Why Invest in Real Estate?

By far themos common form of individud investing in the United States today is stocks.
Over hdf of theUS popuktion ownsstocks either directly or indirectly throughmutud funds
or retirement accounts’. Today stock ownership isdriven by employe spon®red retirement
accounts, which make owning stocks easy and automatic. Over time, stocks have proven to
bea goodinvestment, especialy if employers match contributionsin employer sponred
retirement plans(e.g. 401Kk)

In contrast, only aboutonepercent (1%) of the US popukbtion ownsreal estate investments,
in spite of thefact tha over hdf of theUS ownsahome. It isnotcommonknowedgetha
real estate investments provide excellent returnscompared to stocks and can provide a hedge
agang stock market GorrectionOthroughdiversification. Letstake alook at each of these
topics, real estate investments and diversification.

The Facts: Real Estate Investments

Since many people are familiar with stocks, the best way to present the advantages of
investingin real estate isto contrast real estate to tocks. Thecharacteristics tha separate the
two investment asset classes are discussed be ow.

CHARACTERISTICS OF REAL ESTATE AND STOCK INVESTMENTS

Finarcial leverage occurs whena comparatively small amaunt of cash
invegedcontrols alarge aset. Finarcial leverage takesthe form of aloanor
LEVERAGE other borrowings, the proceeds of which are reinvegedwith theintert to
earnagreaer rate of return thanthe cost of interes. Leveragisused
extersively by businessesto expard their operaton.

REAL ESTATE STOCKS
Example:

$1,000 invesmert Yields control of up to $10,000 Yields $1,000 asset®
asset

@ Employer sponsored retirement plansthat include company matching funds have the advantage of leverage: typically 1:1
matching, yielding a $2000 asset.

* hitp://www.businessweek.com/the thread/well spent/archives/2005/11/stock_ownership.html
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APPRECIATION

Appreciation istheincrea® in value of any assetover timeand is the amaunt
by which anassetOselling price exceeds itsinitial purchase price expressed
asapercen of its purchase price. Appreciation occurs on the total value of
the assetand not just in proportion to the amount inveded Leverage
amgifiesthe berefit of asset appreciation.

Example: REAL ESTATE STOCKS
10% appreciation on

above $1,000 Yields $1.000 gain Yields $100 gain®
invegmert

@ Employer sponsored retirement plans that include company matching funds have the advantage of leverage: with 1:1
matching, yielding a$200 gain

OTHER OPM iswhenotherspay for your invegmert in anasset, fully or in part.
PEOPLE OS
MONEY
(OPM)
REAL ESTATE STOCKS
Ei;irsgg: You pay ~10% of the assetand
lenders(OPM) pays the remaining You pay for the entire aset
~90% of the asset.
Example: Your tenants (OPM) pay your Y OU DAY VOUF EXDEMSES
Experses exper-ses _u y Xp

® Employer sponsored retirement plans that include company matching funds have the advantage of leverage. Y ou pay

50% in a 1:1 matching plan.

Inflation isthe increase in the pricesof all goods and services whichis
INFLATION . ,
HEDGE _reaiz_ed asadegea® in the purchasng power of your dollars Because of
infl ation, todayOslollarsare worth more thantomorrowOsglollars
REAL ESTATE STOCKS
Example: As adurable good, value will As afinancial instru ment, value will
Asset Value . - . . : - - :
increase, over time, asinflation decline asinflation erodesthe profits
increagsrepacemert costs. of theissuing business.
Only ~10% is pur chased with
Example: todayOgollars. Theremaining 0 . ~ @
Puchas —00% is~paid (by OPM) with 100% purchased in todayOslollars.
tomorrowOdess valuabe dollars

@ Employer sponsored retirement plans also purchase in today @ dollars
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CAPITAL GAINS

Cagptal gain isthe amount anassets selling price hasincreagd above its
initial purchase price. A realizedcaptal gain is aninvestmert that hasbeen

TAX sold ataprofit. ThelRScantaxreaizedcaptal gains.
REAL ESTATE STOCKS
Tax deferred by trarsferring cagtal
gainsto anew property, per a OD31
Example: exchange®. Whilethere arerules
Seling asset that must be followedto perform a

1031 exchange, the captal gains can
be trarsferred to a Olke kindOreal
edate property without tri ggering a
taxable event.

Taxisdue on sale®

®) |RS Tax Code 26 U.S.C. 5 1031
© Selling and buying stock within a employer sponsored retirement plan is not ataxable event

ACCESSEQUITY

Equity isthe diff ererce betweenthe market value of anassetand the claims
held against it. Unfortunately, unrealzedeaquity in anassetis not working to
make you more money. Realzedeaquity canbe usedto leverage other

assets.

Example:
Acces equity

REAL ESTATE

STOCKS

Canber efinanced, to realize
equity. Refinarcingisa
non-taxable event.

Refinancing cantake 30 to 60 days.

Must be sold, a taxable event, to
reaizethe ecuity.!”)

Seling canoccu in afew working
days.

o Borrowing from an employer sponsored retirement plan may not be a taxable event.

DEPRECIATION

Depreciation represerts a cost of ownership and the consumption of an

assets useful life.

Example:

REAL ESTATE

STOCKS

Is viewedby the IRSasan
expense.®

Depreciation istaxabe by the IRS
on sale unless deferred by OD31
exchangeQ(see Cayital Gains)

Financial instrumerts cannot be
depreciated.

® |RS Tax Code 26 U.S.C. 0 469

Tomtosean oIS

gotproperties@yellowmustanghol dings.com
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MANGEMENT | Managng your invegmertsis akey to financial succes.

REAL ESTATE STOCKS
Example: Y ou have no control other thanto
You ar ethe management and have o
. . buy or sell the stock. Theissuing
complete control over your financial ~
companyOsnanagemert controlsthe
succes. .
succes of your invegmert.
Thedifferencesin characteristics between real estate investments

and stocks can make a big differencein thereturns, asshowninthe
following two examples

Example 1:

Bad Apple Comparison

Compaisonsbeaween the historical performance of stocks and real estate usudly show that
real estate does notlooklike a great investment. This type of compaisontriesto present real

estate investm

ents and stocks on an apple-to-apple comparison basis.

A $1000investment in stocks in Januay 1963would have yielded an inflation® adjusted
return of 219%by theend of 2006,as measured by the SP500index (induding splits and

dividend9?.
thesametime

While a$1000investment in real estate'™? (buying $10000f real estate) over
period would have yielded an inflation adjugted return of 120%.

Real estate hasa 45% lessreturn than stock!!
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APl from www.bls.gov ™ www.econmagic.com ¥ financeyahoo.com
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While we will show later that thisis an incorrect compaison, it isworth taking alittletime to
review afew interesting observationsfromthis compaison. Aswe discussed earlier in the
comparison table, real estate is a durable goodtha adjugs for inflation. Thereal estate
investment out performed inflation at all times even during the high inflation years
inthe1970sand early 1980s Stocks ontheothe hand are finandal ingruments tha are hurt
by inflation when the undelying busness profits are eroded by increasing cods. Stock had
negdive returnsfor theten-year period of highinflation. Stock is not a goodhedge
against inflation! Also, stock condstently out performed real estate only during the
longest economic expandonis US history, which started in mid-1980s Prior to tha time

real estate provided comparable or better total returnsthan stock.

However, real estateinvesting is different from stocks making the @ad Appled
compaisonincorrect and misleading. The next example shows how the key difference,
leverage can make a hugedifference in thereturn.

Example 2: The Real Comparison

Using the same $1000investment as before butfor this example we use it as a 20% down
payment, just a 5:1 leverage to purchase $5,000in real estate. To keep the compaisonfair,
we will assume that the stock is bang purchased for an employe spon®red retirement plan

with 1:1 matching for atotal of $2000in stock. The inflation adjusted return for
thereal estate investment jumpsto 1000% by the end of 2006, which is

2 1/2 times greater than stock, even with a 100%head start dueto acompany®@
matching contribution!

The Real Comparison
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With a smaller down payment of 10% (a 10:1 leverage), the value jJumpsto
an amazing inflation adjusted total return of 2000%!!

These amazing returns for real edate inveging include:
8% APR Interes only mortgage (principal is not paid down)

2% Annual property tax on currert year home value
0.4% Annual insurance cost on current year homevalue
Ren: Initially 10% negative cash flow

3% per yearincrease Dstraight line
Tax deductions (19.5% rate) for mortgage interes and 30 yr depreciation

If real estate investments can gener ate such hugereturns, why
invest in stocks at all???? Theanswer isdiversification.

Don’t Put All Your Eggs in One Basket.....

Diversification of investment holdingsisthe most important principle to protect the
aveageinvestor against risk. Because someinvestmentsrise in valuewhile othersfall,
diversification smoothes out much of thevolatility of theoveral return from your investment
portfolio. Diversification bdances risk and return in a portfolio. Alongtheway, a diversified
portfolio will have less volatility, and steadier reliable returns Thisis mog commonly
known as Qlon®putall your eggsin onebasket.O

Studies have shown tha mos American stock investors bdieve in a buy-and-hold strategy
diversified over several stock classes, large, medium, small cap, foreign and domestic, value
and growth, etc. Mutud fundswere created, in pat, to allow theaverageinvestor to easily
diversify amongmany stocks withouthaving to research and track each one
Unfortunately, instead_of putting their eggsin different baskets, they are
putting different eggsin the same basket. If youtieupall of yourinvestmentsin
stocks, no matter how diverse, you are still not diversified in the sense of reduangrisk and
improving peformance.

Contact Mary Thomsen
; Cel: 949-291-2320
W@HH@WW@H@W ﬂﬂ@ﬂ[ﬁ]ﬂm Emai: gotproperties@yell owmustanghol dings.com
Web: www.yellowmustangholdings.com

Bkr #01769135
Real Estate | nvestors For Real Estate | nvestors



Informed investors diversify ther investments ove different asset classes such as bonds
cash, real estate and other alternaive investments with thegod of reduang risk by spreading
thar investments over severa investment asset classes that tend to react differently and/or at
different times to changesin theeconony; onezigs when another zags

The degree that an asset class changesrelative to another asset classin responseto
economic changesiscalled correlation. Thiscan be measured with acorrelation
coefficient tha rangesfrom+1to-1. Correlationsnear +1 tend to changein unison, when
onezigstheothe zigs and arereferred to as a postive correlation. Mog stock classes have
a podtive correlation with respect to each other. Correlationsnear -1 tend to changein
opposte directions when onezigsthe othe zags and are referred to as a negdive
correlation. Correlationsnear O tendto changein arandommanne relative to each other and
arereferred to as unarrelated. Using themonthly returnsin real estate investments and the
stock market as presented in theearlier examples, real estate investments are unoorrelated
with the monthly return from stock: a correlation coeficient of -0.018.

Real esta}e invest merlts are an effective hedge against stock
market @orrections.O

Real estate investments are an excellent and profitable addition to any investment portfolio.
More importantly, real estate is a different investment basket from stocks adding true
diversification to reduce your investment risk and create steadier returns Thereturn from
real estate investments, over time, can match or exceed the returnsfrom stock investments.
Aswe have seen, real estate investments are also agreat hedgeagang inflation.

Don@ put all your eggsin one investment basket. Real estate investments
generate an excellent return and reduce your risk by diversifying your
investmentsrelative to stock.

YelowMustang Holdingsisready to assist you in making
informed real estate investments to add to or start your
investment portfolio.

The information above has been obtained from sources believed reliable. While we do not doubt its accuracy, we have not verified it and
make no guarantee, warranty or representation about it. It is your responsibility to independently confirm its accuracy and completeness.
Any projections, opinions, assumptions, or estimates used are for example only and do not represent the current or future performance. The
value of the above information to you depends on tax and other factors, which should be evaluated by your tax, financial, and legal advisors.
Y ou and your advisors should conduct a careful, independent investigation to determine to your satisfaction the suitability of the
information for your needs.
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