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Evaluate Your Real Estate Portfoho by
Creating Cash Flow Statements

BY CHRISTOPHER MILLER, MBA
SPECIALIZED WEALTH MANAGEMENT

or over 20 years, I've helped investors
lessen their landlord responsibilities
through the use of 1031 Exchanges
and Partial Interest Properties. Many
investors have asked me “Which of
my properties should | sell first?” Ill
answer that with a question: “Which
are the lowest performing?” Some investors may
have owned several properties over many decades
but can’t answer that question. This month, we’ll
review how to create a cash flow statement on
your property, calculate your Return on Equity, and
estimate your Property Value.

THE FUN PART - ADD UP YOUR INCOME

First, we’ll need to add up your gross receipts
from the property. This will include monthly rent
payments and other income from laundry or
parking. It is important to note that Tenant Deposits
do not count as income since you will need to pay
that back at some point or use it for repairs. Write
down your annual monetary collections as A. I'll use
$100,000 as an example.

LESS YOUR EXPENSES: PROPERTY TAXES,
INSURANCE, MAINTENANCE

Next, let’s calculate your expenses. Total up all the
bills you pay for the property on an annual basis.
Property taxes, insurance, repairs, maintenance and
utilities will be the major categories here.

Remember to include Property Management. Even
if you manage the property yourself, you’ll need
to take into account the value of your time. This
is important for two reasons: 1. If you sell your
property, the buyer will use this as an expense
against the income while he’s calculating the value,
and 2. Sometimes we will think a property is “doing
great” until we account for our time. A $30,000
annual profit may not be so good if it is taking 30
hours of your time every week. A good estimate
for Property Management Expense is 7% of Gross
Income.

Now that you have your Total Expenses, Write this
number down as B. My estimated amount will be

$37,500.
Please turn to page 68

66 SEPTEMBER 2023 -

Christopher Miller is a Managing Director with Specialized Wealth
Management and specializes in tax-advantaged investments including
1031 replacement properties. Chris’ real estate experience includes
work in commercial appraisal, in institutional acquisitions for a
national real estate syndicator and as an advisor helping clients through
over five hundred 1031 Exchanges. Chris has been featured as an
expert in several industry publications and on television and earned
an undergraduate business degree and an MBA emphasizing Real
Estate Finance from the University of Southern California. Chris began
his real estate career in 1998. Call him toll-free at (877) 313 — 1868.
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DETERMINE YOUR NET OPERATING INCOME
AND USE A CAP RATE TO ESTIMATE YOUR
VALUE

Take your A Total Revenue and subtract B Total
Expenses, and you’ll have your Net Operating
Income. For our example property, that is
A. $100,000 - B. $37,500 = $62,500. Write
this number down as C. Next, we will estimate
your value: First, we’ll need to determine what
capitalization rate, or CAP rate, is applicable to
your building. This number will vary based on
market conditions, and I’'ve written entire articles
on estimating CAP Rates in the past. Call my office
for help determining the one that may best apply to
your property. For this example, we’ll use 4%. For
calculation purposes, we’ll use the decimal value of
0.04. Write that number down as D.

Your estimated property value is C. Net Operating
Income ($62,500) divided by D. CAP Rate (0.04%).
This indicates a value estimation of $1,562,500.
We’ll mark that down as E.

YOUR LOAN DETAILS TO CALCULATE YOUR
CASH FLOW AND RETURN ON EQUITY FIGURES

We’ll need two details from your loan: the F.
Outstanding Balance and G. your Annual Debt
Service (Monthly Mortgage) Payments. For our
estimation we’ll use a 30-year $800,000 loan from
September of 2017 at a 4.5% rate. This will give us
annual debt service payments of $48,641 (H) and a
remaining balance of $713,000 (J).

The Equity you have in the property is your
Estimated Value, E $1,562,000 minus your remaining
loan balance J. $713,000 = $849,000 (K.)

Your Cash Flow is C. Net Operating Income
($62,500) minus H. Debt Service Payments $48,641
= $13,859 annually. (L). Your Return on Equity is L.
Cash Flow divided by K. Equity = 1.6% annually.
It looks like we may have found this investor’s
poorest-performing property!

NOW YOU CAN EVALUATE YOUR PORTFOLIO

With this information, you can now evaluate the
performance of your own portfolio. Which
properties are your “stars?” Which are the “dogs”
that may be well suited to sell for exchange into
investments that can provide better income or
growth opportunities? | have a one-page flyer
that summarizes these calculations into an easy
worksheet. If you would like a copy to help evaluate
your own portfolio, call my office toll-free at (877)
313-1868.

Securities offered through Emerson Equity LLC,
member FINRA/SIPC. Emerson Equity LLC and
Specialized Wealth Management are not affiliated.
All investing involves risk. Always discuss potential
investments with your tax and/or investment
professional prior to investing.

WANT A REPLACEMENT PROPERTY
WITHOUT ACTIVE MANAGEMENT?

Recent offerings, located nationwide, have included:
e Office e Apartments e Triple Net ¢ Retail ¢ Energy Royalties
| have completed over five hundred 1031 Exchanges for investors

$200,000+ equity required.
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Learn more about our investment programs at www.ChrisMiller1031.com

Contact Chris Miller, MBA
for a free consultation

877-313-1868

Chris@SpecializedWealth.com

2522 Chambers Rd.,Suite 100
Tustin, CA 92780

Investing in real estate, with or without use of a 1031 exchange, carries the risk of losing your principal, income or tax benefits. Additionally, the IRS has issued inflexible
guidelines for completing tax-deferred 1031 exchanges. Failure to follow these guidelines could lead to a loss of tax benefits. 1031 Exchanges can involve significant fees.
This does not constitute an offer to buy or sell any security. Investments may be illiquid in nature and those seeking to dispose of their investments early may be unable to
do so. Securities offered through Emerson Equity LLC. Member FINRA/SIPC, MSRB registered. Advisory services offered through Emerson Equity LLC, an SEC registered
investment advisor. Emerson Equity LLC and Specialized Wealth Management are unaffiliated.
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