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Gross Operating Income (GOI)
 
Gross operating income is a calculation of the total potential monthly rental income (also known as gross 
scheduled income or gross potential income ) adjusted for the vacancy rate. 
 
GOI= Potential Rental Income x (100%-Vacancy Rate%)
 
	 Example:
	 Potential Monthly Rental Income=$1,363
	 Vacancy Rate=5%
	 100%-5%=95%
	 Your GOI will be 95%, or .95 of the potential monthly rental income. 
	 $1,363 x .95 = $1,295

Net Operating Income (NOI)
 
Net operating income (NOI) is a calculation of gross operating income (GOI) minus expenses.
 
NOI=GOI-Expenses
 
Expenses Include:

•	Taxes
•	Insurance
•	HOA
•	Property Management
•	Utilities and Trash
•	Lawn Service
•	Maintenance
•	 Vacancy Reserve 

	 Example:
	 GOI (Gross Operating Income)=$1,295
	 Expenses=$400
	 Taxes: $150
	 Insurance: $50
	 HOA: $0
	 Property Mgmt: $100
	 Utilities and Trash: $0
	 Lawn Service: $0
	 Maintenance: $50
	 Vacancy Reserve: $50
	 TOTAL: $400
 	 Your NOI will be the GOI, $1,295, minus the total expenses, $400.
 	 $1,295-$400=$895

The Distressed Property Institute, LLC, assumes no responsibility nor guarantees the accuracy of this document. Local Realtor® Associations, state and other regulations may apply.  The Distressed Property Institute, LLC, is not 
engaged in the practice of law nor does it give legal or tax advice.  It is strongly recommended that you seek appropriate professional counsel regarding any documents you employ in your business practice. ©2010 Distressed 
Property Institute, LLC. All rights reserved. Any duplication without express written consent is prohibited.
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 Cap Rate (Capitalization Rate)
 
Cap rate is a calculation of the yearly net operating income (NOI) divided by the value, or purchase price, of 
a property.
 

Cap Rate=NOI/Value 

	 Example:
	 Monthly NOI=$895
	 Yearly NOI=$10,740 ($895 x 12)
	 Value=$125,000
 	 Your cap rate will be the yearly NOI, $10,740, divided by the value, $125,000.
 	 $10,740/$125,000=.086, or 8.6%
 

Debt Service Ratio (DSR)
 
The debt service ratio (DSR) is a calculation of the net operating income divided by the debt service, or 
mortgage. You’ll want this number to be greater than 1.2.
 

DSR=NOI/Debt Service

 	 Example:
	 Monthly NOI=$895
	 Monthly Debt Service=$648
 	 Your DSR will be the monthly NOI, $895, divided by the monthly debt service, $648.
 	 $895/$648=1.38
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Cash Flow
 
The monthly cash flow is a calculation of the net operating income (NOI) minus the debt service, or mortgage. 
Once the monthly cash flow is determined, multiplying by 12 will yield the yearly cash flow.
 
			          Cash Flow=NOI-Debt Service 
	 Example:
	 Monthly NOI=$895
	 Monthly Debt Service=$648
	 Your monthly cash flow will be the NOI, $895, minus the 
	 monthly debt service, $648.
 	 $895-$648=$247
 	 Your yearly cash flow will be the monthly cash flow, $247, 
	 multiplied by 12.
 	 $247 x 12=$2,964
 

Cash-on-Cash Return (CCR)
 
The cash-on-cash return (CCR) is a calculation of the yearly cash flow divided by the initial cash investment, 
which includes the down payment and the closing costs.
 

CCR=Yearly Cash Flow/Initial Investment

	 Example:
	 Yearly Cash Flow=$2,964
	 Initial Cash Investment=$25,000 ($22,000 down payment +
	 $3,000 closing costs)
 	 Your CCR will be your cash flow, $2,964, divided by
	 the initial cash investment, $25,000.
 	 $2,964/$25,000=.119, or 11.9%
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