
Welcome to the RCA Webinar:
Four Steps to Analyzing a Deal

• You will be placed on mute upon entering the Webinar.
• During the Webinar there will Q&A opportunities. If you 

have a question during the Webinar, please click on the 
“raise hand” icon at the bottom left-hand portion of your 
participant screen. During the Q&A periods your name will 
be announced, at that time you can ask your question.



THE FOUR STEPS TO ANALYZING A 
COMMERCIAL REAL ESTATE 

INVESTMENT

By D. Scott Smith, CCIM

443.691.8153

spideyrealestate@yahoo.com



• Review four basic steps to find a pulse on an 
investment.

• Provide a fast and easy way to look at a deal 
and determine if additional analysis is needed.

NOTE: There are many additional steps needed to fine tune each analysis.

COURSE OVERVIEW



ANALYSIS PARALYSIS

• Over analyzing a deal to prove that each part 
has a risk, which is always proven, and 
therefore the investment is not worth doing.

• Let us save you the trouble!



NO INVESTMENT IS FOOLPROOF

• The only way to completely avoid risk is to not 
invest.

• Do different methods provide different 
results?

• There are industry standards to investment 
analysis. 



• “Garbage In Garbage Out”

• The bottom line in investing is… 

– “What is your risk tolerance?”

– “Does the investment make sense to you?”

USING THE WRONG STEPS 
CREATES THE WRONG RESULTS
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STEP 1: NET OPERATING INCOME

NOI is defined as the potential rent income,

plus all other income, minus vacancies,

credit loss, and operating expenses.



• After all expenditures of operating an investment (not 
including taxes or mortgage) have been deducted from 
the Gross Operating Income you have the Net 
Operating Income.

• Operating Expenses consist of real estate taxes, 
property insurance, property management and 
maintenance, utilities, legal, advertising, and 
accounting, to name a few. 

STEP 1 όŎƻƴǘΩŘύ



Potential Rental Income
- Vacancy and Credit Loss

=   Effective Income 
+  Other Income 

=   Gross Operating 
- Expenses 

= NOI

NET OPERATING INCOME



CAP RATE AS A WAY OF  
MEASURING AN INVESTMENT?

Cap Rate is a measurement rate of the first year income as 
it relates to the current value of the investment. 

Is a Cap Rate complete? 



A Cap Rate does not take into account your debt service 
on the investment and any income tax ramifications 
of owning and benefiting from the investment.

Cap Rate = I / R x V

(IRV Formula) 

CAP RATE όŎƻƴǘΩŘύ



• Know the average % rate of operating expenses for each 
asset class in the market in which you are working. 

• These are sometimes referred to as “liar’s statements” 
and include many additional income streams for the 
current owner.

SUGGESTIONS!



QUESTIONS ON STEP 1
This is the time to ask questions by raising your hand in 

the box below.  We will not have time to return later. 

***4 minutes only***

Additional questions can be emailed to: 
spideyrealestate@yahoo.com



• You will need to know what type of loans are available 
for each asset type in your local market. Many lenders 
both conventional and non-conventional will have 
different loan structures (Hard Money, Swap, Equity, 
etc).

• Always have your own trusted lender for custom 
packages.

STEP 2 - LOAN ANALYSIS



• For our generic analysis we are going to 
assume a 25 yr. mortgage, fully amortized, 
with 8% interest, monthly payments, and debt 
service coverage ratio (DSCR) of 1.25%

STEP 2 όŎƻƴǘΩŘύ



• Debt Service Coverage Ratio is the net operating income 
divided by the annual debt service.

• The DSCR will be provided by your lender.

• You will need to reflect and negotiate what loan structure 
will be available and achievable for the asset. 

• Relationships, mentoring, asking questions!

STEP 2 όŎƻƴǘΩŘύ



QUESTIONS ON STEP 2
This is the time to ask questions by raising your hand in 

the box below.  We will not have time to return later. 

***4 minutes only***

Additional questions can be emailed to:
spideyrealestate@yahoo.com



NOI of $50,000 / DSCR or 1.25% = $40,000, meaning 
$40,000 is the max annual debt a NOI of $50,000 can 
cover. If the NOI drops below $50,000, your DSCR will 
change and increase the lenders risk of losing on the 

investment. 

STEP 3: NOI / DCSR = ADS
This is the heart of the analysis. This will give you the 

amount of income before tax your property is providing. 



The above analysis will have a result of $10,000 
a year Cash Flow Before Tax (CFBT) or $833 a 
month over the mortgage payment of $3,333 

a month. 

STEP 3 όŎƻƴǘΩŘύ

NOI of $50,000 / DSCR or 1.25% = $40,000



QUESTIONS ON STEP 3
This is the time to ask questions by raising your hand in 

the box below.  We will not have time to return later. 

***4 minutes only***

Additional questions can be emailed to:
spideyrealestate@yahoo.com



STEP 4: MAX LOAN AMOUNT
This step will also determine, based on what the 

NOI / DSCR is, how much down payment will be needed 
on the current asking price of the property. 

NOI=  $50,000   DSCR= 1.25%

ADS= $40,000

Max loan amount using 8% interest, fully amortized 
over 25 yrs. is $431,838



• Based on a NOI of $50,000, with a DSCR of 1.25% a 
max loan amount of $431,838 can be achieved. If the 
asking price for the property is $500,000 (or a 10% 
Cap Rate) you would have to put down $68,161.45, 
using previous loan terms.

• Compare this amount against the $10,000 CFBT you 
receive against the amount of down payment.

STEP 4: MAX LOAN AMOUNT
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CASH ON CASH RETURN (COC)

First year’s cash flow before tax (CFBT) / Initial Capital

$10,00/$68,161.45 = 15%

Investors usually think of this percentage as “THE”  return!    

What happens if you negotiate the asking price down?



ADVANCED METHOD

• Internal Rate of Return (IRR): 

A rate of return earned on each dollar, for as long as 
it stays inside the investment. 

• More appropriately, the discount rate, if you add up 
all the future cash flows, reduced to present value 
where that total equals the initial capital investment. 
That percentage would be the internal rate of return. 



ADVANCED METHOD

• Your amount down on a purchase price of $500,000 
in the previous analysis, would be $68,161 vs. a 
$10,000 a year CFBT.

• What would you need to sell the property for, and 
when, in order to achieve a desired Internal Rate of 
Return of 10% (Assuming all things remained the 
same inside the investment.) 



Suggestion: You may want to use the HP10BII to complete this

advanced step.

1. (-$68,161) down CFJ Key

2. $10,000 CFBT in CFJ (repeat 4 times)

3. $10,000 + $50,000 
(a $550,000 sales price in 5 yrs
- $500,000 of initial purchase) 
in the CFJ 5 key.

4. Steps 4-5 cont’d on next slide

ADVANCED METHOD



ADVANCED METHOD όŎƻƴǘΩŘύ

4. Gold key IRR

5.  IRR= 10.34

You could also achieve this result by

putting down $50,000 less of initial

capital.



QUESTIONS ON STEP 4
This is the time to ask questions by raising your hand in 

the box below.  We will not have time to return later. 

***4 minutes only***

Additional questions can be emailed to:

spideyrealestate@yahoo.com



REVIEW

A property is currently on the market for a 
sale price of $750,000 with a cap rate of 9%. 

What purchase price would you need to 
achieve to receive a 9% COC return? 



• Step 1 – The NOI (if real) should be $67,500 based on a 
9% cap rate.

• Step 2 – If the NOI is $67,500 and you know that your 
lender has a loan program of 8% int., fully amortized 
over 25 yrs., no points, and a DSCR of 1.25% your max 
Annual Debt Service (ADS) will be:

$67,500 / 1.25% = $54,000 ADS

REVIEW: STEPS 1 & 2 



• Step 3:  $67,500 (NOI) 

- $54,000 (ADS) = $4,500.00 a month

= 13,500 CFBT = $1,125.00 a month

• Step 4: A monthly payment of $4,500 consisting of 8% 
int. over a 25 yr. term will bring the max loan 
amount to $583,040. Compare that to your 
purchase price of $750,000.

• You will have to put down $166,960.00 and receive $13,500 a 
year. The COC is 8%. 

REVIEW ςSTEPS 3 & 4 



You could look at the following to achieve 9% COC:

1. Lower your asking price.

2. How could you achieve a higher NOI?

3. Could you get a lower interest rate?
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ANSWERS



• By reducing the asking price to $735,000 or 2% a 
COC of 9% can be achieved.

• If you could increase the NOI by 2% a year ($1,350)

your NOI would be $14,850, giving you a COC of 9%.

• An interest rate of 7.75%, but keeping monthly 
payments @ $4,500 would produce a COC of 9%.

ANSWERS



We hope that you can join us again soon for

similar webinars or live classes on other

Commercial Real Estate subjects.

THANK YOU!!

D. Scott Smith, CCIM
443.691.8153
spideyrealestate@yahoo.com



• Complete and submit the very brief survey that 
will be sent to you immediately after the 
session from Rebecca Vesconte 

• Return survey by Wednesday, Sept. 24.

• Winner will be contacted on Wednesday, Oct. 1

Win a $50 American Express 
Gift Certificate



• National Association of REALTORS® and 
REALTORS® Commercial Alliance

• Byron Smith, Esq., CCIM

• The CCIM Institute

• The Maryland/Washington D.C. CCIM Chapter

THANK YOU!!


