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• Effect on the initial investment

• Effect on the cash flows from 
operations

• Effect on the cash flow from sale

Project Costs : 
Acquisition, Soft Costs, Hard Costs, Remediation, Carry Costs

Total Project Costs of $100,000
Net Operating Income (NOI)

Gross Income $14,000
Operating Expenses ($4,000)
Net Operating Income $10,000

Cash on Cash Operating Return
NOI/Project Costs $10,000/$100,000 10%

Leverage: 20% Down (Equity of $20,000),  80% Mortgage ($80,000) at 6% 
Gross Income $14,000
Expenses ($4,000)
Debt Service (Carry) $4,800
Net Cash Flow $5,200

Leveraged Return
Net Cash Flow/Equity
$5,200/$20,000 26%

Project Value and Capitalization
NOI/Cap Rate = Project Sale Value
$10,000/.10 $100,000
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• Loan application
• Property description and legal 

aspects
• Cash flow projections
• Appraisal report and market or 

feasibility study
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• The property and borrower
– Property type, quality, and location
– Tenant quality and lease terms
– Environmental concerns
– Borrower experience and resources
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���!�
���

• The Loan to Value ratio (LTV):
LTV = Mortgage Principal / Property Value

• The Debt Service coverage ratio (DCR):
DCR = NOI / Debt service

• Maximum Debt Service:
NOI / Minimum DCR

• Max loan amount:
Maximum debt service / mortgage loan 
constant
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• Conventional

– Insurance companies
– Pension funds
– CMBS (Commercial Mortgage Backed Securities)
– Commercial Banks

• Unconventional financing
– Hedge Funds 
– Mezzanine financing 
– Private equity financing
– High risk lenders (“hard money”)

The conventional lenders have more established 
criteria and lower rates.
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Pledge of equity in 
property owner LLC

Mezzanine 
Loan

Senior 
Mortgage

Senior Loan

Intercreditor 
Agreement

Basic Mezzanine Structure

Note that this is a simple example. One could 
have multiple owners of the mezzanine 
investment, and also multiple LLCs.
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