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WELCOME 
 
Thanks for downloading our Definitive Guide to Passive Income from 
Commercial Real Estate Investing. In this guide we will walk you through 
three different areas of the commercial real estate investing process.  
 

1. Understanding Syndication 
2. How to Snowball Your Cashflow 
3. Ways to Increase Tax Efficiencies 

 
This is just one of the many resources offered by Red Rock Capital Group.  
 
When you’re ready to jump in and try your hand at investing in real estate, as 
all of the ultra-rich do, don’t hesitate to reach out to us. We not only have 
wonderful opportunities that regularly close, but we would love to guide you 
through the process. Until then, happy learning and best of luck to you.  
 
Kind Regards,  
 

 
 
 
 
Shane Connor 
Principal 
shane@redrockcapitalgroup.com 
Direct: 215-262-8083 
www.RedRockCapitalGroup.com 

 

  



© 2018 – Red Rock Capital Group 2 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Ever wondered who owns the apartment complexes you see around town? 
Syndication makes it possible for many to own these buildings in partnership. In this 
short blog we break down what syndication is and how it’s possible to participate in 
large apartment complex ownership.  
 
Syndication, let’s start with the definition.  
 
 
 
 
 
Couldn’t have said it better myself.  
 
In the commercial real estate world, a syndication is the bringing together of an 
operator/sponsor, the particular “deal” or property being acquired, and the group of 
investors who will participate.  
 

1: an act or instance of forming a syndicate or bringing something 
under the control of a syndicate — real estate syndication 

 

Who Owns That 
Apartment  
Building? 
 

INTRODUCTION TO  
SYNDICATION 
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The structure becomes a G.P. (general partnership) and L.P (limited partnership) 
between the operator and the investors. An LLC will be formed around the project or 
asset, and investors become LP’s in that particular partnership.  
 
A few reasons here why this structure benefits LP investors: 
 

• All the same benefits of ownership- tax, depreciation, cash flow, 1031 exchange 
ability into future property 

• Limited downside with all the upside—only liable for principal investment  
• Completely passive participation—sit back and collect the checks.  

 
This last bullet point might not satisfy everyone, for those investors who prefer to be 
“hands on” and have a say in every decision, syndication might not be for them.  
 
But for those that want to deploy capital alongside experts in conservatively 
underwritten projects, while they focus on their FTE job, family, time on the beach, or 
whatever pleases them, syndication is a great choice. While the investment itself may 
not be hands on, that doesn’t mean an investor is not involved. Good 
operators/sponsors will provide investor communications that include items such as: 
rent rolls, finance breakdowns, pictures, business plan updates, community event 
notifications, etc. etc.  
 
In summary syndication allows you to gain access to private off the market 
opportunities, typically only reserved for institutional grade investors, while doing 
so in a passive manner. 
 
 
 
 
 

 
If you’d like to learn more about how this process works and the 
syndication's Red Rock puts together please contact us today. 
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An object in motion stays in motion, we all know the law of inertia from Newton. The 
same goes for your money. You start to get your money out there working for you and 
boy can that snowball grow.  
 
Let’s show you how this can be achieved through private real estate placements and 
in particular the use of cash out refinances, exits, and other large liquidity events.  
 
EXAMPLE: APARTMENT IN DALLAS-FORT WORTH 
15 months ago Red Rock closed in partnership with our operator on a 200 unit 
apartment in a great sub-market in Dallas-Fort Worth. The business plan on this 
investment called for total renovations on all 200 units, re-branding, new property 
management, along with additional deferred maintenance and capital expenditures.  
 
Red Rock’s sponsors know that investor returns are key along with capital preservation, 
and as such preferred return distributions started by the end of month one. The invested 
capital was already earning cash before the work even started. Follow next because this 
piece is important to the snowball effect.  
 
  

Using Private Real Estate to 
Snowball Your Cash 
 

THE BENEFITS OF PASSIVE INCOME 
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THE SNOWBALL EFFECT 
Once the project is live the distributions were set-up for direct deposit into a specific 
account, this way the funds can be tracked, and start to restock the liquidity. For the 
next 14 months cash came in each month on a preferred return schedule, monthly 
newsletters with photos on the renovations, rent rolls, community news, and other key 
information were sent to that keeps investors up to date as a passive LP.  
 
RESULTS 
Fifteen months in, the business plan was executed, renovations completed, with nearly 
every lease turned over and new leases signed for increased rates in line with the 
upgrades. Property management now 1.5 years in place had increased efficiencies 
which means a decrease in expenses.  
 
We now have INCREASED rents and DECREASED expenses. The result is an increase in 
NOI ( net operating income) of the building and therefore an increase in the VALUE of 
the building.  
 
Our operator now was in a position to refinance the debt on the property and pull out 
a large sum of equity. This refinance enabled a 40% return of principal to the LP 
investors, which coupled with the monthly preferred returns rounded out a 52% return 
in 15 months.  
 
SO NOW WHAT? 
Well because we partner with multiple best in class operators and deal flow is strong, 
there was opportunity to partner on another project. We only had to add a small amount 
of new cash (snow) to our returned capital (snowball) from the last project.  
 
And just like that the ball continues to get bigger and bigger gathering more and more 
momentum each month.  
 
 

With enough time you can grow the amount rolling in and 
out of investments that they will begin to compound and 

pay for themselves. A true and tested concept.  
 

 
Take a look at your portfolio and see where money is working for you! 
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It’s important before discussing any tax or legal issue that my goal is to help you understand 
concepts.  Please ensure that you discuss specific tax questions with your CPA and other experts like cost 
segregation engineering firms that specialize in the topic presented below.  

 
TAX EFFICIENCIES 
Multifamily apartment investing comes with some attractive tax efficiencies.  I explain 
these to investors, so they get a general understanding of the key deductions that an 
operator of an apartment can take advantage of to reduce its tax exposure. 
 
For investors in apartment syndication deals that are generally organized under a 
Limited Partnership structure, the benefits of these deductions flow through to the 
individual limited partner (investor). 
 
Most folks understand the basic real estate tax deductions available to them since they 
are homeowners and can deduct interest on their mortgage and taxes on the property. 
If they own rental properties, their CPA will also explain that they can take depreciation 
on the rental property.  Now, that means the building only, not the land.  Buildings 
depreciate, land appreciates in general. 
 
Here’s a simple example of what we call straight line depreciation on single family rental 
property. The IRS currently determines the useful life of residential real estate at 27.5 
years. Say your rental property tax assessor's estimate of the land value is $75,000, and 
the building value estimate is $125,000. Your depreciation expense that you take each 

Accelerate  
Depreciation  
on Your  
Apartment  
Investment 
WRITTEN BY DAVID THOMPSON 
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year against rental income would be $125,000 divided by the IRS allowed 27.5 years of 
useful life (residential real estate) for a depreciation expense each year of $4,545. This 
is what your accountant will show as a deduction each year for this property you own as 
a rental. 
 
HERE’S WHERE WE GET SAVVY 
Now, for apartment buildings, the same 27.5 years of useful life applies. However, many 
savvy apartment owner / operators take advantage of accelerating the depreciation to 
more closely match their expected holding period of the asset.  Value add operators 
that look to buy undervalued properties to improve them will do so with a target of 
holding for say 5 years at the most, often looking to unwind them anytime after the 
typical 2-year renovation period is complete when the value has been optimized 
(renovations completed). The ability to accelerate (shorten) the depreciation period 
is attractive to them as it allows greater deductions during the shorter hold period 
thus increasing cash flow to the partners / investors and minimizing the tax 
burden.  This is especially important in the first few years of a new investment where 
the operator has not yet completed a significant number of renovations justifying higher 
income via rent increases.  Now, recapture of depreciation is an important consideration 
at sale as the IRS is not allowing a free ride but let's discuss that later in the article. 
 
WHAT IS COST SEGREGATION?   
Under United States tax laws and accounting rules, cost segregation is the process of 
identifying personal property assets that are grouped with real property assets, and 
separating out personal assets for tax reporting purposes. Apartment operators will 
work with a specialized engineering company that will perform a cost segregation 
study that identifies and reclassifies personal property assets to shorten 
the depreciation time for taxation purposes, which reduces current income tax 
obligations. Personal property assets include a building’s non-structural elements, 
exterior land improvements and indirect construction costs. The primary goal of a cost 
segregation study is to identify all construction-related costs that can be depreciated 
over a shorter tax life(typically 5, 7 and 15 years) than the building (39 years for non-
residential real property and 27.5 for residential buildings like apartments). 
 
Personal property assets found in a cost segregation study generally include items that 
are affixed to the building but do not relate to the overall operation and maintenance 
of the building.  A cost-segregation specialist looks at a building's walls, flooring, and 
ceilings; and its plumbing, electrical, lighting, telecommunications, heating and cooling 
systems. Analysis of capital expenditures is used to determine appropriate asset 
classifications. Cost segregation reclassifies items that permit a shorter, accelerated 
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method of depreciation for certain building costs. Costs for non-structural elements, 
such as wall covering, carpet, accent lighting, portions of the electrical system, and 
exterior site improvements such as sidewalks and landscaping, can often be depreciated 
faster. Soft costs such as architect and engineering fees may also be included. 
 
Real property eligible for cost segregation includes buildings that have been purchased, 
constructed, expanded or remodeled since 1987. A formal engineering based study is 
typically cost-effective for buildings purchased or remodeled at a cost greater than 
$750,000. A cost segregation study is most efficient for new buildings recently 
constructed, but it can also uncover retroactive tax deductions for older buildings which 
can generate significant short benefits due to "catch-up" depreciation. 
 
CATCHUP RETROACTIVELY  
Since 1996, taxpayers can capture immediate retroactive savings on property added 
since 1987. Previous rules, which provided a four-year catch-up period for retroactive 
savings, have been amended to allow taxpayers to take the entire amount of the 
adjustment in the year the cost segregation is completed. This opportunity to recapture 
unrecognized depreciation in one year presents an opportunity to perform retroactive 
cost segregation analyses on older properties to increase cash flow in the current year. 
 
 
PITFALLS TO BE AWARE OF: 

• Make sure the cost of doing the study justifies the benefits, usually over $750K 
building would make sense to review.  

• The potential triggering of depreciation recapture (see below). 
• IRS penalties for aggressively using cost segregation 

 
 
UNDERSTANDING DEPRECIATION RECAPTURE 
Depreciation recapture is the USA Internal Revenue Service (IRS) procedure for 
collecting income tax on a gain realized by a taxpayer when the taxpayer disposes of an 
asset that had previously provided an offset to ordinary income for the taxpayer 
through depreciation. In other words, because the IRS allows a taxpayer to deduct the 
depreciation of an asset from the taxpayer’s ordinary income, the taxpayer has to report 
any gain from the disposal of the asset (up to the recomputed basis) as ordinary income, 
not as a capital gain. 
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1031 EXCHANGE 
If the owner sells the property and performs a 1031 exchange, its possible that the 
recapture be deferred due to the exchange into the new property.  See your CPA for 
more information on these programs including recapture and seek competent 
experienced engineer-based cost segregation firms to discuss your particular asset. 
 
 
 

 Red Rock helps accredited 
investors grow and maintain 

their wealth passively through 
exclusive multifamily and 
commercial real estate 

investments.  Investors benefit 
from value add execution, 

repositioning/rebranding, force
d appreciation, cash out 

refinances, distributions, and 
ultimately equity upon asset 

exits. 
 

Our focus is on capital 
preservation and establishing 
deep long term relationships 

with both our investors and our 
operator partners.    

 
RedRockCapitalGroup.com 

 


