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The only way to avoid risk is to not invest. Since there is a common tendency to overanalyze, here I
will try to simplify the analysis and give the investor 4 quick steps to see if the investment choice is
worth looking further into for acquisition. In an investment property there are many financial
indicators that reveal the true value of that investment. Investors have different objectives which
equate to different types of returns. The 4 basic steps to get a pulse on the investment opportunity
are: 1. Determine the NOI (Net Operating Income), 2. determine the Cap Rate, 3. determine the
CFBT (Cash Flow Before Taxes) and 4. calculate the COC (Cash On Cash Return). 
Step 1 NOI: 
The NOI is easily Google'd for a deeper understanding. Here is a simplified definition. Once caution
first, be careful to make a correct calculation as certain operating expenses that you might consider
as legitimate actually are not acceptable for this calculation. See the chart.
Step 2 Cap Rate: 
The Cap Rate is another quick way of measuring an investment. Typically this calculated on year 1
of the NOI to get a snapshot of the current performance of the investment. Mathematically it is a
ratio of the income to value. A Cap Rate does not account for Debt Service or Income Tax, but gives
you a number to compare to other investments. A great way to remember this is: Income over Rate
x Value or IRV. 
Step 3 CFBT: 
This is the heart of the analysis. It is the benchmark to calculate your return. This will give you the
income amount your property is providing before paying your taxes. Here you take the NOI down
further by subtracting annual debt service, commission payments (if you lease the property) and
capital reserves you are funding. The end result is the CFBT (Cash Flow Before Taxes). 
Step 4 COC: 
The Cash on Cash Return is another basic concept and most easily understood. Take the 1st years
CFBT (Cash Flow Before Taxes) and evaluate it against the initial capital outlay. The initial capital
outlay is the down payment + closing costs + other acquisition costs. Most investors consider this
"The Return" or the Return On Investment or ROI.
There are many other good financial indicators, but this will give you a good start. One great tool to
assist you with this is a financial calculator. The HP10B II is widely used by commercial real estate
professionals. With these quick calculations you'll be on your way toward financial success!
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