

1T 2 3 4 5 6 7 8 9 1011 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30

As the analysis shows, Net Rental Income does not become an important factor until a few years in... this is what
most people get wrong about rental real estate; rent is only part of it. Sometimes we might even have to feed an
investment in the early years... this is OK. The important thing to note is that the investment IS providing a
positive cash-on-cash return, is not requiring additional $ out of pocket, is professionally managed, and most
importantly has become an important -and growing- asset in our financial portfolio.



About Nexus

The power of experience.

As both your advisor and real estate agent, Nexus takes
the mystery and challenge out of real estate investing,
helping build residential income real estate into your
wealth and retirement strategy.

Nexus was created by the founder of Echo Summit
Property Management, one of Colorado’s largest and
most respected management companies (acquired in
2019). After managing nearly 10,000 properties across
the Front Range for over a decade, we know the
winners and losers, often down to the street-level. We
also have a proven personal track record of building
significant wealth with residential RE investments.

We are experts in purchasing... from identification to
negotiation to inspection to close. Nexus also has
access to best-of-breed technologies, vendors and
ecosystem partners to ensure a smooth experience
every step of the way.

Nexus Real Estate Advisors
Boldness. Creativity. Patience.



News, Deals and Resource Library

For our complete collection of informative
Videos, Papers and Tools, visit our Resource
Library at www.nexusREA.com/resources

the latest investing news
and real estate deals!

n Follow us on Facebook and
Twitter (@nexusREA) for

3 YouTube

Subscribe to our YouTube Channel
for our latest educational videos


http://www.nexusrea.com/resources
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Funding the Down Payment...

Refinance our primary residence

We can generally pull out an amount that leaves us at 80% loan to value (LTV). For
instance, if our home is worth $600,000, and we owe $250,000 on the home, we have:

80% of $600,000 = $480,000 loan max
Minus current loan = $250,000
Equals max HELOC/refi loan amount = $230,000

Assume we only take out $100k for the subject rental purchase, the additional Pl for loan
amount (6.5% 30 yr fixed) = $632/mo



Funding the Down Payment...

Gifts from Relatives (or very nice friends)

We can receive cash or property gifts tax-free from relatives or friends. The IRS annual gift
tax exclusion for tax year 2023 is $17.000 for individuals and $34.000 for married couples
filing jointly. The annual exclusion is per recipient; it isn’t the sum total of all gifts. That
means, for example, that they can give $17,000 to a cousin, another $17,000 to a friend,
another $17,000 to a neighbor, and so on without having to file a gift tax return in 2024.

Let’s say our dad gives us $40,000 for a real estate down payment. At this point, he made a
taxable qift. But it doesn’t necessarily mean he has to write a check to the IRS that year
because of his gift. However, he has to file a gift tax return and fill out IRS Form 709. The
government requires this in order to keep track of your parent’s lifetime gift tax exclusion.



Funding the Down Payment...

Tapping into Cash-Value Life Insurance

For those of us with “cash value” (CV) Whole Life Insurance, this can be a very powerful
tool. It basically costs nothing to take a loan against the policy, as long as it is eventually
returned.

As an example, the loan against the policy will cost us (the policy holder) 4.5% in interest,
but at the same time, that money is still earning interest as if it were still in the account
(typically 5-6%). Best of all, the loan funds are tax-free, and the repayment can happen on
any schedule (possibly using free cash flow from the real estate investment itself).

Maybe you have a friend or relative with CV insurance who wants to go in on a deal
with you?



Funding the Down Payment...

Pull from our IRA or 401(k)

When was the last time we have heard of a person gaining substantial wealth from their
IRA? How about from Real Estate?

Here is how is how we can tap into a portion of our IRA to diversify and grow our wealth
portfolio...



Funding the Down Payment...

Pull from our IRA or 401(k)

Step 1 - Understand our current IRA return Step 2 - Sell a portion of our IRA

Assume a $200,000 balance that we could sell: $200,000 IRA sold (assume $100k is Principal, $100k is Gain)
5% return = $10,000/yr in Interest earned - $20,000 IRS 10% Early Withdrawal Penalty

10% return = $20,000/yr in Interest earned - $30.000 Taxes on Gain (30% estimated... see your CPA)

$150,000 Remaining to invest (post-tax... cash in pocket)

Step 3 - Buy Real Estate and establish a reserve
Assuming the same $70,000 down payment for the $350,000 property, with the remaining $150.000 we:

1) purchase two $350,000 properties ($70,000 x2 = $140.000 down),
2) pay closing costs ($2,500 x2 = $5.000), and

3) establish a reserve fund ($5.000).



Funding the Down Payment...

Nexus Real Estate Advisors
Bol [ ativit

Real Estate IRA

$200,000 - » $200,000
{taxes eventually)
20,000 Early Withdrawal Penalty
30,000 Taxes (est. 30%)

$150,000 to deploy to Real Estate

$5,000 Reserves

$5,000 ¥
Closing Costs

$700,000 prop value x $200,000 x 5% =
5% appreciation = $10,000 Gain
$35,000 Gain
In Year 1, we have equaled our IRA gain of 5§10,000,

paid back the IRS penalty of 520,000 and added

55,000 to Reserves

Year 1 Gain

We have also contributed 54,131 in Principal,
and realized an in-pocket tax benefit of over

$6.000

$735,000 prqp Yalue X $210,000 x 5% =
5% appreciation = $10,500 Gain
36,750 Gain

Year 2 Gain
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Advanced Purchase Techniques...

Maximize Debt-to-Income with Owner Financing

Owner financing allows the investor to accumulate many properties, as the loan will not
show up on credit reports or against qualification ratios (e.g. debt-to-income), but the
investor can claim the income from the properties.

Interest rate will likely be higher, and loan term shorter.

Dovetail this with a staggered down payment to maximize gain, especially in a flip scenario.



Advanced Purchase Techniques...

Purchasing with Cash

In normal real estate markets, cash purchasers typically enjoy a discounted purchase price
as there is no financing contingency in the contract. A purchaser with a strong lender
relationship can then either finance the property through a traditional loan, or refinance in
the form of a HELOC.



Advanced Purchase Techniques...

Other techniques
Capitalize on Low-APR Mortgage with a Wraparound
Lease Options
Front Porch items
Negotiate Seller Buydown of Points
Purchasing ‘Subject To’ an Existing Loan

Investing Partnerships



