
4/1/2017

1

Buying 
Rental 

Property

Buying Rental 
Property

Truly Wealthy

Two Magic Numbers

Other Rental Property Considerations

Financing

Types of Properties

Millionaire?
Million dollars in real estate?

Million dollars in equity in real estate?

Million dollars in income?

Million dollars in cash?
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Truly Wealthy
10%+ cash flow on the equity in the Asset 
(my personal minimum is 20%)

AND Asset must also appreciate at least 
enough to keep pace with inflation

True millionaire has $1M equity in assets, 
generating 10%+ cash flow from it and the 
assets are appreciating. 

Perfect Wealth Formula

Two Magic Numbers
Capitalization Rate (Cap Rate %)

Net Operating Income (Net Profit)

Total Cost (Purchase + Rehab)

NOI / Cost (Percentage)

Cash on Cash Return (%)

Amount of Cash You Put In

Amount of Net Profit You Get
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Two Magic Numbers
Good Cap Rate is 10%+ 

GREAT Cap Rate is 20% (YES, they exist!)

Good Cash on Cash Return is 20%+

GREAT Cash on Cash is 40%+

Other Considerations
Down Payment / Cash Requirements

Financing 

Principal Paydown reduces Cash Flow

Include Appreciation into Your Returns?

Hassle Factor

Quick Exit? (Equity, Land Use)

Financing
Creative (Owner Financing, Subject To)

Conventional Bank Loans

30 Year vs 15 Year Fixed vs Adjustable? 

Benefits of Leverage

Financial Arbitrage

Higher Cash on Cash Return

Buy more real estate

Better Tax Advantages 
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Own Free & Clear?
Creative (Owner Financing, Subject To)

Bank Loans (30 Year Fixed; 

Cash Flow vs Principal Paydown

Include Appreciation into Your Returns?

Hassle Factor

Quick Exit?

Following Land Use Rules vs Cash Flow

Types of  Properties

Single Family 

Mobile Homes

Multi Family

Short Term Vacation Rentals

Single Family
Depressed Area / Section 8 Housing

High Hassle Factor or Major Screening

Mid-West / Rust Belt?

Rent to Own

Lower Hassle Factor but may not be ultra 
long term
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Mobile Homes
Cash Cows

Pay Cash (maybe owner financing)

Sell on Owner Financing

Doesn’t Appreciate unless on its own land

No permitting requirements? 

Own the actual park?

Multi-Family
Duplex, Tri-plex, 4 Plex

After 4 units (commercial)

Residential Financing (Fannie Mae)

Normal Expenses
Loan Payments: Principal & Interest

Property Taxes

Insurance

Management (10% + 50% 1st months rent)

Maintenance (Depends) 

Replacement (Saving for Big Ticket Items)

Vacancy (1 month per year?)


