CAPITALIZATION (“CAP”) RATE-
1. An unleveraged rate of return.

2. A measure of relative value.

CAP RATE= NET OPERATING INCOME/PRICE
NET OPERATING INCOME= INCOME AFTER ALL EXPENSES, BEFORE TAX AND DEPRECIATION
EXAMPLE:
PRICE: 
$1,500,000

NOI:

$99,772

CAP RATE:
NOI/PRICE




$99,772/$1,500,000




.0665 or 6.65%

