
  

 

 

Should one borrow money at a higher rate than the property can earn, a scenario arises in which the use 

of the borrowed money has a negative benefit, leading to earning less as a percentage return than an 

“All Cash” purchase. Likewise, should one borrow at a lower rate, positive leverage is created, and one 

would earn a higher return than an “All Cash” purchase. 

Cash on Cash 
(Income Earned / 
Initial Investment) 

Cash Flow 

Debt Service 
Payments 

Net Operating 
Income 

Leverage vs. 
Unleveraged 

Investment @ 7.0% 
Cap Rate 

$1,000,000 

Borrow 
$700,000 @ 

6.0% Interest 

$70,000 

$42,000 

$28,000 

$28K/$300K 
= 9.33% 

Borrow 
Nothing 

$70,000 

$0 

$70,000 

$70K/$1M   
= 7.00% 

Borrow 
$700,000 @ 

8.0% Interest 

$70,000 

$56,000 

$14,000 

$14K/$300K 
= 4.67% 
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