CASE STUDY

[image: image1.png]Property Profile

Case Study Problem Form
NUMBER RENT PER MONTHLY ANNUAL
UNITS MONTH INCOME INCOME

1BR/2BA 3 675 2,025 24,300

2BR/1BA 4 950 3,800 45,600

3BR/2BA 3 1,175 3525 42,300

112,200

TEM EXPENSE INCOME

Potential Gross Income 112,200

Vacancy 7,896

=Effective Gross Income 104,304

+Other Income 0

=Gross Operating Income 104,304

Operating Expenses:

Real Estate Taxes 4,365

Personal Property Taxes 2,300

Property Insurance 3,500

Personnel Payroll

Off-site Management 6,300

TaxesiWorkers

comp.

Repairs & Maintenance

Administrative Expenses:

Accounting & Legal 1,500

Leasing Commissions

Advertising 950

Licenses & Permits 645

Other Professional Fees

Utiities:

Water 3400

Electricity 7,800

Gas 0

Garbage 2,500

Sewer

Cable 980

Miscellaneous:

Supplies

Grounds 750

Other 4,500

TOTAL EXPENSES: 39,480

NET OPERATING INCOME: 64,824

<LESS ANNUAL DEBT SERVICE>: <49,672>

=PRE TAX CASH FLOW: 15,152

‘The information herein, while from sources deemed reliable, should be verified by any prospect’ independent tax andior
legal counsel. Subject to prior sale, changes without notice, and withdravial.
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Financing Information


 


Available Loan:	75% Loan-to-Value


Amortization Term:	25 Years


Interest Rate:	8.25% Annually 





Case Study Property Information


 


Property Type:	10 Unit Apartment


Asking Price:	$700,000


Gross Rental Income:	$112,200


Vacancy:	7% of Gross Income


Expenses:	$39,480


Size:	15,000 Square Feet


Other Costs of Acquisition:	$5,000





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter X	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 25	





























































































































Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 26	
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Commercial Investment Module – Refer to Workbook Chapter 26	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 25	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 24	








Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 22	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 26	
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Commercial Investment Module – Refer to Workbook Chapter 26	
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Commercial Investment Module – Refer to Workbook Chapter 26	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 25	






































NPV:  The investor has to pay $171,088.20 ($195,000 - $23,911.80) at time period zero to achieve the desired 30% rate of return.





IRR:  The IRR of the cash flows is 25.11%.





Clear All Registers		ALL CLEArEd


Set One Pmt Per Yr	(	1.00 P/Y


Enter Time Period 0	�	 (	- 195,000.00 C-0


Enter Time Period 1 		25,000.00 C-1


Enter Time Period 2  		28,000.00 C-2


Enter Time Period 3 		28,000.00 C-3


Enter Time Period 4* 	 �	�		350,000.00 C-4


Solve for IRR		‘run’ 25.11 %


Enter Reinvest Rate	(	30.00 %


Solve for NPV		- 23,911.80 NPV





Steps	Keys	Display





Example:�For an investment with cash flows from the previous example, an investor has indicated a desire to purchase, but requires a 15% annual return on investment.  What should be paid at time period zero (down payment + other costs of acquisition) for the benefit of these cash flows? 





IRR From Previous Example	41.  


Enter Reinvest Rate	(	15. %


Solve for the NPV		49,101.





Down Payment + Other Costs of Acquisition:	$195,000





Cash Flows After-Tax Considerations:�	Year 1	$25,000


	Year 2	$28,000


	Year 3	$28,000


	Year 4	$29,000





Sales Proceeds After Appreciation,�Tax Considerations and Mortgage Payoff:


	Year 4	$321,000





Example:�An investor is interested in purchasing a small commercial building with an asking price of $900,000.  The building currently has 4 tenants.  From due diligence, research, and co-review with the client’s tax advisor, the following elements have been determined:





If the NPV is negative, the investment is not performing to expectation.  If the NPV is positive, the investment is exceeding the expectation. 





Steps	Keys	Display





An example from the investor's point�of view, placed in the cash-asset-cash�model, would appear as follows:





Net Present Value (NPV)


 


Net present value is defined as the amount more or less than the initial investment the investor can afford to pay at time period zero to achieve the desired rate of return.





The calculator calculates NPV by discounting the cash flows one at a time, and then adding the discounted values of future cash flows against the initial investment.  





To perform NPV, insert a “reinvestment rate” into the calculator as the (value. 





Internal Rate of Return (IRR)


 


The internal rate of return is defined as�the interest rate received for an investment consisting of positive and negative cash flows that occur at regular periods.





Final Cash Flow From Previous Example	125,000. C-4


Solve for IRR		‘run’ 41. %





Do Not Clear Calculator 





Steps	Keys	Display





Example:�Solve for IRR using cash flows entered in the previous example.





Clear All Registers		ALL CLEArEd 


Set Zero Decimals		0.


Set One Pmt Per Yr	(	1. P/Y


Enter Time Period 0	�	( 	-50,000 C-0


Enter Time Period 1		10,000 C-1


Enter Time Period 2		12,000 C-2


Enter Time Period 3		15,000  C-3


Enter Time Period 4 	�	 �		125,000 C-4 





Do Not Clear Calculator





Steps	Keys	Display





Example:�Assume an investment with the following cash flows and load them into the calculator.





Time 	Amount	Description�   0	-50,000	down payment + other costs


   1	10,000	cash flows from year 1


   2	12,000	cash flows from year 2


   3	15,000	cash flows from year 3


   4	15,000 + 110,000	cash flows from year 4 + 


		sales proceeds from year 4





Inputting Uneven Cash Flows


 


The Qualifier Plus IIIfx allows input of even or uneven cash flows that occur at regular periods in order to analyze and calculate internal rate of return (IRR) and net present value (NPV).





 “T” represents time expressed in time periods (years).


 “$” represents money paid or received at the corresponding time period.





Cash Out: The initial cash paid by the investor to control the asset.  Typically�this is the sum of the down payment plus the other costs of acquisition.


 	


Cash Flows: Cash flows from operations of the holding term of the investment.�Can be either positive or negative.


 	


Cash In:  The cash received by the investor at the sale of the asset. Cash flows in this portion of the investment lifecycles are composed of two parts:  Cash flows from operations in the year�of sale plus the proceeds from the sale.  





T	$


0	-100,000


1	25,000


2	14,000


3	-8,0000 + 450,000 = 442,000





Down payment:	-100,000	Cash


Cash flows from operations year 1:	25,000	Asset


Cash flows from operations year 2:	14,000	Asset


Cash flows from operations year 3:	-8,000	Asset


Cash flows from the sale in year 3:	450,000	Cash





In the world of investments, (real estate�or otherwise), investors can measure the financial benefits of an investment with a fundamental component:  cash flows.





Cash-Asset-Cash Model





When we analyze the cash flows from an investment, a simple and effective tool is available to the investment professional.  We call it the “cash-asset-cash model”.  The cash-asset-cash model assumes every investment has a “lifecycle”:  It has a beginning (cash), a middle (asset), and an end (cash). 





Clear All Registers		ALL CLEArEd


Enter NOI		74,000


Divide by Desired Cap	((	0.09


Find Cap Rate		822,222.22 





Example:�An investor says that he won’t buy on anything “less than a 9 cap”.  A property has been located with an NOI of $74,000.   How much can the investor pay for the property? 





Steps	Keys	Display





The lower the cap, the higher the price


The higher the cap, the lower the price





 


The Cap Rate Equation: 





	Price	=	    NOI   .      


			Cap Rate 





Capitalization Rate (Cap Rate)  





The "cap" (capitalization) rate technique is used to determine what should be paid today for the perpetual benefit of an income stream.  The term “rate” denotes a number less than 1.  In other words a “10 cap” is really 10% or 0.10.





The cost per square foot is $22.96. 





Clear All Registers		ALL CLEArEd


Enter Square Feet		43,560


Multiply by Acres	(	52,272.00


Store in Memory 1	(	52,272.00 M-1


Clear Display		0.00


Enter Price		1,200,000.00


Divide by Sq Footage	((	52,272.00 M-1


Find Cost Per Sq Ft		22.96 





Example:�A developer is interested in a piece of land at $1,200,000.  The assessor’s record shows the land to be 1.2 acres (43,560 square feet in an acre).   What is the cost per square foot of the land? 





Steps	Keys	Display





Cost per S.F.	 Total Costs		Number of Square Feet 





Cost Per Square Foot


 


In the investment side of the business, costs per square foot are almost always used in relationship to land, but can also be applied to improvements (buildings). 





The GRM is 9.52. 





Clear All Registers		ALL CLEArEd


Enter Total Price		600,000


Divide by Potential Inc	(	63,000


Find GRM		9.52 





Example:�The asking price of the property from the previous example is $600,000.  Analysis of the PPF shows that the potential gross income is $63,000.  What is the GRM?





Steps	Keys	Display





Gross Rent  	Total Price


Multiplier	    Potential Gross Income 


	(no vacancy, no expenses) 





Gross Rent Multiplier (GRM)


 


GRM is a rule of thumb normally used in the apartment (multi-family) side of the business.  It is simply the number of years of gross rent required to recapture the purchase price. 





The cash-on-cash is 5.48%. 





Cash-on-Cash (C/C) Model:


 


The cash-on-cash model shows the ratio of the investor's total costs of acquisition to the property's cash flows.





Total costs of acquisition include down payment plus all other costs including legal fees, commissions, engineering, permits, etc.





Add Down and Costs	�		155,000.00


Store in Memory 2	(	155,000.00 M-2


Recall Memory 1	(	8,500.00 M-1 


Divide Mem1 by Mem2	((	0.05


Display Value		0.0548





Steps	Keys	Display





Clear All Registers		ALL CLEArEd


Enter NOI 		45,000


Subtract Ann Debt	(	8,500.00


Store in Memory 1	(	8,500.00 M-1


Clear Display		0.00





The Property Profile Form�


The Property Profile Form (PPF) is where the analysis of cash flow begins. 


 


The Form, in various applications, is used by everyone in the investment real estate world:  investors, brokers, lenders, appraisers...


 


The PPF can be "actual" or "projected".





Example:�An investor is considering a property with a�Net Operating Income (NOI) of $45,000.  It has been determined that a loan with an annual payment (P+I) of $36,500 is available.  The down payment required is $150,000.  Other costs of acquisition will include closing costs, legal, and accounting of $5,000. What is the cash-on-cash? 





Steps	Keys	Display





Pre-Tax	PTCF           		 


Cash-on-Cash  	Initial Investment	


	





	Down 		Other	


	Payment 	+	Cost of Acquisition





Investor Information


 


Desired Cap Rate:	9.5%


Desired Return on Equity:	13%


Available Funds:	$250,000





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 24	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 24	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 24	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 23	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 25	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 24	
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Commercial Investment Module – Refer to Workbook Chapter 24	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 24	
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Commercial Investment Module – Refer to Workbook Chapter 24	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 24	





Qualifier Plus® Training Program 


Commercial Investment Module – Refer to Workbook Chapter 23	

















The price can be no more than $822,222 to preserve the desired 9% cap rate. 
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