	What is "Cash on Cash" ?

	 
	
	

	 C/C is calculated using the first year cash flow before taxes (CFBT) as 1st YEAR CASH FLOW BEFORE TAXES (CFBT) divided by INITIAL INVESTMENT (DOWN PAYMENT).  
This is actually similar to an interest rate of return derived from your investment of your down payment.  You would receive an 8% C/C return if you deposited your down payment in a bank in a CD and got 8% interest (ha! ha!).  To arrive at the cash flow from an existing investment, you take all your income for the year, deduct all expenses, then deduct your mortgage payment, and the balance remaining is your CFBT.  To calculate cash flow from a potential investment you are evaluating, take the projected gross rent for the year, less any vacancy and credit loss, less all projected operating expenses, less what your new mortgage (or assumption of existing) will cost.  As you can see, this is the same calculation for the CAP Rate, but including deducting the mortgage payments.  Also, as in previous discussions, C/C is subject to the inaccuracies of income and expenses as they are reported to you.  Are they always correct and truthful?
            If you were looking at an apartment that is listed for $1,000,000 and had $100,000 as the net operating income and you could get financing with annual payments of $80,000, you would have $20,000 CFBT.  If you paid $200,000 down, your C/C return would be 10%.  If you can make a 10% return without looking at appreciation over time or depreciation as a tax deduction, this would probably be a pretty good investment.  If you bought the same property for $100,000 down, your C/C would increase to 20%.  As you can see, the amount of down payment directly affects your C/C, but remember if you paid less down your mortgage payments would be higher, leaving you less cash flow.
            Although it is most often used as a measure of performance, C/C can be used to determine investment value.  To determine value of an apartment from it´s C/C, first calculate CFBT, then divide by the C/C yield you require (8% for instance).  This gives you your down payment required.  Once the down payment has been calculated, add the amount of mortgage available, which gives you the value of the investment.  
I recently talked to an investor who wants to buy property that gives him a 9%-10% C/C.  Properties now available typically range from 2% to 8% C/C, but each investor needs to determine what is a realistic return on investment for himself.  Some people say that if they don´t make at least 8%, they won´t buy apartments.  Others will factor in appreciation and depreciation along with C/C and determine a longer-term picture.
            Gross Rent Multiplier takes into account only expected rents and CAP Rate takes into account vacancy and credit losses and operating expenses.  Since C/C takes into account vacancy and credit losses, operating expenses, and the financing, it is probably the most realistic valuation ratio we have discussed to-date.  But C/C is still limited in that it does not consider the tax impact and also only takes into account the initial one-year forecast.  For these reasons, most astute investors use additional methods such as Internal Rate of Return that require more detailed forecasting and analysis. 
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