REAL ESTATE

Why Wise Investors Assess the 
Rate of Return

Determining the return on investment (ROI) for a commercial property can make the difference between buying it and walking away.  

ROI calculations look at a range of criteria, such as loan term, purchase price, tax rate, property expenses and the appreciation rate of the property involved. Any sound business decision starts by assessing how long it will take to see a return on the investment you are making.

ROI calculations are complex. For retail plazas and residential complexes, the annual vacancy rate needs to be determined. Variable costs such as heating and cooling, water and electricity need to be studied. 

How will tenants for the property be located and retained? 

The loan terms and purchase price will affect all the calculations required to make an informed decision about the investment you are making.

A common investment scenario is that an investor takes out a bank loan on a specific property. The investor wants to purchase a property where the revenue generated exceeds any outgoing expenses, bringing him or her a modest but regular return on the investment. In this scenario there may be a lower ROI in the long run versus with a cash sale.  

Calculating the risk involved is part of the process while identifying the targeted ROI.

By targeting reasonable expectations for  ROI, investors can selectively review properties that meet their investment criteria. This streamlines their search, saving time and money and reducing frustration.
