
REAL ESTATE 101 
Session 4 Finance, Leverage & Return on Investment



Real Estate 101
1.  Intro

• Why Real Estate?  
• Players
• How do we play a role?

2.  The Development Process
• Predevelopment
• Construction
• Operation

Q:  What do you guys want to know?

3.   Transactions, Ownership and Law
• Parties
• Rights
• Zoning 

4. Financing and Risk Assessment
• Leverage
• Time Value of Money
• ROI



Recap Session 1 - Intro
What is Real Estate

• Community development tool
• Financial asset

The Key Players In Real Estate – Who Does What?



Session 2 Recap
The Development Process
Real estate requires a huge array of capabilities including people skills, financial acumen, negotiating ability, 
and technical knowledge. Understanding what is needed during each stage is important. Further, knowing 
your own abilities and limitations, and when to bring on external help will be critical to your success.

STAGES OF DEVELOPMENT
1.  PREDEVELOPMENT – Resolve uncertainty!!!

• Entitlements are negotiated 
• Design iterations completed
• Cost effective construction solutions are evaluated
• Market analysis is finalized
• Financial resources are committed and acquired
• Finalizing the public review process 
• Tenant negotiations

2.  CONSTRUCTION 

3.  LEASEUP & OPERATION - (Stabilization @ 80% for 1 year)
• Ongoing marketing and leasing
• Property management
• Achieving stabilization



Session 3 – Recap 
Contractual obligations
Elements of a contract
1. Agreement
2. Consideration
3. Intention to enter into legal relations





REAL ESTATE FINANCE







Equity………Which 
one?!?!

• Racial Equity is about applying justice 
and a little bit of common sense to a 
system that's been out of balance

• Equity in real estate means  is the 
difference between what you owe on 
your mortgage and what your home is 
currently worth

Today, we are going to focus on....



Equity (finance definition)

•Cash - Money/Cash you are injecting into 
your project

•Sweat - a person or company's contribution 
toward a project, generally not monetary 
and, in most cases, comes in the form of 
physical labor, mental effort, and time



LENDER

Borrower

Debt - amount of money borrowed by one party 
from another



Leverage

Leverage is a physics term that refers to the ability 
to use something to move an object that would 
otherwise be too heavy.



Leverage

In real estate, Leverage uses borrowed capital or 
debt to increase the potential return of an 
investment.



Why Do 
Developers 

Use Leverage?

1. Allows developer to not have to use all of their 
money to purchase the property/building 

2.Leveraging allows you as an developer to keep 
more money in your pocket

3. Mitigate risk



Which is it?



Elements of Debt
A. Obliged to pay back with a 

predetermined set of payments
B. Secured by collateral
C. Legal document typically contracting real 

estate debt is called a mortgage



Debt is an instrument that the borrower is obliged 
to pay back with a predetermined set of 
payments.

Loan Amount – Amount being borrowed

Interest Rate - Amount a lender charges for the use of assets expressed as a 
percentage of the principal.

Term - Length of time it will take for a loan to be completely paid off when 
the borrower is making regular payments.

Payment – Amount of money being paid back in installments.





Residential vs. Commerical Real Estate

Residential
• Residential mortgages are typically 

made to individual borrowers.
• Residential mortgages are an 

amortized loan in which the debt is 
repaid in regular installments over 
a period of time. The most popular 
residential mortgage product is the 
30-year fixed-rate mortgage.

• High loan-to-value ratios—even up 
to 100%—are allowed for certain 
residential mortgages, such as 
USDA or VA loans.

Commerical
• Commercial real estate loans are 

usually made to business entities 
(corporations, developers, limited 
partnerships, funds and trusts).

• Commercial loans typically range 
from five years or less to 20 years, 
with the amortization period often 
longer than the term of the loan.

• Commercial loan loan-to-value 
ratios generally fall into the 65% to 
80% range.





Let’s do an example

Kids want to start a lemonade stand but they need to borrow $10 from their parents to buy the lemons and cups.  The 
parents want to teach the kids about borrowing money.    The parents are going to charge 2.5% interest on the 
requested amount and ask that the kids pay it back monthly over the next four years.  



Amount 10
Rate 2.50% PMT $2.66
Period 4

Period Starting Payment Interest Principle Ending payment

1 $    10.00 $       2.66 $       0.25 $       2.41 $    7.59 

2 $       7.59 $       2.66 $       0.19 $       2.47 $     5.12 

3 $       5.12 $       2.66 $       0.13 $       2.53 $      2.59 

4 $       2.59 $       2.66 $       0.06 $       2.59 $ -



Debt is secured by collateral. 





POP Quiz!!
What City was the first to 
pass a comprehensive 
zoning law?

Pop Quiz – Question #1

A.  What % of 
homes in the US 
used debt to 
finance the 
purchase?



Important Note About Who 
Should Hold the Property
Question: Should I hold property personally or create 
a separate entity (LLC)?

• Protect yourself from personal liability
• Tax Benefits
• Property Transferring
• Business Like Appearance
• Anonymous



END OF ACT 1
INTERMISSION



POP Quiz!!
What City was the first to 
pass a comprehensive 
zoning law?

Pop Quiz – Question #2

A. How do you 
generate income 
in real estate?



As an owner, you can 
• Sell your property
• Lease your property

Additionally, real estate investors make 
money through 

• Rental income
• Appreciation
• Profits generated by business 
activities

The benefits of investing in real estate 
include 

• passive income
• stable cash flow
• tax advantages 
• leverage

How do you make $$  in real estate?



PROFORMA









Expenses



PROFORMA



1 2 3 4 5 6 7 8 9 10 11 12
INCOME 7$            8$            6$            9$            7$            7$            6$            7$            8$            9$            9$            9$            
EXPENSES 4$            4$            4$            4$            4$            5$            5$            5$            5$            5$            5$            5$            
NOI 3$            4$            2$            5$            3$            2$            1$            2$            3$            4$            4$            4$            







END OF ACT 2
INTERMISSION





Make no mistake - Real Estate is an 
investment vehicle

• Why invest?
• Investing is an effective way to 

put your money to work and 
potentially build wealth. 

• With well-chosen assets, 
investors can enjoy predictable 
cash flow, excellent returns, tax 
advantages, and diversification—
and it's possible to leverage real 
estate to build wealth



0 1 2 3 4 5
Cash Flow (12.00)$     0.50$   2.50$   0.50$   3.50$   1.50$   



0 1 2 3 4 5 6 7 8 9 10 11 12
INCOME 7$            8$            6$            9$            7$            7$            6$            7$            8$            9$            9$            9$            
EXPENSES 4$            4$            4$            4$            4$            5$            5$            5$            5$            5$            5$            5$            
NOI 3$            4$            2$            5$            3$            2$            1$            2$            3$            4$            4$            4$            

Capital Costs 1$            -$        -$        -$        -$        1$            -$        -$        -$        -$        -$        1$            
Debt Service 1.5$         1.5$         1.5$         1.5$         1.5$         1.5$         1.5$         1.5$         1.5$         1.5$         1.5$         1.5$         
Cash Flow (12.00)$  0.50$      2.50$      0.50$      3.50$      1.50$      (0.50)$     (0.50)$     0.50$      1.50$      2.50$      2.50$      1.50$      

IRR 4%
Total cash out (12.00)$  
Cash in 16.00$    





PLACE BASED

MARKET BASED



12%

• Suburban shopping mall

7%

• Redevelopment of vacant lot
• Provides Housing 
• Supports public transit
• Community supported project

Think about it from a developer’s perspective





How do you JUICE an ROI?

• Lower upfront costs
• Better debt terms
• Minimize operating expenses
• Increase rents, add units, charge additional fees
• Look for public subsidy!!





Village Capital - Village Capital’s 
objective is to provide financing 
for catalytic real estate projects that 
strengthen and revitalize 
communities. 
(http://www.clevelandnp.org/vcc/)



Development fees



Questions?





Thank you!

https://midtowncleveland.org/reliteracy/





• Final thoughts

• We want your feedback!
• Survey

• Upcoming projects
• Podcast project
• In-person sessions coming in 2022!
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