
Illustration of the Four Components of "Return on Investment"
1 Cash Flow

86,427          + Rental Income
32,812          - Operating Expenses
39,766          - Mortgage Payments
13,850          = Cash Flow

232,500        / Downpayment + Closing Costs
6.0% = Return on Investment from Cash Flow

2 Appreciation
As the value of the property increases, your return on investment increases.

775,000        = Acquisiton Price
5% * First Year Appreciation

813,750        = Value at the end of Year 1.
38,750          = Amount of Value Increase

232,500        / Downpayment + Closing Costs
17% = Return on Investment from Appreciation

3 Equity Build-Up 4.75% 25 3,313.81$      

581,250        = Loan Amount at Closing
568,826        = Loan Amount at the end of Year 1
12,424          - Equity Build-Up in Year 1

232,500        / Downpayment + Closing Costs
5.3% = Return on Investment from Equity Build-Up

4 Tax Benefits

53,615          = Cash Flow Before Loan Payments (rents less expenses)
21,958          - Depreciation (assumes 15% land, 30 year recovery)
27,341          - Mortgage Interest
4,316            = Taxable Income Year 1
3,453            Less 20% Exclusion for LLC Ownership under new tax law

37% * Marginal Tax Rate
1,277.49       = Federal Income Tax

1,277            Federal Income Tax
13,850          / Cash Flow

9.2% = Effective Tax Rate on This Investment

5,124            = Tax if Cash Flow came from a non-preferred investment vehicle
1,277            - Tax from this preferred investment vehicle.
3,847            = Income Tax Savings
1.7% Return on Investment from Tax Savings

Total / Summary
1: 13,850          Cash Flow
2: 38,750          Appreciation Year 1
3: 12,424          Equity Build Up Year 1
4: 3,847            Tax Savings Year 1

68,871          Total Return from this Investment
232,500        Downpayment + Closing Costs

29.6% Total Return from this Investment

This first and perhaps most obvious component is "cash flow" - rental income 
minus expenses - or how much cash ends up in your pocket.

Even if the property did not increase in value, Equity will increase solely from 
paying down the mortgage.

One pays less income taxes on a real estate investment than on other 
investment vehicles.

For illustration purposes only.  Though believed accurate reliable, information is not guaranteed.



Purchase Price 775,000         2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Annual Rent 4.0% 89,100          92,664          96,371        100,225      104,234      108,404      112,740      117,250      121,940      126,817      
Vacancy 3.0% 2,673            2,780            2,891          3,007          3,127          3,252          3,382          3,517          3,658          3,805          
Effective Income 86,427          89,884          93,479        97,219        101,107      105,152      109,358      113,732      118,281      123,013      
Expenses 4.0% 32,812          34,124          35,489        36,909        38,385        39,920        41,517        43,178        44,905        46,701        
Exp as a percent of Annual Rent 38% 38% 38% 38% 38% 38% 38% 38% 38% 38%
Exp per unit 7                    4,687            4,875            5,070          5,273          5,484          5,703          5,931          6,168          6,415          6,672          
NOI 0                    53,615          55,760          57,990        60,310        62,722        65,231        67,841        70,554        73,376        76,311        
Debt Service 3,314$           39,766          39,766          39,766        39,766        39,766        39,766        39,766        39,766        39,766        39,766        
Before Tax Cash Flow (232,500)        13,850          15,994          18,225        20,544        22,957        25,466        28,075        30,788        33,611        647,397      

16.7% Internal Rate of Return

NOI 53,615          55,760          57,990        60,310        62,722        65,231        67,841        70,554        73,376        76,311        
Less Interest 27,341          26,738          26,106        25,442        24,747        24,018        23,253        22,452        21,611        20,730        
Less Depreciation 20,667          20,667          20,667        20,667        20,667        20,667        20,667        20,667        20,667        20,667        
Taxable Income to Individuals 5,608            8,355            11,218        14,201        17,309        20,547        23,921        27,436        31,098        34,915        
Pass Thru Entity 20% (1,122)           (1,671)           (2,244)         (2,840)         (3,462)         (4,109)         (4,784)         (5,487)         (6,220)         (6,983)         
Taxable Income 0 4,486            6,684            8,975          11,361        13,847        16,437        19,136        21,949        24,879        27,932        
Tax @ * 37% 1,660            2,473            3,321          4,203          5,123          6,082          7,080          8,121          9,205          10,335        
After Tax Cash Flow (232,500)        12,190          13,521          14,904        16,341        17,833        19,384        20,994        22,667        24,405        543,352      

13.8% Internal Rate of Return
Purchase 775,000         Assume a Sale at End of Year 10
L-V 75% Annual Rent Roll 126,817      
Loan 581,250         GRM 8.7
Down Payment 193,750         annual appreciation 3.6% Price 1,103,067   
Cap Improvement -                 Sale Costs 6% 66,184        
Closing Costs 38,750           Less: Basis 568,333      
Initial Investment 232,500         Gain 468,549      
Rate 4.75% Tax @ 20% 93,710        
Term 25 Mortgage Balance 426,031      
P&I $3,313.81 Sale Proceeds Before Tax 610,851      

Sale Proceeds After Tax 517,142      
Mortgage Amortization 1 2 3 4 5 6 7 8 9 10

581,250                       Beg Bal 581,250        568,826        555,798      542,138      527,814      512,796      497,048      480,536      463,222      445,067      
4.75% Prin 12,424          13,028          13,660        14,323        15,019        15,748        16,512        17,314        18,155        19,036        
25.0                             Int 27,341          26,738          26,106        25,442        24,747        24,018        23,253        22,452        21,611        20,730        

3,314                           Bal EOY 568,826        555,798        542,138      527,814      512,796      497,048      480,536      463,222      445,067      426,031      
Cost Recovery / Depreciation 775,000        775,000        Building 80% 620,000      Land 20% 155,000      Life 30

20,667          20,667          20,667        20,667        20,667        20,667        20,667        20,667        20,667        20,667        
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* Tax rate of 35% applies to income of $200,001 to $500,000 for singles; $400,001 to $600,000 for married filing jointly.  Marginal rate above $500k/$600k is 37%.

Illustration of Internal Rate of Return over a 10-Year Holding Period
6 1 5 - 6 1 7   N O R T H   P A C A   S T R E E T

Prepared by: Ben Frederick Realty Inc.  For Illustration Purposes Only.  Though believed accurate and reliable, information is not guaranteed.


