INVESTIMATE® FINANCIALS TUTORIAL
Brought to you by Advantage Asset Management – A Houston Property Management Company

Being a property management company in Houston, we understand the importance of analyzing and
understanding earning potential of investment properties. Navigating through the financial jargon on
INVESTimate® may seem a little daunting at first, but that is why we have this helpful tutorial to
explain some of the financial terms you will see throughout the platform. The good news is that most
terms can be scrolled over to see a definition of what you’re looking at. If you have questions about
anything, please let an Advantage Asset Management (“AAM”) representative know!
Getting Started:
The default screen has a tile view of properties for sale in our default Houston market. Each tile
shows 1 property, a picture of the property, and has some investment summary information

If you adjust to the list view (below), you will see fewer properties but you will see more detailed
information about each property. See below. All of this information can be found by clicking on the
property, so for now we will just us the Tile View for explanation purposes.

Summary of a Property in Tile View:

Neighborhood Rating (House Icon with a letter grade): This is an automatic grading given to
each property based on a variety of market factors: neighborhood rating, school districts, rental
rates, crime, etc. Letter A is the best rating while a letter D is the worst. Most of the D ratings are
excluded from our search to eliminate seeing everything on the market.
Gross Yield: Monthly Rent x 12 months, divided by purchase price.
Net Operating Income: First year net cash flow received after all operating expenses, capital
expenditures, property taxes, and assuming 8.01% vacancy and no debt.
Purchase Price: this is the estimated purchase price based on the list price of the home
Investment: Initial required investment to acquire the property - includes down payment, rehab,
closing costs, etc.
Projected Rent: Estimate of monthly rent if the property was leased in the current rental market

Getting into the Details:
Once you click on a property, you will see more detailed information. Anything with will give you a
definition. Check for words with an underline which will also give you definitions.

The top of this screen will show you a summary of the property with:
List Price: The list price of the property on the market.
Rent EST: Estimate of monthly rent if the property was leased in the current rental market
Investment EST: Initial required investment to acquire the property - includes down payment,
rehab, closing costs, etc.
1 Year Forecast: the estimated market value of a property after one year
You will then see a 1 year and a 15 year table summarizing the financial details over that time period:
1 Year:
Gross Yield: Monthly Rent x 12 months, divided by purchase price.
Net Operating Income: First year net cash flow received after all operating expenses, capital
expenditures, property taxes, and assuming 8.01% vacancy and no debt.
15 Year:
Yield: 15-year estimated annualized return from cash flow plus loan principal paydown.
Appreciation: Projected compound annual growth rate of the asset's value over 15 years.
Total Return: 15-year estimated annualized return from Cash Flow and equity accumulation after
asset disposition.
Below this information, you will see 4 tabs. The first tab is information about the listing (Listing
Details), next is the Financial Detail, then the Neighborhood information, and last are Comps.

Listing Details gives you the information you would expect to see for a typical listing. We won’t go int
the details here, but it’s a good place to see general information about the property.
Where we are going to focus is on the Financial Details tab.
Financial Details:
The first thing you will see on this tab is a graph that shows projected accumulated wealth over 30
years. This is where you can adjust inputs and assumptions if needed.

The top row allows you to adjust the purchase price, down payment, rent, terms of a mortgage loan,
and interest rate of the mortgage loan. If you would like to edit more assumptions, you can click on
the “more filters” tab in blue. Here you can adjust more detailed figures like expense inflation,
vacancy, length of stay, appreciation, rental growth, and maintenance cost for years 1-5 and
separately for years 6-15. You can also adjust the rehab costs which are estimated in that tab.

Terms in this area:
Expense Inflation: Estimate of how much expenses are expected to increase ever year.
Vacancy: Estimated annual vacancy rate as a percentage of rental income
Length of Stay: Estimated annual duration a tenant is expected to occupy the property. Reducing
tenant turnover increases cash flow and reduces expenses.
Appreciation: Annual projected increase in the asset's value.
Rental Growth: The rate that Rental Income is projected to change on an annual basis.
Maintenance: Estimated annual maintenance rate as a percentage of rental income.
Rehab Costs: The costs required to rehab the property to maximize rents and simultaneously
increase its value.
Reinvest Cashflow: Activate this to see what will happen if you reinvest the Cash Flow and apply it
as an extra payment toward the loan principal. This saves interest fees and shortens the time it will
take to pay off the loan.
Once you adjust those figures, you will see the chart change and the summary financials on the left
side of the chart will adjust accordingly.
Projected Accumulated Wealth: The sum of cash flow, loan principal paid down, and the
appreciation gained.
Projected Cashflow: The estimated amount of money generated after all operating expenses and
debt service obligations.
Projected Equity: Estimated equity in the property over time.

The chart area is the main area for adjusting assumptions and seeing various scenarios playing out.
Below that chart you will see more detailed financials that will adjust based on your inputs and
assumptions in that graph (more filters) section.
Financials:
There are 2 tables here: 1 (left) - the Projected Basic Monthly Statement and 2 (right) - shows the
rent to price ratio with some other assumptions.

Projected Basic Monthly Statement: This is the estimated cash flow generated during a typical
maintenance-free month. It is recommended that investors set aside 16% of earned rent to cover
both maintenance and periods of vacancy.
This shows your income less expenses. Rent minus Loan Payment, Property Taxes, Property
Insurance and Property Management Fees.
Property Management Fees: The amount assessed for ongoing financial reporting, market
intelligence, property management and other services. The service fee for this property is 9 percent
of monthly rent when occupied, minimum $100/month.
The table to the right shows the projected price (current price on market) and projected rent for a
price/rent ratio.
Assumptions:
These are some of the same assumptions that can be adjusted in the chart area under “More Filters.”
Definitions:
Expense Inflation: Estimate of how much expenses are expected to increase ever year.
Rental Growth: The rate that Rental Income is projected to change on an annual basis.
Appreciation: Appreciation Rate is the actual CAGR for the market for the next 5 years according to
FHFA House Price Index.
Maintenance: Estimated annual maintenance rate as a percentage of rental income.
Vacancy: Estimated annual vacancy rate as a percentage of rental income
Length of Stay: Estimated annual duration a tenant is expected to occupy the property.
Right below the two tables we just described, you will see smaller box in between “Detailed
Calculations.”

There are 3 tables here showing various financial metrics: Annual Returns, Stabilization Period,
Returns on Investment. If you see a row with a drop down arrow, you can click that to see the details
behind that metric.

Annual Returns:
The first is a detailed financial statement view of the revenue and costs. The first tab in the “Detailed
Calculations” box will show annual returns for year 1, 2, 3, 5, 10, 15, and 30.

Income:
Your income is shown as your revenue less vacancy for your property. In a perfect world, you would
not have any vacancy, but the reality is that there will be some vacancy as tenants leave, etc.
After your income, your costs are detailed out.
Loan Payment:
First you start with the mortgage / Loan Payment. This is your principal and interest payments for
this property.
Operating Expenses:
Next you have your operating expenses. Operating Expenses are the expenses incurred to maintain
and protect the property. Included in this section are your property taxes, property insurance,
homeowners insurance, leasing fees, property management fees, and repairs and maintenance.
After the operating expenses, you will see a summary of the property’s potential. You will see Net
Operating Income (revenue minus operating expenses, not including mortgage). Then your see your
cashflow below your net operating income. Cashflow is the estimated amount of money generated
after all operating expenses and debt service obligations. In this table, it is your net operating
income less your mortgage/loan payment. This is the final figure and probably one of the most
important figures to look at when evaluating a property.
Performance:
Next you will see a performance section of metrics. These are some common metrics used to value
real estate opportunities.

Yield: Estimated annualized return from cash flow plus loan principal paydown.
Cash on Cash: Estimated annualized return from cash flow.
Cap Rate: A ratio of Net Operating Income (NOI) to the property's sale price plus capital
improvements.
Debt Service Coverage Ratio: A ratio of Net Operating Income to the Loan Payment. (Tip: A
DSCR over 1 means the property will cover its debts and produce a cash flow).

Stabilization Period:
This show a very similar table to the Annual Returns, except it shows a scenario of the first 4
months... a stabilization period.
Most properties go through a stabilization period. During this period, the property is vacant and
goes through a rehab process -- bringing it up to HomeUnion's rent-ready standards. The
property is then listed for rent, all applicants are screened, and a tenant is selected.

Returns on Investments:
This table shows metrics indicating a return on your investment.
Calculating the total return on investment (ROI) for a property depends on how long it is held.
Below are projected returns assuming that the property is sold after the year specified.

Accumulated Cashflow: Total cashflow over that period of time.
Net Sales Proceeds: Amount received after all costs, expenses, and the initial investment are
deducted during asset disposition.

Performance Metrics:
Yield: Estimated annualized return from cash flow plus loan principal paydown.
Cash on Cash: Estimated annualized return from cash flow.
Total Return: Estimated annualized return from Cash Flow and equity accumulation after asset
disposition
Next, you will see a graph detailing the out of pocket cash required for this investment.

Investment:
Down Payment: initial up-front loan payment required
Rehab Estimate: estimated rehab costs in order to make it rent-ready. A more accurate rehab
estimate will be determined during the closing and due-diligence stage.
Loan Fees & Costs: Expenses incurred during the closing in order to set up the loan and
transfer payment to the seller.
Closing Costs: Costs associated with title and escrow
Other Costs:
Maintenance Reserve: A reserve balance to cover minor monthly maintenance expenses if the
cashflow does not already cover these expenses.
Stabilization Estimate: Amount of money that the investor is advised to have ready to cover
the initial vacancy, expenses that occur while property is being rehabbed, and expenses related
to marketing and tenanting.
Property Tax & Insurance Estimate: An estimate of the costs required to prepay for the
1styear’s tax and insurance expenses as an upfront costs.

Loan Details:
Below this section, you will see Loan Details:

The first box is the down payment estimate for purchasing a property.
The second box is the monthly loan payment summary:
Term: length of the loan
Interest: rate charged by lender for loan
Down payment: initial up-front loan payment required
Loan Amount: amount of money borrowed in order to acquire the asset
The third box shows the impact that cashflow reinvestment would have on the property. This is
the time and interest you would save by applying each month’s positive cashflow towards the
loan’s principal pay down.
Finally, there is a small box showing an amortization table of the loan. This will show the
monthly payment, principal, interest, and balance of loan. It will also show “extra payment”
should the cashflow reinvestment option be utilized.

