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Deal Analyzer for Rentals

While this spreadsheet might look very complicated to you at first glance, once you have the opportunity 
to work through it using this manual, you’ll see that it’s actually quite simple and straightforward, 
providing you with all the information you’ll need to analyze a rental property deal right at your fingertips.

Introduction

The Deal Analyzer for Rentals is a tool that will allow you to analyze any rental property quickly and 
effectively by inputting a few simple numbers. This Microsoft Excel spreadsheet was specifically designed 
to work for single or multi-family residential rental properties up to 10 units in size. However, there really 
are no limits to what kind of property you can plug into the Deal Analyzer for Rentals.

If you take a look at the Deal Analyzer for Rentals, you’ll quickly notice that some of the numbers are 
colored yellow. When you see a yellow number, this is a signal that these are figures you’ll be inputting 
specifically for your deal. Any field that is not highlighted yellow is a calculation-based field and 
will not change—the functions are already in there for you.

By inputting just a handful of numbers, the Deal Analyzer for Rentals will provide you with the key 
information to help you analyze your cash flow rental property deals, including:

− Gross Rent Multiplier
− Net Income Multiplier
− Cap Rate
− Present Market Value
− Cash-on-Cash Return
− Total Operating Expense

− Gross Operating Income
− Net Operating Income
− Operating Expense Ratio
− Return on Equity
− And much more…
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The Four Ways to Profit from Real Estate

Investing in real estate offers plenty of advantages to investors. There are four specific ways, however, 
that you can profit from investing in real estate. These four ways include:

• Cash flow. Let’s say you’ve got a rental property with a tenant who pays you $1,500 a month. Your
expenses—including your mortgage, property taxes, utilities, and trash—total $900 a month. The
difference between the money that flows into your hands ($1,500 a month) and the money that
flows out ($900 a month) is called cash flow. In this case the cash flow is $600. Cash flow can be
either positive or negative. When it’s positive, the property is “cash-flowing” and generating
passive income for you—the key to becoming truly wealthy.

• Appreciation. This is the growth in value of a particular property, and it is the second-most-
important way for you to profit from real estate after the passive income generated by positive
cash flow. Generally, investments grow in value over time. The real estate market may go through
short-term ups and downs, but in the long run real estate can almost always be counted on to
increase in value. This growth can be due to both internal factors (for example, if you rehab the
property, increasing its appeal to prospective renters) and external factors (for example, inflation
in the general economy pushes up prices for all housing).

• Loan amortization. The gradual paying off of a bank loan over time is called loan amortization.
When you borrow money from the bank to buy real estate, you only need to put down a relatively
small portion of the total price of the property—the bank provides the difference necessary to
buy the property. So, in the case of a $400,000 house, you might use $80,000 of your own funds as
a down payment, and borrow the remaining $320,000 from a bank. When you’ve got a tenant in
your rental property, then his or her monthly rent checks are actually paying the mortgage for
you, enabling you to profit from the passive income generated by your real estate investment.

• Tax shelter. Real estate investments offer a variety of tax advantages that can serve both to
shelter some portion of the passive income generated by the property itself, and the property
owner’s other income. Mortgage interest, depreciation, and operating expenses are all deductible
expenses that can potentially reduce your tax burden and shelter your income.

Introduction

Helpful Tip!
Not every real estate investment is going to provide you with 
the same financial returns. Some properties may generate 
more cash flow than average, while others will show more 
appreciation over time. Be smart, do your due diligence when 
you’re considering a rental investment, and make sure that the 
kind of returns it offers are consistent with your own goals 
as a real estate investor.
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Gathering Needed Data

When you run the Deal Analyzer for Rentals to work a financial analysis on your own deals, it’s critically 
important that the numbers you input are accurate. There’s an old saying that applies here: Garbage in, 
garbage out. Do your due diligence and make sure you’ve got your numbers right!

This is particularly important with multi-family properties with 4+ units as deals of this size are typically 
larger, making it easier for unscrupulous sellers to hide important negative information and flaws from 
prospective buyers. 

Here are some of the best sources to find the data you’ll need to run an accurate financial analysis on an 
income-producing property:

− Property-related data (property tax card)
− Past utility bills
− Tax bills
− Past leases
− Comparable lease rates in the area
− Comparable sales in the area
− Finding “market” cap rates

You need to be like a detective—deliberately seeking out and finding variances in the numbers of what 
you are buying versus what the typical numbers are for your local market. For example, by comparing 
Expense Ratios, you may uncover sudden changes that could mean a large repair is on the way that 
will cost the new buyer dearly—making the property less profitable and therefore less desirable as an 
investment.

Get the facts before you purchase any property—this is the first step in making a good buying decision.

How to Use This Manual

This manual is designed to break up a complicated rental analysis into individual modules, with the 
goal that by the time you reach the last page, you will have an understanding of the most important 
information provided in this rental analysis and the terminology involved. You will know how to use and 
apply the Deal Analyzer for Rentals to your own deals.

The pages that follow will walk you through the key parts of the Deal Analyzer for Rentals, including:

− Section 1: Inputs
− Section 2: Core Numbers
− Section 3: First-Year Operating Projection
− Section 4: Five-Year Operating Projection

Introduction
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Introduction

Within each one of these sections, we will explain why each is relevant and define some of the most 
important factors that you’ll need to perform a solid financial analysis of a rental real estate deal. Use 
the Deal Analyzer for Rentals pullout spreadsheet at the front of this manual to keep track of the 
sections as we work through them. The pertinent sections are outlined in red and labeled for your 
reference.

Avoid the temptation to jump ahead and start plugging numbers into the Deal Analyzer for Rentals 
before you work through each of the sections in this manual. You may not have an understanding of 
what all the different calculations mean or where they are in the Deal Analyzer for Rentals. Take your time 
and work through this manual one step at a time.

To help make the Deal Analyzer for Rentals real for you, we will use a case study:  Hemphill Street. The 
numbers for this property have been pre-loaded into the Deal Analyzer for Rentals. Hemphill Street is a 
10-unit apartment complex in Charlotte, NC, with a total square footage of 8,918. This case study will
serve as your example and practice problem throughout this manual, and you should plan to become
familiar with how it works. This will make working your own property through the Deal Analyzer for
Rentals much faster and easier.

Helpful Tip!
While the Deal Analyzer for Rentals makes working 
through the analysis relatively quick and easy, it’s still 
important that you fully understand the calculations and 
projections that are working behind the scenes as you 
run the spreadsheet.

Remember!
You can run any "what if" scenarios you like with 
the Deal Analyzer for Rentals. Simply pick a value 
and change it—you’ll quickly see the impact that, 
for example, a higher vacancy rate will have on the 
long-term viability of a particular cash-flow rental 
investment property.
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Deal Analyzer for Rentals

Section 1: Inputs

Before you decide whether or not to buy and hold a property, 
you will first run a complete financial analysis to (1) determine 
if the property meets your financial goals, and (2) compare the 
property you’re interested in buying with other properties on the 
market. Completing this analysis, however, requires gathering a 
variety of data (inputs).

In this section of the Deal Analyzer for Rentals manual, we’ll walk 
through the most important of these inputs, explaining:

− What the input is
− Why it’s important
− Where to get it

Inputs

You will find the following key inputs in the upper left-hand corner of the spreadsheet (the area labeled 
“1-1” and outlined in RED in the spreadsheet at the front of this manual): Leverage, Appreciation, and Market 
Cap Rate. Here’s a description of each of these inputs, why they are important, and the values for the 
Hemphill Street case study.

Leverage
Leverage (expressed in a percentage) is the amount of cash in the deal that you’re getting in the form of 
a loan. The less of your own money you put into a deal, the more leverage you have, and the more of your 
own money you can put to work on other acquisitions. This input can be anything from 0-100%, 
depending on how much of your own cash you decide to put down, and how much cash you get by way of 
a loan. In the Hemphill Street case study that we are using in this manual, the buyer has put down 25% of 
the purchase price of $400,000 from his own funds ($100,000), while obtaining a loan for the remaining 
75% of the purchase price ($300,000).

Helpful Tip!
The inputs required to conduct a comparative analysis 
of a property against other acquisition options are 
highlighted in YELLOW in the Deal Analyzer for Rentals 
spreadsheet. Do not change any of the other numbers, or 
the results listed may no longer be accurate.
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Appreciation
As an investor, you’re going to want to know how quickly and how much your property can be 
expected to appreciate, that is, its future increase in value. You will need to learn your local market 
to determine an adequate appreciation rate. Start by asking real estate agents in your area as well as the 
listing agent. This figure has nothing to do with increased rents over time—it is strictly the increase in 
value of the property itself. If you are uncertain exactly what rate to use, err on the side of caution and use 
a lower number instead of a higher number. We assume a 5% annual Appreciation Rate for the Hemphill 
Street property.

Market Cap Rate
Cap Rates estimate the value of your net operating income relative to your purchase price. The market 
cap rate is the average cap rate for your area and has nothing to do with the subject property. The rate 
varies depending on the area, and what other properties in the area are doing. One part of the country, 
say Memphis, could have a Market Cap Rate of 11-12%, while another area might be lower, say 8%. You’ll 
need to do some legwork here to get the correct rate. Plan to communicate with agents, rental 
management companies, and other investors in your area to get the figure for your area if you don’t 
already have it. The Market Cap Rate is set at 10% for the Hemphill Street case study.

First-Year Operating Projection

The First Year Operating Projection section of the Deal Analyzer 
for Rentals (the area labeled “1-2” and outlined in red in the 
pullout spreadsheet at the front of this manual) includes the 
following key inputs:  Gross Scheduled Income/Net Rents, 
Vacancies, Utilities, Property Management % of Gross Rents, and 
Repairs and Maintenance. Here’s a description of each 
of these inputs, why it’s important, and the values for the 
Hemphill Street case study.

Gross Scheduled Income/Net Rents
Gross Scheduled Income/Net Rents is the annual amount of rent that you expect to collect from your 
tenants before expenses are deducted. This figure assumes a best-case scenario with an Occupancy Rate of 
100% and no Vacancies. (We’ll reduce that number in the next input, Vacancies.) This information will be 
provided to you in the listing by the agent. The higher your Gross Scheduled Income/Net Rents the better 
as it will result in a more favorable Net Operating Income, Cash Flow, and Return on Equity.

In some of the calculations we do, the percentages are going to be based on the best-case scenario. 
You never know, however, what scenario you’re buying into. Perhaps the complex is currently at 70% 
occupancy but you think you’ll be able to push it up to 85% occupancy as soon as you complete the 
purchase, make some renovations, and do some additional marketing. You want to know what your total 
best-case scenario is going to be so you can create a range. In the Hemphill Street case study, Gross 
Scheduled Income/Net Rents is $60,000.

Section 1: Inputs
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Vacancies
The vast majority of rental properties are going to have Vacancies from time to time, that is, empty 
units that aren’t paying you rent. You will want to gather the current lease information for all tenants 
and determine how soon you will have Vacancies. This information will be provided to you in the listing 
by the agent, but be sure to use a number that you are comfortable with based on what the area, the 
demographics, and your own experience dictate. Err on the side of caution when you select a rate for 
Vacancies. As Fortune Builders suggests that you hire professional property managers to help manage 
your property, you should be able to get historical vacancy data from them about your local area and plug 
that percentage into the Deal Analyzer for Rentals. So for this example, it is set at 8%. The rate for 
Vacancies is set at 8% in the Hemphill Street example, which represents an expense against Gross 
Scheduled Income/Net Rents of $4,800 in the first year. 

Utilities
Unlike single-family homes where the tenant pays for many, if not all the of the utilities—with multi-
unit properties, you typically will have to pay for utilities such as water, sewer, trash, gas, and 
electricity. Again, a professional property manager in the area will be able to provide you with accurate 
data on the exact amount to set aside per month for utilities on a specific property. However, in this case, 
we have calculated 5% for the first year. 

The fee you pay for Property Management varies considerably from firm to firm, who our rental 
manager is and how good they are. If you’re self-managing the property, the number you input will be 
0. When you hire a firm to manage your rental property for you, it’s likely that the payments you make to
them will be based on a percentage of the Gross Rents that they collect on your behalf, and this is how it
is calculated by the Deal Analyzer for Rentals. The number you input here could be anything from as low
as 5% up to a high of about 20%. In the Hemphill Street example, the Property Management % of Gross
Rents is set at 8.0%, which works out to an annual amount of $4,416.

Repairs and Maintenance
It’s very important that you adjust the Repairs and Maintenance estimate according to the inspection 
report findings as well as the age of the unit. This variable could go in many directions and can have a 
major impact on your bottom line. That is why having accurate data from either a local property manager 
who has managed similar properties or doing market research and talking with other buy and hold 
investors with similar properties in the area to get an accurate representation of what to set aside 
monthly for maintenance is key. For Hemphill Street, we have used an estimate of roughly 5% of the 
Gross Rents collected.

Section 1: Inputs
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Section 2: Core Numbers

The Comparative Analysis portion of the Deal Analyzer for 
Rentals contains what we call the “Core Numbers”—the 
information you’ll use to compare one investment property 
to another. This will provide you with an objective measure 
of whether one deal is better than another—at least from a 
purely financial point of view.

Comparative Analysis
The Core Numbers in this section (the area labeled “2-1” and 
outlined in red in the pullout spreadsheet at the front of this manual) include: Gross Rent Multiplier, Net 
Income Multiplier, Cap Rate, Present Market Value, and Cash-on-Cash Return 1st Year. Here’s a description of 
each of these core numbers, why it’s important, and the values for the Hemphill Street case study.

Gross Rent Multiplier (GRM)
The Gross Rent Multiplier provides an estimate of the amount of time it would take for you to pay 
for the property if you applied all the gross rents to the purchase. This number gives you a quick, 
general valuation of the property by comparing Rents with Gross Scheduled Income.  In the case of 
Hemphill Street, the GRM accounts for 15%. The GRM is a good way to evaluate a rental property 
compared to others; however, the target GRM will depend on what your individual investment objective 
is. Although a lower GRM is better—if an investor is looking for steady cash flow in an appreciating area 
that has high-quality assets, then the GRM may be higher than in an area that is not appreciating as 
much, is in a lower quality neighborhood but provides higher initial rates of return. While the GRM may 
be lower in certain areas, maintenance numbers may be higher and therefore the true return of a 
property will be affected. The GRM must be taken into account with other factors and combined with an 
individual investors investment objective to determine whether a property is a fit for their portfolio. 

Net Income Multiplier (NIM)
The Net Income Multiplier is used to find a fair purchase or sales price, and it is a good alternative 
to Cap Rate in your Comparative Analysis. Like Gross Rent Multiplier, Net Income Multiplier gives you 
a quick, general valuation of the property. Cap Rate, which we will discuss next, is the industry standard 
for valuation and more commonly used, but it is still important to calculate Net Income Multiplier for 
those individuals who predominately use that calculation. In our calculation of Net Income Multiplier, 
we have used the Market Cap Rate instead of the actual Cap Rate. This will allow us to find Fair Market 
Value (FMV) in a future calculation. There isn’t a typical range of NIM rates—it’s all relative to the area in 
which you are buying. The lower the rate the better. To calculate this rate, divide the Cap Rate by 1 
(NIM = 1 / Capitalization Rate). 

s all relative to the area in which 
The NIM for Mayweather Avenue is 13.33%.

The Cap Rate is an estimate of the value of your Net Operating Income relative to your Purchase 
Price. This is typically the first number that buyers look at to get a projected return, and it’s particularly 
important because it is the basis of many other numbers in the Deal Analyzer for Rentals. From an 
investor’s perspective, the higher the Cap Rate the better. The Cap Rate for Hemphill Street can be 
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Cash-on-Cash Return 1st Year
Cash-on-Cash Return is your return on your initial investment in the property. It is a very popular 
calculation for rental real estate investors and it is done only for the first year of a deal. The calculation 
quickly gets too complicated if you try to run it beyond the first year and therefore loses its usefulness. 
Cash-on-Cash Return 1st Year for the Hemphill Street property is 9%.

Section 2: Core Numbers

Cap (Capitalization) Rate
The Cap Rate for Hemphill Street can be calculated by dividing the Net Operating Income of $38,653 by 
the Purchase Price of $400,000 which results in a rate of 9.66%.

Present Market Value (PMV) 
PMV is an estimate of the current market value of a property based on market trends. This valuation 
will quickly help you decide whether to pursue an opportunity or walk away. Use this function as you 
would any real estate evaluation website, such as Zillow, that compiles raw data to find a valuation. PMV 
does not adjust for intrinsic values buyers may have when purchasing a property—it is based solely on 
financial numbers in the marketplace. Other names that may be used synonymously with PMV are Fair 
Market Value and Current Market Value. The PMV of Hemphill Street is the Net Income Multiplier of 10.00 
multiplied by the Net Operating Income of $38,653, totalling $386,530. 

Helpful Tip!
PMV should not be used to solely determine the value of  
a property. It merely gives you a glimpse of what the sales 
price should be according to a few rental calculations. 



15Deal Analyzer for Rentals

D
eal A

nalyser
for Rentals

Section 3: First-Year Operating
Projection

The First-Year Operating Projection section of the Deal Analyzer 
for Rentals (the area labeled “3-1” and outlined in red in the 
pullout spreadsheet at the front of this manual) provides 
you with estimates of Rent Income and all major Operating 
Expenses (Vacancies, Advertising, Cleaning, Insurance, etc.) for 
the first year of your prospective deal.

In addition, this section of the Deal Analyzer for Rentals will 
provide you with a variety of useful financial calculations for 
the first year of your deal, including Total Operating Expense, 
Gross Operating Income, Net Operating Income, Operating Expense Ratio, and Return on Equity.

First-Year Operating Projection

Here’s a description of each of these calculations in the First-Year Operating Projection, some tips on their 
use, and the values for the Hemphill Street case study.

Total Operating Expense
Total Operating Expense is the total of all Operating Expenses for the first year. In the case of 
Hemphill Street, this number is $16,547 for the first year. 

Gross Operating Income
Gross Operating Income is Gross Scheduled Income/Net Rents minus Vacancies for 
the first year. In the Hemphill Street example, this is $60,000 minus $4,800 for a total first year 
Gross Operating Income of $55,200.

Net Operating Income
Net Operating Income is Gross Operating Income minus Total Operating Expense for the first year. 
Many people make the mistake of subtracting Vacancies twice. Remember: it is already accounted for 
when calculating Gross Operating Income. In the case of Hemphill Street, this number is $55,200 minus 
$16,547 for a total Net Operating Income of $38,653 in the first year.

Helpful Tip!
Total Operating Expense does not include Vacancies. 
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Operating Expense Ratio
The Operating Expense Ratio is your expenses versus your income for the first year of your 
acquisition. Banks like to use this ratio when they decide whether or not to lend money on a property. 
This calculation will give you a quick glimpse at how much of your projected income you will be putting 
toward expenses. What’s particularly handy about the formula is that you can run it on your total project 
expenses or run it on individual expenses, such as Advertising or Insurance. The Operating Expense Ratio 
of the Hemphill Street property is the Total Operating Expense of $16,547 divided by Gross Operating 
Income of $55,200, equaling 29.98%.

Return on Equity
Return on Equity is the ratio of your After Tax Cash Flow for the first year to the original amount of 
money you personally invested in the deal, that is, your down payment. It provides you with 
a quick measure of the performance of your original investment in the property. Although Return on 
Equity is usually used for analyzing securities investments, some investors also like to apply it to real estate 
investments. The Return on Equity for the Hemphill Street property is: After Tax Cash Flow of  $6,297.57 
divided by Down Payment of $104,000 equals 6.06%.

Section 3: First-Year Operating Projection
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Section 4: Five-Year Operating
Projection

The Five-Year Operating Projection provides you with 
estimates of Rent Income and all major Operating Expenses 
(Vacancies, Advertising, Cleaning, Insurance, etc.) for the 
first five years of your prospective deal. In addition, this part 
of the Deal Analyzer for Rentals performs a variety of useful 
financial calculations, including Debt Coverage Ratio, and 
Break Even Ratio.

The Rate of Return After 5 Years section of the Deal Analyzer 
for Rentals provides calculations for Net Proceeds of Sale, 
Internal Rate of Return (After Tax), and more. You can also 
calculate Discounted Cash Flow using the “DCF” tab at the bottom of the Deal Analyzer for Rentals.

Five-Year Operating Projection

The Five-Year Operating Projection section of the Deal Analyzer for Rentals (the area labeled “4-1” and 
outlined in red in the pullout spreadsheet at the front of this manual) loaded with the Hemphill Street case 
study (pictured above) includes the following key calculations: Debt Coverage Ratio and Break Even Ratio. 
Here’s a description of each of these calculations, why it’s important, and the values for this case study.

Debt Coverage Ratio
Debt Coverage Ratio is an indication of your ability to cover your debt, represented by Net 
Operating Income divided by the property’s Annual Debt Service (Principal and Interest). If you’re 
trying to get a bank loan, you’ll want to take a close look at Debt Coverage Ratio because banks consider it 
when making a lending decision—they want to make sure that your income will cover your expenses with 
some cushion to allow you some margin for error. Your lender will be able to give you a more accurate 
estimate of what they are looking for, but typically they would like to see a ratio of 1.2 or more—the higher 
the better. You can determine what ranges and criteria your bank applies by calling them up and asking. 
They will be happy to provide you with the ratio they are looking for when making a loan.

The Debt Coverage Ratio (Years 1-5) for the Hemphill Street property is:

• Year 1: 1.34
• Year 2: 1.39
• Year 3: 1.44
• Year 4: 1.49
• Year 5: 1.55
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Break Even Ratio
Break Even Ratio is the ratio of Operating Expenses and Debt Service to Gross Operating Income 
for each year in the Five Year Operating Projection. If you’re trying to get a loan, you’ll want to look at 
this ratio because banks also consider it when making a lending decision. Generally, banks will want to 
see a Break Even Ratio of 85% or less—the lower the better. You can determine what ranges and criteria 
your bank applies by calling them up and asking. They will be happy to provide you with the ratio they are 
looking for when making a loan.

The Break Even Ratio (Years 1-5) for the Hemphill Street property is:

• Year 1: 0.91
• Year 2: 0.92
• Year 3: 0.92
• Year 4: 0.93
• Year 5: 0.94

Rate of Return After 5 Years

The Rate of Return After 5 Years section of the Deal Analyzer for Rentals (the area labeled “4-2” and 
outlined in red in the pullout spreadsheet at the front of this manual) includes the following key 
calculations: Net Proceeds of Sale and Internal Rate of Return (After Tax). Here’s a description of each of these 
calculations, why it’s important, and the values for the Hemphill Street case study.

Net Proceeds of Sale
Net Proceeds of Sale is the amount of cash you will pocket when the property is sold. It is an estimate 
based on the appreciation rate that was entered in Section 1 of the Deal Analyzer for Rentals. In the 
Hemphill Street example, Net Proceeds of Sale is $237,118.87. 

Internal Rate of Return (After Tax)
Internal Rate of Return (After Tax) is the rate of growth your property is expected to generate over time, 
reduced by the amount of Federal Income Taxes you will pay during the five-year period. The 
Internal Rate of Return is calculated both as a Before- and After-Tax Value. When speaking with another 
investor, the norm is to reference the Before-Tax Value. You may want to know the After-Tax Value for your 
own internal use. In the Hemphill Street example, Internal Rate of Return (After Tax) is 20%. 

Section 4: Five-Year Operating Projection
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Deal Analyzer for Rentals

Wrap Up

The Deal Analyzer for Rentals is an extremely powerful tool for quickly and easily performing a full 
financial analysis on any property of interest. With minimal inputs—easily obtainable through real 
estate listings, property tax cards, sellers, and a little due diligence, the Deal Analyzer for Rentals will 
automatically calculate a variety of financial measures for you.

Take time to run the numbers before you sign any purchase agreements. If the numbers don’t meet 
your requirements, then you’ve got the information you need to make an informed decision. However, 
if the numbers meet or exceed your requirements, then you’ve got all the information you need to make 
the right deal for you.
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Glossary of Key Terms

Rule of 72 – The number of years it will take your property to double in value. 72/Rate of Growth

PV of a Future Cash Flow – A prediction of current value found by discounting a future sales price.

Gross Rent Multiplier – “GRM” The ratio of the Market Value (often purchase price) of a real estate 
investment to its annual rental income before expenses (GSI).

Gross Scheduled Income – “GSI”  Total income you would make on all rentable units assuming no 
vacancies. Best-case scenario.

Credit Loss – Income lost because a unit has gone vacant or because of nonpayment.  Also called 
Vacancy Loss.

Gross Operating Income – The property’s total “Gross” income minus your credit loss.  GSI-Credit Loss

Net Operating Income – “NOI” A property’s income after subtracting out credit loss and operating 
expenses.

Capitalization Rate – “Cap Rate” A rate that compares a property’s market value to Net Operating 
Income. NOI/Market Value

Net Income Multiplier – “NIM” A factor that is multiplied by NOI to give an estimate of Current Market 
Value. 1/Cap Rate

Taxable Income – All income that will be federally taxed after tax adjustments have been made.

Cash-on-Cash Return – A percentage of the initial amount invested (down payment) and cash flow 
before taxes. CFBT/Cash Invested

Net Present Value – “NPV” Present value of ALL future cash flows minus the initial investment. PV of 
Future Cash Flows – Initial Cash Investment

Profitability Index – “PI” Ratio between PV and initial investment. Present Value of Future Cash 
Flows/Initial Cash Investments

Internal Rate of Return – “IRR” Rate of return used to measure and compare the profitability of 
investments



21 Deal Analyzer for Rentals

D
ea

l A
na

ly
ze

r
fo

r R
en

ta
ls

Operating Expense Ratio – Ratio of expenses to gross income, vacancies do not apply.  Operating 
Expense/Gross Operating Income

Debt Coverage Ratio – “DCR” Cash available to cover mortgage principal, mortgage interest, and 
lease payments. The higher the ratio the easier it is to get a loan. The bank wants to know that if a lot 
goes wrong, you will still be able to pay the loan.

Break Even Ratio – “BEP” Break even point as it’ s sometimes called. The point at which costs and 
expenses are equal. Another lending tool commonly used where they want to see 85% or less.

Return on Equity – “ROE” This is the earned amount shown as a percentage of cash flow after taxes to 
the initial cash you invested. More common with stocks, bonds, and other investments where you 
have shareholders and dividends.

Loan to Value – “LTV” Common valuation determining the amount you will have to initially invest 
in a property. Commercial properties typically have an LTV of 70% or less versus residential which 
typically requires only 20% down.

Balloon Payment – A point in time when a loan balance becomes due in full. For example, you could 
have a standard 20-30 year note with a 15-year balloon, meaning you have to pay the remaining 
balance in full at the 15-year mark.

Adjusted Basis – Purchase price reduced by depreciation deductions and increased by capital 
expenditures. This a tax/accounting-related item.

Depreciation – The amount of tax deduction a property owner can take. For commercial property we 
depreciate over 39 years, and for residential 27.5 years.

Gain on Sale – Taxable Gain on Sale is a better definition. It’s the taxable profit made after selling 
your property.

Gross Building Area – Building’s total floor area. It includes elevator shafts, utility rooms, and 
basement space.

Usable Square Footage – “USF” This is the space within the tenant’s “demising walls.” Public 
“common areas” do not count.

Rentable Square Footage – “RSF” This is what the tenant’s rent is based on.

Net Rentable Area – “NRA” Consists of USF + a small percentage of the common area.

Glossary of Key Terms
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