
ncome-producing investment real estate is truly a prodigious and yet 
practical path toward wealth generation. Investors seeking to enter the
rental real estate market do not need large sums of money; proper
knowledge trumps money in real estate. Armed with this realization,
independent rental owners (IROs) can study the game and win.

Following is a walk-through of an actual transaction completed this
year. While this exact strategy and situation does not work every
time, this one deal generated $100,000 in 12 months.

The basics and specifics of the deal are detailed.
Described are what to look for before the closing,
the proper steps used to close, the financing pack-
age that fits and, finally, an approach to manage-
ment that, in the end, repositioned the property
to be successful.
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With the purchase and repositioning of The Symphony 
in Lima, Ohio, one independent rental owner used 
patience, due diligence and the perfect pitch during 
face-to-face negotiating to generate a $100,000 
asset in one year with an initial $5,300 investment.

BY BEN LEYBOVICH
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The deal for “The Symphony in Lima, Ohio” or “The Sympho-
ny” documented here closed February 2013. The investor (myself)
first became aware of this opportunity during a tour with a local
Realtor nine months prior to the ultimate closing. Patience often
plays a vital role in closing a successful transaction. Nine months
was worth the wait, especially for investors who can recognize sell-
ers’ situations and use that to their advantage during negotiations.

The Property
The Symphony is a 10-unit apartment community. Actually, it is

two, five-unit structures, standing side by side, built in 1980. They
are situated in a desirable area: People want to live there and can
afford to.

They are two-story structures with townhome units. They are all-
electric. Both electric and water services are separately metered.
However, the owner pays for trash and sewer. The buildings showed
some neglect because of delayed maintenance, but overall their
condition was fair. There were a few significant plumbing issues to
be addressed right away and the original shingles on one building
needed to be replaced.

The gross income at the time of acquisition was $5,805/month
and the net operating income (NOI) was $3,406/month, which jus-
tified a value of around $408,000 at a 10 percent capitalization rate
(or cap rate). That rate proved appropriate for a building of this
character. (More about this later.)

The $373,500 purchase price represented a discount against the
capitalized value. Of the purchase price, $354,825 was financed,
representing 95 percent loan to value (LTV). With financing in
place, the cash flow after debt service stood at $1,035/month—or
basically $100 per door.

That was then. As of January (when this article was written), less
than a year after the transaction, this 10-unit community was
bringing in gross income of $6,265/month, and the NOI stood at
about $3,871/month. Current cash flow is approximately
$1,500/month, which is $465/month more than what it was at the
outset.

Based on the current NOI, the capitalized value is now $464,630;
this is $91,130 higher than the purchase price of $373,500. And
considering that the outstanding debt in this deal currently stands
at approximately $354,000, my current equity position is $109,805.

Lastly, it is noteworthy that cash out of pocket at closing was
$5,300—or approximately 1.5 percent of the acquisition price.
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Following are key details on how this
transaction worked out:

• Some maintenance was delayed,
such as plumbing; overall condition fair.

• Of the purchase price, $354,825 was
financed, representing 95 percent LTV.

• The cash flow after debt service was
$1,035/month—or $100 per door.

• Cash out of pocket at closing was
$5,300—or 1.5 percent of the price.

• The Realtor was helping a friend 
who needed to “get out,” knowing 
that she’d get paid.

• A deal was struck halfway, the seller
accepted for $373,500.

• Other monthly operating costs were
$2,398, leaving monthly NOI of $3,406.

• The financing package demonstrates
the desire to achieve as close to 
100-percent financing as possible.

• A large down-payment is completely
out of the question for this strategy.

• While success is not guaranteed, 
it always is worth attempting to 
lower assessed property taxes.

• The numbers work exactly the 
same way whether the deal is 
10 units or 100.

The 10-unit The Symphony property, Lima, Ohio

Facts,

Figures 

& Details
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Criteria for Action
Now to the inner workings of how $100,000 was created with

one real estate deal in less than one year. Ideally, the strategy
recommended here leads to one deal per year. During some
years, none are completed. This is due, in part, because the types
of property transactions that fit the specific criteria laid out take
longer to accomplish. Action is not taken unless all criteria are
met. Following are the basic elements:

• The deal shows a minimum of $100/door of monthly cash
flow on day one with the assumption of 100 percent financing;

• The deal possesses attributes of expandability (more about
this later in the article); and

• The deal lends itself to creative financing opportunities—
preferably 100-percent financing, or close to that.
$100/door of Cash Flow. Income-producing real estate is

bought for the income it represents. Seeking $100/door of
monthly cash flow is the bare minimum necessary to achieve
safety, flexibility and a satisfactory rate of return.

While many investors assume $100/door after having made a
sizable down-payment, that rate still can be achieved by assum-
ing 100 percent financing. Even if putting some money down is
part of the plan, the “numbers” should be run based on 100 per-
cent financing. Buildings that meet this threshold are likely to
safely “cash flow” through the years. If it can’t, then walk away.
Expandability and Creative Financing. Having estab-

lished the minimum threshold of $100/door of monthly cash
flow, it is important to realize that this is in fact the absolute

minimum—it is the starting point for further analysis. However,
a deal truly becomes interesting only if it possesses attributes of
what is known as “expandability.”

Expandability is most easily understood as any tool, technique,
contract term or approach implementation from which an
investor can either improve return on investment or one that
facilitates a transaction that otherwise would not be possible.

Expandability items range from the setting of the closing date
to financing terms, as well as promissory note clauses, rehab
items and everything in between. For example, if the deal really
can be financed 100 percent—which certainly facilitates an easy
entrance—and if the cash flow can improve from $100/door to
$130 to $150/door, then multiple expandability attributes are
present. This should raise the interest level in any investor.

Thus, expandability facilitated the purchase of Symphony with
1.5 percent cash out of pocket, and expandability allowed the
cash flow to increase by 50 percent and drive the valuation up by
$100,000 in less than one year. It is important to understand that
expandability is the prerogative of the real estate market, almost
exclusively because the notion that, unlike most other markets,
real estate is an inefficient market.

How The Symphony Deal Came to Be
Symphony was not listed in the MLS. The owner didn’t want to

be tied into a listing agreement. And in this case, the Realtor was
simply helping a friend who needed to “get out,” knowing that
she’d get paid if a deal came together.
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All of Ben Leybovich’s properties are corporate entities. However, for new investors, 
this may not be the best asset protection mechanism. This Q&A helps to illustrate why:
Q: What are we ultimately seeking by going through an entity?
A: To limit our personal exposure and, with it, the liability.
Q: To limit liability of what?
A: Of financial and criminal loss.
Q: Will an LLC shield you from negligence that can be proven?
A: No—Negligence is criminal!
Q: Will an LLC shield you from financial loss?
A: It may, or it may not. It depends on how good the attorney is on the other side.
Q: Is there a better way to offset the liability of financial loss through litigation?
A: Yes—A combination of a good umbrella insurance policy and leverage.
Most attorneys do not work pro bono, therefore, the first item on their agenda is to establish

whether there is money to be had. For a beginner with nothing on the balance sheet, this 
represents substantial marginal risk. And for more advanced investors, by highly leveraging 
property, a disincentive for litigation is created to a certain extent. While some attorneys are paid
hourly and may not care, most will not put time into a case whereby there is no equity to be had.
This said, equity stripping is not recommended because it is illegal. However, done properly,

leverage cannot only be converted into cash flow, but can also serve as a strategy as it relates to
asset protection. — B.L.

What’s in a name
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At that time, the asking price was
$475,000. The three of us met to discuss
options, but could not create a workable
solution. About nine months later, the
same Realtor mentioned that the seller
truly needed to sell and was prepared to
discuss a lower price, at which time I said
that a price of approximately $350,000
would create options to discuss.

About an hour later, we met again. A
check of the county records showed that
the seller paid $400,000 for the building a
decade ago, which meant that accepting
the $350,000 offer would require taking a
loss. However, the $35,000/unit offer
made was a respectable place to start,
based on the current income structure,
condition and resident base. And, know-
ing that the underlying mortgage on this
building would have had to have been a
20-year amortized loan, “numbers” could
be projected by working the figures back-
ward. Surely, the outstanding balance on
the seller’s underlying was low enough to
enable him to take the offer if he chose to
do so. Ultimately, a deal was struck
halfway, as the seller accepted for
$373,500.

Success in real estate is directly propor-
tional to the ability to solve peoples’ prob-
lems. Unless the investor is only buying
foreclosures and REOs, to structure deals
that work, smart owner-investors must

cater solutions to the sellers’ problems.
Due diligence can be used to first discover
those problems, and then to offer agree-
able deals.

Most effective is negotiating face to face
with the seller. This can be difficult when
working with sales agents, but is highly
recommended when using the strategies
in this article. It is why the three of us
came to the table—the agent knew the
“stab-in-the-dark” game would not be
played. Face to face is how clues about
problems can be discovered during nego-
tiations. This leads to solutions.

One common question is, “Where do
you find such deals?” The answer is:
Don’t go looking for deals. The art of
finding a good deal resides in being the
only person who knows about it. By defin-
ition, if it can be found via a search
engine, anyone could find it.

Investors must position themselves to
have deals brought to them—period.
This comes from a circle of influence,
created as such that it can lead to
$100,000 in this example.

Financials: 
Time of Acquisition

Pictured in Figure 1 is the final frame of
the CFFU Cash Flow Analyzer software.
[available through Leybovich’s Cash
Flow Freedom University program—ed]

The purchase price is in the top left
corner ($373,500). The down-payment
entered into the software was $18,675,
which constitutes 5 percent of the pur-
chase price. As stated at the beginning of
this article, this amount (in cash) was
not needed to close. A bit more than
$5,000 sufficed. More about this is
explained later in the article.

It is important, however, to understand
that there were several lenders in this
transaction and they agreed to finance 95
percent of the purchase, which amounted
to a combined debt of $354,825, and
resulted in a combined monthly mortgage
payment of $2,371.02. (See figure in the
upper-right of Figure 1).

The monthly operating costs (at the
bottom-right column of Figure 1) were
$2,398.82, which left the monthly net
operating income (NOI) of $3,406.18.
The monthly gross income at the time of
acquisition stood at $5,805, listed atop the
middle column of Figure 1. The all-
important monthly cash flow after debt
service was $1,035.16.

Formula for NOI
NOI = GROSS INCOME - OPERATING COSTS
(Does not include Debt Service)

Formula for Cash Flow
CASH FLOW = NOI - DEBT SERVICE

Again, income-producing real estate is
purchased for the income; more specifi-
cally the cash flow, defined as the money
left in the account after all bills are paid,
including the mortgages. Naturally, cash
flow is a critical metric; however, because
cash flow includes debt service, which dif-
fers based on the investor, depending on
the financing package that is in place, it
is not a good metric to use when trying to
gain an “apples-to-apples” assessment of
a building’s value as a function of its
income.

Therefore, a more universal metric of
income is needed. It is NOI. While every
investor finances purchases differently,
resulting in different debt service and cash
flow, all investors, in equal measure, con-
tend with the other costs such as property
taxes, vacancy, maintenance and land-
scaping, etc.

w w w. n a a h q . o r g

Figure 1.
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The NOI, which accounts for all ownership costs aside from
debt service, provides a clear picture of the building’s income 
and expense structures—irrelative of the financing package.
(More about this appears later in the article.)

The Financing Package
This article began with the assertion that real estate represents

the most practical vehicle for wealth generation for most of us.
One reason for this is leverage—an ability to bring a few dollars
to the table and to supplement, or leverage them with a lot of
OPM (other peoples’ money). Leverage, in and of itself, should be
thought of as an element of expandability. (See “The Loan
Debate” by Ali Boone on page 39).

The degree to which leverage opens doors is directly propor-
tional to an investors’ intellectual worth in the matter. For exam-
ple, it is very common and does not require any particular
ingenuity for an investor to achieve 70 percent leverage. Here,
they are required to make a 30 percent down-payment (the
lender provides the remainder). A level of 75 percent leverage or
even 80 percent also are commonplace.

Granted, either of the above is much better than an all-cash
transaction; not a lot of us have $400,000 lying around. However,
had a 20 percent down-payment been required for this deal, it
would have been almost $75,000 out of pocket. Fortunately, with
some know-how in the arena of creative finance, real estate offers
opportunities for leverage at rates even higher than 80 percent.

In fact, the Symphony acquisition financing package showcas-

es the ever-present desire to achieve as close to 100 percent
financing as possible. Cash is an expensive commodity. It should
only be used to create more value than that which it stores in
itself. For example, if $10,000 is needed to create $30,000 worth
of value, then do it. But, if spending $10,000 only creates $10,000
worth of value, then what’s the point?

The latter is how down-payment amounts are figured. (This
will be explained in the next section). While 100 percent financ-
ing was not achieved for the Symphony deal, it nearly was. 
Here’s how:

A commercial banker financed 70 percent of Symphony. This
loan was nothing special—a 20-year note with 5-year adjust-
ments; standard for the industry. However, what made this deal
work to the buyer’s favor was obtaining a private loan for 25 per-
cent of the purchase price—it made the deal affordable. This
private loan was collateralized with a promissory note and mort-
gage, just like any other conventional real estate loan. However,
the difference is that a blanket note was used. It pulled equity
from other property I own, which can come in handy.

To further describe the dynamic, the commercial banker cho-
sen is one that typically finances acquisitions such as this at 75
percent LTV (which is basically the same as leverage). However,
because the bank knew that the financing necessary was above
and beyond that, they declined to go above 70 percent LTV, and
further stipulated that even though the capacity to finance the
entire 100 percent of the deal existed, that 5 percent of my own
“skin in the game” was needed.
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The information is solid. Establishing your own
buying criteria, the idea that you must be the one to
create value, is important. Leybovich definitely dis-
cusses the basics of how small increases in NOI can 
translate into large increases in value when capped
out. However, three of his points concern me:
• Be sure to consider the dangers of leverage. 

This is a lesson you will only need to learn once. 
(See “The Loan Debate” on pg. 39)
• The cash-flow numbers won’t work in coastal

markets such as San Francisco, Los Angeles, New
York, etc., where cap rates are closer to 5 and 6 
(not 10), and finding a building that cash-flows that
strongly from day one is nearly impossible.
As someone who spent years doing exactly what

Leybovich states and growing my portfolio substan-
tially, I can tell you, it works. However, the danger of 
blanket mortgages when something goes wrong can
be a nightmare. Granted, a financial crisis such as

what the United States endured between 2008-2010
is a once-in-a-generation event, so perhaps I am
being too sensitive.
But in that time, I had personally borrowed nearly

$1 million with a blanket loan over five properties.
When the economy crashed, two of the five took big
hits (residents stopped paying rent, vacancies went
up and people just moved out of this marginal [Oak-
land] area because they could—there were lots of
vacancies in the good areas as well and those
whose owners wanted residents who would pay
rent).
One of the two properties I mention had a very

aggressive lender, who immediately initiated 
foreclosure proceedings when we missed a 
payment. This then affected all five of my properties
as they were all connected through the blanket
mortgage. Ultimately, it was worked out, but it 
was not a pleasant experience.

Following are points raised by   

IRO Dan Lieberman, Milestone Properties Inc., Oakland, Calif.Yeah, But
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In a world where most people would
have had to come to the table with a 25
percent down-payment ($93,375) for a
deal like this, 5 percent was a rather
attractive proposition. Although 5 percent
of $373,500 is still a pretty cool $18,675,
and while it could have been done, the
decision was not to do so for reasons that
will be explained in the next section of
the article.

Luckily, it wasn’t required, because
after the proration of rents and a few
other negotiated items—all of which
were applied to the closing statement—
all that was required at the attorney’s
office was a check for $5,300.

Thus, even though the down-payment
requirement was 5 percent on paper, all
that was actually needed was a bit less
than 1.5 percent of cash to purchase Sym-
phony. This was a good thing, because the
money that I kept from having to make
that down-payment in cash was put to
much better use—the repositioning.

There are three reasons why people

believe that making large down-pay-
ments is either necessary or desirable:
• Down-payment is required by the lend-
ing entity;
• Down-payment facilitates greater cash
flow; and
• Down-payment facilitates stronger
equity position and safety.

While down-payments may be required
by the primary financier on many deals,
investors are free to try and finance the
down-payment in some way, and relative
to creative financing, there are a multi-
tude of tools that can be used, such as the
blanket note with an umbrella mortgage
(which was used for Symphony).

Unfortunately, a more in-depth discus-
sion of this topic is not possible within
the framework of this article. Suffice it to
say: A large down-payment is completely
out of the question for this strategy; not
only because $93,375 cash is out of
reach, but also because it goes against
my investment philosophy.

People say things such as, “If the cash

flow is a little thin, just put more money
down.” This is utterly convoluted on
many levels. First, if the cash flow is not
strong enough—even with 100-percent
financing—then the deal is just not good
enough. Period. Therefore, throwing
more money at it is akin to throwing
good money after bad. Who would think
this is a good idea?

Second, buying down the mortgage
and freeing up cash flow by way of a
lower debt service payment is nothing
more than buying cash flow. Sophisticat-
ed investors should never have reason to
buy cash flow.

Finally, why put money down to create
instant equity and earn safety? My current
equity position in this building is a bit
more than $100,000—and it wasn’t pur-
chased with a down-payment; it was cre-
ated. Now, onto how it was done.

My Strategy
As established earlier in the article,

cash flow on day one appeared to 



be $1,035.16, which met the strategy’s
$100/door guideline. However, the true
value in this transaction lay in my belief
that cash flow could grow quite substan-
tially, and with it increase the property’s
value.

For example, if investors are willing to
deploy capital so long as it achieves a 10
percent return on investment (ROI), then
a property that generates a return of
$12,000/year would be reasonably worth
$120,000 ($12,000 is 10 percent of
$120,000) to the investor.

If investors decide that they require a
12 percent ROI minimum, then for the
same revenue stream represented by the
same property, they would be willing to
pay only $100,000. In this example, 
the 10 percent ROI and 12 percent 
ROI are examples of what is called the
capitalization rate (or cap rate). The
$12,000/year return is actually the all
important NOI. 

The cap rate is most easily thought of
as the rate of return that most reasonably
aggressive investors are able to achieve on
a specific type of property in a specific
marketplace. Thus, if you ask 100
investors in small multifamily properties
what cap rate they are achieving (and
what cap rate they are satisfied with), and
answers range from 9 percent to 10 per-

cent, then the cap rate in a given market-
place for a particular style of building
would be approximately 9.5 percent. 

CAP Rate = NOI/VALUE

Here, “Value” indicates the price that
people are willing to pay for the buildings
and NOI represents the NOI in those
buildings. By inverting the formula, the
value can be determined based on a given
NOI and cap rate:

VALUE = NOI/CAP Rate

Therefore, properties that generate
$12,000 of annual NOI are worth
$120,000 in marketplaces with 10 percent
cap rates. However, the same community
with the same NOI would be worth
$240,000 in a marketplace where the
going cap rate is 5 percent, and $60,000
in a marketplace where the going cap
rate is 20 percent.

How can this be used to an investor’s
advantage? Because what effectively sets
value in the income space is the NOI,
logic suggests that investors who can
improve the NOI will be able to back into
increased valuation relative to the same
cap rate.

For example, if the community men-

tioned above generates $12,000/year of
NOI, an investor could increase the NOI
by $300/month ($3,600/year).

What happens then? First, if the
investor’s research reveals that 9.5 per-
cent is the going cap rate, the calcula-
tions can be based accordingly. This
means that as it was at the time of acqui-
sition, the $12,000 of annual NOI consti-
tuted a value of $126,315 in this
marketplace:

VALUE = NOI/CAP Rate

VALUE = $12,000/9.5% 
CAP Rate = $126,315

By plugging the extra $3,600 of annual
NOI into the formula, the property is now
worth $164,201 at the same 9.5 percent
cap rate (which your research revealed is
indeed the going cap rate, and therefore
the rate any investor and/or appraiser
would use to valuate this building):

VALUE = NOI/CAP Rate

VALUE = ($12,000 + $3,600)/9.5%
CAP Rate = $164,210

Therefore, finding a motivated seller
and outdoing the marketplace by buying
this building at a 10.5 cap rate, for exam-
ple, would constitute a purchase price 
of $114,285, the NOI improves by
$3,600/year and, thus, increases the prop-
erty’s value to $164,210. This enables
investors to gain $50,000 of equity.

This new owner might now need to
season the property for a year or two. Sea-
soning, as it relates to refinancing or re-
appraising a community, refers to the
length of time from the point of pur-
chase. The rationale is that while banks
may look at the numbers and concur that
the higher NOI justifies a higher valua-
tion, banks may still be uncomfortable
loaning additional money unless a cer-
tain amount of time passed.

Seasoning is an issue for fix-it and
flipper investors, because the buyers’
bank insists that the property be sea-
soned. In some cases, investors wait as
much as three months after completing a
reposition project before selling. Of
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Figure 2.
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course, situations vary.
Nonetheless, the bottom line is that

when deciding to sell or refinance, the
potential buyers/appraisers will analyze
the building exactly as described, and pre-
suming the going cap rate in the market-
place for a building of this character
remains at 9.5 percent, the value
improves to $164,210. 

The buyer/appraiser may adjust it for
this, that, or the other, but this amount
will be in the ballpark.

This means that the property not 
only could be sold at a discount from the
capitalized price and still make quite a
nice pay-day, but that the option exists 
to refinance it and extract all or a lot of
the original investment out. And besides,
most of that newly found NOI would 
flow directly to the cash flow: Something
to enjoy.

Described above is how fortunes are
made in income-producing real estate,
and it is how $100,000 can be created
with one real estate deal in fewer than 12
months. This, in essence, is the strategy 
to take on any deal.

Specifics and Results
Following are the Symphony 10-unit

deal’s specifics and the results:
Current Financials. With Sympho-

ny, it was apparent that the rents were too
low, based on other buildings in the area
and knowing the marketplace well. 

How high rents could go and how long
it would take to get them there was
unknown, but the potential was clear.
Also, due diligence showed that the prop-

erty taxes assessed were too high. While
success was not guaranteed, it was worth
attempting to lower them. The rents and
property taxes were my primary expand-
ability items in this deal.

As shown above, the current monthly
income is $6,265—up from $5,805,
which constitutes an improvement of
$460/month. Also, property taxes were
lowered from $679.74/month to
$565/month—an improvement of about
$115/month. In sum, $575/month of
additional spread was created.
Not all of it flowed to NOI. By com-

paring the current NOI of $3,871.92 to the
NOI at the time of acquisition of
$3,406.18, it improved by only $465.74—
not $575. Three items are the reasons why:

The original calculation was $80 per
month in landscaping expense; instead, it
was $120/month. (See Figure 2.)

The vacancy factor and maintenance
are direct percentages withholding from
the monthly income. Thus, as income
increases, so do dollar amounts for each
item.

As shown, the entirety of the $465.74/
month increase to the NOI flows directly
to the cash flow, which increased from
$1,035.15/month to an attractive rate of
$1,500.90/month. Furthermore, this
increase in the NOI justifies a current
value of $464,630 at a 10 cap rate. And
considering that the outstanding debt on
this deal is approximately $354,000, the
current equity position is $109,000.

The End Result
The deal’s overall value took time and

effort. The prior residents had to be evict-
ed and replaced with better ones, and the
rental space’s conditions needed improve-
ment. Estimated cost to do so was $15,000
over two years. Achieving this meant rein-
vesting cash flow. 

Instead, $25,000 was spent in less than
one year on out of pocket repair costs (See
Figure 2), which meant raiding reserves
more than had been hoped. In the end, it
was worth it. (See before and after images
of The Symphony on next page.)

Sitting pretty, investors must realize
that there is no guarantee that new resi-
dents won’t go off the deep end at any
time. 

Nonetheless, the property has sustained
itself for several months since the new
lease terms began. All have paid rent on
time and only routine maintenance issues
have occurred. 

At this rate, the entire investment of
$30,000 ($5,300 at close and $25,000 to
reposition) will be recouped in two years.
Left will be a solid rental property for
many years and the cash flow it creates
will be beneficial.

This healthy investment leaves this
investor with options. Some $50,000 can
be borrowed against this equity and be
bridged into the next property, and the
increased cash flow from Symphony will
more than cover the cost of borrowing
more money.

I’d be able to come off of the reason-
able capitalized value by as much as
$75,000 and still walk away with the shirt
on my back. Or, more aggressively, some
of its equity can be bridged as part of
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another acquisition, which will add equity and cash flow to the
overall portfolio.

Another Way to Think About It
For deeper-pocketed, more ambitious investors, imagine that

every number in the above transaction was multiplied by 10. In
lieu of 10 units, there would be 100 units, and in lieu of
$373,500 purchase price—a $3,735,000 purchase price.

For deals that size, monthly cash flow increases from $10,000
to $15,000, and increasing the equity position would not buy a
mere $100,000, but a cool $1 million.

The numbers work exactly the same way whether the deal is
10 units or 100. 
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The Symphony: Before The Symphony: After
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