Figuring Cap Rate

Determine the projected income per year including all lease, vending and other revenues.

Subtract the operating costs involved in the property per year -- fixed costs and variable.  (For example--real estate taxes, insurance, maintenance.)

This will give you the net operating income.

Divide the net operating income by the market value of the property. 

This will give you the capitalization rate or cap rate for that property. 

The cap rate man then be used to compare one piece of property with another and to evaluate the potential profitability of an investment.

