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At 37th Parallel Properties, 
our overriding goal is to  
provide you better investment 
results.

Our mission is to significantly increase your cash flow 
and to help you Achieve Permanent WealthTM. 

Founded in 2007, we are an income-focused real estate 
investment firm centered on providing stable, yield-
producing investments to our clients. With hundreds 
of clients throughout the US and internationally, we 
take an active, personalized approach to portfolio 
management. This strategy, combined with our 
conservative investment philosophy, results in our 
proven track record.

With over $100 million in performing assets under 
management and more than 55 years of combined  
real estate and portfolio management experience,  
we have a track record of success that our clients can 
attest to.
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This special report provides you with a framework that you can use to 
evaluate and compare any cash flow property, efficiently and profitably

We have had hundreds of introductory portfolio consultations with our clients.  
Analyzing their prior investment returns, we see one of two results in almost 
every case: they are either (1) losing money or (2) making money by accident.

If your goal is to significantly increase your cash flow and Achieve Permanent 
Wealth, neither case is good in the long term. When we look deeper into the 
investments that are losing money, we find that it stems from one of three 
common mistakes:

 » Selecting the wrong market
 » Not applying the right strategy/working in the right asset class
 » Incorrect investment evaluation (expecting one thing and getting another)

Though all three common mistakes are important to avoid to Achieve 
Permanent Wealth, this special report will focus on investment evaluation as a 
powerful tool for investors to not only evaluate new investments but to help you 
with your current investments. We have found most investors find this guide 
beneficial in understanding their investments more clearly and understanding 
how to do their own due diligence.   

What you can expect to receive in this special report is an efficient, portable 
framework that you can use to evaluate and compare any cash flow property 
(residential income, apartments, office buildings, retail, storage, etc.).   

This special report is ideally suited for someone that is in the process of either 
evaluating one or more investment properties of the same asset class or is 
actively comparing one or more investments across different asset classes to 
determine the best use of their investment funds.

Our philosophy combines solid market fundamentals with a conservative 
investment strategy, to provide you with a predictable and profitable 
income and wealth development approach.

No matter what situation you  
are in now. Keep this report on 
file as a tool to use before you  
buy any property. Using this 
report will save you money,  
time, and frustration.
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Approach to Investing

Evaluating assets should begin with questioning which asset pool you have to 
work with, and what assets you have that aren’t performing the way you’d like; it 
could be that you are taking on more income risk than you should.   

Next, you should understand what your goal is, what you are trying to achieve, 
and what your options are, balanced against the partner or offer at hand. If 
you are going to partner with somebody and invest with them, you need to 
understand exactly who they are, their track record of success, and their process 
of being successful. 

You also need to understand the deal you are going to invest in and its 
projected success, as well as how to monitor and track the progress of your 
investment’s performance.

The seven-step approach below will help you evaluate the performance of a 
property and help you take care of what you are looking to achieve. 

1. Lazy Assets
2. Planning
3. Investment Options
4. Partner Evaluation
5. Deal Review
6. Funds Allocation/Subscription
7. Monitor/Track Performance

Our approach to investing follows a seven-step model, a professional 
process designed to improve your investment results regardless of asset 
class or location.
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1.  Lazy Assets. Identifying the investable capital that is not 
performing to your expectations.  
If your portfolio includes investments of $500,000, and $200,000 of it is 
performing well in an asset class, you should continue to let it perform.  
 
If you’ve got investable assets in three different IRAs that are not 
performing, or you’ve got money in a CD or another savings account 
you’ve created, and it’s not really doing anything for you, you will want to 
move that capital into an asset class designed to perform at a greater level.  
 
Some investors choose to create savings through retirement or brokerage 
accounts, or lines of home equity. Others choose real estate, but end up 
with under-performing assets such as second homes that are never used, 
raw land that has yet to be developed, or a rental property that has poor 
cash flow. 

2.  Planning. Determining what you would like to achieve, 
your goal for yield or monthly income.  
Understanding your long-term goals is important in planning your strategy 
for achieving financial freedom. You should be asking whether you are 
trying live on a certain amount of money to retire or augment your lifestyle, 
or are looking to fund a life goal?  
 
The investment strategy we offer at 37th Parallel can help your increase 
your income $1,000, $2,000, $3,000 per month. Most of our investors care 
about cash flow as an investment payback because they realize they can’t 
really spend net worth in the same way as they can spend tangible cash 
flow.  
 
Other investors may have enough monthly income for their needs but 
want to increase their equity, looking for a tax shelter model to protect 
their assets. Commercial real estate is an asset class for these investors. 
Commercial real estate is also an excellent source for those investors 
looking for wealth preservation. 

 

Understanding where you 
have capital tied to lazy assets 
provides an opportunity to 
reinvest that capital into a 
performing asset that can 
create $1,000, $2,000, or 
$3,000 a month in income. 
Monthly income is what 
creates a vehicle for time 
and choice, giving investors 
financial freedom.
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3.  Investment Options. Understanding the options that 
can help meet your investment goals.  
As an investor, you can invest in the private public real estate investment 
trust model, called a REIT that has the benefit of diversified performance 
with its multiple, different assets. The downside is you may get diluted 
results with a REIT. Direct investments will generally beat REIT 
investments with the same level of volatility; one is more actively managed 
than the other. The income gathered from REITs is 1099, and do not carry 
the tax benefits of commercial real estate investments that are classified as 
K-1.  
 
Another investment option includes Master Limited Partnership (MLP), 
and it has the diversification benefit of the REIT but it is typically labeled 
as K-1 income which provides tax benefit but is diluted. MLPs are not very 
common in real estate investments. 
 
Limited Partnerships are the types of investments that 37th Parallel 
manages through both direct ownership and asset management. As an 
investor, you can invest in an asset on your own, but there is a difference 
between a limited partnership and being a direct owner in the LLP. You 
might invest $50,000 to $500,000 in a deal with other investors, with the 
asset management done by somebody else while your investment becomes a 
passive investment.  
 
You can make the most money as an Active Owner Manager, but that 
means active property management by yourself or by the right management 
team to insure the safety of your investment. If you want passive income 
then you probably want limited ownership to direct ownership. 

4.  Partner Evaluation. Considering your partner 
philosophies and strategies.  
Before partnering with either another investor or investment firm, you 
will need to evaluate them including a deep dive into their investment 
principals, background and experience, and their performance history. You 
will also want to understand their ability to develop their portfolios and 
the level of appreciation within the portfolios.  
 
Inquire about a partner’s growth forecast as well as about each person 
within the firm and their individual experience in commercial real estate 
and asset management. Investigate whether there are any criminal or civil 
issues against them, and how they handle compliance standards and issues.  
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5.  Deal Review. Recognizing the good or bad with any deal 
to ensure success of your investment.  
Before you invest in any commercial real estate, you have to ensure it’s 
located in the right market for the asset class. For multifamily, the asset 
should be located in a safe, stable market that has a growing population, 
growing jobs, and diverse employment. As a firm, there are about 17 
metrics we track for a market before we make any investment.   
 
Next, understand the operations behind the multifamily asset, knowing 
how exactly the asset is going to be taken care of. You establish your 
baseline profit when you buy into a commercial real estate property, but 
make your real money when operate well and sell.  Also inquire about the 
approach and model and how they payback the dividends of an investment: 
understand how the money is paid out. 
 
Then look at the exits of a deal to know the abilities for you to leave an 
asset. Does the investment have liquidity options, buy out options, or 
ratchet clauses? If the manager is not performing, can you vote him out? 
Ask the operator how you will get your money, and how you might lose 
your money. 

6.  Fund/Subscribe. Understanding disclosure and visibility 
of any investment you are considering.  
Before you invest, you have to understand whether the investment is a good 
package. Ensure you understand the PPM, the package in plain language, 
and that you will have constant visibility into where your investment 
dollars will be put towards. Be sure to know where investment money will 
be housed, such as a domestic or international bank, and whether the bank 
is on the Watch list.  
 
You will want to know how the firm will handle its reporting and 
communications directly before and after close, and whether there is a clear 
startup process. If you are in commercial real estate, you are in an illiquid 
investment that has a great historical track record, but you still have to be a 
good operator, with a clear process.  

If the operator can’t walk you 
through the risk model,  
he doesn’t know what he is 
doing. You need someone 
who can outline the risk for 
you in black and white for any 
deal you do. And if they can’t, 
you need to walk away. 

 

7



SPECIAL REPORT »  HOW TO IDENTIFY THE RIGHT REAL ESTATE INVESTMENTS FOR YOUR PORTFOLIO: 
THE PROFESSIONAL METRICS YOU MUST KNOW FOR BETTER INVESTMENT RESULTS

7.  Monitor and Track. Visiting your investment 
performance often.  
The final step of our approach involves understanding what’s occurring 
with your assets, and how your partners or operators will report the 
performance and how regularly. Beyond that, you’ll want to know the 
accuracy of this reporting, and the consistency. Know how do they do 
their distributions and whether you have flexible options. Are payments 
made via mail, wire transfer, ACH?  You’ll want to structure it where your 
payments take place now matter where you are; you want your returns to be 
deposited on-time, regularly, on your behalf. Ensure the distribution model 
matches your lifestyle.   
 
Have a sense of whether you’ll get a personal touch, can you talk to a live 
person that understands you and your financial goals? At our firm, we do a 
private consultation before you ever invest, and we are talking to you one or 
two times a year to make sure we are still on target for your financial goals. 
That’s important. You want someone who may be your financial advisor, 
but should certainly be your investment manager.  They should do the work 
for you to make ensure they are taking care of you and your investments. 
 

This seven step process is something we recommend whether you invest with 
37th Parallel or another investment firm. If you can follow these seven steps, 
your results will be dramatically improved. 
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Four Professional Metrics

The four professional metrics important to investment evaluation include: 

1. Cash on Cash Return
2. Debt Ratio/Rent Ratio
3. Break Even Occupancy
4. Compound Rate of Return

Combined, these four metrics allow you to answer the following very important 
questions:

 » How operationally safe is the project?
 »  What is the risk of having to put more money in the deal (cash call)?  
A cash call is one of the major causes of stress and foreclosure.

 »  What can you expect to gain from all benefit sources and over what  
time period?

 »  What is the likelihood of being able to finance this deal now or in  
the future?

 » What are the optimal exit strategies?
 » What do you need to do to achieve the optimal exit strategy?  

Cash on Cash Return

The first critically important metric is cash on cash return (COC). Cash on 
cash return is a percentage that represents the cash income received based on 
the cash invested. For example, if you invested $100 and received back $15, 
regardless of any other returns (appreciation, taxes, etc), then your cash on 
cash return is 15%. Cash on cash return is used primarily for investments that 
provide monthly, quarterly, or annual cash flow. 
  

We are here to offer you new information and perspectives to help you get 
the investment results you want. Having this information can make a real 
difference in your real estate investment success.
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Though a seeming simple calculation, it is important to understand what goes into 
this number to know how it may effect your estimates for future returns. In real 
estate, cash on cash is calculated using two parameters:

Step 1: Net Operating Income minus Debt Service equals Annual Cash Flow
Step 2:  Annual Cash Flow divided by the Initial Investment equals Cash on Cash 

Return   

Example 1: $5,000,000 Apartment Building purchase with 25% down

Net Operating Income (NOI) $ 400,000  

Annual Debt Service $ (243,750)

Annual Cash Flow $ 156,250

Original Cash Investment $ 1,350,000

Cash on Cash Return 11.6%

Example 2: $80,000 Home purchase with 25% down

Net Operating Income (NOI) $ 6,480

Annual Debt Service $ (3,600)

Annual Cash Flow $ 2,880

Original Cash Investment $ 21,600

Cash on Cash Return 13.3%

As you can see, though operationally different, this calculation can be applied to 
any commercial real estate transaction, such as a retail space, offices, hotels, etc. 

The first step (NOI minus Debt Service) is what gets many novice investors in 
trouble because it is important to be conservative. Net Operating Income (NOI) is 
the sum of the Gross Annual Income (rents, utility reimbursements, laundry, etc.) 
minus all Operating Expenses (property taxes, estimated vacancy, utilities, repairs, 
maintenance, etc.).  

Calculate rents based on the lesser of (1) the scheduled market rent for the property 
reduced by market occupancy, or (2) the actual verified pro-forma from the seller. In 
addition to rental income, you can also add up other income sources like late fees, 
coin laundry income, repair reimbursements, etc. For residential income property 
(1-4 unit buildings), it is safer to forecast rent only. For larger apartment projects, it 
makes sense to add in estimates for other income based on the property’s amenities.  
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With many investments, we have found that accurate expense estimates pose 
more of a risk or issue than income estimates. When evaluating commercial 
property and apartments, prudently gathering and verifying expense data can 
alleviate future risks. For buildings with 1-4 units, it may be difficult to receive 
valid, verified numbers from the seller on certain classes of expenses. To help 
you better understand which expenses should be considered, below is a listing 
of the most common expenses, how to find this information, and/or how to 
estimate conservative ranges:

In any investment, the first 
rule you want to follow is to 
be conservative. The old adage 
applies, “Underestimate income 
and overestimate expenses.”

Expense Range Notes

Vacancy 7% to 10% (reduce 
Gross Potential Rent  
by vacancy rate)

Market Average (estimate 10% if you are unsure; avoid markets with greater than 
10% vacancy).

Non-Tenant  
Paid Utilities

Varies Call all available utilities. Request the last 12 months of data to capture all four 
seasons. Ask each utility provider who else you should speak to regarding utilities.

Property Taxes 1.5% to 2.5% of 
purchase price/
assessed value.  
Varies by locality

Speak with your title company. They will know the tax rate and how it is paid (in 
arrears, annually, etc). This information can help you dial into your cash required 
to close. Inquire if property tax abatement and contest services exist in your locality. 
Property taxes are generally your largest expense. If you can beat them down, it can 
make a huge difference in your cash on cash return.

Repairs & 
Maintenance

7.5% to 10% of  
Gross Collected Rent

Assume 10% Gross Collected Rent. In our experience, there are some unscrupulous 
sellers (individuals and investment groups) offering properties with zero assumptions 
for repairs & maintenance. As a general rule, you have to spend a little money on 
your property each year to keep it up. Assuming less than 10% is a gamble. Any 
unused money in the allotted R&M budget becomes cash flow or can be banked for 
next year. Smart investors are realistic.

Property 
Insurance

0.5% to 0.6% of 
purchase price/
insured value

Work with a good local insurer. Ask around with the rehabilitation, property 
management and attorney resources for referrals. Make sure that the insurer you 
choose has a strong rating, a good history of fulfilling claims, and offers rent 
continuation or business loss coverage to mitigate potential loss.

Property 
Management

6% to 10% of Gross 
Collected Rent

Assuming you are not going to self manage, and we don’t recommend that you do, 
you will pay a property manager to collect rents, lease-up the property, maintain the 
asset and pass through net income to you.   

Leasing/
Marketing

½ to 1 month’s rent 
for a new lease-up; 
Assume 1.5 years 
average occupancy  
per tenant

Varies by locality and company. We recommend paying the property manager half 
a month’s rent for a lease-up and half of this amount for a lease renewal.  You want 
to encourage leasing activity and not overly discourage renewals.  Renewals are gold 
because you have no turnover and no vacancy.
Special note: Make sure that your agreement with the property manager only authorizes payment 
of the leasing fee either with your approval or when the property manager has provided the 
application, lease, credit application, and confirmation of utility change to avoid anything 
outstanding after the tenant moves in. 

Debt Service Varies based on 
interest rate, term, 
and amortization

If you want higher cash on cash returns, choose the longest amortization period and 
the lowest interest rate, knowing that this choice will reduce your principal pay down 
benefit. We generally prefer cash now versus cash when we sell. If you are in a safe 
market, most of your equity growth should come from appreciation not principal pay 
down.

Note: The above chart is based on 1 to 4 unit buildings. The list is twice as large for apartment buildings and commercial projects.  
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As you can see, there are a few key items to review as part of understanding 
the total expense burden of an investment. If you do not perform this due 
diligence, you could be buying based on the wrong Cash on Cash return 
assumptions.

Keep a print out of this chart close when you are evaluating new residential
deals. If you would like a comprehensive analysis tool (Excel based) that already 
includes the information above and includes an easy way to test different ranges 
and assumptions, please contact us at info@37parallel.com.

Cash on Cash (COC) is the number that tells you how much money you will 
receive every month or every quarter. It can be an exciting number, just make 
sure that you calculate it conservatively and correctly.

Rent Ratio/Debt Service Coverage Ratio (DSCR)

This metric is actually two different metrics that tell you the same thing in 
different ways. They measure the percentage of return that is likely to be net 
positive cash flow after expenses and debt. The difference is how each metric is 
used and who cares most about the metric.

Rent Ratio

The rent ratio is more commonly known as the “1% Rule.”  If you take the 
monthly rent and divide it by the finished purchase price, any project that 
equals 1% or higher will likely be cash flow positive. This number assumes that 
you are putting 20% to 25% down and have very favorable assumptions for 
expenses and vacancy.  
 
Example 3: How to calculate the 1% Rule

If the property purchase price is $100,000 and the monthly rent is $1,000, the 
project passes the “1% rule.” In reality, the “1% rule” is insufficient.

First and foremost, you do not want barely cash flow positive. You want good 
sized checks coming in every month that can take a few curve balls and put 
money in your pocket consistently each month.  

You want income you can depend on. The “1% rule” is a quick and easy test 
to see if a property is even close and to determine if the investment is worth 
further analysis.  We recommend you shoot for a rent ratio of 1.25 or higher.
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Example 4: 1.25 Rent Ratio

Assuming the same purchase price of $100,000, the monthly rent would have to 
be $1,250 month.  

If the property purchase price is $65,000, the monthly rent would have to be 
$812.50 to meet a 1.25 Rent Ratio.  

We have properties in our portfolio where the rent ratio is over 1.4 in good 
areas. So it’s definitely possible. The rent ratio is useful because it allows you to 
make high level filtering (not buying) decisions easily and quickly. If a property 
does not meet your rent ratio requirements, then pass.  

You do not need a lot of data to screen markets quickly. In fact, you can simply 
look at the market rents for an area then tell your acquisition teams that you 
want completed and ready to go properties at or below a certain price point 
based on the rent ratio.  

The downside to the rent ratio is that it makes a lot of assumptions and is only 
to be used as a filtering tool.  

Debt Service Coverage Ratio (DSCR)

The Debt Service Coverage Ratio (DSCR) is the ratio of positive cash flow that 
the property provides after debt service obligations are met. Unlike the Rent 
Ratio, the DSCR is more accurate because it requires more data points.

DSCR = Net Operating Income divided by the Annual Debt Service  

The DSCR is the standard by which most commercial lenders evaluate the 
safety of a particular apartment or commercial real estate deal. Depending on 
the asset class, the lender wants to see a DSCR in the 1.25 to 1.35+. Here’s how 
it is calculated:

Anything above 1.0 is cash flow positive; however, banks want to see cash flow 
in excess of the debt service to ensure that the loaned principal is safe and can 
be paid back on time.

Example 5: Calculating DSCR

Assuming a $10,000,000 project with a NOI of $800,000 per year and an 
Annual Debt Service of $600,000 per year, the project has a DSCR of 1.33.
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Not only does a DSCR make lenders happy, it also means money in your pocket 
every month. The DSCR can be calculated on any project type – residential, 
apartments, retail, etc. 

To sum up, you want the highest Rent Ratio and highest DSCR that you can. 
As you are filtering projects, consider properties where the rent ratio is better 
than 1.25. And, as part of your more detailed analysis, work with projects where 
the DSCR is 1.3 to 1.35 or higher. Your banker and your Personal Financial 
Statement will thank you.

Break Even Occupancy (BEO)

Break Even Occupancy is the ratio of the minimum occupancy  rate required to 
cover or break even after all expenses and debt payments are made.

Break Even Occupancy = (Annual Operating Expenses + Annual Debt) / Gross 
Potential Rent (GPR)

BEO is an important ratio to consider along with Rent Ratio and DSCR. We 
have seen properties where both these ratios look great; however, the Break 
Even Occupancy ratio is 89%. In this case, if the market vacancy is 10%, the 
property can only handle a 1% dip in the market before the investor has to 
support the property with out of pocket funds.  

The ideal Break Even Occupancy rate allows for double the market vacancy rate.  
If the market vacancy rate is 9%, the BEO for the property should be 82% or 
lower. Knowing your Break Even Occupancy will help you sleep at night with 
the knowledge that you have a cushion for occupancy rates

Example 6: Calculating Break Even Occupancy

Annual Operating Expenses $ 3,002

Annual Debt Service $ 3,502

Total Annual Expense $ 6,504

Gross Potential Rent $ 9,180

Break Even Occupancy 70.8%
 
It is important to note that you are working with Gross Potential Rent (GPR) 
as opposed to Gross Operating Income or Gross Potential Income. Though 
all components of income can fluctuate based on occupancy, GPR, the total 
potential annual rent payments, provides for a more conservative estimate.  

14



SPECIAL REPORT »  HOW TO IDENTIFY THE RIGHT REAL ESTATE INVESTMENTS FOR YOUR PORTFOLIO: 
THE PROFESSIONAL METRICS YOU MUST KNOW FOR BETTER INVESTMENT RESULTS

Operating expenses will also fluctuate based on occupancy.  Again, if you use 
the highest assumed level, you are working with the worst case scenario, leading 
to the most conservative Break Even Occupancy ratio.  

And now for the number that ties it all together.

Compound Rate of Return (RoR)

Simplified, Rate of Return (RoR) is the gain or loss on an investment over a 
specified period.

Rate of Return = All Cash Flows
     Holding Period

The Compound Rate of Return, also referred to as the Compound Annual 
Growth Rate or Internal Rate of Return, is the year-over-year growth rate of an 
investment over a specified period of time.  

Compound RoR= ((Ending Value-Beginning Value)^(1/# of years) )-1

It is important to understand which ratio is being used for a potential 
investment so the number is clear in its assumptions instead of misleading.  

Here’s an example of how basic Rate of Return can be misleading.  An 
investment property is marketed as having a 20% or higher Rate of Return.   
On the surface, this number seems great.  However, the RoR was determined 
with no positive cash flow whatsoever during the holding period of the 
investment.  

The rate was determined by assuming a 100% gain in year five upon sale of the 
property and then dividing 100% by 5 years to get the annualized number of 
20% RoR. While this may be the correct math, this scenario becomes very risky 
because the likelihood of that 100% gain occurring in a real estate transaction 
after five year is suspect. If the market changes, so do all your profits.   

Don’t make that mistake. We recommend that you evaluate an investment 
by using Compound Rate of Return for each area of benefit over each year of 
the holding period. This is how professionals evaluate deals. And, it lets you 
understand how “real” the return estimate is at a glance.
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Real Estate

Real estate has a tremendous advantage over every other asset class available 
because it has multiple benefit types. We fondly refer to the real estate benefit 
types with the acronym CATP, which stands for:

 » Cash flow
 » Appreciation
 » Tax benefits
 » Principal pay down

Let’s break down each benefit type and then review how to analyze each on an 
annual and total investment term basis.  

Cash Flow 

First, cash flow is the money you receive monthly or quarterly paid by the net 
income of the project during the year. It’s basically rents minus expenses, debt, 
and reserves. For more information, please review the explanation of Cash on 
Cash return discussed above.

Appreciation

Second, appreciation is the increase in the value of the property through 
either market appreciation or forced appreciation. Market appreciation occurs 
when the overall market goes up based on comparable sales of other like kind 
property. Most investors first experience this with their own homes.  Market 
appreciation is generally only a factor in residential real estate.

Forced appreciation occurs when the property’s economic or capital value is 
increased through some action by the current owner. In the case of capital 
improvements, you could add an addition on a residential property or you 
could improve parking or access to a commercial building. The capital 
improvement has a return on investment that should be greater than or equal to 
the cost to create the improvement.   

The second way to “force” appreciation, especially in income properties, is to 
increase the economic return of the project. This can be done by increasing 
income, decreasing expenses or both. Either scenario increases the Net 
Operating Income. This typically drives up the property value based on a fixed 
cap rate.  
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By improving an income property a little bit every year and thus increasing the 
NOI, your value will go up over time. An income property is in essence, its own 
miniature small business. The better you can operate it, the more money you’ll 
earn while you hold it, and the more it will be worth when you sell it.

Tax Benefits

The third and very powerful benefit comes from the IRS. The US tax code 
provides three different types of tax benefits.  

The first tax benefit is depreciation. This is the paper loss that you can use every 
year to offset your annual cash flow. Depreciation is a tax treatment to help 
property owners offset the cost of maintaining an asset that deteriorates over 
time without proper maintenance and repairs. It is a paper loss because it is 
calculated at the end of the fiscal year and is determined based on the type of 
property and the purchase price.

For example, if you purchased a single family home as a rental property for 
$100,000 and the land value is $20,000, the depreciable amount would be 
$80,000 (purchase price minus land value). This depreciable amount is divided 
by 27.5 resulting in a $2,909 deduction every year. The Net Income at the end 
of the year is offset by this deduction of $2,909. If tailored correctly,
you can create cash flow streams from your holdings that are tax free due to the 
depreciation benefit.

The second tax benefit is business expense deductions. Any and all business 
related expenses to operating your property including repairs, maintenance, 
insurance, interest expenses, etc. are tax deductible. Each property has its 
own Profit and Loss Statement and stands on its own for the purposes of 
determining net income.

The third tax benefit is unlimited deferral through 1031 Exchanges. When you 
sell an investment property (non-owner occupied), you can defer paying taxes on 
the gain if you re-invest the proceeds into a “like-kind” property. So if you sell 
a single-family investment property, you can reinvest the proceeds tax-deferred 
into another investment property without paying capital gains tax at the time of 
sale.

1031 Exchanges are one of the largest wealth builders that we know of. If you 
maintain compliance with the rules surrounding 1031 exchanges and adhere 
to the timing and management rules outlined, you can take advantage of this 
tax benefit again and again for as long as you want. Generally, you have 45 days 
from the sale of the original property to identify the one to three investments 
that you will be exchanging into.  
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You then have 180 days from the sale of the original investment to close the 
purchase of the new investment. A qualified exchange agent has to hold the 
funds exclusively as you cannot take possession of the proceeds on the original 
sale. It is not difficult if you have a good 1031 Exchange company to help 
facilitate the process. Overall, the benefits are tremendous.

Principal Pay Down

Finally, there is the principle pay down benefit. Each month, your tenants pay 
rent.  You use these payment to pay down your principal balance. If you have 
a fully amortizing note, you will eventually own the property outright with no 
debt.  Keep in mind, it will be completely paid for by your residents.

Principal pay down is a very steady benefit.  You will not get rich overnight. 
However, it is one of the automatic benefits of owning real estate. You do not 
have to do much to experience it’s benefit as long as your property is breaking 
even or better each year.

Another benefit is principal return. When you start up a business or other 
project, your initial investment is a sunk cost. Generally, you never get it back. 
In real estate, your cost of entry is your down payment plus sunk costs like 
closing, points, legal, etc. However, the largest part of the startup cost is the 
down payment. Since real estate is not a depleting asset like Oil & Gas or a 
business startup like a franchise, your principal is retained in the project, and 
you can get it back when you sell or refinance the property. Keep this in mind 
when evaluating real estate returns versus other asset classes.

Rate of Return

Now, we pull it all together. You want to determine the CATP benefits for each 
year within the investment’s estimated hold period. So, if you have a five year 
hold window, then you want to know the projected cash flow, appreciation, 
principal pay down and tax benefits each year for five years. 

Let’s review two examples - a single-family rental and a mid-sized apartment 
building.
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Table 2: Single Family Investment Property Rate of Return

Table 3: Apartment Investment Property Rate of Return

Note: Tax benefits for residential income and apartment investments can range 
significantly based on the depreciation of the property and the tax situation of 
the individual investor. In many cases, the tax benefit of depreciation offsets the 
cash flow thus creating tax free rental income during the holding period.  

If you compare the two properties, the cash flow from the single family 
investment property creates a higher Cash on Cash return, but has lower 
appreciation and principal pay down. As such, this property provides a higher 
annualized Rate of Return. Both projects provide good returns spread across 
each year and from different benefit types. If you did not do this analysis, how 
would you know the differences between the investments?

It is important to keep in mind the quality of the return. Though it is not often 
discussed in real estate investing, not all returns are created equal.

From the perspective of quality of a return, the CATP benefits of real estate 
stack up as follows:

 » Highest quality = Tax Benefits & Cash Flow
 » Lowest quality = Appreciation and Principal Pay down

 
You receive tax benefits automatically every year. Tax laws have not changed 
much in some time. You receive cash flow every month and have a large degree 
of control over the cash flow stream.
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Principal pay down is a solid benefit; however, you do not realize it unless a 
liquidity event like a refinance or sale of the property occurs. Appreciation 
return is also tied to a liquidity event, as well as to market factors.

It is important to note that you will make the most money in real estate through 
appreciation. That’s a fact. However, the return is less predictable. 

Conclusion

As you have learned, Real Estate investing has a lot of benefits.  Most 
importantly, you have to know how to buy right and take advantage of all the 
opportunities.

The best real estate investments are those where you are working with the best 
asset classes with the optimal strategies in the best markets.

Market, Asset, and Strategy selection are critically important pieces of the 
puzzle. By learning how to evaluate real estate projects effectively by working 
with the four professional metrics outlined, you can dramatically improve your 
results.
.  
As you review any new investment, ask yourself the following questions:

 »  What is the rent ratio? Is it just barely cash flow positive at 1.0 or can I do 
better?  

 »  What is the cash on cash return? Does it take into account the right 
income and expense categories and rules of thumb?

 »  What is the Break Even Occupancy and market vacancy rate? How safe is 
this project really?

 »  Finally, how will the project make money for me? Will I receive monthly 
cash flow checks but very little appreciation? Will it be a blend of forced 
appreciation and some cash flow? Is it purely an appreciation play? 

By answering all of these questions and evaluating your investments based on 
the metrics provided, you will save money, time, and stress. And, ultimately you 
will be a more successful, savvy real estate investor.  
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Schedule your 15-minute introductory call today 
to learn more about our investment offerings.

www.37parallel.com/schedule  

info@37parallel.com

888.837.3720
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DISCLAIMERS

Income Disclaimer

This document contains real estate evaluation strategies, analysis methods and other business 
advice that, regardless of my own results and experience, may not produce the same results (or 
any results) for you. We make absolutely no guarantee, expressed or implied, that by following 
the advice below you will make any money or improve current profits, as there are several 
factors and variables that come into play regarding any given real estate transaction or business. 
Primarily, results will depend on the nature of the product or business model, the conditions of 
the marketplace, the experience of the individual, and situations and elements that are beyond 
your control.

As with any business endeavor or real estate transaction, you assume all risk related to 
investment and money based on your own discretion and at your own potential expense.

Liability Disclaimer

By reading this document, you assume all risks associated with using the advice given below, 
with a full understanding that you, solely, are responsible for anything that may occur as a result 
of putting this information into action in any way, and regardless of your interpretation of the 
advice.

You further agree that our company cannot be held responsible in any way for the success or 
failure of your business or investments as a result of the information presented below. It is your 
responsibility to conduct your own due diligence regarding the safe and successful operation of 
your business or investments if you intend to apply any of our information in any way to your 
business operations.

Terms of Use

You are given a transferable, branded license to this product. You can distribute it or share 
it with other individuals as long as it retains the 37th Parallel Properties logo and author 
information.  Also, there are no resale rights or private label rights granted with this document.

In other words, it’s for your own personal use only or to share with others without relabeling or 
monetary gain.
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