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Why Choose Exchange Resources, Inc. as Your Qualified Intermediary?

· In-House Legal Counsel

· Fidelity Bond

· Errors and Omissions Policy

· Certified Exchange Specialists on Staff

· Experienced Exchange Administrators

· Segregated Exchange Accounts

· DRE Accredited Classes

Contact Us:

Toll Free: (877) 799-1031
www.exchangeresources.net
§1031 Exchange News

MEasuring  

return on investment
Return on Investment, or ROI, is a performance measure used to evaluate the financial return on investment property. To calculate ROI, the return of investment is divided by the cost of the investment.  The result is expressed as a percentage or a ratio.

Most Investors determine this ratio by using various indicators.  One method is the Capitalization Rate (also known as the CAP rate).

The CAP rate is calculated without considering the debt.  Determining the return on an investment before the debt isolates the merits of the investment on its own.  A second useful metric is to determine the Cash on Cash percentage return on the investment’s down payment.

The following are simplified formulas in determining the CAP rate and Cash on Cash returns:  

First, determine the Net Operating Income (NOI) 

(Gross Annual Income – Annual Expenses)

1- Total all scheduled gross Annual Income of the building.
2- Total all Annual Expenses including: Taxes, Insurance, Utilities, Trash, Landscaping, Professional fees, Management fees, any annual Maintenance fees, etc. Do not include debt expenses.
3- Subtract Annual Expenses from the Gross Annual Income.  

The result is the Net Operating Income of a property.

C A P rate   (NOI ( Sales Price) 
Divide the NOI by the Sales Price.  This provides the Capitalization Rate of a property.

Cash On Cash Return   (Cash Flow ( Down Payment)

1- Estimate the Annual Income of a property.

2- Subtract all Annual Expenses and Loan Payments.
3- This totals your Annual Net Cash Flow.

4- Divide the Annual Cash Flow (#3) by the Down Payment.

The percentage is the Cash on Cash return is on your down payment.

Things to Consider: 

· The higher the CAP rate, the greater the cash flow.  Your goal should be to locate properties that have higher CAP rates.

· Seasoned buyers look for properties where rents can be raised, thus creating a greater cash flow.

· The condition and location of the investment.

· The ability of the property to appreciate in time.

· A new or adjusted depreciation schedule to help shelter income.

Exchange Resources, Inc. cannot and does not provide advice regarding specific tax consequences.  Investors considering a §1031 tax-deferred exchange should seek the counsel of their accountant and attorney.
