


Welcome to the P.A.Q.™ 

People ask me all the time how I raise capital for my deals. Moreover, they ask 
me how they can describe their deals, what language they need to use and 
how in the world can I explain these concepts on a napkin. The answer is that 
I had to come up with a way to solve that problem myself, and that’s why the 
tool (called the P.A.Q.) now exists.

You know your deal, but you are trying to figure out how to communicate it to 
others and show the numbers. However, you don’t always have all your docu-
mentation with you or the ability to give a presentation at the table.

You need a quick, simple, easy way to communicate your ideas and the num-
bers to create additional interest in what you have to share. Once you have the 
investor’s attention you have to be sure to communicate the deal accurately 
and concisely.

Let me introduce you to the Profit Analysis Quadrant™!

What is the Profit Analysis Quadrant (P.A.Q)?

The P.A.Q. is a simple tool that allows communication between controller and 
operator or investors about what’s going on inside the deal.

This tool works regardless of the type of transaction for which you are raising 
capital.

If you’re trying to open a restaurant, franchise or business of any kind… if you’re 
looking to start a technology company, create a smart phone app or new wid-
get or, of course, Real Estate deal this tool will work.
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This is a quick overview so that you understand what the parts are and then 
we’ll break each part down so that you’ll be able to use them.

The P.A.Q is broken up into four quadrants.  The four quadrants are: 

•	Appreciation – Ways a property will increase in value either immediately 
or over time

•	Depreciation – Ways to create tax deductions over time by how a prop-
erty can be depreciated over time (according to the tax code governing 
residential and commercial Real Estate)

•	Amortization – Ways to pay investors out over time, typically through an 
interest structure

•	CashFlow – Ways to put passive income in your pocket and the pockets 
of investors month after month after month

Benefits for each Quadrant             
 
Appreciation  -------> Growth Over Time
Amortization  -------> Principal pay down
Depreciation  -------> Solves tax issues
Cashflow  -------> Needs income

Appreciation is defined as the increase in value that occurs over twelve 
months. This is usually most related to the purchase price. You buy it for $1.8 
million and you sell it five years later for $4 million. That means you’ve created 
$2.2 million of appreciation or growth.

Amortization is the principal pay-down. You can use many different forms of 
a loan but an interest only loan has zero dollars of principal pay-down. Loans 
without interest fully amortize and has principal pay-down.

Banks value the amortization benefit. They only want that quadrant. They’d 
gladly give up the appreciation, deprecation, and cash flow. They only want 
interest and the amortization quadrant.
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Amortization is also the realm of retirement plans. I love retirement plans in- 
side the amortization space. Retirement plans are best used in the Amortiza-
tion quadrant and Appreciation quadrant. Retirement plans are designed to 
defer those two types of gains. Retirement plans can use deprecation but they 
don’t use it as efficiently. Retirement plans can use cashflow. In my opinion, 
cashflow is the least efficient way to invest a retirement plan.
 
Deals using retirement plans are typically are structured to give amortization 
and/or interest only, or some sort of appreciation. A wise investor would give 
more appreciation and receive more of the deprecation and cashflow as it 
suits his/her investor identity. Deals structured outside of a retirement plan 
may require just as much appreciation as depreciation. The key is finding out 
the problem then applying the components in the Profit Analysis Quadrants 
to solve the investor’s problem.

Depreciation  typically involves an individual with a tax issue. Here people with 
large amounts of money outside of retirement plans need tax benefits. There-
fore they will fit into the Depreciation quadrant.

Cashflow typically involves the need of income. Retirement plans are the 
worst in cashflow when someone is still in the pre-retirement stage. I found 
this out the hard way because I structured several deals and gave away cash-
flow to people who had retirement plans. The investors never cashed the 
checks because they did not plan to do anything with the invested money. 
(What an eye-opener!)
 
This was a challenging learning curve because I gave up cashflow that I didn’t 
have to give up. I could have given them more appreciation instead. I would 
have made less on the appreciation, but I would have had more cashflow to- 
day (which is what I would rather have). Always remember, money now is bet- 
ter than money later. You would need to understand a financial calculator in 
order to understand this concept. If you do not have a 10BII calculator or some 
other financial calculator that means you are ill-equipped as an investor. Get 
one. Otherwise, it’s like a carpenter who says, “I don’t own a hammer.”
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Using the Profit Analysis Quadrant

So this is the fun part.  Let’s get into how to use the P.A.Q and what to focus on 
in each quadrant.

Quadrant I : Appreciation

Appreciation simply means the increase in value.  Now that increasing could 
happen over time, or it could happen instantaneously.

There are five types of Appreciation.  
1. Found
2. Forced
3. Phased
4. Inflated
5. Passive

Found	appreciation is based upon your skill set in terms of negotiating the 
transaction. For whatever reason, you may find a seller that has a piece of prop-
erty or asset that could literally have a market value of let’s just say $100,000. 
However, you can acquire that asset or the rights to control that asset for less. 
The difference between the market value and what you aquire the asset for is 
the	found	appreciation.

Forced	appreciation is just that. You physically did something to the property 
or to the asset to make it worth more. For example, you go to a garage sale and 
purchase a beat-up chair for $5. You take that chair home, strip the paint from 
it, reupholster the chair and resell it for $75. That process of changing the way 
the chair was presented, cleaning it up, and then restoring it to show room 
condition is forced	appreciation.	What was $5 could now sell for $75. The dif-
ference between them is FORCED appreciation.

The same thing happens inside real estate when you add more square footage 
to the bathroom or remove the old shag carpeting and put down  some hard-
wood floors. You are changing the property in a way that the mar- ketplace 
considers to be of more value.
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Phased	appreciation is very important to understand. You did something 
above and beyond just restoring an asset to original condition. For example 
you have a piece of property that you purchased for $200,000. This property 
has a lot of land and you see additional opportunity. You decide that you could 
sub-divide the property and add a second house on that land. If single family 
homes go for $150,000 in that area and you are able to build a house on that 
piece of land for let’s say $50,000, you spent $250,000. However, your prop-
erty is now worth $300,000. The difference between $250,000 and $300,000 
($50,000) is	phased	appreciation.	You added something to it that wasn’t 
there before to make the entire thing worth more.

Inflated	appreciation simply means that the price as measured in dollars (or 
whatever currency is yours). The value increases simply because the supply of 
that currency increases. Nothing more. Everything else stays the same. All oth-
er variables are constant. The one thing that is different is the fact that there is 
more currency in the system. Because there’s more currency chasing the same 
number of assets in the marketplace the price seems to go up (i.e., inflates).

Passive	appreciation is the appreciation that happens over time. You and I can 
do nothing about it. It’s all about emotion. For whatever reason the market 
says this item is worth more today than yesterday. And for no apparent logical 
reason.

You want to understand the information that I’m sharing here not just from 
this point of learning it, but with the intent to teach it. When you’re working in 
a transaction you need to understand that found, forced and phased appreci-
ation are the types that you can actually control. Inflated and passive apprecia-
tion are out of our control, unless you’re the one who’s in control of how much 
money is printed.

I can’t control the emotional quotient in the market. I can’t, you can’t, no one 
can control this.  We can try to play on emotions, but we can’t control them. 
Because we can’t control them we don’t count them as a part of our transac-
tion. What we do focus on are the three forms of appreciation we can control.

Found is all about sales. Forced is about your rehab, and phased is about your 
vision.
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Quadrant II : Depreciation

Depreciation is primarily given as a tax incentive.  When it comes to deprecia-
tion and other tax incentives what you must be aware of is that in general (not 
always but in general) these are indications of where the puck is heading.  

For example, you’ve heard of things like bonus depreciation, cost segregation, 
etc.  Things that sunset and expire.  These are things that the government may 
have recognized as areas that need additional help.  This can becomes a major 
way for you and I to actually make a difference and we get the benefit having 
our taxes written off so that we can provide clean, safe, affordable housing to 
people that need it most.

Quadrant III : Amortization

What this means is that overtime you’re going to pay down the loan.  Every 
time you make a payment on what is known as a fully amortize payment a 
portion (not all, but a portion) of the payment goes to interest and a portion 
goes to the principal.

The portion that goes to principal is the amount that is amortized (i.e. the loan 
balance is reduced).

Quadrant IV : Cashflow

A simple way of understanding cashflow is to have income minus expenses, 
which is going to equal net operating income (NOI). Net operating income 
may be equal to your cashflow IF you are using all cash (i.e., no loan). If you are 
using a loan to acquire the asset you have a few more steps to take.

You need to pay back the loan, so you subtract Debt Service (otherwise known 
as “the loan”) for NOI, which now equals CADS (Cash After Debt Service) or 
Cashflow (CF).
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Understand your identity first.

Before you can walk your investors through your deal, showing them the ben-
efits through the P.A.Q, you have to understand your Investor Identity as well 
as theirs.  Lets start with your identity.  We like to classify investments into 
three different types.  WalMart, Target, and Nordstrom (they are also known 
as A, B, and C class properties or investments).  We use these brands because 
when you see these brands, you immediately know what to expect from them.  
WalMart is know for low low prices, Nordstrom is know for quality and custom-
er service, Target is somewhere inbetween.     

Are you a Nordstrom, Target or WalMart type of investor? (What types of prop-
erties fit your goals as an investor?) Your investors need to match. 
But remember this…

As an investor, where you start out is not always where you stay. For example, 
you might start out as a WalMart investor, but eventually you can move on to 
become a Nordstrom investor. You seek the same type of investors. 

You must understand your investors’ identity!

When talking to investors you have to understand as much about their world 
as you can. You can talk to them in a way that makes them understand where 
they fit into the P.A.Q. Once you understand their investor identity and where 
they fit in the quadrants, you can figure out how to best serve them. Every in-
vestor falls into one or more of the four quadrants of the P.A.Q.

Again, the first is Appreciation (A), the second is Depreciation (D), the third is 
Amortization (AM) and the fourth is CashFlow (CF). These are all ways to show 
potential real estate investors how their money will work and how you will 
make their money back for them through a deal over time plus returns. Below 
you will see the P.A.Q. drawn out.
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Using the P.A.Q. gives you a way to figure out where individual investors fit in a 
deal. (Or if they fit at all.) It allows you to run through different scenarios (differ-
ent problems to solve) in the quadrant. You can use more than one quadrant 
in a deal and you can even split quadrants between your investors and yourself. 
That way, there are benefits on both sides of the table. 

Use the most beneficial quadrants.

You typically won’t spend much time on the AM Quadrant, because that’s 
what banks use, and you’re no bank. You will need to understand how Depre-
ciation works to your advantage, because that’s the part you can give away all 
day long! (Lots of investors need the deductions more than they need more 
money.)

You are most interested in the Appreciation and CashFlow quadrants for your 
goals. If you pay attention to the A and D quadrants for your investors, you’ll do 
fine. You just have to be able to explain these two quadrants to those who are 
interested in helping you with your real estate investment goals.
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The P.A.Q. is critical to understand for larger deals. 

As you grow as a real estate investor you truly have to understand the P.A.Q. 
and how your investors fit into it. Simply, the P.A.Q. is a cooperative arrange-
ment between you and your investors. It’s cooperative capitalism! 

You are gaining the cooperation of others to use their money to buy into larger 
and larger deals. They will only cooperate with you if they understand how the 
deal will benefit them. The A and D Quadrants are where you find most bene-
fit for them and for yourself. 

You’ll find a full tutorial on using the P.A.Q. inside the Cash Flow Core Member-
ship at www.cashflowdiary.com/training! 
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