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Cap Rates: The Great Equalizer

Definition
Capitalization Rate defined: The ratio to Net Operating Income (NOI) to asset value. Or, the
ratio between NOI and Original cost (or price).

e The lower the Cap Rate, the higher the value of the asset.
e The higher the Cap Rate, the lower the value of the asset.

How to Calculate Cap Rate: Net Operating Income (NOI) divided by purchase price. Examples:
e $50,000/$1,000,000 = 5.00%

e $670,000/$10,000,000 = 6.70%
o $353,250/$5,850,000 = 6.04%

What’s a good Cap Rate? Contributing factors:
e Property Type
e Usage, Risk
Demand
Market Density (Urban vs Rural, Chicago vs Detroit or SFO vs Sacramento)
Costs of Capital (Hurdle Rate)
Credit Availability

For Cap Rates comparisons to have any value in making investment decisions... you must use
equal standards to compare — this is true whether its property or markets.

Variables — Lying with Statistics (don’t lie to yourself)

e Two properties in the same submarket — one cap rate is derived adding in management
fees and the new real estate tax rate at transfer, one cap rate is derived EXCLUDING
management fees and USING current real estate tax rate. This cap rate comparison will
deliver two COMPLETELY different valuations for the same asset. Avoid this by doing
everything you can to create real and fair comparison’s.
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Projecting Value from Cap Rates — Time Value of $
e Walnut Trees — 40 years, no earnings, then huge pay out.

e Date Stamped Certificates — earns for a period of time, then yield goes to zero

When reviewing cap rates always take market dynamics into consideration
e Buyers’ market vs Sellers’ market (AKA as Investor sentiment)
e Rent growth rates
e Availability of financing

How Often to Review Cap Rates on Owned Assets
e At Purchase...

e At least annually
e Pre-disposition (or Sale)... before taking a property to market

Brass Tacks
e Use Cap Rates as part of acquisitions due diligence
e Cap rate should be part of your annual business plan for each owned asset
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Disclaimer

Users acknowledge any actions or outcomes are the result of their free will and that any
suggestions or recommendations provided from John Wilhoit or JohnWilhoit.com
should and will be reviewed by legal, financial and accounting professionals in the
employ of the user. You, the user, take full responsibility for the use or implementation
of any and all educational content consumed from this website or its proprietors. Use at
your own risk.

This content is intended to be used and must be used for informational purposes only.

It is very important to do your own analysis before making an investment based on your
own personal circumstances. You should seek independent financial advice, or
independently research and verify any inform ation that you find on our Website or
Reports whether for the purpose of making an investment decision or otherwise. Simply
put, you should not rely solely on this information to make investment decisions. Seek
professional financial advisors.

Jurisdiction

This information is owned by WIN Publishing in the United States and is not intended
to subject WIN Publishing to the law as or jurisdiction of any country or territory other
than that of the United States. WIN Publishing does not represent or warrant that this
information or any part thereof is appropriate or available for use in any particular
jurisdiction other than the United States and only in those US states and territories
where WIN Publishing is exempt from registration or licensing under applicable state or
federal law. In choosing to review this information, you do so on your own initiative and
at your own risk, and you are responsible for complying with all local laws, rules and
regulation. WIN Publishing may limit the availability to any person, geographic area or
jurisdiction.

Not Financial Advice

The information contained herein and the resources available for download through this
website is not intended as, and shall not be understood or construed as, financial advice.
The author is not an attorney, accountant or financial advisor. The information
presented and contained herein is not a substitute for financial advice from a
professional who is aware of the facts and circumstances of your individual situation.

We have done our best to ensure that the information provided and the resources
available for download are accurate and provide valuable information. Regardless of
anything to the contrary, nothing available on or through WIN Publishing should be
understood as a recommendation that you should not consult with a financial
professional to address your particular circumstances. WIN Publishing expressly
recommends that you seek advice from professions that are well-versed in your personal
circumstances.
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Terms of Use

The content of this report is intended to convey general information. It should notbe
relied on as legal or financial advice. WIN Publishing does not sponsor, endorse, verify,
or warrant the accuracy of the information found at external websites or subsequent
links.

Limitation of Liability
TO THE MAXIMUM EXTENT PERMITED BY APPLICABLE LAW, WIN PUBLISHING

AND THE AUTHOR SHALL NOT BE LIABLE FOR ANY INDIRECT, INCIDENTAL,
SPECIAL, CONSEQUENTIAL OR PUNITIVE DAMAGES, OR ANY LOSS OF PROFITS
OR REVENUES, WHETHER INCURRED DIRECTLY OR INDIRECTLY, OR ANY LOSS,
USE, GOODWILL, OR OTHER INTATGIBLE LOSSES, RESULTING FROM (i) YOUR
ACCESS OR USE OF THE INFORMATION CONTAINED HEREIN, OR (ii) ANY
CONDUCT OR CONTENT OF ANY THIRD PARTY. IN NO EVENT SHALL THE
AGGREGATE LIABILITY OF WIN PUBLISHING OR THE AUTHOR EXCEED THE
GREATER OF THE AMOUNT PAID TO ACCESS THIS CONTENT, IF ANY, WITHIN
THE PAST SIX MONTHS FOR SERVICES GIVING RISE TO THE CLAIM. THE
LIMITATIONS OF THIS SUBSECTION SHALL APPLY TO ANY THEORY OF
LIABILITY, WHETHER BASED ON WARRANTY, CONTRACTING, STATUTE, TORT
(INCLUDING NEGLIGENCE) OR OTHERWISE, AND WHETHER OR NOT WIN
PUBLISHING HAVE BEEN INFORMED OF THE POSSIBILITY OF ANY SUCH
DAMAGE, AND EVEN IF A REMEDY SET FORTH HEREIN IS FOUND TO HAVE
FAILED OF ITS ESSENTIAL PURPOSE.

JohnWilhoit.com



http://www.johnwilhoit.com/

	0003 - Spotlight Page - Capitalization Rates - The Great Equalizer.pdf
	JW_SPOTLIGHT PAGES_ 5.pdf
	JW.COM - Copyright page 2018 - Spotlight.pdf
	05 - Spotlight Page - Cap Rates - The Great Equalizer.pdf

	Binder1.pdf
	JW Book Covers Flyer from NY Expo_

	0003 - Spotlight Page - Capitalization Rates - The Great Equalizer
	JW.COM - Disclaimer(1).pdf




