
Zero to Landlord - Property Analysis  
 

An investor sees a home for sale and the first challenge they have is deciding if this 
home would make a good investment. Learning how to analyze a property to determine it’s 
income potential is a core competency for an investor.  
 

Your investment properties profitability will in part be determined by the purchase price. 
The property purchase price will determine the amount of capital you will have to invest in the 
home, whether you pay cash for it or finance it.  Even if you finance it, which I recommend, you 
will still have to make a down payment.  Your capital investment and the rental amount will be 
the two most important numbers which will drive your profitability.  We will take an in-depth look 
at the numbers in order to fully evaluate and determine an expected return on your investment. 
For now let’s just keep in mind that we want to get the most value for our hard earned 
investment dollars.  
 

Charlie Munger, Warren Buffett’s partner, once asked if you were playing cards at a 
table and you knew in advance everyone’s cards, how many hands would you misplay?  Of 
course the answer is zero, but how does that relate to real estate? The point is that the more 
facts that you know about the potential investment property in advance, the less chance you will 
purchase a property that is unprofitable. Everything from the property taxes, insurance and rent 
amount to the mortgage interest rate is knowable, or estimable, before a purchase is made. This 
lesson is about gathering all of those numbers to see how they will impact the investment 
performance.  
 

If you aren’t comfortable with numbers then you will have to practice and improve in this 
area. There’s just no way to run a business without becoming familiar with basic financial 
concepts and monitoring your numbers.  In Real Estate, you will have to learn some numbers 
but never fear - it’s only the “big four”, addition, subtraction, multiplication and division.  No 
calculus here. You’ll also need to learn spreadsheet basics.  Again, nothing complex, but you 
need to know how to use spreadsheet formulas. If you don’t have any experience with 
spreadsheets I urge you to take a class to get yourself up to a minimum competency.  
 

Let’s first learn a few basic metrics used in real estate investing. The first is a “CAP 
Rate”.  This is derived by dividing the operating income from the purchase price. This the 
equivalent to a yield. For example if you paid $200K for a property and have $20K in operating 
income when you divide $20K/ $200K you get .1 or 10%.  This would be considered a ‘10 Cap’. 
The rate is calculated as if you purchased the property for cash even if you financed it.  This 
leads us to the operating income calculation.  In real estate it is called “NOI”, or Net Operating 
Income. This is the rent and other income less the operating expenses.  This will be most of 
your expenses but does not include debt service or depreciation.  Typically you will have 
property tax, insurance and repairs as your main expenses.  You may also have legal, 
accounting, background checks, pest control, lawn care or property management as operating 
expenses.  The third metric is “Cash on Cash Return” and is the most important metric when 



purchasing a SFH rental. This is calculated by dividing the expected NOI by the amount of cash 
you are out of pocket to purchase the property and get it rent ready.  Your out of pocket costs 
for an acquisition are generally closing costs, down payment on a loan, and anything the home 
needs to get it rent ready. These are the three broad classifications of cash outlay you will 
usually have.  
 

I want to introduce you to the analysis spreadsheet. You will learn to use this to analyze 
a property's profit potential. At first this will be a little slow but with practice you can analyze a 
property very quickly. A lot of the file setup will stay constant for your area so once you have the 
file populated a lot of the information can remain the same even as you look at different 
properties. At first you may only have rough estimates for some of the numbers but you can 
make an estimate close enough to determine if the home has potential and warrants further 
investigation, and if so, you can research and get more accurate numbers if you move forward 
with the purchase. For example you should know approximately how much you can expect to 
pay for insurance on your target home in your area of operations. You can use that estimate 
initially, but if you decide to purchase the property you can double check that estimate by asking 
for an actual quote from your insurance company and this will firm up your estimate. You want 
to be able to quickly analyze a property within 10-15 minutes to see if it has potential.  
 

Go to the analysis spreadsheet and follow along. In the top section we have the 
acquisition costs. You will need to manually populate the yellow cells and the others will 
populate automatically with the existing formulas.  Columns I-AL represent the number of years 
that you own the property. This spreadsheet will calculate the financial return for each of the 30 
years.  

 
ACQUISITION 
 
ARV (After Repaired Value) is the value the home has when its in a normal condition as 

it would be in to rent or sell.  You may be buying a home that needs some rehab so you expect 
the sale price to be lower to accommodate for the condition.  In row 3 enter the ARV and in row 
4 the purchase price. If you plan to get a mortgage to purchase the home you will probably use 
a conventional mortgage which requires a 20% down payment for an investment property. Enter 
20% in cell G5 to calculate the down payment required. If you are buying down your interest 
rate you can enter the loan points in G6 and the calculation will be made.  

 
Rows 7-12 are typical costs you will have upon purchasing a property to include attorney 

fees, loan fees, survey costs, and home inspection. These will all be part of the calculation to 
arrive at your initial cash investment. Row 13 - Transfer Tax - look up the transfer rate in your 
area and update cell G13.. This varies by state, but usually the transfer tax is split between 
buyer and seller equally.  Only enter the buyer portion of the tax in the spreadsheet.    If you 
anticipate rehab costs to get the home ready for rental, enter the total of the costs in row 15. 
Now your total cash outlay is calculated in row 15. 

 



INCOME  
 
Row 17 enter your expected rent amount. You can get this number from 

www.rentometer.com and will be based on the number of bedrooms in the home and the 
location. Row 18 shows the 2% rule which states that your rent should be 2% of your purchase 
price plus rehab costs. In most places it is very challenging to find a home that meets this 
criteria, but it is a relevant benchmark. Generally if you can get to 1%-1.5% you will have a 
solidly profitable property.  In row 20 you can add additional income that is relevant, such as pet 
rent.  In cell G19 enter the expected amount you will be able to increase the rent annually 
expressed as a percentage. Note that in columns I-AL you will see the annual rent amount 
increase by this amount as an automatic calculation.  

 
EXPENSES 
 
When it comes to estimating expenses first realize that as a beginning investor you may 

have a real fever to purchase your first property, in fact, you probably do have a fever. This 
excitement can tend to make you “shade” your analysis to make a certain property appear more 
profitable. You will tend to underestimate your future expenses and this is a subconscious 
tendency. This is an area of high risk for you so be aware of it and actively work to counter it. 
Once you have purchased a property you can never undo that purchase price and it will be a 
determinant factor in your profitability. Strive for accurate numbers and do not underestimate 
these future costs.  

 
In row 23 you can enter a management fee if you plan to use a property management 

company. They generally charge a percentage of rent income plus a fill fee for each vacancy. 
In cell G24 enter the percentage of rent for the management fee.  

 
In row 24 enter a percentage for occupied unit maintenance.  Things do break and you 

should expect to have ongoing maintenance costs for the unit.   Anything from a roof leak, 
plumbing break or an appliance failure can occur at any point and you want to factor this into 
your analysis.  I use 3% for my personal projections. There’s no perfect percentage amount to 
use here, but we know the amount will not be zero. The age and composition of the property 
along with some luck will ultimately determine your repair costs.  

 
In Row 25 enter any utility costs that you are responsible for that you aren’t able to bill 

back to the tenant. I never have utility costs but sometimes use this line for Rental Permit or 
HOA Fees.  In Row 26 enter the property tax amount. You should be able to find the property 
taxes on your county assessor’s website. Try searching for “County name property tax” to find 
the site. and in Row 27 enter the insurance premium.  

 
RESERVES 
 



Row 29 is a reserve calculation for vacancy. There will be times when the unit is vacant 
and loss of rental income will occur. How fast you turn over a unit will determine the amount of 
rental income you can expect to lose. Oftentimes you will need to paint the unit when a tenant 
moves out and you may need to do some repairs and maintenance. When the unit is ready to 
rent you will need to find a tenant and then there will usually be a wait time before they are 
ready to move in. In my experience two months is a good estimate of time to have a vacancy 
due to turnover. I also estimate 2.5 years between turnovers. Enter the number of months 
between turnovers in cell C29 and the number of months the unit will be vacant in cell E29. In 
Row 30 if you are using a property management company they will usually charge one month 
rent for a turnover so enter that amount in Cell I30. Row 31 is a calculation for turnover 
maintenance. Enter as a percentage in cell G31 to arrive at a reasonable amount to pay for 
costs to get the unit back to rent ready.  

 
Reserves for long term replacements is on Row 32. The data in this row is fed from 

another worksheet named “Rental Long Term Reserves”. Let’s review that worksheet. The 
purpose is to account for infrequent but large dollar items and allows you to create an extended 
accurate analysis for the property for 30 years. This category is sometimes referred to as 
Capital Expenditures, or CAPEX.  The categories of replacements that you will have are in 
column B.  They are Roof, HVAC, Plumbing, Electric and so on. Get some quotes in your area 
for roofs and HVAC replacement so that you have an idea how much these high dollar items will 
cost. I know in my area, I can replace a rubber roof on a row home for about $2K and a regular 
shingled roof on a ranch home for $5K.  I just got a quote on my own home for a total gas 
furnace and A/C unit replacement for $6,200.  You will want to have some idea of your potential 
costs when these replacements come due in your rental property.  Column E shows the 
frequency in years that these should occur but of course this is only an estimate and you can 
change these if you want to. There is no set life on an A/C unit, it’s really the luck of the draw. In 
my current residence there was a used Courier A/C unit when we purchased the property and it 
still works fine today, 20 years later. I’ve never even had it serviced. You can also find cases of 
these dying in 15 years so there really is no accurate way to estimate the time. Regular tabbed 
roofing shingles are usually rated for 20 or 30 years. With a little experience you will be able to 
tell when they are getting towards their end of life.  The biggest tell is that the shingles are 
breaking down and dark stains start to form as if the material is sliding down the roof. In the 
spreadsheet, column G, you can make an entry for your best estimate of when the replacement 
will need to occur and this will update your returns by year accordingly. This is handy especially 
if the property definitely will need a new roof within two years, for example, you can enter that 
here and it will update your results for each year. You will see a large replacement expense for 
the first two years and then it will drop back to the 20 year “spread” in the next 20 years. 
Columns I-AL show these annual expenses and these same numbers will feed back into your 
“Rental Proforma” worksheet and the annual NOI will be adjusted accordingly.  Columns I-AL in 
the Rental Proforma worksheet represent the years that you own the property - up to 30 years. 
This finishes the operating expenses section.  

 
DEBT SERVICE 



 
In row 36 enter your loan terms and the annual debt service will be calculated.  
 
RETURNS 
 
After the data is entered you will have all of your key financial metrics calculated and 

shown in this section. Annual Cash flow, NOI, Cap Rate, and Cash on Cash Return (COC). For 
the SFH investor, the Cash on Cash return is the most important metric. That is the actual return 
you will get on your investment after all expenses and debt service payments. Remember that 
the Cap Rate is the return an investment would earn if there is no debt on the property. The 
Cash on Cash return takes into account the debt service. The difference in these two is the 
increased profit gained by using leverage.  If the Cap Rate is 6% and the COC is 8%, that 2% 
difference is caused by the debt / leverage on the property. If the Annual Cash flow is a negative 
number the property will not generate cash and the owner will need to continually add more 
money to the investment to make the debt service.  

 
ADJUSTMENTS 
 
Real estate investments are multi-faceted and there are other ways the investor earns 

money besides just the straight monthly cash generated.  One feature of these investments is 
that the owner is continually paying down the debt with monthly debt service and thereby 
creating more equity in the property. For some investors their goal is to pay the entire loan off 
and have the property debt free. Having no debt on the property greatly increases the cash flow. 
Other investors will periodically refinance the property when the equity has grown and mortgage 
rates are favorable. These “Cash Out” refinance mortgages are attractive because they put 
money in the investors pocket with no tax consequences. Row 48 shows the annual debt pay 
down which is in effect a “savings” account for the investor that can be tapped by a property 
sale or a refinance. Single family homes generally appreciate in value over time, depending on 
the area and home type. If you expect the property to appreciate you can enter a % factor in 
G49 and the appreciation will be calculated in the row for each year. Row 50 is an equity 
adjustment that is calculated based on the purchase price, ARV and rehab costs. For example if 
you think the home ARV is $150K, you purchased the home for $100K and added $20K in 
rehab, you are picking up $30K in instant equity just by “buying right”. That instant equity will be 
shown in Row 50.  

 
ADJUSTED RETURNS 
 
As I said before, real estate is a multi-faceted investment so there are several ways an 

investor can measure profitability. I’m not saying these are “right” or “wrong”, just different than 
usual.  Based on the adjustments a new “adjusted NOI’ and Cap Rate will calculate in Row 53 
and 55.  

 
 



 
 
 
 
 

 
 


