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Top 5 Real Estate Financial Calculations 

 
Real estate investors use a variety of 
mathematical tools to analyze the performance 
of their investment properties. We've taken 
some of the most popular ones and explain their 
purpose and how to do these real estate 
investment calculations.  
 
The top 5 are Gross Potential Income, 
Gross Operating Income, Net Operating 
Income (NOI), Capitalization or Cap 
Rate and Cash-on-Cash Return. 
 

The methods described are very basic analysis tools that can give us insights on a property in 
which we choose to invest. Look at each of the numbers individually as well as a total. Also 
remember that these numbers cannot always tell you everything. Every property is different and 
must be looked at on its own merits.    

1. Gross Potential Income 

Gross potential income is the expected income a property will produce without deductions for 
expected vacancy or credit loss. 
Calculation:  Price per square foot x No. of square feet = gross potential income 

2. Gross Operating Income 

This calculation takes into account losses due to vacancy and non-payment. This is the actual 
income generated by the property. 
 
3. Net Operating Income (NOI) 
 
Net Operating Income is the income after operating expenses of the property, such as management, 
repairs, janitorial, insurance, property taxes, etc.  
 
Calculation: Gross Potential Income 

         Less:  vacancy and non-payment 
        = Gross Operating Income 

                         Less: operating expenses 
                        = Net Operating Income (NOI)                   
 
Real estate professionals need to be very familiar with NOI as it is also one of the quick methods of 
valuation of income properties. NOI is used with cap rate to determine the value of a property. 

http://realestate.about.com/od/knowthemath/p/hub_cap_rate.htm�


 
4. Capitalization or Cap Rate 
 
A common method used, among others, is the capitalization rate, or cap rate to value income 
properties. The NOI divided by the price of the property gets the cap rate. The lower the cap rate 
the more expensive is the property when compared to other properties, all things being equal. 
 
Additionally, you can take the NOI and divide it by the capitalization rate you want to achieve 
and that would give the approximate current value of the property that you would be willing to 
pay. However, as with all real estate transactions, the final sale/purchase price is determined 
ultimately by the seller and the buyer.   
 
Cap Rate is expressed as a percentage.  For example: 
NOI $10,000,000/property value of $100,000,000 = 10% cap rate 
 
5.  Cash-on-Cash Return  

This is a very useful tool in analyzing real estate investments. It gives a basic look at how much 
cash we are receiving in any given year versus the amount of cash we initially invest in the 
property.  Please note that the Cash-on-Cash return does not include property appreciation until 
the year of sale.  

Cash-on-Cash Return calculation: NOI less Total Debt Service gives Net Operating Cashflow. 
Divide that by the initial cash investment to get cash-on-cash return. 

 
http://www.planease.com/RealEstateCashFlowAnalysis/Ratios/CashonCash.aspx 

 
  

http://www.planease.com/RealEstateCashFlowAnalysis/Ratios/CashonCash.aspx�


Summary 
The methods described here are very basic analysis tools that can give us insights on a property 
in which we choose to invest. However, they ignore some of the more complicated aspects of 
real estate investments: such as calculating tax benefits, estimating equity and so on. Look at 
each of the numbers individually as well as a total. Also remember that these numbers cannot 
always tell you everything. Every property is different and must be looked at on its own merits.  

Next time we will feature “Calculating Internal Rate of Return (IRR)”, a more rigourous 
calculation that takes into consideration the time value of money. 
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