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To riff off those snazzy EF Hutton commercials from the
70s and 80s - When Warren Buffett talks, people listen.

Last month, while appearing on CNBC's Squawk Box,
Buffett pointed to the US housing market as a sound
investment opportunity: 
"If I had a way of buying a couple hundred thousand
single-family homes... I would load up on them... it's a
very attractive asset class now. I could buy...them at
distressed prices and find renters and ... [take a]
mortgage, it's a leveraged way of owning a very cheap
asset and I think that's as attractive of an investment as
you can make."

The trend of "fix and flip has been in practice for several
years. But, "fix and rent" is a whole new game that is
percolating.

Jan Brzeski, principal of Arixa Capital Advisors, a real
estate investment group in Los Angeles, says that
entrepreneurs have been the first group to seize such
opportunities.

So, why are they an attractive investment?

According to a report by Amherst Securities Group, there
will be about 10 million foreclosures over the next six
years.

"The banks are the ultimate motivated sellers," says
Brzeski. "They have no interest in owning single family
homes; they want to stay out of the business of owning
single family homes and having to deal with them. So they
are in a position of really wanting to sell badly."

Brzeski says there is capital flowing into the market, but
it's somewhat restricted because "the big Wall Street
investment firms that normally pounce on any
opportunity with lots of capital have a hard time accessing
this market. They can't quite figure out how to invest in it
on a scale that is exciting for them. So as a result, it's
supply and demand."

These entrepreneurs who have sized up the market tend
to be small scale local operators, which translates into
prices being low for buyers.

But, Brzeski says that big private equity houses have also
begun to understand the opportunities. He sees many
setting up operations to buy single family homes on a
large scale at present.

"They view this as a possible repeat of what happened in
the early and mid 1990s when the FDIC liquidated the
assets of the savings and loans that had failed," Brzeski
explains. "And that is a very historic moment in the real
estate zeitgeist. Everyone now knows that that was the
buying opportunity of [that particular] generation. And
many people are predicting that now we are at a similar
point in time where this is the real estate buying
opportunity for this generation.
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Another big factor is that the government is talking about
selling thousands of homes and restricting them to being
rentals

On the rental side of the spectrum, which, Brzeski points
out is one option for buyers seeking a return, the good
news is there is a lot of demand for renters.

One of the main reasons, explains Brzeski, is if people lose
a house, their credit is, of course, not good anymore so
they can't qualify to buy another house. But they don't
want to live in an apartment building because they have
been living in a house and they prefer having a yard and
they probably have kids in school and need a house. This
means they are going to end up renting houses.

"So you've got almost a perfect storm for investment in
single family homes right now," says Brzeski.

Arixa Capital has launched two funds catering to the
space, the Arixa Fund I, LLC and the Arixa Fund II, LLC.

For the first fund, which was created two years ago, the
goal is steady incoming and maintaining the maximum
margin of safety possible, which, Brzeski says is consistent
with a high single digit net return after fees.

Arixa Fund 2 II, which launched a few weeks ago, is
aiming for higher returns, he says.

"In the second fund, instead of just lending to these
operators while they are 'fixing and flipping' properties,
we are entering into a partnership with the best operators
that we have met over the years. And they want to create a
portfolio of rental houses. So we are providing capital,
alongside their own capital to do that," Brzeski says.

The goal is to generate quarterly distribution, but Brzeski
points out that when the properties ultimately get sold -
once the market strengthens - the firm believes there will
also be substantial capital gains.

This makes it a very attractive proposition for high net
worth investors.

"I sometimes look at it as a horizontal multi family
strategy," he says. "A lot of high net worth investors
understand the benefits of investing in apartment
buildings. In fact, many of them probably own apartment
buildings. What we are doing is creating something with
similar characteristics of investing in apartment
buildings, but it's actually much stronger economics,
because every wealthy person would like to buy an
apartment building if they can - it's the most popular
commercial real estate investment there is - I  think it 's a
bit of a bubble almost. There's so much interest in
apartments that the pricing is very high. But, if you
assemble your own horizontal multi family portfolio by
working like what we are doing, you can come in and get
in on a much better cost basis, with a lot more built in
profits. And a lot higher yield and better appreciation as
well."

The fund accepts accredited investors with a minimum
investment of $100,000 in each.

In terms of returns, Brzeski says if investors want to be on
the lending side, 8%-9% after fees is "very achievable
right now." When it is the case of actually participating
and owning the properties, a current return of 6-7% is
achievable, but he points out that a total return into the
low teens is very achievable as well when you factor in the
capital gains.

"And that's not assuming the market recovers strongly
and heads up strongly, that's just assuming the market
kind of grows just a little bit every year. And the reason
that the returns are so strong is because there is a lot of
value that is created up front when buying properties
from banks off of their balance sheet, because they are so
motivated," he adds.


