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Whether you are new to real estate investing or a pro, you know that one of the most 

essential components is buying a good deal.  Buying a good deal boils down to having a 

solid pipeline of deals and knowing how to analyze a deal properly.  To ensure you fulfill 

those two components the following information will explain the steps you need to take.  

 

Finding a good deal is tough.  Therefore, as investors we need to do everything in our 

power to maximize deal flow.  Being creative and creating solid relationships should be 

top of mind when you think of finding deals. The two most common sources for finding 

deals are brokers and direct to seller.  Although there are other methods to find deals, 

these are the two that I will speak to. 

 

Commercial real estate brokers are the bell of the ball when it comes to buying large 

apartment buildings.  It is their sole job to match a seller with a buyer and be paid a 

handsome fee for it.  If you come from the single-family space you may be saying to 

yourself, "I don't need a broker, I can do it on my own".  While that may be true, I will tell 

you that a good broker is well worth the commission.  Most owners of large apartment 

buildings will only sell through brokers, and if you are ruling out brokers you will miss out 

on many opportunities. 

 

Now that you know brokers are essential for good deal flow, let's talk about how to get on 

their radar.  Those of you from the single-family space may also be saying, "Well that's 



2 | P a g e  
 

easy, just give them a call and they'll send me all of their listings".  Incorrect, in almost 

every scenario.  This is the process of how most brokers operate: 

1. Buyer calls broker asking if she has any deals 

2. Broker says she will send him the current deals she has 

3. Broker sends a deal that has been passed over by 100 buyers already 

4. Broker then adds the buyer to an email list with 1,000 other people 

5. Buyer sits back thinking he did his job and the deals will come flowing 

6. After three months the buyer realizes he is receiving the deals no one wants 

 

Now, my example may have been a bit extreme. My main objective is to portray that 

brokers are flooded with buyers, especially in a hot market, and if you do the same thing 

as everyone else you will never get the good deals.  Typically, the broker has something 

referred to as a "short list", which is exactly what it sounds like; a short list of buyers that 

the broker sends his deals to before anyone else.  The buyers on that list have 

demonstrated they have the experience to close or they have built a great relationship 

with the broker - or both.  Your goal is to get on the short list.  The easiest way to get on 

that list is to leverage your track record in the space.  If you don't have a track record, 

don't worry, you can still get on that list if you put in the work. 

 

So how do you get on the brokers preferred buyers list?  Here is a simple process for 

working your way up that list: 

     1.  Go on LoopNet.com and enter the market you are looking for deals in 

     2.  Click on a deal that matches your rough criteria 
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     3.  Underwrite the deal and make note of what you like and don't like about it 

     4.  Email or call the broker specifying the following info:  

o What you like and don't like about the deal 

o Buying criteria and track record 

o Ask to meet for coffee sometime 

    5.  Meet the broker in person 

    6.  Create a short print out including your buying criteria, track record, who else is on 

your team - anything that will show the broker you know the game. 

    7.  Throughout your encounters with the broker make note of any personal details that 

can be used as future talking points 

    8.  Follow up with broker through email, call, or text at least once a month. Be subtle 

with your follow up’s and include one of your noted talking points (i.e. how was your 

vacation to the Bahamas?)  

    9.  Every time the broker sends you a deal ALWAYS REPLY specifying what you like or 

don't like about the deal 

   10.  Stay CONSISTENT with your follows up's and relationship building tactics 

 

Your goal with the above method is to be top of mind with the broker.  So, the next time 

the broker receives an off market deal he thinks of you before the 1,000 other people on 

his list.  By following these steps with several brokers you will become so close with the 

broker that you will consider them a friend.  This will ensure that you make it on their short 

list! 
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The other way to find deals is direct marketing to property owners.  This method will take 

more time in proportion to deal flow.  Expect about a 1% response rate for your marketing 

efforts.  However, there is nothing better than a true off-market deal.  You must be willing 

to do what other investors are not, to find good deals.  Before beginning your direct to 

owner outreach, you must develop a plan.  Below is a general guideline to a process you 

can implement, digging deeper into each component.  

 

1. Compile list of property owners 

2. Direct mail campaign (4 times) 

3. Cold call 

4. Email blast 

 

Compiling the list of property owners is the most important part of the process.  It is 

essential to have accurate data prior to spending thousands of dollars on your campaign.  

First, you will define the components of the type of property you want to find. For the 

purposes of this example, we will be targeting owners of properties in a certain market 

with a property size of 32-200 units.  The more criteria you apply to a list, the less names 

you will find.  So, keep that in mind when you are brainstorming how many owners you 

want to reach out to. 

 

After you have defined your list criteria it is time to compile the list.  This is the most 

challenging part!  Unlike finding single family owner information, large multifamily owners 

are tough to find.  Most county websites do not include the larger apartment buildings in 



5 | P a g e  
 

their databases, and if you find one it will most likely be registered under an LLC.  The 

quickest and most effective way to create your list is to buy the info.  There are two 

methods for buying the list info.  First, find the phone numbers of all the county assessor 

offices in the market you chose.  Then call all the phone numbers and ask if they can 

send you a list of the 32+ unit property owners in that county.  About half of them will say 

yes.  They may charge you a small fee, but it is well worth it.  The second method for 

building your list is to simply buy the data off one of the many list provider websites.  A 

few of them are, List Source, Prospect Now, and CoStar.  These websites will charge a 

premium for the data, but if you are committed to finding a deal, it is worth it.  You will 

then take all the data you have received/bought and put it into a spreadsheet.  Use the 

'Conditional Formatting' function in Excel to delete the duplicates, at a property address 

level.  There will be quite a few duplicates among lists so make sure you take your time 

on eliminating the duplicates.  

 

Now that you have your list compiled you may be thinking, "Great, let's mail it!”  Nope, 

there is still another important step before it is ready.  If you scroll through your list, you 

will realize that most of the owner information is listed as an LLC.  Mailing a personal 

name with a personal address is going to provide a much better response rate than 

mailing an LLC at a business address. 

 

The process of "scrubbing" the list is very tedious.  I personally recommend outsourcing 

this part of the process to a virtual assistant (VA).  You can find a VA on Upwork.com for 

around $5/hour to do this job.  It is well worth the money!  Whether you decide to 



6 | P a g e  
 

complete this part of the process or outsource it, the strategy remains the same.  Find the 

website that records your state's LLC information, every state has one.  You will then 

input the LLC names into the search engine and most times it will spit out a personal 

name with a personal mailing address.  If this method doesn't work you can search for 

who the guarantor on the mortgage is, sometimes you can find the owner information in 

there.  This part of the process is when you find the owner phone number and email 

address. There are many websites to find this information.  Again, hiring a VA that is 

skilled in this space is well worth it.  Once every property has been updated you will 

delete the duplicates again, this time at a mailing address level.  This is to get rid of the 

owners that own multiple properties.  You only want to mail each owner one time per 

cycle.  

 

Now that your list is finally complete it is time to schedule the mailing campaign.  There 

are numerous companies that provide mailing services; I use a company called 

resimpli.com.  Again, you can do the mailing campaign on your own, but if you value your 

time, I suggest outsourcing this task also.  If you decide to use a third-party company for 

this step, you will simply upload your list to the website, choose the type of mailers, 

choose mailing dates, and click submit.  There are many strategies for direct mail 

campaigns, so feel free to do additional research on this topic.  However, here is the 

strategy I use for my campaigns.  

 

• Mailing #1: Yellow letter 

• Mailing #2: Postcard 
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• Mailing #3: Wedding invitation style letter 

• Mailing #4: Postcard 

 

Make sure to mail each owner at least four times with a 3-4 week cadence.  You will be 

pleasantly surprised how many owners do not call you until the fourth piece you send.  

Regarding the content in each letter, feel free to get creative.  Overall you want the 

message to be plain and simple; I want to buy your apartment building!  A common tactic 

is to include catchy backgrounds or pictures of yourself to capture the owner’s eye. 

 

Now that you have scheduled your direct mail campaign, it is time to implement the other 

pieces, cold calls and emails. 

 

Cold calling is another task you may decide to outsource to an associate or virtual 

assistant.  Personally, I look to outsource as much as possible.  However, if you do 

decide to outsource, make sure you are hiring someone that has a general idea of how to 

cold call. 

 

Before you start the cold calls, you will want to input all your leads into a CRM.  There are 

many great CRM's; simply choose one and create an account.  Within your CRM you 

should have the option to create a sales process.  Map out what you want the sales 

process for your cold calls to look like.  This process will vary depending on who is 

making the cold calls.  I personally have a VA making the cold calls, if they receive any 

leads they are instructed to schedule a time for my partner to speak with the owner.  I 
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realize that most of the phone numbers on the list won't be valid, so to maximize my time I 

have the VA weed out any phone numbers that don't lead to talking to an owner.  

Throughout this process make sure to track all the calls in your CRM.  Begin making the 

cold calls right after your first direct mail piece hits.  Then continue to follow up or call any 

phone numbers that didn't answer a few weeks later. 

 

The third component to the process is email.  Even though you might not have email 

addresses for every lead, you want to take advantage of the emails you do have.  

Coordinate your emails with the results and times of your cold calls.  For example, say 

after the first week you have 50 owners that didn't answer.  Send an email to those 50 

owners within a few days of the cold call saying something like, "Sorry I wasn't able to 

reach you by phone or mail. I am interested in buying your property at....”.  Or if you did 

speak with an owner but they weren’t interested in selling send an email saying, “Thanks 

for taking the time to speak with me, please keep me in mind if you ever decide to sell.” 

 

Continue to work your way through the list and touch each lead as many times as you 

can.  The more times you can get in front of the owner, the greater your chance of 

receiving a response is.  Remember, the average response rate is 1%, try to beat that.  At 

this point you are probably telling yourself "This sounds like way too much work for what 

it's worth".  And you might be right, there is a good chance that you invest hundreds of 

hours and thousands of dollars to not even get a deal under contract.  But like I previously 

said, you must be willing to do what others are not to find good deals! 
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Once your hard work is rewarded with deal flow, whether that be through a broker or 

direct to owner, you must know how to accurately analyze the deal.  So, let’s talk about 

the exciting topic of underwriting!  

The analysis of a deal is referred to as underwriting.  It is crucial that you underwrite a 

deal properly.  To simplify the process, I broke it out into seven steps: 

1. Receive the T12 and Rent Roll 

2. Input info into analyzer 

3. Normalize expenses 

4. Research value add opportunities 

5. Determine your strategy 

6. Proforma 

7. Review financial metrics 

 

Step 1: Receive the T12 and Rent Roll 

The two documents that are vital to accurately underwriting a deal are the trailing 12-

month profit and loss statement (T12) and the current rent roll. The T12 will show you the 

breakout of current income and expenses, while the rent roll will show you how much 

each tenant is paying in rent. The rent roll is great for confirming the income and 

determining if there is room for rent increases. 
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Step 2: Input info into analyzer 

You first will want to either create your own analyzer or purchase one of the many 

existing ones. The best analyzers are in the form of an Excel spreadsheet. In my 

experience, the analyzers that are in the form of an application do not allow you to dig 

deep into the numbers. It is vital to be able to see the back end of where the 

assumptions are being made. 

Once you have your analyzer, T12, and rent roll pulled up you can begin entering the 

corresponding information. First, compare the total rent income on the rent roll to the 

T12. The rent roll will usually label this figure as Actual Rent. You will want to make 

sure the total actual rent figure matches the total rent income on the T12. Some rent 

rolls and T12’s may vary on how they break out the rent income, but the goal is to 

make sure the numbers match. 

Once you have confirmed the rental income you can begin entering the corresponding 

information into the analyzer. Start with all the income lines. Often the T12 will break out 

the income lines based on market rent, loss to lease, concessions, vacancy, and then 

total rental income. The T12 may also have additional income lines which may be 

through parking fees, storage fees, amenity fees, late charges, RUBS, etc. Make sure to 

accurately input the additional income lines into your analyzer. This will be something 

you revisit when researching value add opportunities. 

Then you can enter all the expense data. Again, T12’s will vary on how expenses are 

classified. So do your best to categorize each expense accordingly. Feel free to make 

side notes in the analyzer for certain expenses that are not listed. 
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Step 3: Normalize expenses 

Once you have entered all the T12 info into your analyzer it is time to normalize the 

expenses. This is the process of making assumptions on what you think the property 

will run at. Start with the property taxes, this number will almost always go up once you 

buy the property. Research your local MIL rate to determine what the going rate is. 

However, for a quick number you can typically assume taxes will increase by 30% 

upon purchase. 

Go through each line item and determine what you think it will run at. You want to make 

sure you are very conservative on your assumptions. If you are going to make an 

assumption, it should be a higher number NOT lower. These figures are to determine 

what the property will operate at on day 1. In a later step you will have the chance to 

make assumptions on decreased expenses, if you think you can operate it a lower cost 

in the future. 

Four common line items that are not accurately portrayed on T12’s are management 

fees, repairs and maintenance, vacancy rate, and replacement reserves. The property 

owner may be self-managing and unless you plan on self-managing you should factor 

in the going rate for property management services in your market. Repairs and 

maintenance is another line item that may be lower than what is reality. A general rule 

of thumb is 10% of gross income for repairs and maintenance. However, this number 

may be lower or higher depending on the age and condition of the property. 

The third line item to pay close attention to is the vacancy rate. This is where you can 

reference the rent roll to make sure they are being honest on the T12. Even if the 
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property is 100% occupied you should factor in at least 7% for vacancy. Another line 

item to look at is the replacement reserves. Most T12’s will not include this figure to 

make the numbers look better. However, you MUST include this. Factor in $200- 

$300 per year per door for replacement reserves, depending on the age and condition 

of the property. 

Once you have normalized the expenses make note of what the total expense ratio is 

at. This is the ratio of expenses divided by income. A general rule of thumb is 50%, 

however it can often be higher if it’s a C class property. Anything below 50% may signal 

that you are being too aggressive on your expense detail. 

You will also want to input what your debt service payments will be. If you already know 

what your amortization and interest rate will most likely be, enter it. If not, consult with a 

mortgage broker to see what the property will qualify for. Always use an interest rate of 

25 bps higher than what today’s rate is. Interest rates are constantly changing, and 

you’d rather be conservative on your estimate. 

 Step 4: Research value add opportunities 

After having completed the prior steps you will get a general idea of how the property is 

currently performing.  Now you will research opportunities to boost the net operating 

income (NOI).  Although there are many different strategies for increasing the NOI, here 

are three of the most common ways: 

• Increase rents 

• Increase/add additional income sources 
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• Decrease expenses 

Start with the rental income to determine if there is opportunity to increase rents.  

Research comparable properties in the area to determine what the market rents are. 

Again, be conservative on your market rents. You want to make sure that the properties 

you are using as comparable are similar to the subject property. Things to take into 

consideration include vicinity to the subject property, amenities, size of the units, what 

utilities are included, and age of the property. 

Neighborhoods/location are crucial when determining market rents. A property could be 

a mile away, but that property could be in a B class area while yours is in a C class area. 

This is where market knowledge comes in handy. After you have identified several 

comparable properties track the rent rates in a spreadsheet to see what the market rent 

rates are.  Include the subject property rent rates in the spreadsheet for quick reference. 

The next value add component to research is the additional income lines. Many 

properties do not take advantage of the creative fees that can be charged. This is a 

value add opportunity! Some of the additional income lines you can charge are parking 

fees, storage fees, amenity fees, late charges, RUBS, etc. Look for opportunities that 

will allow you to charge these fees. 

The third value add component is decreasing expenses.  This was determined when 

you were normalizing the expenses. If you see an opportunity to decrease a certain 

expense, make sure that you are confident about it. Those are the three basic value 

add opportunities, however there may be other ones that exist. 

 



14 | P a g e  
 

Step 5: Determine your strategy 

Determining your hold strategy is crucial to sound underwriting. First, you will want to 

determine how long you plan on holding the property for. It may be a 3-year heavy value 

add where you intend to increase the NOI then sell. It may be a light value add where 

you plan on increasing the NOI over a longer period and selling in year 7. Or it could be 

a stabilized deal that you will hold for 10 years. A major factor in this determination is 

knowing what the term on your loan will be. Most local banks will provide a max of a 5-

year term. While agency debt can provide 10-year terms. Do your research to determine 

what loan you will qualify for. 

Once you determine how long you will hold the property for, you will then want to 

determine if you plan on refinancing the deal throughout the hold period. A popular 

strategy with a 5-year term is to refinance at year 5 and take out another 5-year note. If 

you have a 10-year note you may decide that you will sell at year 7. If you plan on 

selling before the note is due, make sure to consult with your mortgage broker on what 

the pre-payment penalty structure is. 

You will then want to input what you think you will sell the property for. This is where 

you must be VERY conservative. NEVER assume that you will sell the property at a 

lower cap rate than what you bought it at. Typically, you will want to input an exit cap at 

50 bps higher than what you bought it at. 

Next, if you are buying this property through syndication you want to determine what 

your structure will be. A common structure is a 2% acquisition fee, 70-30 split, and a 

2% asset management fee. However, you can structure the deal any way you want. 
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Step 6: Proforma 

Now you will input your value-add opportunities on your proforma. This is where you 

forecast what you think the property can do over the hold period. The market rents can 

be forecasted in the form of a yearly rental income increase. Allow at least two years for 

your market rent rate to be achieved. You will also want to increase the vacancy rate by 

at least a few percentages for the time period that you will be increasing rents.  You 

WILL have people move out when they find out their rent is being increased. The 

additional income lines can also be forecasted in the form of yearly increases because 

you will most likely not be able to implement all your additional income lines 

immediately. 

This will be the time to include your renovation budget if you plan on renovating units to 

increase rents.  ALWAYS be conservative on your renovation budget and raise extra to 

account for any bumps that WILL happen during the rehabs.  I won’t go in depth on how 

to estimate what your renovations will cost, but make sure you have a qualified 

contractor help with this process.  Even if you aren’t planning on renovating units, raise 

extra money to have a solid replacement reserves on day one.  You never know what 

will go wrong and you don’t want to have to go back to investors and ask for more 

money after the deal is closed. 

Step 7: Review financial metrics 

Once you have all the data inputted and projected it is time to see how it will perform! 

 

The five financial metrics you will review are the cap rate, cash on cash (COC), internal 
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rate of return (IRR), average annual return (AAR), and total return on investment (ROI). 

 

The cap rate should only be used as a quick reference for what you are buying the 

property at. This metric does not accurately portray what your returns will be. It is a 

good reference for a quick check that you are not overpaying for a deal. Do your 

research to determine what the average cap rate for the class of property you are 

buying goes for in your market. Then compare the cap rate for the subject property to 

the market average. 

Second is the cash on cash return. Eight to ten percent is a good rule of thumb for 

knowing the deal has good cashflow. The cash on cash return will be portrayed on a 

yearly level and an overall average, it is important to look at both. During your value add 

implementation the cash on cash might not be as strong, and that is okay, as long as 

you see an upward trend and the overall average is strong. Cash flow is the name of 

investment real estate so make sure this number is strong. 

The internal rate of return is another very important metric. Fifteen to seventeen percent 

is a good indication that the deal will perform well. This metric takes into consideration 

the hold period of the investment, which is a major factor for investors. An abbreviated 

explanation of this metric is the percentage of interest you stand to earn on each dollar 

you have invested, over the entire hold period. 
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The fourth metric is the average annual return. It should be either close to or above 

20%. This metric provides investors with the average amount they will earn each year 

over a given period of time. 

The fifth metric is the total return on investment. This shows investors what they stand 

to make in total on their investment. You want this number to be at least 150-200%. A 

quick way to demonstrate the meaning of this metric is 100% equals the initial 

investment being returned. Therefore, 200% would mean the investment is doubled. 

Once you have reviewed these five metrics you will also want to look at each metric on 

a limited partner level and overall level, if you are syndicating the deal. Obviously, the 

overall numbers will look much stronger than the limited partner numbers. You want to 

make sure the limited partner numbers are hitting your metrics, NOT just the overall 

numbers. Your limited partner investors do not necessarily care how much money you 

are making, they want to know what they will make. 

If you find that your metric goals are not being hit, you have three options. First, lower 

the purchase price. Don’t get caught overpaying for deals. Lower the purchase price 

until it hits your metrics and then make an offer at that price. Second, adjust your 

syndication splits. You may decide that you can switch your equity split to 80-20 or get 

rid of the asset management fee and then the numbers work. This is a decision that is 

up to you. However, you don’t want to lower your stake so much that you won’t make 

any money. At the end of the day you are buying this deal to make money. So put 

extensive thought into your syndication structure. The third option, although you might 

not want to do it, is say no to the deal. 
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After you have reviewed every component in depth there is one more step, which often 

gets overlooked. You MUST perform a stress test on the deal. This is a two-step 

process. First, go back to the year one numbers and enter an 8% decrease in rents and 

a 15% vacancy rate. You want to make sure the property can withstand an economic 

downturn. If the cash flow number is not positive after entering those two figures you may 

have to play with the purchase price. 

The second component of the stress test is the break-even point. This is where you 

determine at what vacancy rate the property breaks even on cash flow. Generally, you 

want to see at least 25%. During the Great Recession average vacancy rates were 

14.8%. I know you may be saying well things won’t get that bad again. As investors we 

want to protect the principal, so be conservative and aim for a 25% break-even point. 

In conclusion, sound underwriting takes practice and you may find over time that you 

develop your own strategies. The strategies outlined above are what I found to be 

important in analyzing deals. There are many investors that are aggressive on their 

underwriting and after year one they realize they are way off from their proforma. It is 

better to be conservative on your underwriting and be pleasantly surprised when you 

are beating proforma in year one. Always stick to your financial metric goals! 

That concludes my advice for finding and analyzing deals.  The overall message I hope I 

portrayed is be relentless on your deal finding strategies and be conservative on your 

underwriting.  If you stay true to that, you will ensure that you are only buying good deals.
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Ways to Connect with Us Further 

Email: brock@smartassetcapital.com 

Phone: 262-705-1130 

Website: www.SmartAssetCapital.com 

 

 

http://www.smartassetcapital.com/

