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HOW TO USE THIS FRAMEWORK

How to Use This Framework

This 7-Step Framework gives you a systematic, repeatable process for evaluating any real estate

investment — whether it’s a studio apartment in Bucharest or a REIT listed on the Amsterdam

exchange.

Each step focuses on one critical dimension of the analysis. Complete all seven, and you’ll have a

thorough understanding of the deal’s strengths, weaknesses, and true risk-adjusted return potential.

Step Focus Area Key Question

01 Income & Cash Flow What does this property actually generate?

02 Cap Rate InterpretationHow does the yield compare to the market?

03 Leverage Impact What does debt do to my returns and risk?

04 Hidden Costs What expenses am I likely missing?

05 Market Cycle Risk Where are we in the cycle?

06 Tenant Quality Who pays the rent, and how reliable are they?

07 Exit & Liquidity How and when can I get my money back?

Print this framework. Use it for every deal. Skipping steps is how investors lose

money.
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0
1 Income & Cash Flow Modeling

Before anything else, you need to know what the property generates. Not what the seller says —

what you can verify.

What to Analyze:

• Gross rental income: Verify with comparable listings, not the seller’s projections

• Vacancy allowance: Budget 5–10% for residential, 10–20% for commercial

• Effective gross income: Gross rent minus vacancy — your realistic revenue

• Operating expenses: Maintenance, insurance, property tax, management, utilities

• Net Operating Income (NOI): Effective gross income minus operating expenses

• Cash flow after debt: NOI minus mortgage payments — what lands in your bank account

Quick Formula:

NOI = Gross Rent − Vacancy − Operating Expenses Cash Flow = NOI − Mortgage

Payments If cash flow is negative, the deal does not work at this price and leverage.

Checklist:

■ Verified rental income with 3+ comparable listings

■ Applied vacancy allowance (minimum 5%)

■ Listed ALL operating expenses

■ Calculated NOI

■ Modeled cash flow at actual financing terms

■ Cash flow is positive after all expenses and debt service
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2 Cap Rate Interpretation

The cap rate tells you how the property’s income relates to its market value. It’s the universal

language of real estate valuation — but it’s often misused.

Formula:

Cap Rate = Net Operating Income / Property Value × 100

How to Interpret Cap Rates:

Cap Rate Range What It Means Typical Assets

3–4% Low yield, high demand, lower risk Prime city center apartments

4–6% Moderate yield, solid fundamentals Good residential, secondary markets

6–8% Higher yield, higher risk Commercial, secondary locations

8%+ High yield — investigate why Distressed, niche, or very illiquid

Common Traps:

• Comparing leveraged and unleveraged returns: Cap rate ignores debt

• Using seller’s NOI: Always recalculate NOI yourself

• Ignoring market context: 7% in Munich vs. 7% in a declining town

• Mixing gross and net yields: Always compare net to net

Checklist:

■ Calculated cap rate using YOUR NOI

■ Compared with 3+ similar properties in the same area

■ Understood why the cap rate is what it is

■ Not confused cap rate with cash-on-cash return
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3 Leverage Impact Analysis

Leverage is the most powerful — and most dangerous — tool in real estate investing. It amplifies

both gains and losses.

Key Metrics:

• LTV: What percentage of the price are you borrowing? Conservative: 60%. Moderate: 70%.

Aggressive: 80%+

• DSCR: NOI / annual debt payments. Below 1.2x is a warning. Below 1.0x = losing money

• Interest rate sensitivity: What happens if rates rise 1–2%? If the deal breaks, you’re

over-leveraged

• Cash-on-Cash Return: Annual cash flow / cash invested = your actual return

Stress Test Your Deal:

Scenario Assumptions Pass If...

Base Case Current rents, current rates Cash flow positive, DSCR > 1.25x

Rate Shock Rates +2%, rents unchanged Cash flow still positive

Vacancy Shock 20% vacancy, rates +1% Cover costs for 12 months

If a deal only works in the best-case scenario, it’s not a deal — it’s a gamble.

Checklist:

■ LTV within comfort zone

■ DSCR above 1.25x

■ Stress-tested with rate increase of +2%

■ Stress-tested with 20% vacancy

■ Cash reserves cover 6–12 months without rental income
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4 Hidden Costs & Maintenance

This is where most beginners get burned. The purchase price is just the beginning:

Cost Category Typical Range How to Estimate

Transaction costs 3–8% of purchase Notary, tax, agent, legal fees

Renovation Varies 3 contractor quotes + 20% buffer

Annual maintenance 1–2% of value Higher for older buildings

Property management 8–12% of rent Factor in even if self-managing

Insurance 0.2–0.5% of value Building + liability + loss of rent

Vacancy periods 5–10% of rent Average 1–2 months between tenants

Capital expenditure Reserve fund Roof, HVAC, facade — they come eventually

The 20% Rule:

If your total operating expenses (excluding debt) are less than 20% of gross rent, you’re probably

missing something. For older properties, 25–35% is more realistic.

Checklist:

■ Identified ALL transaction costs

■ Got contractor quotes + 20% buffer for renovation

■ Budgeted maintenance at 1–2% of property value

■ Included management, insurance, taxes, vacancy

■ Created capital expenditure reserve plan

■ Total operating expenses are realistic (20%+ of gross rent)
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0
5 Market Cycle Risk Assessment

Real estate markets move in cycles. Understanding where your market is in the cycle can mean the

difference between a great investment and years of regret.

The Four Phases:

• Recovery: Prices stabilizing after decline. Low competition. Best time to buy for value.

• Expansion: Rising prices, falling vacancy, new construction. Good fundamentals but watch for

overheating.

• Hyper-supply: Too much construction. Vacancy rising. Prices high but slowing. Danger zone.

• Recession: Falling prices, rising vacancy. Painful but creates opportunities for patient capital.

Indicators to Monitor:

• Construction permits and starts (leading indicator)

• Vacancy rates (supply vs. demand)

• Price-to-rent ratios (speculative if prices outpace rents)

• Employment and population trends (fundamental demand)

• Interest rate trajectory (affects demand and affordability)

• Credit availability (are banks tightening?)

You cannot time the market perfectly. But you can avoid buying at the peak by

understanding the indicators.

Checklist:

■ Identified current market phase

■ Reviewed construction pipeline data

■ Checked vacancy trend

■ Compared price-to-rent ratio with historical average

■ Assessed employment and population trajectory
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0
6 Tenant Quality Analysis

The best property with the wrong tenant is a liability. The tenant is your revenue source — their

quality determines your cash flow reliability.

For Residential Properties:

• Income verification: Rent should not exceed 30–35% of tenant’s net income

• Employment stability: How long in current job? Stable industry?

• Rental history: References from previous landlords

• Lease terms: Minimum 1-year lease preferred for stability

For Commercial Properties:

• Business viability: Is the tenant’s business model sustainable?

• Lease length: Longer leases (5–10+ years) provide certainty

• Rent escalation: Are rents indexed to inflation?

• Personal guarantees: Especially for small business tenants

• Concentration risk: Multiple tenants are safer than one

Key Principle:

A vacant property costs you money every day. But a bad tenant costs you MORE than

vacancy. Never rush tenant selection to fill a unit.

Checklist:

■ Verified tenant income/business viability

■ Checked references or rental history

■ Lease terms are clear and protective

■ Rent escalation built into lease

■ Assessed tenant concentration risk
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7 Exit & Liquidity Planning

Every investment needs an exit strategy — ideally defined before you buy. Ask: how do I get my

money back, and when?

Exit Strategies:

• Hold and collect: Keep long-term, live on cash flow. Best for low-leverage, high-quality assets

• Value-add and sell: Renovate, increase rents, sell at higher value. Requires execution skill

• Refinance and recycle: Increase value, refinance to pull out capital, reinvest

• Portfolio sale: Sell multiple properties as a package. Usually at a premium

Liquidity Reality:

Asset Type Time to Sell Liquidity

Apartment (popular area) 1–3 months Medium

Apartment (secondary) 3–6 months Low–Medium

Commercial property 3–12 months Low

Fund/SPV stake Lock-up (3–10 years) Very Low

Listed REIT Same day High

Checklist:

■ Defined primary exit strategy before purchasing

■ Identified backup exit strategy

■ Estimated realistic time to sell

■ Calculated expected sale price from comparables

■ Factored in selling costs (agent, taxes, legal)

■ Investment meets target holding period
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COMPLETE CHECKLIST

Master Analysis Checklist

Use this for every deal. If you can’t check all boxes, the deal needs more work.

01 Income & Cash Flow

■ Rental income verified

■ Vacancy applied (min 5%)

■ All expenses identified

■ NOI calculated

■ Cash flow positive after debt

02 Cap Rate

■ Cap rate calculated with your NOI

■ Compared to market

■ Understood the reason

03 Leverage

■ LTV within comfort zone

■ DSCR above 1.25x

■ Stress-tested +2% rates

■ Stress-tested 20% vacancy

■ 6–12 month cash reserves

04 Hidden Costs

■ All transaction costs

■ Renovation quotes + 20%

■ Maintenance budgeted

■ Management + insurance + taxes

■ CapEx reserve planned

05 Market Cycle

■ Market phase identified

■ Construction pipeline reviewed

■ Vacancy trend assessed

■ Price-to-rent ratio checked
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06 Tenant Quality

■ Income/viability verified

■ References checked

■ Lease terms reviewed

■ Rent escalation confirmed

07 Exit Strategy

■ Primary exit defined

■ Time to sell estimated

■ Selling costs factored

■ Holding period meets goals
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WHAT’S NEXT

Continue Your Journey

You now have the same analytical framework used by professional real estate investors. The next

step is to apply it.

Continue your education with RCP:

• RCP Academy — 5 structured modules from fundamentals to REITs — r-cp.eu/learn

• Investment Pathways — Compare apartments, alternatives, funds, and REITs —

r-cp.eu/investment-pathways

• Insights & Benchmarks — Weekly articles and market data — r-cp.eu/insights

• Join the Community — Exclusive content, webinars, and future opportunities — r-cp.eu/join

Join the RCP Investor Community

Get weekly education, benchmark data, new guides, and early access to

structured investment opportunities.

Sign up free at r-cp.eu/join

Real Capital Portfolio
r-cp.eu | Educational content only. Not investment advice. Capital at risk.


